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(x)

(xi)

management. In addition, they have extensive experience and professional
knowledge in the PRC shoe industry. We believe that the depth and experience of our
senior management team has contributed to the successful development of our
business and the eontinuing commitment and contributions from our management
team will spearhead our Group to the next phase of growth.

We are strategically located in Quanzhou City, Fujian Province, one of PRC’s
largest sports shoe manufacturing bases

We are located in Quanzhou City, Fujian Province, one of PRC’s largest sports shoe
manufaeturing bases. Our strategie location gives us easy access to labour and
suppliers of raw materials which, in turn, allows us to lower our produetion costs and
obtain timely delivery of our raw materials. In addition, our close proximity to shoe
manufacturers and traders and other shoe and sportswear companies provides us the
opportunity to tap into the region’s shoe market for our shoe soles products and OEM
produets,

Established good working relationships with our customers who include other
well-established sports brands

We have established good working relationships with our OEM customers, many of
whieh are owners or manufacturers or Export Distributors for established sports
brands including PRC brands such as Xtep ($§2F), China Peak ([L3%), 361° (Z75—
%) and Qiaodan (F7#}) and intemational brands such as FILA, I’Hayber, Bulldozer,
Spalding, Eksis, Prince and Lotto. This has enabled us to have a good understanding
of their production requirements, demands and workflow and henee allow us to better
meet their expectations and demands. Qur working relationship has enabled us to
maintain eustomer loyalty as eustomers generally would prefer to engage and retain
the services of suppliers who are able to meet their produetion requirements.

Our Group has also established a strong working relationship with our customers
who are regional distributors of our “Addniee” produets in the PRC. Our product
development team will liaise with our PRC regional distributors for consumer
feedbaek on our “Addnice” products. In addition, we support the regional distributors
by overseeing the design, décor and scheme of the speeialty stores and retail stores.
This ensures that our products and brand image are displayed and exhibited in a
consistent and uniformed manner. The PRC regional distributors are also invited to
attend training sessions to familiarise themselves with our sale and marketing
policies and proeedures.

7.3 KEY MILESTONES AND ACHIEVEMENTS

Our key milestones and achievements are as follows:

Year

Key Milestone

1995

Jinjiang Xingquan was established jointly with Mr Wu Qingquan's wife, Mdm
Zhuang Hongji, and s brother, Mr Wu Lianfa, to engage in the manufacture oﬂ
shoes and shoe soles for local and international shoe manufaeturers.

1999

Xingquan Footwear was incorporated by Mr Wu Shihu, Mr Wu Lianfa and the
Villager Committee of Yanshang Village to manufacture shoe soles and take over the
shoe manufacturing business of Yanshang Shoe factory.

2000

Xingquan Plastics was incorporated by Mr Iao Ieok Chon, Mr Wu Qingquan's
brother-in-law to earry out the shoe sole manufacturing business of Jinjiang
Xingquan.

2000

Xingquan Plastics provided OEM services to shoe manufacturers engaged in the
manufacture of completed shoe products
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Year

Key Milestone

2000

Xingquan Plastics purchased four (4) sets of injection moulding machines which
increased our shoe sole production capacity.

2001

Xingquan Plastics purchased five (5) sets of foam moulding machines which enabled
us to manufacture higher end shoe products.

2002

Xingquan Plastics was accredited with 1SO9001:2000 by the Environment & Quality
Assurance International Certification Center (EQA [EFRAIE# L) for the scope of]
Production and Sales of Sports Shoes and Material For Shoes (& B)%E & ¥ 5f fy 4 7=
FHIE)

2002

Xingquan Plastics started supplying shoe soles to manufacturers of well-known PRC
brands. The presently include brands such as Xtep (4%#5), China Peak (FL31), 361°
== 75—F¥) and Qiaodan (75 1).

2003

Addnice Sports was incorporated by Mdm Ng Sio Peng to carry out the development,
design, production and sale of “Addnice” brand shoe products concentrated on the
sports and Jeisure shoe market.

2004

Addnice Sports was accredited with [ISO9001:2000 for the Products/Service: Design,
Production and Service of GYM Shoes and Liefallow Shoes (GEzhiE. ARER
Sl R EET . Er<RR%E) by China United Certification Center (FFBEIAIEH
) and with ISO14001:1996 (now 15014001:2004) by the China United
Certification Center for its environmental management system for Design,
Production and Correlative Management Activities of GYM Shoes and Liefallow

Shoes (iBZTEE. ARIRNERIIMA BT A NHEXEEFR)

2004

Commenced sale of shoe prodocts under our “Addnice” brand.

2005

Addnice Sports took over the shoe business of Xingquan Plastics and expanded its
range of products to include sports and leisure apparels and accessories, which are
manufactured by OEM suppliers.

2006

Addnice China signed Miao Lijie, a captain of the PRC female basketball team and a
player in the WNBA as spokesperson for our “Addnice” brand for the period
between March 2006 and February 2008.

2006

Addnice Sports was awarded the Certificate for Product Exemption from Quality
Surveillance Inspection (7 i Jii it e A2 iiF 15) for our products sold under the
“Addnice” brand.

2007

Addnice China signed Jason Kapono, a NBA player from the Toronto Raptors and
back-to-back winner of the Foot Locker Three-Point Shootout for 2007 and 2008 as
spokesperson for our “Addnice” brand between April 2007 and March 2009.

2008

The contributed capital of Addnice China, Addnice Sports and Xingquan Plastics
were acquired by Addnice Holdings while the contributed capital of Xingquan|
Footwear was acquired by Addnice Sports.

2009

Xingquan International acquired Addnice Holdings.

[The rest of this page is left blank]
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PRINCIPAL BUSINESS ACTIVITIES

We are a sports and leisurewear enterprise based in Jinjiang City, Quanzhou City, Fujian
Province, PRC engaged in the manufacture and distribution of outdoor and indoor sports and
leisure shoes, apparel and accessories with a strong focus on brand management and product
development.

Our products are categorised into three key segments as follows:

(a)

(b)

(e)

Shoe Soles, which comprise athletic shoe sole products designed for specific sporting
activities such as running, tennis, basketball and mountain climbing, as well as
leisure shoes;

Outdoor and Indoor Sports and Leisure Shoes, which comprise outdoor sports
shoes designed for specific outdoor and indoor sporting activities such as running,
tennis, basketball and mountain climbing, as well as leisure shoes, marketed under
our “Addnice” brand. We are also OEM for owners of international sports and leisure
shoe brands such as FILA, J'Hayber, Bulldozer, Spalding, Eksis, Prince and Lotto;
and

Outdoor and Indoor Sports and Leisure Apparels and Accessories, which comprise
apparels for specific owidoor and indoor sporting activities such as running, tennis,
basketball and mountain climbing and leisure and functional apparels such as t-shirts,
polo shirts and windbreakers and accessoties such as sport bags, caps, socks and head
and wrist bands, designed for various outdoor and indoor sporting aetivities and
marketed under our “Addnice” brand. Currently, our sports and leisure apparels and
accessories are produced by external OEM suppliers.

The principal activities of our Group are categorised as follows:

(M)

Design, manufacture and sale of shoe soles

Our shoe sole products comprise athletic shoe sole products designed for specific
outdoor and indoor sporting activities such as running, tennis, basketball and
mountain climbing, as well as leisure shoes. Our shoe soles products may be broadly
categoriscd as follows:

{(a) Injection Moulding and Foam Moulding shoe soles

Shoe soles produced by the injection moulding process and the foam
moulding process consist of MD midsoles making the shoe soles lightweight
and elastic. Shoes soles with MD midsoles are suitable for use in shoes for
high impact sports such as mountain climbing, basketball, tennis, running
and leisure shoes.

Shoe soles with MD midsoles produced by the injection moulding process
are generally less flexible than those with MD midsoles produced by the
foam moulding process and are more durable for activities requiring a stiffer
sole to protect the feet of the wearer. Shoe solcs with MD midsoles
produced by injection moulding process are typically fitted to shoes for
mountain climbing and tennis.

Shoe soles with MD midsoles produced by the foam moulding process are
lightweight and high in elasticity, suitable for use in shoes for higher impact
sports such as basketball and running where shock reduction is a key
functionality. Some leisure shoes are also produced using this process
compared to RB soles for greater flexibility and higher level of comfort.
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The following diagram illustrates the key components of our shoe sole
produced via injection moulding process and foam moulding process:

Midsole,
composed of
MD

Cutsole

composed

of RB Decorative
TPU
component

Cutsole
composed
of RB

(b) RB soles

RB soles are produced entirely from synthetic rubber. RB soles are skid-
resistant and highly durable and possess anti-static and oil-proof properties.
RB soles are used primarily for leisure shoes.

The following is a diagram of our RB sole unit:

Outsole,
composed of
RB

Our products under this segment account for 29.2%, 22.3%, 20.7% and 21.5% of our
revenue in FYE 2006, FYE 2007, FYE 2008 and 1H 2009 respectively.

Our shoe sole products are designed, manufactured and marketed and sold by our
subsidiary, Xingquan Plastics to well-known PRC sports shoe manufacturers of PRC
brands such as Xtep (£7#F), China Peak (IL %), 361° (=7~ ) and Qiaodan (577%)
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and also used by our subsidiary, Addnice Sports, in the manufacture of our sports and
leisure shoes.

(ii) Design, manufacture and sale of sports and leisure shoes

Our sports and leisure shoe products comprise outdoor sports shoes designed for
specific outdoor sporting activities such as running, tennis, basketball and mountain
climbing, as well as leisure shoes, marketed under our “Addnice” brand. In addition,
we are an OEM for owners of international sports and leisure shoe brands such as
FILA, I"Hayber, Bulldozer, Spalding, Eksis, Prince and Lotto. Our products under
this segment account for 56.7%, 60.0%, 57.7% and 54.0% of our revenue in FYE
2006, FYE 2007, FYE 2008 and 1H 2009 respectively.

Our sports and leisure shoe products are designed and manufactured by our
subsidiary, Addnice Sport and distributed by our Group’s regional authorised
distributors and direct retailers via specialty stores and retail stores.

The following diagram illustrates the key components of our sports shoe product:

Tongue

Eyelet Collar Heel collar

Upper
Tip
Midseole, composed of MD

Outsole, composed of RB

Decorative
TPU
component
Quarter External heel
counler
composed of
TPU
The following diagram illustrates the key components of our leisure shoe product:
Collar Tongue
Upper
Qutsole,
composed
of RB

Quarter
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(iii) Design and sale of sporis and leisure apparels and accessories

Our sports and leisure apparels and accessories comprise apparels for specific
outdoor and indoor sporting activities such as running, tennis, basketball and
mountain climbing and leisure and functional apparels such as t-shirts, polo shirts
and windbreakers and accessories such as sport bags, caps, socks and head and wrist
bands designed for various sporting activities and marketed under our “Addnice”
brand. Our products under this segment account for 14.1%, 17.7%, 21.7% and 24.6%
of our revenue in FYE 2006, FYE 2007, FYE 2008 and 1H 2009 rcspectively,

Our sports and leisure apparels and accessories are designed by us and produced by
external OEMs.

Our products under the “Addnice” brand are distributed across 20 provinces, municipalities
and autonomous regions within the PRC. Products which we manufacture as OEM are also
distributed outside the PRC by our OEM customers. As at the Latest Practicable Date, we
have appointed 29 authorised regional distributors and 43 dircct retailers to distribute our
“Addnice” products. Our “Addnice” products are sold via 954 “Addnice” specialty stores and
464 retail stores totaling 1,418 point of sales.

Our headquarters and manufacturing facilities arc based in Quanzhou City, Fujian Province.
As at the Latest Practicable Date, our aggregate production capacity for sports and leisure
shoe products and shoe sole products amount to approximately 5.9 million and 14.0 million
pairs per annum, respectively.

OUR PRODUCTION FACILITIES, CAPACITY AND UTILISATION RATE
As at the Latest Practicable Date, we manufacture only sports and leisure shoe products and shoe
sole products. The manufacturing process of our sports apparel and accessories are outsourced to

third party contract manufacturers.

Our production facilities are located in Quénzhou City, Fujian Province, PRC. Details of our
facilities are set out below:

(i) Factory location and production area
Approximate

Facilities/  type  of " built-up area
products manufactured  Location (sq metres)
Xingquan Plastics/ Houyang Industrial Zone, 29,000
Shoe soles products Chendai Town,

Jinjiang City,

Quanzhou City,

Fujian Province,

PRC 362211
Addnice Sports/ Houyang Industrial Zone, 16,000
Outdoor and indoor Chendai Town,
sports and letsure shoe Jinjiang City,
products Quanzhou City,

Fujian Province,

PRC 362211
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(iii)

Facilities/ type of
products manufactured  Location

Addnice Sports/ No 97, Maoxing Road,
Outdoor and indoor Fengze District,

sports and leisure shoe Quanzhou City,

products Fujian Province, PRC 362000

Approximate
built-up area
(5q meftres)
2,940

Our equipment and machineries

As at the Latest Practicable Date, our Group has the following material machinery

and equipment for our business operations:

rMaehimeries /Equipments Quantity Net I(SI{;;/II{BYS:;(J];
Shoe soles 4‘
Injection machines 4 5,018 {
Hydrolic pressure foaming units 6 1, Sﬂ
machines
Foam moulding machines 13 2,210

| Sulpherized hydroic machine 11 1,330

| Rubber density build up machine 11 1,696

_ Sports and leisure shoes ]
Sewing machine 799 996 |
Production line equipment 6 3,119 |
Foreside upper machine 26 2,356
High frequency machine 26 592 |
Shape punching and cutting machine 49 1,010
Pressing machine 12 1,035

Our capacities and utilisation

Our annual production capacities are derived bascd on the following assumptions:

(a) the production machines runs for 2 shifts totalling 16 hours per day; and

(b) we operate for approximately 330 days for sports and leisure shoes and 350
days for shoe soles a year after deducting public holidays and stoppages in
production due to stock takes and maintenance of machinery.
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7.7

The estimated annuval production capacity and the output utilisation rates for the
production (and sales volumes) of our sports and leisure shoe products and shoe soles
for FYE 2006, FYE 2007, FYE 2008 and 1H 2009 are as follows:

Product Type FYE 2006 FYE 2007 FYE 2008 1H 2008 IH 2009
000 000 000 00¢ 000

Shoe soles

Capacity (anits) 12,540 12,980 14,600 7,320 7,320

Output {units) 7321 8,943 10.906 5,225 7,304

Utilisation rate (%} 58.4% 68.9% 77.9% T1.4% 99.8%

FYE 2006 FYE 2007 FYE 2008 1H 2008 1H 2009

000 000 040 000 000

Qutdoor and indoor

sports and leisure shoes

Capacity (pairs) 3,960 5,120 5940 2,970 2,970

Outpnt {pairs) 2,386 3,714 4,780 2,445 2,867

Utiisation rate (%) 60.3% 72.5% 80.5% 82.3% 96.5%

SEASONALITY

We do not expericnce any material seasonality in our business, as our Group’s business
operations are relatively stable throughout the year. Our regional authorised distributors and
direct retailers are invited to our bi-annual sales fair in March and September each year where
we will showcase all of our new products. These distributors and retailers will then make their
orders for the following two seasons (half year).

However, the sale of our products by the specialty stores and retail stores are subject to
seasonality associated with the festive and/or sales seasons where consumers spend more. This
includes Chinese New Year and Christmas festivities.

STAFF TRAINING

New factory workers undergo four (4) weeks of induetion training, which eomprises two (2)
week introduetion to the Group and two (2) week practical on-the-job training. Such training
is given to all our new factory workers to ensure that they familiarise themselves with our
Group, our machinery operations and production processes.

We believe that our employees are key assets that play a pivotal role towards our continuous
growth and we recognise the importance of retaining quality employees. It is our policy to
encourage the development and training of our employees for the improvement of overall skill
sets for the enhancement of productivity. We emphasise on training and development as an
essential continuing process and to such extent, training for our existing factory workers are
conducted mternally on a quarterly basis by our Group. It includes on-the-job training and
internal training courses.

We believe in motivating our employees by providing opportunities for progressive career
growth, and as such, opportunities are given for employees to enhance their work performance
in order to assume wider job responsibilities. Such staff training also enables our staff to
strengthen their job skills, cultivate team spirit and improve produetion quality, efficiency and

capacity.

To ensure that our products and brand are econsistently marketed, our PRC regional
distributors and direct retailers are invited to attend training sessions to familiarise them with
our sale and marketing polieies and procedures. Periodic on-site inspections are conducted by
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our sales and marketing staff to ensure that our regional distributors and their retailers and our
direct retailers comply with such policies and procedures.

Our staff training expenditure for the past three financial years has not been material.

RESEARCH AND PRODUCT DEVELOPMENT

Our Directors believe that constant innovation in developing new and improved products and
production techniques is vital to our continuing success of our “Addnice” brand and to meet
the changing needs of the market. Our product development department is headed by our
deputy general managers, Ms Yang Hongmei, for shoes and Mr Wu Xiangdong, for shoe soles.
As at the Latest Practicable Date, we have a total of 92 product development personnel.

Our target market comprise of consumers within the 20 to 45 age group. Therefore, our
Group's product development efforts are focused on such consumers.

“Addnice” Shoes and Shoe Soles

To ensure that we are able to continuously develop and produce outdoor and indoor sports and
leisure shoe and shoe sole products that meet the fashion trends and functional needs of our
target market, members of our product development team will undertake the following
activities:

) Reviewing fashion and sports magazines, industry journals and internet websites for
latest trends in sports and leisure wear, including new technologies and
functionalities;

{ii) Research and study shoe and shoe sole designs to cater for different foot shapcs;

(i) Liaising with PRC regional distmibutors and our OEM customers for consumer
fecdbaek on our products;

{iv) Attending intemational and local fashion events held in the PRC.

Through our emphasis on our product research and development, we have over the years
developed our wide range of successful outdoor and indoor sports and leisure shoes and shoe
soles to cater to our target consumers. Apart from the aesthetic design of our shoes, which
inelude new design, colour, fabric and pattern, we also test certain raw materials and new shoe
and shoe sole products for among others, durability, colour fastness, strength and flexibility.
These tests form part of our research and development to ensure that our products are
functional and meet our quality standards.

While there is no fixed plan or timetable for new products to be developcd, our Group
successfully design and produccs approximately 530 to 60 new shoe products and
approximately 40 to 50 new shoe sole produets cach year whieh are introduced for our
spring/summer and autumn/winter season line up. To complement our range of shoe products,
we also introduce a wide range of sports and leisure apparels and accessories under our
“Addnice” brand totaling approximately 200 imdividual products.

Qur research and development facilities include the following testing equipments and
machinerics:

Machineries /Equipment Purpose

Shoe soles

Tensile Tester To test the glue fastness of the shoe soles
Compress Tester To test the pressure of the midsole and sole
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Machineries /Equipment

Purpose

Abrasion Tester

To test the abrasion durability of the shoe sole

Low Temperature Flexing Tester

To test the flexibility of shoe soles under low
temperature

To obtain accurate reading to identify wear on the

Electron Weighing Machine shoe sole after abrasion testing

To test the jomts of the midsole and sole and the joint
Water Proof Tester of the shoe sole with the shoe for leaks
Heat Tester To test the heat endurance of the shoe sole

Resistance Flexing Tester

To test the flexibility of shoe soles

Sports and leisure shoes

Crockmeter/ Rubbing Fastness
Tester

To test the colour fastness of the shoe sole and
fabrics/leather of the shoes by rubbing

Colour Fastness Tester*

To test colour fastness of the shoe sole and
fabrics/leather of shoes by heat and humidity

Anti-Tear*

To test the strength of identified raw materials for fit
for use in production

Colour Matching Cabinets*

To provide conducive envirenment to carry out more
accurate colour matching after the colour fastness test

Note:

¥ Machines/ equipment which are also used for the shoe soles

Our product development expenditure mostly relates to costs of consumables for product
prototypes and remuneration costs of our product development staff. For FYE 2006, FYE

2007 FYE 2008 and

1H 2009,

our Group spent approximately RMB2,851,000,

RMB3,339,000, RMBS5,249,000 and RMB3,117,000, respectively, on product development.

The key product development steps undertaken by our product development team for our shoe

and shoe soles products are as follows:

Product

conceptualisation

(i) Product conceptualisation

Market
introduction

Product prototype

Based on our research, our product development team will design the style and select
the functionalities required of our shoe soles and shoes. Conceptualised products are
produced regularly for review by our product development team. New designs are
introduced at regular intervals to ensure that new products may be showcased at our
bi-annual sales fair for the spring/summer and autumn/winter seasons. After review,
certain produets will be selected by our deputy general managers for further
development. Once the design is finalised, a prototype will be produced.
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(ii) Product prototype

Prototypes of selected products are produced for testing. Shoes and shoe soles
undergo various tests such as wear and tear resistance, colour retention and
temperature endurance to ensure the products are sufficiently durable against various
atmospheric elements and are suitable for the purpose which they were designed for.
Successful products will be introduced to our PRC regional distributors and direct
retailers.

{iii) Market introduction

New “Addnice” sports and leisure shoes are produced, and samples are introduced to
our PRC regional distributors and direct retailers at our bi-annual sales fairs in March
and September. At these bi-annual sales fairs, our PRC regional distributors and
direct retailers will place orders for “Addnice” products. Based on demand and
number of orders, selected “Addnice” sports and leisure shoes will be put into full
production and launched to the market at the appropriate season.

“Addnice” Apparels and Accessories

Qur Group is involved in the liaising and selection of our apparels and accessories by third
party external designers. As with shoes and shoe soles, our product development team will
carry out research from various sources on the current trends and functionalities of our target
consumers. Based on our research, our product development team will liaise with our external
designers on the style and functionalities required for our apparels and accessories. Once the
designers have proposed the designs to us, we will select the designs we believe to be saleable
and produce samples of these products which we will showcase at our bi-annual sales fairs in
March and September each year. Samples which attract good responses from our distributors
and direct retailers will be put into production. The manufacturing of these products are
outsourced to our OEM suppliers. The sample products will be produced by our Group and
distributed to our QEM suppliers together with the detailed specifications of the product and
production/technique instructional manual to aid them in the mass production of our sports
and leisure apparels and accessories product.

[The rest of this page is left blank]
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7.9 PROCESS FLOW OF OUR PRODUCTION

We set out below a generic flow chart depicting the major steps in our production proeesses
for our sports and leisure shoes and shoe soles. The production of our sports and leisure
apparels and accessories is outsourced to OEM suppliers.

Raw Materials Sourcing
h 4 4
Cutting Processing of Materials
a2 h 4 y
5 Surface Feature Assembly Pre-Mould Heating and
= and Stitching Moulding
b= 2]
2 v o
: :
= Lasting and Assembly Trimming w
: :
4 v Y 2
=]
= Finishing Asscmbly
=
z
-
72l h A 4
[
g Inspection Inspecticn, Packaging and [«
= Storage
2]
y
Packaging and Warehousing

Outdoor and Indoor Sports and Leisure Shoes

(i) Raw Materials Sourcing

Qur purchasing department is responsible for sourcing the necessary raw materials for the
manufacture of our shoe products. Raw materials for our sports and leisure shoes comprise
shoe soles, glue, thread, TPU pellets, and fabrics such as suede, leather, nylon, mesh and
miecro fabric. The sole units of our shoc produets are predominantly produced by our Group.
Shoe soles for shoes with low volume orders are generally purchased from extcrnal shoe sole
manufacturers. Qur purchasing department is also responsible for liaising with our raw
material suppliers and ensuring the quality of such raw materials. Raw materials that do not
meel our specifications and requirements are returned to our suppliers to be replaced or
rectified.
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(ii} Cutting
Parts of the upper comprising the vamp, quarters and tongue are made of various fabrics such
as suede, leather, nylon, mesh and micro fabric. Cutting involves the cutting of the fabric into
different shapes according to the design specifications to form the vamp, quarters and tongue
of the upper. Holes are also drilled into the quarters to form the eyelets of the upper.

(iii) Surface Feature Assembly and Stitching
Design features such as our “Addnice” logo are sewn onto, glued or imprinted onto the
different parts of the upper. The vamp, quarters and tongue are then stitched together to form
the main part of the upper. Various other components of the upper such as the tip and heel
counter are stitched or glued together to form a completed upper and the shape of the shoe.
The upper will also be laced before the lasting and assembly process.

@iv) Lasting and Assembly
During lasting, the upper is first stretched snugly over a shoe tree to mould the upper into its
designed shape. The fabric at the lower part of the upper is then folded under an insole board
and pinned to the insole board with nails. This process completes the upper and prepares it for
assembly with the sole unit.
The completed upper is glued onto the sole unit during assembly. The completed but
unfinished shoe is then pressed around the shoe iree using pressing machines to ensure that the
sole unit is attached to the upper properly, after which the shoe tree is removed.

v} Finishing
Aftcr the lasting process, finishing operations such as the insertton of insoles are carried out.
Each pair of shoe is also cleaned and inspected for defects.

(vi) Packaging and Warehousing
The finished products are then packed and separated into boxes according to colours and sizes.
The boxes are then packed into eartons and stored in our warehouses for our distributors and
direct retailers to collect. We do not make deliveries to our customers.

Shoe Soles

) Raw Materials Sourcing
We purchase EV A base chemicals, TPU pellets and other raw materials such as glue and dye
from our suppliers. Raw materials are inspected to ensure that our quality standards are met
before they are used for production.

(ii) Processing of Raw Materials

For the production of MD midsoles through our injection moulding process and foam
moulding process, the EVA base chemical is mixed before undergoing a granulation process
whereby the EVA base chemical will be transformed into EVA pellets. If necessary, dye is
added during the grannlation process to produce colour required for the production.

For RB soles, various raw materials will undergo a preparation process whereby they are
mixed and compressed together in accordance with a certain formuia to attain the desired
qualities. The preparation process also includes the mixing of the raw materials with dye to
produce the desired colour. The processed raw material is then pressed into RB sheets and put
through a cutting machine where the pre-moulded outsoles are cut from the sheets.
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(iii)

{iv)

v

(vi)

7.10

Pre-Mould Heating and Moulding

Pror to moulding, the moulds used in the production of MD midsoles via the injection
moulding process and foam moulding process and RB soles will be heated up to specific
temperatures.

For the production of MD midsoles via the injection moulding process, molten EVA pellets
are injected into the pre-heated moulds to create the basic shape of the midsole.

For production of MD midsoles via the foam inoulding process, molten EVA pellets go
through a foaming process and formed into different sizes of midsoles for moulding. The pre-
moulded midsoles are then loaded into the pre-heated moulds, where the midsoles are
moulded into their final form.

For production of RB soles, the pre-moulded RB outsoles are loaded into the pre-heated
moulds for moulding into their finat form.

Trimming

All shoe soles undergo a trimming process whereby the excess materials forming cutside the
desired shape are trimmed off.

Assembly

During the assembly process, various parts of the soles are glued together under a pre-
determined temperature. This process is not necessary for RB soles.

Qutsoles made of RB will be glued together with the MD midsoles to form a complete sole
unit. Thereafter, the assembled shoe soles are placed in a pressing machine to ensure they are
firmly bonded.

Inspection, Packaging and Storage

The finished shoe sole products undergo final quality inspection to deteet defects and ensure
compliance with our customers’ requircments. Shoe soles that pass the final inspection are
then packed, labelled and stored in our warehouse before being delivered to our customers or
delivered to our shoe produetion line.

In addition to the aforementioned steps, we conduct quality control checks at all stages of our
production process. Please refer to Section 7.10 of this Prospeetus for further details of our
guality assurance policy.

QUALITY ASSURANCE POLICY

We believe that the quality of our products is the key to our contmued growth and success. As
such, we place great emphasis on quality assurance,

Our quality control is overseen by our deputy general managers, Ms Yang Hongmei and Mr
Wu Xiangdong, who are responsible for formulating and implementing the guality control
policies of our Group. Our Company has set up a quality control programme with a view to
establishing, implementing, maintaining and improving our quality management system
throughout our entire operational process from R&D, production and sales to after-sales
service. We have managed to maintain good business relationship with our customers by
consistently supplying quality products.

TV
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As an attestation to the guality of our products, we were awarded the Certificate for Product
Exemption from Quality Surveillance Inspection (7= i & 4XE 45) for the product —
Travel Shoes of 135//16// under the brand of “Addnice” in 2006.

@

Quality control procedure for shoes

To ensure that our products satisfy our guality standards and requirements, our Group
stringently implements our quality assurance procedures, which include checks and
tests conducted at various stages throughout the production process.

While we do not have any dedicated employees in charge of quality control process,
our factory supervisors and managers are responsible to ensure that all products being
manufactured are inspected by the relevant factory worker at each stage of the
production process. Our production process is carried out in compliance with our
quality management system and we have established the following quality assurance
procedures:

(a) Incoming

We place strong emphasis on the quality of raw materials in order to ensure
the quality of our products. As part of our procurement process, we select
our suppliers in accordance with our intermal quality assessment system,
which takes into consideration factors such as product quality, pricing,
reliability, reputation and their ability to meet required delivery schedules.
We conduct visual inspections and/or random tests on samples for all
incoming raw materials to ensure they conform to our specifications and
quality standards. If the raw materials do not conform to our requirements,
such raw materials are rejeeted and returned to the respective suppliers.

(b} In-process

We conduct our in-process ehecks to ensure that our products are inspected
by the relevant factory worker at each stage of the production process to
identify and correct defects at the earliest possible stage so as to minimise
defeets in our products and to complete the production in a timely and cost
effective manner. In-process cheeks are carried out in aceordance with our
specifications and quality standards.

We also earry out regular maintenance, inspections and repairs to our
machinery and equipment to ensure they are well maintained and in good
working condition.

Our production personnel are trained regularly to be familiarised with the
quality assurance procedures of the produetion proeess of our Group. Such
training ensures that our in-process quality assuranee proeedures are strictly
implemented.

() Finished products

All finished produets are subjeet to final quality inspection to ensure that
they are in good condition and conform to the specifieations of our
eustomers and our quality standards before being packed and sent to the
warchouse for storage in preparation for delivery to our eustomers.

For FYE 2006, FYE 2007, FYE 2008 and up to the Latest Practicable Date, we have
not received any major complaints or rejections from our customers with regards to
our produets and services.
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(i)

Quality control for apparels and accessories

Our Group outsources the production of our sports and leisure apparels and
accessories to our OEM suppliers. As with the production of shoes, we select our
OEM suppliers in accordance with our mternal quality assessment system, which
takes into consideration factors such as product quality, finishing, pricing, reliability,
repuiation and their ability to meet our delivery schedules.

To ensure the quality of the products are met, our Group will produce trial or samples
together with the detailed specifications of the product and production/technique
instructional manual 1o aid our OEM suppliers in the mass production of our sports
and leisure apparels and accessories products. Representatives of our Group will
periodically conduct ad hoc site visits to our OEM suppliers to check the quality of
the products being produced and the finished products will be randomly sampled by
way of visual inspection to ensure that the quality and finishing complies with our
requirements and specifications.

AWARDS AND RECOGNITION

Our management’s commitment to excellence, strong reputation of our Group, brands and
products are evidenced by the numerous awards and accreditations.

The following are some of the major awards and accreditations which our Group has received:

Year

2008

2007

2007

2007

Awards and Awarding Authority Recipient
Accreditations

AA Class Credit BEDBREEHITESEEHY  Xingquan Plastics
Certificate valid from B2 ®] (translated as “Fujian

May 2008 to April Zhongchengxing Credit Rating

2009 Consultancy Co., Ltd"')

(AA FARFSFZIE 15)

“Addnice” as PRC SOV R Bis K M T p4E  Xingquan Plastics
Famous Trademark AR (ranslated as

( 504 75 #1) “Guangxi Zhuang

Autonomous Region Hezhou
City Intermediate People's
Court”)

Fujian Famous Brand mEE AREAT (ranstated Addnice Sports
Product for the product a5 “Pepple’s Government of

— travel shoes under the Fujian Province ")

“Addnice” brand valid

for a period of three (3)

years

(R 2 R )

A Class Credit ERPEEEH TR WY Addnice Sports
Certificate valid from PR4 8] (translated as “Fujian

July 2007 to June 2008 Zhongchengxing Credit Rating
(AZAZRFHIE 1) Consultancy Co., Ltd")
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Year

2006

2006

2006

2005

2005

2004

Awards and
Accreditations

Certificate for Product
Exemption from
Quality Surveillance
Inspection for products
which is Travel Shoes
of 135//16// under the
“Addnice” brand. The
exemption is valid from
December 2006 to
Deeember 2009.

(7 f B RAIE )

Quanzhou City Well-
known Trademark in
relation to the

“Addnice” trademark

CRINTTHN 4 FIET)

AA Class Credit
Certificate valid from
August 2006 to July
2007

(AA ZE BSYEE 1)

"Creditworthy" Unit for
2003 — 2004

I TER SR T
2003 -2004 FFF)

National Medium Size
Industry Enterprise
(EEP T k)

Quality Management
System Certification
(R ERERIAELE
_H)

GB/T 19001-2000 idt
1S09001:2000 for the
Products/Service:
Design, Production and
Service of GYM Shoes
and Liefallow Shoes
renewed on | August
2008 and will expire on
31 July 2011

Awarding Authority

[ RN EHRRAERR
(translated as “General
Administration of Quality
Supervision, Inspection and
Quarantine of the People’s
Republic of China”)

SN A A ER RS
(translated as “Quanzhou City
Well-known Trademark
Certification Commitiee”)

wETWAARERTRE R
PR d] (translated as “Fujian
Zhongchengxing Credit Rating
Consultancy Co., Ltd")

TV AN RBAT (ranslated

as “People's Government of
Jinjiang City”)

BYLH B/ (transiated as
“Statistics Depariment of
Jinjiang City ™)

rRIEAAAE A0 ftranslated as
“China United Certification
Center”)

Recipient

Addnice Sports

Xingquan Plastics

Xingquan Plastics

Xingguan Plastics

Xingquan Plastics

Addnice Sports
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Year Awards and Awarding Authority Recipient
Accreditations

2004 Environmental PECIADUE PO (transiated as  Addnice Sports
Management System “China United Certification
Certification A5 EH  Center”)
BT I 15)
GB/T 24001-2004 idt
1SO14001: 2004 for the
Design, Production and
Correlative
Management Activities
GYM Shoes and
Liefallow Shoes
renewed on T August
2008 and will expire on
31 July 2011

2004 AA Class Credit mEDIEEERTEEWE  Xingquan Plastics
Certificate valid from FR4YE] (translated as “Fujian
July 2004 to June 2005 zpopochengxing Credit Rating
(AARERFFIED)  Consultancy Co., Ltd”)

2003 Year 2003 Excellent o [ AR R R ol Xingquan Plasties
Foreign Investment {transiated as "Organisation
Enterprise in the of China’s Foreign Investment
country (in respect of Entity”)
credibility and financial
position)
(2003 FE L HESEIR
B OOWAL” Ak

2002 Certificate of EQA EIBRIAUES Xingquan Plastics
Assessment (R AR (translated as “Environment
TAELE D) in respect of & Quality Assurance
Quality Management International Certification

7.12

System is in
conformation with
Standard
1S09%001:2000 for the
scope of Production of
Sales of Sports Shoes
and Material For Shoes

(IZEhEE K EMRE
7= FHE4 ) Valid from
20/7/2002 to
19/07/2005

Center”)

TARGET MARKET AND BRAND MANAGEMENT

Since we established our “Addnice” brand, our Group has focused on achieving market
recognition for our brand as manufacturers of quality products.

We believe that brand image in the sportswear market is instrumental to the success of our
products and as such we will continue to place emphasis on building our Group's brand image.
To promote greater awareness of our “Addnice” brand and products, our Group will continue
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to focus on and increase our marketing activities through various channels. We also intend to
continue introducing quality products to the market as we believe that the association of our
“Addnice™ brand to quality products is crucial to building up the goodwill and reputation of
our Group.

Our products are directed towards eonsumers within the age group of 20 to 45. Thus, we have
positioned our “Addnice” brand as sophisticated and fashionable to cater lo this target market
and to distinguish our products from other sportswear manufacturers.

To further promote our “Addnice” brand, our Group previously obtained endorsements of
sports celebrities for our “Addnice” products. Between March 2006 and February 2008, our
Group signed Miao Lijie, a captain of the PRC female basketball team and a player in the
WNBA as spokesperson for our “Addnice” brand. Our efforts continued and between April
2007 and March 2009, we signed Jason Kapono, a NBA player from the Toronto Raptors and
back-to-back winner of the Foot Locker Three-Point Shootout for 2007 and 2008 (o endorse
our “Addnice” brand.

To protect the goodwill associated to our products, over the years, our Group has registered
our tradenames and logos in different countries such as China, Germany, Hong Kong, Macau,
Malaysia and Taiwan, as well as various eastern and western European countries. For more
details on our Group's trademarks, please refer to Section 7.20 of this Prospectus.

As a testament of the popularity and market recognttion of our “Addnice” brand, our business

success and enterprise quality, we have received several awards and accreditations, details of
which can be found in Section 7.11 of this Prospectus.

MARKETING AND DISTRIBUTION

i) Marketing Activities
The sales and marketing department is led by Mr Cai Ningtai. He is responsible for
data collection of marketing information, studying market trends and to formulate
and strategising our Group’s marketing and distribution efforts.
The main marketing activities undertaken by our Group are as follows:
(a) Advertising on various media

To promote our “Addnice” brand and products, we market and advertise
through various medium including:

. television advertisements through central and local television stations
from time to time;

s  billboards in commercial districts;

+  giant poster displays on exteriors of shopping malls;

e  leaflets and pamphlets; and

) information on our Group and products on our Group website.
(b) Specialty and retail storcs

Within the PRC, we have appointed 29 authorised regional distributors and
43 direct retailers to distribute our “Addnice” products. Qur “Addnice”
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(ii}

(c)

()

products are sold via 954 “Addnice” specialty stores and 464 retail stores
totaling 1,418 point of sales.

Our Addnice specialty stores are stores which sell only Addnice products
exclusively whereas the retail stores are stores which sell only “Addnice’
products but located in shopping malls together with other stores selling
other brands.

To strengthen our brand image, we maintain creative control over the design,
décor and scheme of the specialty stores and shelf space in specialty and
retail stores to ensure that our products and brand image are displayed and
exhibited in a consistent and uniformed manner. Our PRC regional
distributors are required to obtain our approval for the locations of new
specialty stores. To ensure we gain maximum exposure, our specialty stores
are strategically located in populated and vibrant areas and places where the
storefront may be prominently displayed.

To ensure that our products and “Addmice” brand are consistently marketed,
our PRC regional distributors are invited to attend training sessions to
familiarise themselves with our sale and marketing policies and procedures.
Periodic on-site inspections are conducted by our sales and marketing staff
to ensure that our regional distributors and their retailers comply with such
policies and procedures.

Organising and/or sponscring outdoor sports related activities

Our Group previously obtained endorsements of sports celebrities to
promote our “Addnice” products. Moving forward, our Dircctors intend to
promote our “Addnice” brand by organizing and/or sponsoring outdoor
sports related activities such as, among others, hiking and rock climbing
activities. Our Directors believe that our Group will be able to gamer
significant brand exposure and increase the appeal of our products among
our targct consumers.

Other markcting activities

In order to promote our branding, we have also engage extcrnal advertising
and marketing companies to assist us with our advertising and marketing
activities, including the activities carried out by us as disclosed in item (a)
above.

Our Group organises bi-annual sales fairs in March and September for our
PRC regional distributors and direct retailers every year to launch new
products for our autumn/winter and spring/summer lines, respectively. This
bi-annual sales fair showcases all our new products which we intend to
launch.

Distribution channels

“Addnice” shoe and apparel and accessories products

Our “Addnice” shoe and apparel products are distributcd through an extensive
network comprising PRC regional distributors and direct retailers across 20 provinces,
cities and autonomous regions in the PRC. Our PRC sales network is divided into
various regions across the PRC. To ensure that our products and brand are
consistently marketed, our regional distributors are invited to attend training sessions
to familiarise them with our sale and marketing policies and procedures. Periodic on-
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sitc inspcctions are conducted by our sales and marketing staff to ensure that our
regional distributors and their retailers comply with such policies and procedures.

We have 29 authorised regional distributors and 43 direct retailers across the PRC
through which our “Addnice” branded products are distributed. “Addnice” products
sold to our PRC authorised distributors or direct retailers are priced at a discount to
our fixed retail price.

Our “Addnice” products are sold and marketed to end consumers through “Addnice”
specialty stores owned or operated by our regional distributors, our direct rctailers or
third party retailers appointcd by our regional distributors. “Addnice” specialty stores
and retail stores are exclusive retail outlets that sell only our “Addnice” products. Our
Group does not own or manage any of these stores, nor do we enter into any
contractual relationships with third parties that sell our products through these stores.

“Addnice” products are acquired by third party retailers from our regional
distributors at wholesalc prices set by our regional distributors, whereas our

“Addnice” products are sold to end consumers at a fixed retail price set by our Group.

Non “Addnice” products

Our shoe sole products are used by Addnice Sports in its manufacture of sports and
lcisure shoes or sold directly to shoe manufacturers. Apart from that, we also sell our
OEM shoe products through Export Distributors.

The following illustration sets out our main channels of distributions for our products:

Our Group
“Addnice” sporls
and leisure shoes Shoe soles OEM sports
and apparels shoes
PRC regional Diirect sale to Direct sale to Export
distributors retailers manufacturers Distributors
“Addnice” “Addnice”
specialty shops specialty shops Retail stores Retail stores
owned or owned or operated by PRC operated by third
operated by PRC operated by third regional parijes
regional parties distributors
distributors

As at the Latest Practicable Date, we have appointed 29 authorised regional
distributors and 43 direct retailers to distribute our “Addnice” products. Qur
“Addnice” products are sold via 954 “Addnice” specialty stores and 464 retail stores
totaling 1,418 point of sales. For FYE 2008, our Group distributed our OEM shoe
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products to 20 Export Distributors, Since FYE 2008, up to the Latest Practicable
Date, we have distributed our OEM shoe products to 20 Export Distributors.

The locations and the number of “Addnice” specialty shops and retail stores under
such locations as at the Latest Practicable Date are summansed in the map and the
table below:

-+ Xinjang”

[The rest of this page is left blank]
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Province / City Specialty stores Retail stores Total stores
Anhui 28 11 39
Beijing 24 13 37
Chongaing 10 2 12
Fujian 33 11 44
Guangdong 75 36 111
Guangxi 16 4 20
Hebei 81 52 133
Henan 56 34 90
Heilongjiang 51 30 81
Hubei 77 32 109
Hunan 47 19 66
Jilin 51 38 89
Jiangsu 65 32 97
Jiangxi 31 9 40
Liacning 52 39 91
Inner Mongolia 21 11 a2
Shandong 45 13 58
Shanxi 11 9 20
Sichuan 48 23 71
Tianjing 2 6 8
Yunnan 52 11 63
Zhejiang 78 29 107
Total 954 404 1,418

[The rest of this page is left blank]
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MAJOR LICENCES, PERMITS AND APPROVALS

The major licences, permit and approvals of our Group, together with the conditions attached
and status of compliance are as follows:

Equity and
Approving Type of licence/ permit/ Date of n??t‘:: Status of
. Recipient . issuance/ 1 .
authority approval/ service validit terms and | compliance
Y conditions
imposed
21 January
Addnice Business License No. gggglté :ﬁu?s IS;
Sports 350500400016097 2033
21 January () Must
2009/ 31 | pass annual
Quanzhou Xingquan | Business License No. | Janwary 2000 u_l_specn;; ’t
AIC Plastics | 350500400011735 to 31 January | OO~ Mus
2030% apply  for
reissue  of
71 Tanuary licence in | Complied
_ . . 2009/ 7 March | ¢ event
Addnice Business License  No. 2006 t© 6| of the
China 350500400038279 March 2036 registered
information
22 October lt;:ms d has
2008/ g | chanee
. Xingquan | Business License No. | February 1999
Jinjiang AIC | o twear | 350582100013280 to 8 February
2029+
Addnice One-off
Sports Tax Registration Certificate ;};prosvalt frgm
No. 350582749087363 eprember
2006/ none .
0] Must
Xingquan One-off pass ?.mu_al
Plastics Tax Registration Certificate | approval from E{l.:;pec l;; 'st
Jinjiang No. 350582633904317 21 September | 10 M
State  Tax 2006/ none pply 1ot
Bureau and reissue 9f .
Jinjiang Addnice One-off cl;art]ﬂcate in | Complied
. the event
gz:z:m Tax | China Tax Registration Certificate :pprov;lbfrom any of the
No. 35058278219438X eoruary | registered
2009/ none : .
information
Xingquan One-off tems has
changed
Footwear approval from

Tax Registration Certtificate
No. 350582705234384

6 March 2009/
none
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Equity and
. s . Date of otl'ler
Apprm_«'mg Recipient Type of licence/ p?rmltf issuance/ major Status of
authority approval/ service validity terms and | compliance
conditions
imposed
Foreign exchange
Registration 1C Chip Card
No. 00024580 (replaced the | One-off
Addnice former Foreign Exchange | approval from
Sports Certificate in August 2008 | 25 December
which was issued on 25 | 2003/ none . M
December 2003) @ ust
pass annual
Foreign exchange Er.l.ipecnﬁl ? t
Registration IC Chip Card al};p]y ;’;r
No. 00024492 (replaced the | One-off reissue  of
SAFE, Xmgquan | former Foreign Exchange | approval from Ic Chi
Jinjiang Plastics Certificate in August 2008 | 6 June 2001/ Card in th}; Complied
Branch which was issued on 6 June | none
2001) event any of
the
- registered
Foreign exchange . .
Registration IC Chip Card nformation
Addnice ?0. 0002;57§ (rep}liace}tli the One-off changed
China ormer - Torelgn - Exchange approval from
Certificate in August 2008 15 May 2006/
which was issued on 15 May none Y
2006)
Note:
* Business Operation Term

TYPES, SOURCES AND AVAILABILITY OF RAW MATERIALS AND SERVICES

The raw materials for our shoe soles and shoe production such as EVA base chemicals, TPU
pellets and fabrics such as suede, mesh, micro fabric and nylon are sourced from mainly
suppliers located within Fujian Province, PRC where our production facilities are located. The
raw materials which we use are generic industrial products which are readily available,
especially in Fujian Province, PRC. As at the Latest Practicable Date, we do not rely solely on
any single supplier for any one of our raw materials.

The prices for our raw materials are volatile and they differ from supplier to supplier. As such,
our procurement team is tasked to source for the raw materials we require at the best price,
after taking into consideration the quality and service level of our suppliers. As at the Latest
Practicable Date, we have not been materially affected by the price volatility of our raw
materials,

We also rely on several OEM suppliers for our sports and leisure apparels and accessories
products. If any of our OEM suppliers are net able to manufacture to our requirements, we
will be able to source the services of other OEM suppliers for our sports and leisure apparels
and accessories products. Apart from pricing, we generally select our OEM suppliers after
having considered their ability to meet our quality reguirements and service level
requirements.
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7.17

7.18

719

DEPENDENCY ON CONTRACT OR ARRANGEMENT

As at the Latest Practicable Date, there is no single contract or arrangement that our Group is
highly dependent on that could materially affect our business or profitability.

INTERRUPTIONS IN BUSINESS FOR THE PAST 12 MONTHS

There has not been any material interruption to our Group’s business activities during the past 12
months.

MAJOR CUSTOMERS

Our “Addnice” sports and leisure shoe produets, apparels and accessories are sold to PRC
regional distributors and direct retailers. In turn, our “Addnice” products are sold and
marketed to end-customers by the PRC regional distributors, direct retailers or third parties
appointed by the PRC regional distributors through “Addnice” specialty stores which they
own or operate. In addition, PRC regional distributors may distribute our “Addpice” products
through retail stores owned by third parties.

Our shoe sole products are used by Addnice Sports in its manufacture of sports and leisure
shoes or sold directly to shoe manufacturers. We distribute our OEM sports shoe products
through Export Distributors.

As our Group has a diverse range of customers, we do not have any major customers who
accounted for 10.0% or more of our Group’s total revenue during any of the FYE 2006, FYE
2007, FYE 2008 and 1H 2009. As at the Latest Practicable Date, our business and profitability
are not dependent on any one of our customers.

To the best of our Directors’ knowledge, we are not aware of any information or arrangements
which would lead to a cessation or fermination of our current relationship with any of our
major customers.

MAJOR SUPPLIERS

As our Group has a diverse range of suppliers, we do not have any major suppliers who
accounted for 10.0% or more of our Group’s total purchases during any of the FYE 20086,
FYE 2007, FYE 2008 and 1H 2009. Our suppliers who accounted for 5.0% or more of our
total purchases during any of the FYE 2006, FYE 2007, FYE 2008 and 1H 2009 are as

follows:

As a percentage of Group’s purchases (%)
Name of Supplier  Lengthof  Supply  pyypo506 pyE2007 FYE2008  1H 2009

relationship
LW =WEARYE  Since 2005  OEM 4.00% 4.7% 7.6% 7.0%
BEHEREA A apparels
(transilated as
“Shishi Sanlian
Clothing Weaves
Co., Lid")
TIT KFREIKY  Since 2005  OEM 3.9% 4.2% 7.0% 6.4%
PR 2l (translated apparels

as “Jinjiang Dasen
Garments Co.,
Lid”)
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As a percentage of Group’s purchases (%)

Name of Supplier  Lengthof — Supply  pyupongs  Fym2007 FYE 2008  1H 2009
relationship

B3RS Since 2005 Shoe sole 9.1% 7.6% 5.6% 5.8%
W HE A raw

(translated as materials

“Xiamen Hongye

Tongshang Imp. &

Exp. Co., Ltd")

BLITH#EHERT  Sinee 2005 OEM 4.7% 4.7% 5.6% 4.3%
AERERAHE apparels

(translated as

“Xiamen

Yanhuanan

Industry & Trade

Development Co.,

Ltd")

RMERERS  Since2001  Packing 5.0% 5.4% 5.0% 5.2%
B &al ranslated materials
as "Cuanzhou

Baoshu Packing
Co., Ltd")}

S F e ey Since 2005 Shoes raw 2.9% 4.0% 2.6% 52%
B4y w] (transiated materials

as “Jinjiang

Lanfeng Leather

Making Co., Ltd"}

To the best of our Directors’ knowledge, we are not aware of any information or arrangements
which would lead to a cessation or termination of owr current relationship with any of our
suppliers listed above.

7.20 INTELLECTUAL PROPERTIES

Our Group relies on a combination of copyright protection, trademark and domain name
registration to establish and protect our intellectual property, brand name, logos and internet
domain name.

(1) Copyright

Our Group’s copyright is in relation to the content of our website and advertising
malerials such as our television advertisements, billboards, posters, brochures,
leaflets and pamphlets.
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(i1} Trademarks

Qur Group has taken steps to protect its trademarks and logos in various jurisdictions
by registering or applying for registration the trademarks/logos set out below in

various classes:

addnice

addnice

addnice
3 a8 Wt Hr

ZF AT addnice
addnice XRFNT

A a4

g LR

staue (I0CNGE. N6

SERE %

X Hor

3w T
addnice

&

addnice
X m W

2 5

&
addnice.cn
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We are in the process of registering the following trademarks in the PRC which are
pending approval by the Trademark Office of State Administration for Industry and
Commerce {“Trademark Office™} as at the Latest Practicable Date.

AHE  THE  REE

X T $r RDDNICE addnice
addnice

(1) Domain Name

Our domain name www.addnice.com.cn is registered under Addnice Sports. -

[The rest of this page is left blank])
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8.1

HISTORICAL PROFORMA CONSOLIDATED FINANCIAL INFORMATION

The following tables summarise our proforma consolidated financial information extracted
from the audited combined financial statements of our Group for the FYE 2006 to 2008 and
1H 2009. The proforma consolidated financial information of our Group is provided for.
illustrative purposes only, after incorporating such adjustments considered necessary and
assuming that the present structure of our Group has been in existence throughout the
financial years and period under review, except for the financial information of Xingquan
Footwear which was consolidated into the proforma financial information of our Group from
FYE 2008 onwards based on the audited combined financial statements of our Group.

There has been no audit qualification on the andited combined financial statements for the
financial years and period under review. The audited combined financial statements for the
FYE 2006, 2007 and 2008 were unqualified with an emphasis on the fact that the financial
information of Xingquan International was not incorporated in the audited combined financial
statements, as the Acquisition has not been completed and hence our Group was not in
existence as at the date of the auditors’ report. The audited combined finaneial statements for
the financial years and period under review were prepared in aecordance with IFRS and
aundited by Messrs. Foo Kon Tan Grant Thornton, Singapore and have been reviewed by our
Reporting Accountants, Messrs SJ Grant Thomton. The audited combined financial
statements consolidate the financial statements of all subsidiaries of Xingguan International
during the financial years and period under review except for the financial statement of
Xingquan Footwear which was only consolidated from FYE 2008 onwards as Xingquan
Footwear was not under common eontrol of the major shareholders of Xingquan International
prior to FYE 2008. The bases and aecounting policies used for the purpose of preparing our
proforma consolidated financial information are consistent with those adopted in the
preparation of the audited combined financial statements of our Group for the financial years
and period under review.

You should read the proforma eonsolidated financial information in conjunction with the
management discussion and analysis of financial conditions and results of operations and the
Reporting Accountants’ Letter on the Proforma Consolidated Financial Information as set out
in Sections 8.2 and 8.3 of this Prospectus respectively.

Exchange rate

The proforma eonsolidated financial information of our Group are prepared in RMB.

As at the Latest Praecticable Date, the exchange rate between the RMB and the RM was
RMG.5080 : RMBI. The table below sets out the high and Iow exchange rates for RMB/RM

for each month during the 6 months prior to the Latest Practicable Date. The table below
indicates the equivalent amount of RM for RMB1.00.

RMB/RM

High Low
December 2008 0.5325 0.5033
January 2009 0.5306 0.5049
February 2009 0.5427 0.5233
March 2009 0.5466 0.5281
April 2009 0.5353 0.5176
May 2009 ' 0.5236 0.5059
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The following table sets out, for each of the financial years and periods indicated, the average
and closing exchange rates between RMB and RM. The average exchange rate between RMB
and RM is calculated using the averape of the exchange rates on the last day of each month
during each finaneial year. Where applicable, the exchange ratcs in this table are used for our
financial statements disclosed elsewhere in this Prospectus.

RMB/RM
Average Closing
FYE 2006 0.4525 0.4598
FYE 2007 04513 0.4526
FYE 2008 0.4825 0.4766
1H 2008 0.4539 0.4499
1H 2009 0.5066 0.5081

The exchange rates between RMB and RM as outlined above have been presented for
information purposes only. The exchange rates should not be construed as a representation
that these RMB amounts could have been or could be converted into RM at any particular
rates, the rates above, or at all.

All figures stated in RMB are converted to RM, where applicable. The applied rate of
exchange for FYE 2006 to FYE 2008 and 1H 2008 and 2009 is RM0.5081: RMB1.00 based
on the exchange rate as at 31 December 2008.

8.1.1 Proforma Conselidated Income Statements

We have prepared our profortna consolidated income statements for illustrative
purposes only, based on the audited combined financial statements of our Group for
the financial years and period under review. Our proforma consolidated income
statements have been prepared i accordance with IFRS. The bases and accounting
policies used for the purpose of preparing our proforma consolidated income
statements are consistent with those adopted in the preparation of the audited
combined financial statements of our Group for the financial years and period under
review.

We advise you to read our audited combined income statements together with the
accompanying notes and assumptions included in the Reporting Accountants’ Letter
on the Proforma Consolidated Financial Information as disclosed in Section 8.3 of
this Prospectus.

[The rest of this page is left blank]
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< Audited > <—DUnaudited—-> < Audited-——:>
<—FYE 2006—> <——FYE 2007—> <——FYE 2008—-> <——[H 2008"——> <——1H 2009—->
RMB 000 RMO0 RMBO00 RMOO0 RMBOOO RMO00 RMBOOG RMO0O0 RMBOO0 RM 000

Revenue 289,246 146,966 438,520 222,812 636,810 323,563 302,562 153,732 405,880 206,228
Cost of sales (201,670) (102,469) (296,983) (i50,897) (422,698) (214,773) (196,889) (100,039) (250,370) (127,213)
Gross profit 87,576 44,497 141,537 71,915 214,112 108,790 105,673 53,693 155,510 79,015
Administrative expenses (8,076) {4,103)  (10,908) (5,542) (14,351) (7,292} (8,482) (4,310) (10,633) {5,403}
Selling and distribution
expenses {18,270) (9,283) (32,496) (16,511) (54,745) (27,816) (30,406) (15,449) (36,246) (18,417)
Other income 515 261 835 424 5,942 3,019 534 271 1,287 654
Operating profit 61,745 31,372 98,968 50,286 150,958 76,701 67,319 34,205 109,918 55,849
Finance cost (1,744) (886) {3,060) (1,555) (3,550) {1,804) (1,723) (875) (2,171) (1,103)
PBT 60,001 30,486 95,908 48,731 147,408 74,897 65,596 33,330 107,747 54,746
Taxation (11,222) (5,702) (7,556) (3,839 (17,974) (9,133) (5,957 {3,027y  (17,935) (9,113)
PAT 48,779 24,784 88,352 44,892 129,434 65,764 59,639 30,303 89,812 45,633
Aliributable to:
Equity holder 48,779 24,784 88,352 44,892 129,438 65,766 59,639 30,303 89.815 45,634
Minority interest - - - - (4) (2) - - » m

48,779 24,784 88,352 44,892 129,434 65,764 59,639 30,303 89,812 45,633

Depreciation 6,882 3,497 8,473 4,305 10,101 5132 4,890 2,485 5,713 2,903
Amorlisation - - 171 87 186 95 93 47 94 48
Interest cxpense 1,744 886 3,060 1,555 3,550 1,804 1,723 875 2,171 1,103
EBITDA 68,627 34,869 107,612 54,678 161,245 81,928 72,302 36,737 115,725 58,800

No. of Xingquan
Intemational Shares
assumed inissue™ (000) 215130 215130 215130 215,130 215,130 215,130 215130 215130 215,130 215,130

Gross EPS® (RMB/RM) 0.28 0.14 0.45 0.23 0.69 035 "0.61 “p.31 .00 “9,51
Net EPS® (RMB/RM) 0.23 0.12 0.41 0.21 0.60 0.3 ™p.55 “0.28 #0.83 “p.42
Gross profit margin (%) 30.3 303 323 323 336 336 34.9 349 383 38.3
Net profit margin () 16.9 16.9 20.2 20.2 20.3 20.3 19.7 19.7 22.1 221

Notes:

# Unaudited and stated for comparative purposes only.

(1) Being the number of Xingquan International Shares assumed in issue immediately prior to the

Public Issue.
(2) Computed based on the consolidated PBT divided by the number of Xingquan International

Shares assumed in issue.

(3) Computed based on the consolidated PAT divided by the number of Xingquan International
Shares assumed in issue.

(4) Annualised to 12 months for comparison purposes.
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8.1.2

Proforma Consolidated Cashflow Statements of QOur Group for the FYE 2008
and 1H 2009

We have prepared our proforma consolidated cashflow statements below for
illustrative purposes only, based on the audited combined financial statements of our
Group for the financial years and period under review. Our proforma consolidated
cashflow statements have been prepared in accordance with IFRS. The bases and
accounting policies used for the purpose of preparing our proforma consolidated
cashflow statements are consistent with those adopted in the preparation of the
audited combined financial statements of our Group for the financial years and period
under review. The proforma consolidated cashflow statement for 1H 2009 has been
prepared based on the assumption that the Listing Scheme has been completed.

We advise you to read the proforma consolidated cashflow statements together with
the aceompanying notes and assumptions included in the Reporting Accountants’
Letter on the Proforma Consolidated Financial Information as disclosed in Section
8.3 of this Prospectus.

Minimum Scenario and  Maximum Scenario and
assuming exercise of assuming exercise of
Over-Allotment Option  Over-Allotment Option

<—FYE 2008——> < 1H 2009 > < 1H 2009—>
RMB 000 RM 000 RME 000 RM 000 RMB 000 RM 000
CASHFLOWS FROM OPERATING ACTIVITIES
PBT 147,408 74,897 107,747 54,746 107,747 54,746
Adjustments for:
Depreciation of property, plant and equipment 10,101 5,132 5,713 2,903 5,713 2,903
Amortisation of land use rights 186 95 94 48 94 48
Interest expenses on bank borrowings 3,550 1,804 2,171 1,103 2,171 1,103
Negative goodwill (4,720) (2,398) (518) (263) (518) (263)
Interest income (1222) (621) (761) _ (387) (761) _(387)
Operating profit before working capital changes 155,303 78,909 114,446 58,150 114,446 58,150
Decrease/{increase} in inventories 388 197 (4,943) (2,512) (4,943) (2,512)
Increase in trade and other receivables (32,618) (16,573) (26,033) (13,227) (26,033) (13,227}
Increase in trade and other payables 7,173 3,645 17,694 8.990 17,694 8,990
Cash generated from operations 130,246 66,178 101,164 51,401 101,164 51,401
Interest paid (3,550) {1,804) {2,171) (1,103) (2,171) (1,103)
Income tax paid {14,266) (7,249) (14,674) (7,455) (14,674) (7,455)
Interest received 1,222 621 761 387 761 387
Net cash generated from operating activities 113,652 57,746 85,080 43,230 85,080 43,230
CASHFLOWS FROM INVESTING ACTIVITIES
Acquisition of subsidiary (3,764) (1,912) - - - -
Acquisition of minority interest - - (458) (233) (458) (233)
Purchase of property, plant and equipment (9,112) (4,630) {80,076} {40,686) (262,534) (133,393)
Acquisition of land use rights (44) (22) - - - -
Nel cash used in investing activities (12,920) (6,564) (80,534) {40,919) (262,992  (133,626)
CASHFLOWS FROM FINANCING ACTIVITIES
Listing proceeds - - 284,562 144,586 472,924 240,293
Payrent of listing expenses - - (17,713) (9,000) (23,617) (12,000)
Issue of shares 901 458 68 34 68 34
Dividend paid (105,000} (53,351) (125,878) (63,959) (125,878) (63,959)
Bank loan obtained 49,900 25,354 35,700 18,139 35,700 18,139
Repayment of bank loan (49,200) (24,998) {34,200 (17,377) (34,200} (17,377)
Fixed depostt pledged with bank 4,550 2,312 (370) {188) {370) (188)
Advances from shareholders 5,822 2,958 51,878 26,359 51,878 26,359
Net cash (use in)/generated from financing activities (53,027) (47,267) 194,047 08,594 376,505 191,301
Net increase in cash and cash equivalents 7,705 3,915 198,593 100,905 198,593 100,905
Cash and cash equivalents at beginning of the financial 66,810 33,946 74,515 37,861 74,515 37,861
year/period
Cash and cash equivalents at the end of the finaneial 74,515 37,861 273,108 138,766 273,108 138,766

year/ period
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8.1.3

Proforma Consolidated Balance Sheets of Qur Group as at 31 December 2008

We have prepared our proforma consolidated balance sheets below for illustrative
purposes only, based on audited combined balance sheet of our Group as at 31
December 2008 under review to show the effects of our Listing Scheme on the
assumption that certain events had been effected on that date. Our proforma
consolidated balance sheets below have been prepared in accordance with IFRS. The
bases and accounting policies used for the purpose of preparing our proforma
consolidated balance sheets are consistent with those adopted in the preparation of
the audited combined financial statements of our Group for the years and period
under review.

We advise you to read the proforma consolidated balance sheets together with the
accompanying notes and assumptions included in the Reporting Accountants’ Letter
on the Proforma Consolidated Financial Information as disclosed in Section 8.3 of
this Prospectus.

[The rest of this page is left blank]
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8.2

MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF GPERATIONS

The following discussion and analysis of our Group’s financial condition and results of
operations for the 3 FYE 2008 and 1H 2008 and 1H 2009 should be read in conjunction with
the Reporting Accountants’ Letter on the Proforma Consolidated Financial Information and
Accountants’ Report, together with the notes, assumptions and bases thereto, as set out in
Sections 8.3 and 9 of this Prospectus.

This discussion and analysis contains forward-looking statements that involve risks and
uncertainties and reflect our current views with respect to future events and financial
performance. Our Group’s actual results may differ significantly from those projected in the
forward-looking statements. Factors that might cause future results to differ significantly from
those stated on the forward-looking statements include, but are not limited to, those discussed
below and elsewhere in this Prospectus, particularly in the Risk Factors under Section 5 of this
Prospectus.

8.2.1 Overview

Our Company was incorporated in Bermuda under Bermuda Companies Act on 15
December 2008 as an exempted company limited by shares under the name of
Xingquan Intemational Sports Holdings Limited. On 11 February 2009, our
Company was registered in Malaysia as a foreign company. Our Company
commenced business on 1 June 2009.

Our Company’s principal activities are investment holding and provision of
management services and our Group is principally engaged in the manufacturing of
shoe soles and shoes and sales of shoe soles, shoes, apparels and accessories.

Our history may be traced back to 1995 when our Executive Chairman and CEO, Mr
Wu Qingquan, established Jinjiang Xingquan in 1995, jointly with Mr Wu
Qingquan's wife, Mdm Zhuang Hongji, and his brother, Mr Wu Lianfa, to engage in
the manufacture of shoes and shoe soles for local and international shoe
manufacturers. Mr Wu Qingquan was then the legal representative of, and held
60.0% equity in, Jinjiang Xingquan. Mr Wu Lianfa and Mdm Zhuang Hongji each
held 30.0% and 10.0% equity interest in Jinjiang Xingquan, respectively.

Prior to the establishment of Finjiang Xingquan, Mr Wu Qingquan had accumulated
years of experience in the shoes industry through his involvement in Yanshang Shoe
Factory. Yanshang Shoe Factory was set up in 1989, by the Villager Committee of
Yanshang Village and headed by Mr Wu Qingquan’s father, Mr Wu Shihu, to engage
in the manufacture of shoes and rubber products. Mr Wu Qingquan was then in
charge of procurement and sales.

In 1999, recognising the growing demand for shoe soles in the PRC and the
profitability of the shoe sole business, Mr Wu Shihu, Mr Wu Lianfa and the Villager
Committee of Yanshang Village founded Xingquan Footwear to manufacture shoe
soles and took over the shoe sole manufacturing business of Yanshang Shoe Factory.
Mr Wu Lianfa eventually bought over all the equity of Xingquan Footwear held by
the Villager Committee of Yanshang Village in 2002,
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In 2000, Xingquan Plastics was established by Mr lao Ieok Chon, Mr Wu Qingquan’s
brother-in-law. Upon its establishment, Xingquan Plastics took over the shoe
manufacturing business from Jinjiang Xingquan. Jinjiang Xingquan had since ceased
its business and was deregistered while Xingquan Footwear wound dowan its shoe
manufacturing operations and was subsequently involved in leasing its factory and
land. Upon commencement of its business, Xingquan Plastics provided OEM
services to shoe manufacturers engaged in the manufacture of completed shoes
products. Qur Group presently manufacture on OEM basis for owners of well-
known international brands such as FILA, J'Hayber, Bulldozer, Spalding, Eksis,
Prince and Lotto through Addnice Sports.

In 2000, Xingquan Plastics also purchased four (4) sets of injection moulding
machines which increased our shoe sole production capacity.

In 2001, we foresaw the potential growth and demand for products manufactured
through the process of foam inoulding and purchased five (5) sets of foam moulding
machines. Shoe soles produced by foam moulding have greater elasticity, compared
to injection moulded soles, and are suitable for production of higher end shoe
products. With increasing popularity of foam moulded products, our Group
continued, over the years, to expand our foam moulding production line.

In 2002, Xingquan Plastics started supplying shoe soles to manufacturers of well-
known PRC brands. They presently include brands such as Xtep (4%3F), China Peak (
PE7%), 361° (=7~ — ) and Qiaodan (F7/T).

In 2003, Mr Wu Qingquan's sister, Mdm Ng Sio Peng, founded Addnice Sports to
undertake the developinent, design, production and sale of “Addnice” brand shoe
products.

The sale of shoe products under our “Addnice” brand commenced in 2004 with the
launch of our shoe products in the PRC. In 2005, Addnice Sports took over the shoe
business of Xingquan Plastics, while the latter focused on its shoe sole business. In
2005, our Group expanded its distribution within PRC as well as expanded its range
of products to include sports and leisure apparels and accessories, which are
manufactured by OEM suppliers.

With the launch of our own brand of products, our Group began focusing on the
management of our “Addnice” brand. Between March 2006 and February 2008, our
Group signed Miao Lijie, a captain of the PRC female basketball team and a player in
the WNBA as spokesperson for our “Addnice” brand. Qur efforts continued and
between April 2007 and March 2009, we signed Jason Kapono, a NBA player from
the Toronto Raptors and back-to-back winner of the Foot Locker Three-Point
Shootout for 2007 and 2008 to endorse our “Addnice™ brand.

In 2006, Addnice Sports was awarded the Certificate for Product Exemption from
Quality Surveillance Inspection (7= /& i & %48 1F-13) for our products sold under the
“Addnice” brand.
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Since we introduced our “Addnice” brand of products, our “Addnice” brand has
gained strong public recognition in the market. We have received various awards and
affirmation in respect of our “Addnice” brand, such as PRC Famous Trademark (1
[F 3k 4 7 #%), Fujian Famous Brand Product (#2524 B/ ) and Quanzhou City
Well-known Trademark (% JH 7 %0 4 B #%), which demonstrates the public
recognition and acceptance we have gained for the high quality of our products. To
protect the goodwill associated to our products, over the years, our Group has
registered our tradenames and logos in the PRC. Further, in anticipation of potential
markets which we may move into, we have also registered or applied for registration
of our tradenames and logos in other countries such as Germany, Hong Kong,
Macau, Malaysia and Taiwan, as well as various eastern and western European
countries. For more details on our Group's trademarks, please refer to Section 7.20 of
this Prospectus.

In 2006, our Group introduced the tagline “iZ5. B BHEE5 (which means “sporting
freedom™) to promote our Group’s outdoor and urban leisure products, including
shoes and apparels.

In 2008, we began to focus more on our Group’s outdoor and urban leisure products
in our efforts to position our Group in the outdoor shoe market of the footwear
industry in China.

As a testimony to our quality control management, Xingquan Plastics was accredited
with ISQ9001:2000 by the Environment & Quality Assurance International
Certification Center (EQA [EFRiAEA LY in 2002 for the scope of Production and
Sales of Sports Shoes and Material For Shoes (B3N K& AT A9 4 7™ Fl4845) and
Addnice Sports was accredited with ISO9001:2000 for the Products/Service: Design,
Production and Service of GYM Shoes and Liefallow Shoes (EBh#., KIFHHER
P AT, R4 by China United Certification Center (FPBEIAE
) in 2004 and with 1SO14001:1996 (now ISO14001:2004) by the China United
Certification Center in 2004 for its environmental management system for Design,
Production and Correlative Management Activities of GYM Shoes and Liefallow
Shoes (GEzZhEE. HAERFIFHMEIE. EF-FIAHXEEEZ) . Please refer

to Scction 7.11 of this Prospectus for more information of our accreditations.

In 2008, our PRC subsidiaries were reorganised to be held under Addnice Holdings.
Subsequently, in 2009, our Company acquired the entire share capital of Addnice
Holdings for a purchase consideration of USD21.503 million which was satisfied
entirely by the issuance of the Consideration Shares (prior to the Share Split) at an
issue price of USD1.00 per Consideration Share.

{The rest of this page is left blank]
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(D

Revenue

For the financial years and periods under review, our Group’s revenue is
made up of sales of shoe soles, outdoor and indoor sports and leisure shoes
and apparels and accessories as follows:

(a) Shoe soles comprise athletic shoe sole products designed for
specific sporting activities such as running, tennis, basketball and
mountain climbing as well as leisure footwear;

{b) Qutdoor and indoor sports and leisure shoes comprise athletic
footwear designed for specific sporting activities such as running,
tennis, basketball and mountain climbing as well as leisure
footwear marketed under our “Addnice” brand. We are also OEM
for owners of international sports and leisure footwear brands such
as FILA, Kappa, J'Hayber, Bulldozer, Spalding, Eksis, Prince and
Lotto; and

{c) Outdoor and indoor sports and leisure apparels and accessories
comprise apparels for specific sporting activities such as running,
tennis, basketball and mountain climbing and leisure and functional
apparels such as t-shirts, polo shirts and windbreakers and
accessories such as sport bags, caps, socks, wrist and head band,
designed for various sporting activities and marketed under our
“Addnice” brand. Currently, our apparels and accessories are
produced by extermal OEMs located in Guangdong province and
Fujian province.

Revenue is recognised upon the delivery and acceptance of our products by
our customers. We generally do not allow for any sales retums by our
customers unfess due to product quality matters. However, prior to the
delivery and acceptance of our products, our customers may still cancel their
orders. If our products do not meet the stipulated quality standard, our
customers may return the products to us for rectification and/or replacement.
W have not experienced any material complaints and cancellation of orders
from our customers for the financial years and periods under review.
Nonetheless, as part of our customer service and inventory management
practice, we actively monitor our salcs and inventory levels of the products
sold to customers and assist to manapge our customers’ inventory levels by
redistributing their excess inventories to other customers.
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8.

FINANCIAL INFORMATION (Cont’d)

Our revenue has increased substantially during the financial years and
periods under review. Total revenue increased from RMB289.2 million in
FYE 2006 to RMB438.5 million in FYE 2007, and subsequently to
RMB636.8 million in FYE 2008, representing an annual growth rate of
51.6% and 45.2% respectively. Between 1H 2008 and 1H 2009, revenue
increased by RMB103.3 million or 34.1% from RMB 302.6 million in the
1H 2008 to RMB405.9 million in the 1H 2009. The overall increasing trend
can be mainly attributed to increasing sales volume of our *Addnice™ shoes,
apparels and accessories as a result of our increasing number of distribution
channels and distribution reach, rising affluence and consumer demand in
the PRC and the success of our product research and development,
branding, marketing and sales strategies in our selected target markets. In
addition, in the finaneial years and periods under review, our Group has
obtained the endorsement of local and international sports figures which
served to enable our Group to gamer significant brand exposure and
increase the appeal of our products among our target consumers. Between
March 2006 and February 2008, our Group signed Miao Lijie, a captain of
the PRC female basketball team and a player in the WNBA as spokesperson
for our “Addnice” brand, Our efforts continued and between April 2007 and
March 2009, we signed Jason Kapono, an NBA player from the Toronto
Raptors and back-to-back winner of the Foot Locker Three-Point Shootout
for 2007 and 2008 to endorse our “Addnice™ brand.

The rising demand for sportswear in the PRC is in line with the increasing
disposal income of the Chinese population in recent years. The increasing
trend in the annual apparel and shoe consumption per urban household
denotes that Chinese consumers are more willing to spend money on
apparels and shoes. In addition, with the increase in purchasing power of the
Chinese, Chinese consumers are better able to afford to purchase
sportswear. Sport shoes are no longer functional but doubling up as
fashionable general leisureware. Further, with the success of the Beijing
Olympics 2008, we can expect further promotion of the sports culture,
increase in the participation rate in sports and demand for sportswear with
the hosting of future international sports events by the PRC. Events that will
be hosted by China include the East Asian Games in Hong Kong in 2009,
the 16 Asian Games in Guangzhou in 2010 and World University Games
in 2011.

(Source: Report on Sportswear Industry in China, 2009 prepared by
Converging Knowledge Pte Ltd)

The larger increase in sales of our outdoor and indoor sports and leisure
apparels and accessorics segment as compared to our shoe soles and shoes
segments were mainly due to strong market demand during the financial
years and periods under review. In view of the generally more attractive
gross profit margins for the apparels and aecessories products, we have
leveraged on our already well-recognised “Addnice” brand and existing
distribution network across the PRC to further develop and grow our
complementary range of “Addmce” apparels and accessories business.
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8. FINANCIAL INFORMATION (Cont’d)

In RMB

Revenue by
distribution
channel

- PRC regional
distributors

- Direct sale to
retailers

- OEM sales

- Direct sale to
manufacturers

Total revenue

In RM

Revenuc by
distribution
chanrel

- PRC regional
distributors

- Direct sale o
retailers

- OEM sales

- Direct sale to

manufacturers

Total revenue

Revenue analysis by distribution network

Total revenue breakdown by our four main distribution channels for our
“Addnice” products and shoe sole products for the financial years and

periods under review are as follows;

FYE 2006 FYE 2007 FYE 2008 EH 2008 1H 2009
RMB 000 %  RMB 000 %  RMB 000 %  RMB 000 Yo RMB 000 %o
112,932 39.1 206,199 47.0 310,101 48.7 150,229 497 225,662 55.6
55,608 192 92,117 21.0 144,026 226 66,088 21.8 71,302 17.6
36,117 125 42,232 9.6 51,167 8.0 24,720 8.2 21,816 54
84,589 292 97,972 224 131,516 20.7 61,525 203 87,100 214
289,246 100.9 438,520 100.0 636,810 100.0 302,562 1000 405,880 100.0
FYE 2006 FYE 2007 FYE 2008 1H 2008 1H 2009
RM 000 Ya RM 000 Y RM 000 % RM 000 Yo RM 000 Yo
57,381 39.1 104,770 470 157,562 48.7 76,331 49,7 114,659 556
28,254 19.2 46,805 210 73,180 22.6 33,580 218 36,229 [7.6
18,351 12.5 21,458 9.6 25998 8.0 12,560 3.2 11,085 5.4
42,980 29.2 49,779 224 66,823 20.7 31,261 20.3 44,255 214
146,966 100.0 222,812 100.0 323,563 100.0 153,732 100.0 206,228 100.0
Note:
* Direct sale to manufacturers is a distribution channe! for shoe sole products only.

Our “Addnice” products are distributed via two main channels, namely (i)
PRC regional distributors; and (ii) direct retailers across 20 provinces, cities
and auwtonomous regions in the PRC. The PRC regional distributors are
distributors who distribute our “Addnice” products to “Addnice” specialty
shops and retail stores. The specialty shops are exclusive retail outlets that
sell only our *Addnice” products and are owned or operated by either the
PRC regional distributors or third party retailers appointed by the PRC
regional distributors. Similarly, the retail stores are operated by either the
PRC regional distributors or third party retailers, Please refer to the section
7.13(i1) of this Prospectus for further details on our distribution channels,

In addition, we are also an OEM for third party European shoe brands
through export distributions.
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QOur shoe sole products are either used by Addnice Sports to manufacture
our indoor and outdoor sports and leisure shoes or sold directly to shoe
manufacturers of various brands such as Xtep, China Peak, 361° and
Qiaodan.

The increase in sales via PRC regional distributors and direct retailers in the
financial years and periods under review is in line with increase in the sales
of outdoor and indoor sports and leisure shoes, apparels and accessories
during the same period.

The expansion of our distribution network across our target markets in the
PRC forms the core of our sales strategy for our “Addnice” products. The
total number of retail locations of our Group in the PRC grew from 409 in
FYE 2006 to 1,349 in 1H 2009, The significant growth of retail locations
contributed to the growth of our Group’'s sales volumes during the same
period.

Our “Addmce” products were retailed at the following locations in the
financial years and periods under review:

Number of regional distributors and retail locations of

“Addnice” products
e e ooe 1H2008  1H 2009
Regional distributors 22 28 29 27 29
Rectail locations
Via PRC regional distributors
- “Addnice” specialty stores 271 521 828 631 894
- Other retail stores 106 253 372 312 412
371 774 1,200 0943 1,306
Via direct sale to retailers 32 42 43 43 43
Total retail locations 409 816 1,243 986 1,349

Our “Addnice” products are only distributed and sold within the PRC.
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8. FINANCIAL INFORMATION (Cont'd)

In RMB

Shoe soles

Raw materials, direct
labour and
manufacturing
overheads

Qutdoor and indoor
sports and leisure
shoes

Raw materials, direct
labour and
manufactluring
overheads

Qutdoer and indoor
sparts and leisure
apparels and
sports accessories

Subcontracting cost
Grand Total

In RM

Shoe soles

Raw materials,
direct labour and
manufacturing
overheads

Qutdoor and
indoor sports
and leisure shoes

Raw matcrials,
direct labour and
manufacturing
overheads

Qutdoor and
indoor sports
and leisure
apparels and
sports
accessorics

Subcontracting cost
Grand Total

(ii)

Cost of Sales

We set out below the breakdown of our cost of sales by product segments for the
financial years and periods under review:

< Audited > <—Unaudited—> <—Audited—>
FYE 2006 FYE 2007 FYE 2008 1H 2008 1H 2009
RMB 000 % RMB 000 % RMB 000 % RMB00D % RMB 000 %
65,918 327 75,088 253 96,450 22.8 44,348 225 61,941 24.7
105,801 52.4 163,806 55.1 224 419 53.1 107,208 54.5 120474 48.2
29,951 14,9 58,089 1.6 101,829 24.1 45,333 230 67,955 27.1
201,670  100.0 296,983  100.0 422,698 1000 196,889 1000 250,370  100.0
< Audited > <—Unapdited—>  <—Audited-—>
FYE 2006 FYE 2007 FYE 2008 14 2008 1H 2009
RM 000 % ]M 000 % RM 000 % ]M 000 Yo RM 000 Yo
33,493 327 38,152 253 49,006 228 22,533 22.5 31472 247
53,758 52.4 83,230 55.1 114,027 53.1 54,472 54.5 61,213 48.2
15218 14.9 29,515 19.6 51,740 24.1 23,034 230 34,528 271
102,469 1000 150,897  100.0 214,773 100.0 100,039 1000 127,213 1000
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8.

FINANCIAL INFORMATION (Cont’d)

Our cost of sales for shoe soles and shoes comprise mainly raw material, direct
labour and manufacturing overheads. As the manufacturing of apparels and
accessories are outsourced to external OEMs, the cost of sales for these products
comprises only subeontracting costs charged by the OEMs.

Shoe soles

Raw material costs for our shoe soles comprise mainly the cost of EVA base
chemicals, TPU pellets and other raw materials such as glue and dye. The above raw
materials are obtained from a number of suppliers located in Fujian province and are
typically purchased in bulk. We did not experience any significant fluctuation in the
prices of raw materials during the financial years and periods under review.

Direct labour costs comprise mainly salaries and wages and other staff-related costs
of workers who are directly involved in the manufacturing of shoe soles and are
dependent on factors such as the number of employees, production volume, the
industry level of wages and labour conditions. There was an increasing trend of direct
labour cost per unit of shoe sole as a result of gradual hikes in average labour cost per
employee of approximately between 10%-15% per annum during the financial years
and periods under review. However, the increasing labour costs did not have a
sigmificant impact on the cost of shoe sole as a result of economies of scale arising
from the increasing production volume during the same financial years and periods
under review.

Manufacturing overheads comprise other costs which are directly related to
manufacturing such as utility expenses, depreciation charge of plant and machinery,
cost for research and product development, rentals and costs of miscellaneous
materials and consumables used in manufacturing.

Qutdoor and indoor sports and leisure shoes

Raw material costs for our sports and leisure shoe products comprise mainly costs of
glue, thread, TPU pellets and fabrics such as suede, leather, nylon, mesh and micro
fabric. These matcrials are obtained from a number of suppliers located in Fujian
province and are typically purchased in bulk. We did not experience any significant
fluctuation in the prices of materials during the financial years and periods under
review.

Direct labour costs comprise mainly salaries and wages and other staff-related costs
of workers who are directly involved in the manufacturing of outdoor and indoor
sports and leisure shoes and are dependent on factors such as the numbcr of
employees, production volume, the industry level of wages and labour conditions.
There was a decreasing trend of dircet labour cost per pair of shoes as a result of
economics of scale achieved from increasing production volume for our shoe
products during the financial years and pcriods under review, although these effects
were partly offset by the gradual hikes in average labour costs per employee of
approximately between 10%-15% per annum during the same financial years and
periods under review,

Manufacturing overheads comprise other costs which are directly related to
manufacturing such as utility expenses, depreciation charge of plant and machinery,
cost for research and product development, rentals and costs of miscellaneous
materials and consumables used in manufacturing.
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3. FINANCIAL INFORMATION (Cont’d)

In RMB

Gross Profit
Shoe soles

Oudoor and indoor
sports and leisure
shoes

Cutdoor and indoor
sports and leisure
apparels and
aceessorics

Totals

In RM

Gross Profit
Shoc soles

Qutdoor and indoor
sporis and leisure
shoes

Qutdoor and indoor
sports and leisure
apparels and
accessories

Totals

QOutdoeor and indeer sports and leisure apparels and accessories

Subcontracting costs for our apparels and accessories accounted for 14.9%, 19.6%,
24.1% and 27.1% of our cost of sales in FYE 2006, FYE 2007, FYE 2008 and 1H
2009 respectively. These subcontracting costs comprise mainly costs of materials and
production charged by our third party OEMs to whom we subcontract the
manufacture of our “Addnice” outdoor and indoor sports and leisure appareis such as
T-shirts, polo shirts, shorts, windbrcakers and track-suits and accessories such as
sports bags, caps, socks, wrist and head band. The increasing trend in subcontracting
cost for our apparels and accessories was in tandem with the significant growth in
revenue of our apparels and accessories product segments.

(iii) Gross profit margin
We categorise our products into three product segments, namely shoe soles, outdoor
and indoor sports and leisure shoes, apparels and accessories. Breakdown of our
gross profit and gross profit margin for cach of these product segments are set out
below:
< Audited > <-—~Unaudited-—> <—~Audited—>
FYE 2006 FYE 2007 FYE 2008 1H 2008 1H 2009
RMB 000 % RMB 000 %  RMB 000 % RMB 000 %  RMB 000 Yo
18,671 213 22,885 16.2 35,066 16.4 17,177 16.3 25,159 16.2
58,213 66.5 99,200 70.1 142,875 66.7 73,378 69.4 98,538 633
10,692 12.2 19,452 13.7 36,171 16.9 15,118 14.3 31,813 20.5
87,576 100.0 141,537 100.0 214,112 100.0 105,673 100.0 155,510 100.0
< Audited > <—Unaudited—> <—Audited—>
FYE 2006 FYE 2007 FYE 2008 1H 2008 1H 2009
RM 000 b RM 000 %o RM (0 Yo RM 000 Y RM 000 %
9,487 213 11,628 16.2 17,817 16.4 8,728 16.3 12,784 162
29,578 66.5 50,403 70.1 72,595 66.7 37,284 69.4 50,067 63.3
5432 122 9,884 13.7 18,378 16.9 7,681 14.3 16,164 20.5
44,497 100.0 71,915 100.0 108,790 100.0 53,693 100.0 79,015 100.0
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< Audited > Unaudited Audited
Gross Profit Margin FYE 2006 FYE 2007 FYE 2008 1H 2008 1H 2009
Ya Ya Yo Yo Yo
Shoe soles 22.1 234 26.7 27.9 289
Outdoor_and indoor sports 355 377 18.9 406 45.0
and leisure shoes
OQutdoor and indoor spons
and leisure apparels and 263 25.1 262 250 31.9
accessories
Overall gross profit margin 30.3 323 336 34.9 383

Our overall gross profit margin improved from 30.3% in FYE 2006 to 32.3% in FYE
2007. This was mainly attributed by (i) change in sales mix due to relatively higher
growth in sales of our shoe segment as compared to our shoe sole segment whereby
shoe products generally enjoy better gross profit margins than shoe sole products; (ii})
an increase in gross profit margim of our shoe segment, which improved from 35.5%
in FYE 2006 to 37.7% in FYE 2007. Our overall gross profit margin improved from
32.3% in FYE 2007 to 33.6% in FYE 2008. This was mainly attributed by (i} an
increase in gross profit margin of our shoe segment, which improved from 37.7% in
FYE 2007 to 38.9% in FYE 2008; and (ii) an increase in gross profit margin of our
shoe sole segment, which improved from 23.4% in FYE 2007 to 26.7% in FYE 2008.
Overall gross margin further improved in 1H 2009 driven mainly by the
improvement in per unit selling price of outdoor and indoor sports and leisure shoes
and sport apparels as well as the reduction in the per unit cost of sales of shoe soles
and shoes. Further discussions on the gross profit margins of the individual product
segments are set out below.

Shoe soles

Gross profit margin of shoe sole segment increased from 22.1% in FYE 2006 to
23.4% in FYE 2007. The improvement in gross profit margin is due to an increase of
RMBI1.8 or 11.5% in the average selling price of shoe sole from RMB15.7 in FYE
2006 to RMB17.5 in FYE 2007. Gross profit margin of shoe sole segment further
improved from 23.4% in FYE 2007 to 26.7% in FYE 2008. The improvement was
mainly due to the increase of RMB1.20 or 6.8% in average selling price of shoe sole
from RMB17.6 in FYE 2007 to RMB18.8 in FYE 2008. However, the improvement
in selling price was partly offset by the increase in the cost of raw materials which
increased in tandem with the price of oil. Gross profit margin further improved to
28.9% in 1H 2009 mainly duc to the decrease in the per unit cost of sales as a result
of cconomies of scale.
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Indoor and outdoor sports and leisure shoes

Gross profit margin of shoe segment increased from 35.5% in FYE 2006 to 37.7% in
FYE 2007. The improvement in gross profit margin of our shoe segment was mainly
due to the increase in overall average selling price of our shoe products from
RMB69.4 in FYE 2006 to RMB71.6 in FYE 2007 and the decrease in the cost of
sales per pair of shoe from RMB44.8 in FYE 2006 to RMB44.6 in FYE 2007 due to
the decrcase in per unit cost of sales as a result of economies of scale. Gross profit
margin of shoe segment further improved from 37.7% in FYE 2007 to 38.9% in FYE
2008 mainly due to the increase of RMB4.4 or 6.1% per pair in average selling price
of our shoe products from RMB71.6 in FYE 2007 to RMB76.0 in FYE 2008.

Gross margin of shoes in the 1H 2009 improves significantly from 38.9% in FYE
2008 to 45.0%in 1H 2009 mainly due to the incrcase in average selling price per pair
of shoe from RMB76.0 in FYE 2008 to RMB80.0 in IH 2009.

Indoor and outdoor sports and leisure apparel and accessories

Gross profit margin of sports apparel and accessories segment decreased from 26.3%
in FYE 2006 to 25.1% in FYE 2007. This is mnainly due to the decrease in the
average selling price of apparels and accessorics from RMB44.3 in FYE 2006 to
RMB41.5 in FYE 2007 as more items with lower profit margins were sold in FYE
2007. However, gross profit margin increased slightly from 25.1% in FYE 2007 to
26.2% in FYE 2008. The improvement in gross profit margin was mainly due to
dccrease of RMBI.6 in average cost per unit from RMB31.1 to RMB29.5. However,
the increase was partly offset by the decrease in average selling price of RMB1.5 or
3.6% from RMB41.4 in FYE 2007 to RMB39.9 in FYE 2008. Gross margin forther
improved to 31.9% in 1H 2009 mainly due to the improvement in average selling
price of apparels and accessories from RMB39.9 per unit in FYE 2008 to RMB46.4
per umit in TH 2009.

Growth in production capacity

The breakdown of production capacity and output of shoe soles and shoes are as

follows:
FYE 2006 FYE 2007 FYE 2008 1H 2008 1H 2009
000 000 000 000 000
Shoe soles
Capacity (pairs} 12,540 12,980 14,000 7,320 7320
Qutput {pairs) 7,321 8,943 10,906 5,225 7,304
Utilisation rate (%) 58.4% 68.9% 77.9% 71.4% 99.8%
FYE 2006 FYE 2007 FYE 2008 iH 2008 iH 2009
0400 000 000 1] 000
Qutdeor and indeor
sports and leisure shoes
Capacity (pairs) 3,960 5,120 5,940 2,97 2,970
Qutput (pairs) 2,386 3,714 4,78¢ 2,445 2,867
Utilisation rate (%) 60.3% 72.5% 80.5% 82.3% 96.5%
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(iv)

[tems
Depreciation
[nsurance
Rental

Staff cost
Others

Grand total

Items
Deprcciation
Insurance
Rental

Staff cost
Others

Grand total

Both our production facilities for shoe soles and shoes are located in Quanzhou City
in Fujian Province in the PRC in three (3} separate plants. We increase the
production output of our Group on an annual basis by commissioning new
equipment, machineries and/or production lines to cater for the expansion of our
sales,

Administrative expenses

In RMB
< Audited > <—Unaudited—> <—Audited—>
FYE 2006 FYE 2007 FYE 2008 1H 2008 1H 2009
RMEB % RMB % RMB Y RMB % RMB %
000 000 000 000 000
100 1.2 154 1.4 332 23 9l 1.1 533 5.0
100 1.2 50 0.5 93 0.6 - 0.0 26 0.3
951 1.8 1,091 10.0 1,402 9.8 611 72 567 53

4,775 592 6,356 58.3 8,106 56.5 5,674 66.9 6,084 62.9
2,150 26.6 3,257 29.8 4,418 30.8 2,106 24.8 2,823 26.5

8,076 1000 10,908 100.0 14,351 1000 8,482 1000 10,633  100.0
In RM
< Audited > <——=Unaundited—> <—Audited—>
FYE 2006 FYE 2007 FYE 2008 1H 2008 1H 2009
RM % RM % RM % RM Yo RM Y%
000 000 000 000 000
51 1.2 78 1.4 169 23 46 1.1 271 5.0
51 [2 25 0.5 47 0.6 - 0.0 13 03
483 11.8 554 10.0 712 9.8 31l 7.2 288 53
2,426 59.2 3,230 58] 4,119 56.5 2,883 66.9 3,3% 62.9
1,092 26.6 1,655 29.8 2,245 30.8 1,070 24.8 1,435 26.5

4,103  100.0 5542 100.0 7,292 1000 4310 1000 5403  100.0

Depreciation expenses relate mainly to the depreciation charges of our machineries
and plant, property and equipments.

Insurance expenses relate to insurance premium jncurred to insure the office
building, office furniture and fixtures and equipments,

The rental expenses relate to rental charges for our factory buildings.

Staff expenses comprise payroll for administrative personnel comprise salaries and
welfare benefits (include social security, medical, unemployment, accident and birth
insurance which are required by law) of our managenal, accounting and
administrative personnel.
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)

Items

Postage and
{elephone

Sample cost

Markeling
expenses

Staff cost
Others

Grand total

Items

Postage and
telephone

Sampfe cost

Marketing
expenses

Staff cost
Others

Grand total

Other expenses comprise mainly (i) telecommunication expenses; (ii) office
supplies; (iii) traveling expenses which include hotel accommodation, transportation
allowances;, (iv) entertainment expenses which were expenses incurred by the
management for business entertainment; (v) repair and maintenance expenses which
comprise mainly electrical work repairs, renovation and repairs to the office building
and facilities (vi) labor union expenses which relate to a compulsory fee for all the
companies in Quanzhou City, Fujian Province payable to the labour union fund. The
labour union fund is centralised and managed by the PRC Labour Department and is
used to fund its daily operation and {vii) amortisation expenses for land use rights.

Selling and distribution expenses

In RMB
< Audited >  <——Unpaudited—> <am-Audited—>
FYE 2006 FYE 2007 FYE 2008 1H 2008 1H 200%
RMB % RMB % RMB % RMB % RMB %
000 000 000 000 000
531 29 697 2.4 778 14 186 i3 385 1.1
505 2.8 541 1.7 671 1.2 341 1.1 422 1.2
15,774 86.3 29207 899 50,642 92.5 28,409 93.4 34,015 93.8
688 38 805 2.5 1,006 19 438 1.5 531 1.5
772 42 1,246 38 1,648 30 782 2.6 §93 24
18,270 100,0 32,496  100.0 54,745 100.0 30,406 100.0 36,246  100.0
In RM
< Audited >  <—Unaudited—> <—Audited—>
FYE 2006 FYE 2007 FYE 2008 1H 2008 1H 2005
RM 000 % RMO000 % RMODD % RM 00D % RM 000 %
270 29 154 2.1 395 1.4 196 13 196 1.1
256 2.8 275 1.7 341 1.2 173 [l 214 12
8015 86.3 14,840 89.9 25,732 92.5 14,435 934 17,283 938
350 38 409 2.5 511 19 248 1.6 270 {5
392 42 633 3.8 837 3.0 397 2.6 454 24
9,283  100.0 16,511 1000 27,816 1000 15449  100.0 18,417 1000

Postage and telephone expenses comprise mainly the postage and courier expenses,
office telephone, mobile phone charges and other communication charges incurred
by our sales personnei.

Sample cost eomprises the cost of our finished goods which are shoe and sole
samples given out to our PRC regional distributors, retailers and other shoe
manufaeturers prior to the actual launch of the products.
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{vi}

[tems
Interest income

Negative
goodwill

Others

Grand total

Items
Interest income

Negative
goodwill

Others

Grand total

Marketing expenses comprise mainly (i) media advertising costs, including costs of
advertisements on television, radio, newspapers and magazines; (i1} costs of engaging
our brand ambassadors; (iii) other marketing expenses such as cost of promotional
activities and malterials such as posters, banners, billboards, hand books and gifts;
and (iv) Distributors’ marketing incentives which are paid by the our Group to the
PRC regional distributors as an incentive upon they achieve the sales targets. The
incentives are calculated based on specific percentages of sales levels upon achieving
the respective levels of sales targets.

Staff cost comprises salaries, social security fees and employment insurance for our
sales and marketing personnel.

Other expenses comprise mainly (i) office supplies; (ii) traveling expenses which

include hotel aceommodation, transportation allowances; (iii} entertainment expenses

which were expenses incurred by the management for business entertainment; and (iv)
depreciation expenses on office equipment related to the sales department

Other income

In RMB
< Audited > <—=Unaudited—> <—Audited—>
FYE 2006 FYE 2007 FYE 2008 1H 2008 1H 2009
RMB Ye RMB % RMB Yo RMB % RMB %
000 000 000 000 000
515 1000 835 1000 1,222 20.6 534 1000 761 59.1
- - - - 4,720 794 - - 518 40.3
- - - - - - - - g 0.6
515 100.0 835 100.0 5,942 100.0 534 100.0 1,287 100.0
in RM
< Audited >  <—Unaudited—> <—Audited—>
FYE 2006 FYE 2007 FYE 2008 1H 2008 1H 2009
RMB % RMB Yo RMB Yo RMB % RMB %
000 000 Doo 000 (i1])]
261 1000 424  100.0 621 20.6 271 1000 387 5.1
- - - - 2,398 79.4 - - 263 40.3
- - - - - - - - 4 0.6
261  100.0 - 424  100.0 3,019 100.0 271 1000 654  100.0

Other income mainly consists of interest ineome from deposit in bank. The
negative goodwill in FYE 2008 and 1H 2009 relates to the acquisition of
90% and the remaining 10% interest in Xingquan Footwear respectively.
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(vii)

8.2.2

PBT margin

The table below sets forth the PBT margin of our Group for the respective financial
years and periods under review:

< -Audited > Unaudited Audited

FYE 2006 FYE 2007 FYE 2008 1H 2008 1H 2009

% Y% % Yo Yo

PBT margin 20.7 219 232 21,7 26.5

The PBT margin increases steadily from 20.7% in FYE 2006 to 26.5% in 1H 2009
mainly due to the improvement in gross profit margins of our shoe soles, outdoor and
indoor sports and leisure shoes, apparels and accessories during the same period.
Please refer to section 8.2.1(iit) for further analysis on the gross profit margins of the
above product segments.

Review of Past Performance

0

1H 2009 compared to 1H 2008
Revenue

Qur revenue increased by RMB103.3 million or 34.1% from RMB302.6
million in 1H 2008 to RMB405.9 million in 11 2009 mainly due to a higher
sales volume across all of our product segments. In addition, the average
selling price of our shoe products increased from RMB75.1 in the 1H 2008
to RMB80.1 in the 1H 2009. The increase in revenue is spurred by
increasing consumer demand in the PRC and the success of our product
development, branding, marketing and sales strategies. Particularly, the
increase in sales volume of our “Addnice” products was mainly driven by
our increased penetration in the PRC markets as we expanded our
distribution network. The number of retail locations of our “Addnice”
products increased from 986 retail locations (comprising 943 via PRC
regional distributors and 43 via direct sales to retailers) in 1H 2008 to 1,349
retail locations {comprising 1,306 via PRC regional distributors and 43 via
direct sales to retailers) in the 1H 2009. At the same time, our sales as OEM
to internatjonal brands decreased by RMB2.9 million or 11.7% from
RMB24.7 million in 1H 2008 to RMB21.8 million in 1H 2009 as we shift
our focus to selling our own “Addnice” brand products.

Cost of sales

In line with the 34.1% increase in our revenue from 1H 2008 to the 1H 2009,
our cost of sales increased by RMB53.5 million or 27.2% from RMB196.9
million in 1H 2008 to RMB250.4 million in 1H 2009. The increase in cost
of sales for each product seginent was also gencrally in line with the
increase in revenue and salcs volume across all product segments.

Other income

Our other income increased by RMB0.8 million from RMBO0.5 million in
the 1H 2008 to RMB1.3 million in the 1H 2009 mainly due to the RM0.5
million negative goodwill arising from the acquisition of 10% interest in
Xingquan Footwear as well as the increase in interest incomc from our bank
deposits which were being pledged to secure banking facilities to provide
short-term financing for trade payables.
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Administrative expenses

Administrative expenses increased by RMB2.1 million from RMBS§.5
million in the 1H 2008 to RMB10.6 million in the IH 2009 mainly due to in
the staff cost as a result of as a result of the hiring of more administrative
staff to meet the needs of our increased business activities.

Selling and distribution expenses

Our selling and distribution expenses increased by RMBS5.8 million from
RMB30.4 million in the 1H 2008 to RMBJ6.2 million in the 1H 2009
mainly due to increase in incentives given to PRC regional distributors by
RMB7.0 million from RMB10.9 million in 1H 2008 to RMB17.9 million in
1H 2009 in line with the increase in sales via PRC regional distributors. In
addition, the increase is also due to increase in cost incurred for promotion
and marketing activities and sales fair froon RMB17.5 million in the 1H
2008 to RM16.1 million in 1H 2009. The above increase is partly offset by
the decrease of RM4 .4 million in advertisement expenses.

Finance costs

Our finance costs increase by RMBO0.5 million from RMB1.7 million in the
1H 2008 to RMB2.2 million in the 1H 2009 in tandem with the increase in
our borrowings.

£BT

PBT increased by RMB42.1 million from RMB65.6 million in the 1H 2008
to RMB107.7 million in the 1H 2009 in line with the increase in the sales.

Taxation

Our Group recorded a tax expense of RMB17.9 million in the 1H 2009 as
compared to income tax expense of RMB6.0 million recorded in the 1H
2008. The increase in tax expense is mainly due to Addnice Sports being
exempted from tax in the 1H 2008 but was subject to 50% relief from the
state corporate income tax for 1H 2009 i.e. a reduced tax rate of 12.5%.

Based on the Income Tax Law of the PRC for Enterprises with Foreign
Investments and Foreign Enterprises, Addnice Sports, Addnice China and
Xingquan Plastics are entitled to full exemption from income tax for the first
two years and a 50% reduction in income tax for the next three years
starting from their first profitable year of operation. Addnice Sports is
exempted from the state corporate income tax for its first two profitable
calendar years of operation (i.e. from 1 January 2006 to 31 December 2007)
and thereafter, is entitled to a 50% relief from the state corporate income tax
for the third to fifth consecutive years (i.e. from | January 2008 to 31
December 2010).
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(i)

Addnice China commenced its 5-year tax holiday from 1 January 2008.
Xingquan Plastics has fully utilised its tax incentives and was subject to the
full state corporate income tax during the financial years and periods under
review

PAT

PAT increased by RMB30.2 million from RMB59.6 million in the 1H 2008
to RMB89.8 million in the 1H 2009 which is in line with the increase in
PBT.

There was no material impact of fluctuations of foreign exchange, interest
rates or commodity prices on owr operating profits in the 1H 2008 and 1H
2009. None of our foreign cumrency exposure and investments, where
applicable, were hedged by cumency borrowings or other hedging
instruments during the 1H 2008 and 1H 2009.

FYE 2008 compared to FYE 2007

Revenue

Our revenue increased by RMB198.3 million or 45.2% from RMB438.5
million in FYE 2007 to RMB636.8 million in FYE 2008. The increase in
revenue was mainly due to jncrease in sales volume across all product
segments and also in the increase in average selling price of shoe soles,
outdoor and indoor sports and leisure shoes and apparels. Particularly, the
increase in sales volume of our “Addnice” products were mainly driven by
our increased penetration in the PRC markets as we expanded our
distribution network. The number of retail locations of our “Addnice”
products increased from 816 retail locations {comprising 774 via PRC
regional distributors and 42 via direct sales to retailers} in FYE 2007 to
1,243 retail locations (comprising 1,200 via PRC regional distributors and
43 via direet sales to retailers) in FYE 2008. In addition, the “Addnice”
brand was further enhanced when between March 2006 and February 2008,
our Group signed Miao Lijie, a captain of the PRC female basketball team
and a player in the WNBA as spokesperson for our “Addnice” brand. Qur
efforts continued and between April 2007 and March 2009, we signed Jason
Kapono, a NBA player from the Toronto Raptors and back-to-back winner
of the Foot Locker Three-Point Shootout for 2007 and 2008 to endorse our
“Addnice” brand. At the same time, our OEM sales increased by RMB9.0
million or 21.3% from RMB42.2 million in FYE 2007 to RMB51.2 million
in FYE 2008. There is also an increase in sales of shoe soles from RMB98.0
million in FYE 2007 to RMB131.5 million in FYE 2008 due the increase in
sales to few of the major owners of brands such as Xtep, China Peak, 361°
and Qiaodan. In addition, sales of apparel increased by RMB358.3 million or
79.2% from RMB73.6 million in FYE 2007 to RMB131.9 million in FYE
2008 due to the increased recognition of the “Addnice” brand in the apparel
segment.

Cost of sales

In line with the 45.2% increase in our revenue from FYE 2007 to FYE 2008,
our cost of sales increased by RMB125.7 million or 42.3% from RMB297.0
million in FYE 2007 to RMB422.7 million in FYE 2008. The increase in
cost of sales for each product segment was also generally in line with the
increase in revenue and sales volume across the respective product segments.
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Other income

Qur other income increased by 637.5% from RMBO0.8 million in the FYE
2007 to RMB5.9 million in the FYE 2008 mainly due to the recognition of
negative goodwill of RMB4.7 million arising from the acquisition of
Xingquan Footwear in FYE 2008.

Administrative expenses

Administrative expenses increased by 32.1% from RMBI10.9 miltion in the
FYE 2007 to RMB14.4 million in the FYE 2008 mainly due to an increase
in our staff related expenses by RMB1.7 million from RMB6.4 million in
FY2007 to RMB8.1 million in FY2008 as a resuit of the hiring of more
administrative staff to meet the needs of our increased business activities.

Selling and distribution expenses

Qur selling and distribution expenses increased by 68.3% from RMB32.5
million in the FYE 2007 to RMB54.7 million in the FYE 2008 mainly due
to increase in distributors’ incentive by RMBS8.7 million from RMBI10.6
million in FYE 2007 to RMB19.3 million in FYE 2008 in line with the
increase in sales via PRC regional distributors, and the increase in marketing
and advertising expenscs by RMBI12.8 million from RMB18.6 million in
FYE 2007 to RMB31.4 million in FYE 2008 as a result of more
advertisements made in the period under review.

Finance costs

Our finance costs for the FYE 2008 increase by 16.1% from RMB3.1
million in the FYE 2007 to RMB3.6 million in the FYE 2008 mainly due to
increase in bank borrowings.

EBT

PBT increased by 53.7% from RMB95.9 million in the FYE 2007 to
RMB147.4 million in the FYE 2008. This is in line with the higher revenue
arising from our business activities and the improvement in gross profit
margin. As our administrative expenses are generally in the naturc of fixed
indirect overheads and/or fixed cost, the increase in revenue and gross profit
margin resulted in a more than proportionate increase in our profit before
tax from FYE 2007 to FYE 2008. As a result, our profit before tax margin
increased from 21.9% in FYE 2007 to 23.2% in FYE 2008.

Taxation

Our Group recorded a tax expense of RMB18.0 million in the FYE 2008 as
compared to income tax expense of RMB7.6 million in the FYE 2007. The
increase in tax expense is in line with the inerease in pre-tax profit. In
addition, the effectivc tax rate increased from 7.9% in FYE 2007 to 12.2%
in FYE 2008 mainly duc to the fact that Addnice Sports was exempted from
income tax in FYE 2007 but was subject to a corporate tax of 12.5% in
sceond half of FYE 2008.
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(i)

PAT

PAT increased by 46.4% from RMBS88.4 million in the FYE 2007 to
RMB129.4 million in the FYE 2008 which is in line with the increase in
PBT.

There was no material impact of fluctuations of foreign exchange, interest
rates or commodity prices on our operating profits in the FYE 2007 and
FYE 2008. None of our foreign currency exposure and investment, where
applicable, were hedged by currency borrowings or other hedging
instruments during the FYE 2007 and FYE 2008.

FYE 2007 compared to FYE 2006

Revenue

Qur Group's revenue for the FYE 2007 increased by 51.6% from
RMB289.3 million in the FYE 2006 to RMB438.5 million in the FYE 2007.
The increase in revenue was contributed by the increase in sales volume of
all product segments due to increasing consumer demand in the PRC and the
success of our product development, branding, marketing and sales
strategies.

The above increases in sales volume were mainly driven by our increased
penetration in the PRC markets as we expanded our distribution network.
The number of retail locations of our “Addnice” products increased from
409 retail locations (comprising 377 via PRC regional distnibutors and 32
via direct sales to retailers) in FYE 2006 to 816 retail locations (comprising
774 via PRC regional distributors and 42 via direct sales to retailers) in
FYE 2007. As a result of the increase in retail locations and the increased
recognition of the “Addmce™ brand, revenue growth was particularly
significant in the outdoor and indoor sports and leisure shoes, apparels and
accessories segment which recorded growth of 60.4% and 90.8%
respectively in FYE 2007 from FYE 2006. In addition, the “Addnice” brand
was further enhanced when betwecn March 2006 and February 2008, our
Group signed Miao Lijie, a captain of the PRC female basketball team and a
player in the WNBA, as spokesperson for our “Addnice” brand. QOur efforts
continued and between April 2007 and March 2009, we signed Jason
Kapono, an NBA player from the Toronto Raptors and back-to-back winncr
of the Foot Locker Three-Point Shootout for 2007 and 2003 to endorse our
“Addnice” brand. At the same time, we were able to increase our OEM sales
to by RMB6.1 miilion or 16.9% from RMB36.1 million in FYE 2006 to
RMB42.2 million in FYE 2007.

Cost of sales

Our Group’s cost of sales for the FYE 2007 increased by 47.2% from
RMB201.7 million in the FYE 2006 to RMB297.0 million in the FYE 2007.
The increase in cost of sales was generally in line with increase in revenue
and sales volume across all product segment.
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Other income

Our other income increased by 60.0% from RMB0.5 million in the FYE
2006 to RMB0.8 million in the FYE 2007 mainly due to the increase in
interest income from our bank deposits which were pledged to secure
banking facilities to provide short-term financing for trade payables.

Administrative expenses

Administrative expenses increased by 34.6% from RMB8.1 million in the
FYE 2006 to RMB10.9 million in the FYE 2007. There were generally no
significant fluctuations in the various expense items under administrative
expenses between FYE 2006 and FYE 2007.

Selling and distribution expenses

Our selling and distribution expenses increased by 77.6% from RMB18.3
million in the FYE 2006 to RMB32.5 miliion in the FYE 2007 mainly due
to the increase in marketing expenses. The increase was mainly attributable
to (i) an increase in exhibition expenses of RMB0.9 million or 32.1% from
RMB2.8 million in FYE 2006 to RMB3.7 million in FYE 2007, (ii) an
increase in new market exploration expenses of RMB7.0 million or 127.3%
from RMB35.5 million in FYE 2006 to RMB12.5 million in FYE 2007, and
(iii) an increase in incentives given to PRC regional distributors of RMB5.8
million or 120.8% from RMB4.8 million in FYE 2006 to RMB10.6 million
in FYE 2007. The increase in the above incentive was directly related to an
increase in our new sales network and growing sales volume.

Finance costs

Our finance costs for the FYE 2007 increased by 82.3% from RMBI1.7
million in the FYE 2006 to RM3.1 million in the FYE 2007 mainly due to
higher interest costs arising from additional bank borrowings.

PBT

PBT increased by 59.8% from RM60.0 million in the FYE 2006 to
RMB95.9 miltion in the FYE 2007. The increase in PBT was mainly due to
an increase in revenue and gross profit, which were partly offset by the
corresponding increase in selling and distribution expenses.

Taxation

Our Group’s tax expense decreased from RMB11.2 million in the FYE 2006
to RMB7.6 million in the FYE 2007. The decrease is mainly due to higher
effective tax rate of Addnice Sports in FYE 2006 vis-a-vis FYE 2007 as
Addnice Sports only starts to enjoy full tax exemption in the second half of
FYE 2006 and was entitled (o a full year tax exemption in FYE 2007.
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PAT

PAT increased by 81.1% from RMB48.8 million in the FYE 2006 to
RMBE88.4 million in the FYE 2007 which is in line with the increase in
profit before taxation.

There was no material impact of fluctuations of foreign exchange, interest
rates or commodity prices on our operating profits in the FYE 2006 and
FYE 2007. None of our foreign currency exposure and investments, where
applicable, were hedged by cumrency borrowings or other hedging
mstruments during the FYE 2006 and FYE 2007.

[The rest of this page is left blank]
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83 REPORTING ACCOUNTANTS’ LETTER ON THE PROFORMA CONSOLIDATED
FINANCIAL INFORMATION

(Prepared for inclusion in this Prospectus)

Grant Thornton

REPORTING ACCOUNTANTS’ LETTER ON THE PROFORMA CONSOLIDATED
FINANCIAL INFORMATION
(Prepared for inclusion in this Prospectus)

Date: 2 June 2009
SJ Grant Thornton jar:0737)
Level 11, Faber Imperial Court

Tl_le Board of DlreFtors _ o Jalan Sultan Ismail,
Xingquan International Sports Holdings Limited P. 0. Box 12337 .
Clarendon House, 2 Church Street 50774 Kuala Lumpur, Malaysia
Hamilton HM 11, Bermuda T +6 [03) 2692 4022

F +6 {03) 2691 5229
www.gt.com.my

Dear Sirs,

XINGQUAN INTERNATIONAL SPORTS HOLDINGS LIMITED
AND ITS SUBSIDIARY COMPANIES
PROFORMA CONSOLIDATED FINANCIAL INFORMATION

We have reviewed the presentation of the Proforma Consolidated Financial Information of Xingquan
International Sports Holdings Limited (“Xingquan International” or “the Company”) and its subsidiary
companies: Addnice Holdings Limited (“Addnice Holdings™), Addnice {(China) Co., Ltd. (“Addnice
China™), Fujian Aidinaisi Sports Goods Co., Ltd (“Addnice Sports™), Xingquan (Fujian) Shoes Plastics
Co., Ltd (“Xingquan Plastics™) and Fujian Province Jinjiang Xingquan Footwear Material Co., Ltd
(“Xingquan Footwear™) (collectively known as “Xingquan International Group” or “the Group”) for the
financial years ended 30 June 2006 to 2008 and financial period ended 31 December 2008, together with
the notes and assumptions thereto, as set out in this Prospectus, which we have stamped for the purpose of
identification, in connection with the listing of and quotation for the entire enlarged issued and fully paid-
up share capital of Xingquan International on the Main Board of Bursa Malaysia Securities Berhad
(“Bursa Securities™). The Proforma Consolidated Financial Information have been prepared for
illustrative purposes only on the basis of assumptions as set out below and after making certain
adjustments to show that:-

1) the financial results of Xingquan International Group for the financial years ended 30 June 2006
to 2008 and financial period ended 31 December 2008 would have been if the group structure as
of the date of the Prospectus had been in place since the beginning of the years/period being
reported on, except for the financial results of Xingquan Footwear which was only consolidated
from 30 June 2008 onwards as Xingquan Footwear was not under common control of the major
shareholders of Xingquan International prior to FYE 2008;

ii) the financial position of Xingquan International Group as at 31 December 2008 would have been
if the group structure as of the date of the Prospectus had been in place on that date, adjusted for
the acquisition, share split, public issue, utilisation of listing proceeds and over-allotment option;
and

Chartered Accountants 1
Member of Grant Thornton International Ltd
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Q Grant Thornton

iii)  the cash flows of Xingquan Intemmational Group for the financial period ended 31 December 2008
would have been if the group structure as of the date of the Prospectus had been in place since the
beginning of the financial period ended 31 December 2008, adjusted for the acquisition, share
split, public issue, utilisation of listing proceeds and over-allotment option.

The combined financial information of Xingquan Intemational Group for the financial period ended 31
December 2007 was not audited and is included for comparison purpose only.

The Proforma Consolidated Financial Information, because of its nature, may not give a true picture of
Xingquan International Group’s actual financial results, financial position and cash flows. Further, such
information does not predict the Group’s future financial position, results and cash flows.

It is the sole responsibility of the Directors of Xingquan International Group to prepare the Proforma
Consolidated Financial Information in accordance with the requirements of the Prospectus Guidelines in
respect of Public Offerings issued by the Securities Commission. Qur responsibility is to form an opinion
as required by the Prospectus Guidelines on the Proforma Consolidated Financial Information and our
report is given to you solely for this, and no other purpose.

In providing this opinion, we are not updating or refreshing any reports or opinions previously made by
us on any financial information used in the compilation of the Proforma Consolidated Financial
Information, nor do we accept responsibility for such reports or opinions beyond that is owed to those to
whom those reports or opinions were addressed by us at the date of their issue.

Our work, which involved no independent examination of any of the underlying financial information,
primarily to compare the Proforma Consolidated Financial Information with the audited combined
balance sheets, combined income statements, combined statements of changes in equity and combined
cash flow statements, a summary of significant accounting polices and other explanatory notes of
Xingquan International Group (“audited Combined Financial Statements™), considering the evidence
supporting the adjustments and discussing the Proforma Consolidated Financial Information with the
Directors of Xingquan Intermational Group.

In our opinion, the Proforma Consolidated Financial Information together with the accompanying notes
which are provided solely for illustrative purposes only,

(a) have been properly compiled on a basis of preparation as stated in the notes thereto; such basis is
consistent with the accounting policies adopted by Xingquan International Group in the audited
Combined Financial Statements;

{b)  the adjustments are appropriate for the purposes of the Proforma Consolidated Financial
Information; and

(c) the audited Combined Financial Statements used in the preparation of the Proforma Consolidated
Financial Information were prepared in accordance with International Financial Reporting
Standards (“IFRS™).

Chartered Accountants 2
Member of Grant Thornton International Ltd
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Grant Thornton

This letter is not to be reproduced, referred to in any other document, or used or relied upon for any other
purpose without our prior written consent.

Yours faithfully,

Loe e R .
SJ GRANT THORNTON
NO. AF: 0737
CHARTERED ACCOUNTANTS

¥

HOOI KOK MUN
NO: 2297/01/10(])
PARTNER OF THE FIRM

Chartered Accountants
Member of Grant Thornton International Ltd

(98]
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XINGQUAN INTERNATIONAL SPORTS HOLDINGS LIMITED

(Incorporated in Bermuda under Companics Act 1981 of Bermuda - Company Registration No: 42756)
{Registered as a foreign company in Malaysia under Companies Act 1965 of Malaysia -
Malaysia Branch Registration No: 995177-V)

AND ITS SUBSIDIARY COMPANIES

Basis of preparation of Proforma Conseolidated Financial Information

1.

L

The Proforma Consolidated Financial Information have been prepared to illustrate that:-

a) the financial results of Xingquan International Group for the financial years ended 30 June
{(“FYE™) 2006 to 2008 and financial period ended 31 December (“FPE™) 2008 would have
been if the group structure as of the date of the Prospectus had been in place since the
beginning of the years/period being reported on, except for the financial results of
Xingquan Footwear which was only consolidated from 30 June 2008 onwards as Xingquan
Footwear was not under common control of the major shareholders of Xingquan
International prior to FYE 2008;

b) the financial posttion of Xingquan International Group as at 31 December 2008 would
have been if the group structure as of the date of the Prospectus had been in place on that
date, adjusted for the acquisition, share split. public issue, utilisation of listing proceeds
and over-allotment option; and

c) the cash flows of Xingquan International Group for the FPE 2008 would have been if the
group structure as of the date of the Prospectus had been in place since the beginning of
the FPE 2008, adjusted for the acquisition, share split, public issue, utilisation of listing
proceeds and over-allotment option.

The Proforma Consolidated Financial Information has been prepared based on the audited
Combined Financial Statements of Xingquan International and its subsidiary companies for the
FYE 2006 to 2008 and FPE 2008 using the bases and the accounting principles consistent with
those adopted in the audited Combined Financial Statements, after giving effect to the proforma
adjustments which is considered appropriate.

For illustrative purposes, it was assumed that the acquisitions of Addnice Holdings Limited
(“Addnice Holdings”), Addnice (China) Co., Ltd (“Addnice China”), Fujian Aidinaisi Sports
Goods Co., Lid (“Addnice Sports”), Xingquan (Fujian) Shoes Plastics Co., Ltd (“Xingguan
Plastics™) and Fujian Province Jinjiang Footwear Material Co., Ltd (“Xingquan Footwear”), which
collectively known as Addnice Holdings Group, which were completed subsequent to the FPE
2008 took place prior to I July 2005 in arriving at the proforma consolidated financial results for
the FYE 2006 to 2008 and FPE 2008.

The Proforma Consolidated Financial Information have been prepared for illustrative purposes
only and, because of their nature, may not give a true picture of the actual financial position,
results and cash flows of Xingquan International Group.

The audited Combined Financiai Stateme}lts for the FYE 2006 to 2008 and FPE 2008 were
prepared in accordance with International Financial Reporting Standards (“IFRS”).

The financial information of Xingquan International Group is measure using the currency of the
primary economic environment in which the Group operates. The functional currency of the
Group is China Renminbi.

Kampad v e puToes of kionhemsion sn:
0 2 JUN 2009
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XINGQUAN INTERNATIONAL SPORTS HOLDINGS LIMITED

(Incorporated in Bermuda under Companies Act 1981 of Bermuda - Company Registration No: 42756)
(Registered as a foreign company in Malaysia under Companies Act 1965 of Malaysia -
Malaysiz Branch Registration No: 995177-V)

AND ITS SUBSIDIARY COMPANIES
PROFORMA CONSOLIDATED INCOME STATEMENTS

The Proforma Consolidated Income Statements of Xingquan International Group for the past three
(3) FYE 2006 to 2008 and FPE 2008 are provided for illustrative purposes extracted from the
audited Combined Financial Statements of Xingquan International Group assuming that Xinggquan
International Group has been in existence throughout the financial years/period under review,
except for the financial information of Xingquan Footwear which was only consolidated from
FYE 2008 onwards as Xingquan Footwear was not under common control of the major
shareholders of Xingquan International prior to FYE 2008. Adjustments were made to the
Proforma Consolidated Income Statements to account for retrospective effects of the acquisition
of Addnice Holdings Group which were completed subsequent to the FPE 2008.

Yeart/Periad ended 1 30 June 2006 i 30 June 2007 ¥ 30Junc 7008 T 31 Occember 2007 @ | 31 De¢ember 2008 |
| "RME'000 | RAt'000 | RMa'coo | RM'oo0  § RMB0oo | RM-000 ¥ RMB'000 T~ Reoo0 | RME'D0D RM'002 |

Revenue 285,246 146,960 438,520 222,312 £36.810 123.563 102,562 15), 732 405,840 200,233

Gross profa 82,576 44,497 141,537 71918 214,112 108.750 105,673 51,691 155.510 79015

Profit before deprecation.
AMENSATON, NTEES]

expenses and axation 68.627 34,869 102,612 54,678 161,245 81.528 72,302 36,137 115,725 58.300
Deprecation (6.882) {3.497) 18.573) (4.305) 1e,101) (5.131) (4.890) {2.4B5) (5.71n {2.903)
Amarisation . - {171 (87) (186) (95) 23) Ty (94) (48}
Imiezest expénses 11.744) {856) £1.060) (1.535) [3.550) P800 (1.723) {875) (8 ki}) 1,204

Piofi before laxation bur
after depreciation,
amonnaron and interest

expenses '60,001 10,486 95.908 48,731 147,408 74,897 65,596 153,310 102,747 54.746
Taxonon [ k)] (5702} {1.556) ().EI%) (17.974) (9.131) (5.957) .07 (17.915) [LANR)]
Profit afier taxation 45,779 14.784 85,132 44892 129,434 65,164 $9.619 30,303 §9.812 43.633

Profit befare txanan

anribuisble o
Equily holdezs 60.001 30,886 95,908 48,111 147412 74,899 65,596 3330 107,750 54,747
Minomy inerest - - - - (4} (2) . - 3} in
60.001 10.45¢ 95.908 48.731 147,408 74,897 6%.556 33,30 107,747 54,746
Profit afier taxation
sitributable 10
Equny kolders 48,779 24784 8B.352 45,892 129.438 65766 59,619 30,303 89,815 45634
Menoncy imerest - - - - ] _12) - - (34 il
48.779 24,784 B8.152 44,692 129.4)a 65,764 50,619 30,103 82,812 45.63]
Gross proft margin (%) 028 3028 JTIE kel 3 3162 162 349 349 JE D) I8
PBT margin (%} 1074 2075 2i 87 3187 a5 1318 21.68 21 68 26 %5 6 5%
PAT margin (%) 16 88 16 86 2015 2015 2013 2013 19 % 1M 2213 2213
Mumber of ardinary shares
af USD 0 1D cach assumed
10 be isued ('000) 215130 215,130 215130 215130 215,130 215,130 215,130 TSl 115,130 215,170
Gross earnings per share
{"EP5S™)" 0.28 04 Q43 03 069 Q15 061" o [Nilig o5~
Net EPS* 1y x] o012 o4l 0.21 a60 03l 0§35~ 028~ 081~ 043~
* Based on enlarged share capital of 215,130,000 shares (number of ordinary shares in issue

after the completion of the Acquisition and share split but before the Public Issue.)
~ Annualised 10 12 months for comparison purposes.

The income statement for the financial period ended 31 December 2007 is unaudited and is

®

included for comparison purposes only. Narpad for e purmoce of Karitieston on:

02 JUN 2009
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XINGQUAN INTERNATIONAL SPORTS HOLDINGS LIMITED

{(Incorporated in Bermuda under Companies Act 1981 of Bermuda - Company Registration No: 42756)

{Registered as & foreign company in Malaysia under Companies Act 1965 of Malaysia -
Malaysia Branch Registration No: 995177-V)

AND ITS SUBSIDIARY COMPANIES

PROFORMA CONSOLIDATED INCOME STATEMENTS (CONT’D)

NOTES TO THE PROFORMA CONSOLIDATED INCOME STATEMENTS

I3

The Proforma Consolidated Income Statements have been prepared based on the audited
Combined Financial Statements of Xingquan International for the past three (3) FYE 2006
to 2008 and FPE 2008.

There were no extraordinary or exceptional items in all the financial years/period under
review.

Xingquan Intermational Group’s results have been restated through appropriate
consolidation adjustments to eliminate inter-company transactions under the existing
group structure.

In preparing this report, we have converted all figures stated in China Renminbi (RMB),
Hong Kong Dollar (HKD) and United States Dollar (USD) to Ringgit Malaysia (RM).

The applied rates of exchange for all the FYE 2006 to 2008 as well as FPE 2007 and 2008
under review are USD1: RMB6.8240, RMB|: RM0.5081, HKD1: RM0.4474 and USDI:
RM3.4674 respectively based on the exchange rate as at 31 December 2008.

Sanpad for e punces of identiflomion en:

02 JUN 2009

5 8. Qrant Thomton
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Bermuda Company Registration No.: 42756
Malaysia Branch Registration No.: 995177-V

3. FINANCIAL INFORMATION (Cont’d)

XINGQUAN INTERNATIONAL SPORTS HOLDINGS LIMITED

(Incorporated in Bermuda under Companies Act 1981 of Bermuda - Company Registration No: 42756)
(Registered as a foreign company in Malaysia under Compantes Act 1965 of Malaysia -
Malaysia Branch Registration No: 995177-V)

AND ITS SUBSIDIARY COMPANIES
(i)  PROFORMA CONSOLIDATED BALANCE SHEETS (CONT’D)
NOTES TO THE PROFORMA CONSOLIDATED BALANCE SHEETS

1. The Proforma Consolidated Balance Sheets have been prepared based on the audited
Combined Financial Statements of Xingquan International as at 31 December 2008 and
using the merger method of accounting for Xingquan International Group.

2. The Proforma Consolidated Balance Sheets together with notes thereon, have been
prepared based on accounting principles and bases consistent with those adopted in the
preparation of audited Combined Financial Statements of Xingquan International to
illustrate the Consolidated Balance Sheets of Xingquan International Group assuming
that all the transactions mentioned below had taken place on 31 December 2008:-

Proforma I: Acquisition

Acquisition of the entire issued and paid-up capital of Addnice Holdings comprising 1
share of HKD1.00 each representing 100% equity interest in Addnice Holdings for a
total purchase consideration of USD21,503,000 to be satisfied entirely by the issuance
of 21,503,000 new ordinary shares of USD1.00 each in Xingquan International at an
issue price of US1.00 per share.

Proforma II: Share Split
After Proforma I and Share Split to subdivide the existing par value of ordinary shares

of Xingquan International from USD1.00 per share to USDO0.10 per share (“Xingquan
International Share”) after the Acquisition.
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Bermuda Company Registration No.: 42756
Malaysia Branch Registration No.: 995177-V

8.

FINANCIAL INFORMATION (Cont'd)

(i)

XINGQUAN INTERNATIONAL SPORTS HOLDINGS LIMITED

{Incorporated in Bermuda under Companies Act 1981 of Bermuda - Company Registration No: 42756)

(Registered as a foreign company in Malaysia under Companies Act 1965 of Malaysia —

Malaysia Branch Registration No: 995177-V}

AND ITS SUBSIDIARY COMPANIES

PROFORMA CONSOLIDATED BALANCE SHEETS (CONT’D)

NOTES TO THE PROFORMA CONSOLIDATED BALANCE SHEETS (CONT’D)

2.

{cont’d):-
Proforma III: Public Issue

After Proforma I and Public Issue of up to 99,500,000 new Xingquan International
Shares comprising the retail offering and institutional offering.

The retail offering comprises 9,500,000 new Xingquan [nternational Shares available
for application by the Malaysian Public at an issue price of RM2.10 per Xingquan
International Share.

The institutiona] offering comprises at least 50,370,000 {“Minimum Scenario™) and up
to 90,000,000 (*“Maximum Scenario”) new Xingquan International Shares at an issue

_price to be determined by way of bookbuﬂding_, to be offered to:-

(i) Malaysia institutional and selected investors; and
{ii) Foreign institutional and selected investors outside the United States of America
in reliance on Regulation S under United States Securities Act of 1993,

The Retail Offering and Institutional Offering shall be subject to clawback and
reallocation provisions. In the event of an over-subscription in the Retail Offering
above 9,500,000 Issue Shares up to 13,750,000 Issue Share (in the case of Minimum
Scenario) or up to 15,731,500 Issue Shares {in the case of Maximum Scenario)
(representing 5.0% of Xingquan International Group’s enlarged issued share capital},
up to 4,250,000 Issue Shares {in the case of Minimum Scenario) or up to 6,231,500
Issue Shares (in the case of Maximum Scenario) from the Institutional Offering shall
be clawed back and reallocated to the Retail Offering even though the Institutional
Offering is over-subscribed. In the event of an over-subscription in the Retail
Offering above 13,750,000 Issue Share (in the case of Minimum Scenario) or
15,731,500 Issue Shares (in the case of Maximum Scenario) and a corresponding
under-subscription in the Institutional Offering, the Issue Shares may be clawed back
from the Institutional Offering and allocated to the Retail Offering. If there is an
undef-subscription in the Retail Offering and there is a corresponding over-
subscription in the Institutiona! Offering, the Issue Shares may be clawed back from
the Retail Offering and allocated to the Institutional Offering. The clawback and
reallocation shall not apply in the event of over-subscription in both the Retail
Offering and the Institutional Offering except in the event there is an over-
subscription in the Retail Offering above 9,500,000 but not exceeding 13,750,000
Issue Share (in the case of Minimum Scenario) or 15,731,500 Issue Shares (in the case

of Maximum Scenario). pore -
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Bermuda Company Registration No.: 42756
Malaysia Branch Registration No.: 995177-V

8.

FINANCIAL INFORMATION (Cont’d)

XINGQUAN INTERNATIONAL SPORTS HOLDINGS LIMITED

{Incorporated in Bermuda under Companies Act 1981 of Bermuda - Company Registration No: 42756)

(Registered as a foreign company in Malaysia under Companies Act 1965 of Malaysia -

Malaysia Branch Registration No: 995177-V)

AND ITS SUBSIDIARY COMPANIES

(i) ~ PROFORMA CONSOLIDATED BALANCE SHEETS (CONT’D)

NOTES TO THE PROFORMA CONSOLIDATED BALANCE SHEETS (CONT’'D)

2.

(cont’d):-
Proforma I'V: Utilisation of Listing Proceeds

After Proforma [II and The gross proceeds from the Public Issue amounting to
RM125,727,000 (RMB247,445,000)* (based on Minimum Scenario) or
RM208,950,000 (RMB411,238,000)* (based on Maximum Scenario) arising from the
Institutional Offering of up to 90,000,000 Issue Shares at the Institutional Price and
from the Retail Offering of 9,500,000 Issue Shares at the Retail Price are expected to be
fully utilised for Xingquan International Group’s core business in the following
manner:-

Minimum Scenario Maximum Scenario
RMB*000 RM'000 RMB'000 RM®000

Marketing and advertising

activities 62,980 32,000 62,980 32,000
Expansion of sales and

distribution network 64,948 33,000 64,948 33,000
Expansion of production capacity 38,579 19,602 196,468 99,825
Expansion of research and

development activities 29,521 15,000 29,521 15,000
Working capital 33,704 17,125 33,704 17,125
Estimated listing expenses 17,713 9,000 23,617 12,000

247,445 125,727 411,238 208,950

Note:

¥ The Institutionol Price is RM2.10 per Issue Share in arriving at this figure and that the Over-Allotment Option is

not exercised. In the event the Over-Allotment Option is exercised in full, the extra proceeds from the Over-
Allotment Option will be from RMI8859,050 (Minimum Scenario) and up to RM31.342.500 (Maximum
Scenorio); assuming the Institutional Price and Final Retail Price is RM2.10 per Issue Share. The extra proceeds
are applied to the expansion of production capacity ond (o defray additional listing expenses.

The listing expenses are estimated at RM9,000,000 (RMB17,713,000) and
RM12,000,000 (RMB23,617,000) and will be set off against the share premium
account and reserve account, in the respective minimum and maximum scenario.
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FINANCIAL INFORMATION (Cont’d)

(i)

XINGQUAN INTERNATIONAL SPORTS HOLDINGS LIMITED

{Incorporated in Bermuda under Companies Act 1981 of Bermuda - Company Registration No: 42756)
(Registered as a foreign company in Malaysia under Companies Act 1965 of Malaysia -
Malaysia Branch Registration No: 995177-V)

AND ITS SUBSIDIARY COMPANIES

PROFORMA CONSOLIDATED BALANCE SHEETS (CONT’D)

NOTES TO THE PROFORMA CONSOLIDATED BALANCE SHEETS (CONT'D)

2. (cont’d):-

Proforma V: Over-allotment Option

After Proforma [V and exercising the over-allotment option exercisable by the
stabilising manager in whole or in part within 30 days from the date of commencement
of trading of Xingquan International Share on Bursa Securities, to subscribe for
8,980,500 (Minimum Scenario) up to an aggregate of 14,925,000 (Maximum Scenario)
new Xingquan I[nternational Shares, being 15% of the total number of Xingquan
International Shares pursuant to the Public Issue at an issue price of RM2.10 per
Xingquan Internationa] Share, solely for the purpose of covering over-allotment of
Xingquan International Share (if any).

Lt

1s as follows:-

At date of incorporation
Acquisition

Minimum Scenario

The movement of the issued and paid up share capital of Xingquan International Group

~ Maximum Scenario

As per Proforma |
Share Split

As per Proforma II
Public Issue

As per Proforma III
Uttlisation of Listing Proceeds

As per Proforma IV
Over-allotment Option

As per Proforma V

RMB'000 RM000 RMB’000 - RM’800
68 34 68 34
146,737 74,559 146,737 74,559
146,805 74,593 146,805 74,593
146,805 74,593 146,805 74,593
40,855 20,758 67,899 14,498
187,660 95,351 214,704 109,091
187,660 95,351 214,704 109,091
6,128 3,114 10,185 5,175
193,788 08,465 224,889 114,266
Sampad iev e plpoce s idensfiemion s
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Bermuda Company Registration No.: 42756
Malaysia Branch Registration No.: 995177-V

8. FINANCIAL INFORMATION (Cont’d)

XINGQUAN INTERNATIONAL SPORTS HOLDINGS LIMITED

{(Incorparated in Bermuda under Companies Act 1981 of Bermuda - Company Registration No: 42756)
(Registered as a foreign company in Malaysia under Companies Act 1965 of Malaysia —
Malaysia Branch Registration No: 995177-Y)

AND ITS SUBSIDIARY COMPANIES

(i) PROFORMA CONSOLIDATED BALANCE SHEETS (CONT’D)

NOTES TO THE PROFORMA CONSOLIDATED BALANCE SHEETS (CONT’D)

4, The movement of the share premium account is as follows:-
Minimum Scenario Maximum Scenario
RMB’000 RM’000 RMB’000 RM'000

At date of incorporation/As per

Proformalto I1 - - - R
Public Issue 206,590 104,969 343,339 174,452

As per Proforma III 206,590 104,969 343,339 174,452
Utilisation of Listing Proceeds
- listing expenses (10,944) {5,561) (17,648) (8,967)
As per Proforma IV 195,646 99,408 325,691 165,485
" Over-allotment Option 30,989 15,745 51,501 26,168
As per Proforma V 226,635 115,153 377,192 191,653
5. The movement of the reserve is as follows:-
Minimum Scenario Maximum Scenario
RMB'000 RM'000 RMB*'000 RM'000

(i) Merger deficit

At date of incorporation - - - -
Acquisition {79.495) {40,391) {79,495) {40,391)

As per Proforma [, I1, III, IV
and V {79,493) (40.391) (79,4935) (40,391)

(ii) Retained earnings

"At date of incorporation

Acquisition - ' 65444 33,251 65,444 33,251
As per Proforma [, Il and 1] 65,444 33,251 65,444 33,251
Utilisation of Listing Proceeds-
listing expenses (6,769) (3,439) {5,969) (3,033)
As per Proforma [V and V 58,675 29,812 59,475 30,218
Sampad for e pumocs- of Wentfosion s
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8. FINANCIAL INFORMATION (Cont'd}

XINGQUAN INTERNATIONAL SPORTS HOLDINGS LIMITED
(lncorporated in Bermuda under Companies Act 1981 of Bermuda - Company Registration No: 42756}
(Registered as a foreign company in Malaysia under Companies Act 1965 of Mataysia -

Malaysia Branch Registration No: 995177-V)

AND ITS SUBSIDIARY COMPANIES

(ily PROFORMA CONSOLIDATED BALANCE SHEETS (CONT'D)
NOTES TO THE PROFORMA CONSOLIDATED BALANCE SHEETS (CONT'D)

5. The movement of the reserve is as follows {cont’d):-
Minimum Scenario Maximum Scenario
RMB’000 RM’000 RMB’000 RM’000

(iii} Statutory reserve

At date of incorporation - - - -
Acquisition 12,371 6,286 12,37] 6,286

As per Proforma 1, 11, I1I, IV
and V 12,371 6,286 12.371 6,286

(iv) Currency fluctuation
reserve

At date of incorporation - - - .

Acquisition (4) (2) (4) {2)
As per Proforma L, I, [Il and V {4) (2) {4) (2)
Total

Al date of incorporation

Acquisition (1,684) {856) {1,684) {856)
As per Proforma [, 11 and ]1 (1,684) (856) (1,684) (856)
Utilisation of Listing Proceeds

- listing expenses (6,769) (3,439) {5,969) (3,033)
As per Proforma I'V and V (8,453) (4,295) (7,653) (3.889)
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8. FINANCIAL INFORMATION (Cont'd)

XINGQUAN INTERNATIONAL SPORTS HOLDINGS LIMITED

(Incorporated in Bermuda under Companies Act 1981 of Bermuda - Company Registration No: 42756)
(Registered as a foreign company in Malaysiz under Companies Act 1965 of Malaysia —
Malaysiz Branch Registration No: 995177-V)

AND ITS SUBSIDIARY COMPANIES

(iiy PROFORMA CONSOLIDATED BALANCE SHEETS (CONT’D)
NOTES TO THE PROFORMA CONSOLIDATED BALANCE SHEETS (CONT’'D)

6. Costs of an inttial public offering (Listing expenses}

The listing expenses of this initial public offering involved both issuing new shares and
a stock market listing. These listing expenses are accounted for as follows:-

a} incremental costs that are directly attributable to issuing new shares are deducted
from equity (share premium}

b) costs that relate to stock market listing or are otherwise not incremental and
directly attributable to issuing new shares are recorded as an expense in the
income statemnent.
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Malaysia Branch Registration No.: 995177-V

8.

FINANCIAL INFORMATION (Cont’d)

(iin)

XINGQUAN INTERNATIONAL SPORTS HOLDINGS LIMITED

ncorporated in Bermuda under Companies Act 1981 of Bermuda - Company Registration No:
I p din B da under C ies Acr 1981 of B da-C Regi ion No: 42756)
(Registered as a foreign company in Malaysia under Companies Act 1965 of Malaysia -
Malaysia Branch Registration No: 995177-V)

AND ITS SUBSIDIARY COMPANIES

STATEMENT OF ASSETS AND LIABILITIES

The following is a proforma group statement of assets and liabilities of Xingquan International
Group prepared based on the audited Combined Financial Statements of Xingquan
International as at 31 December 2008.

The proforma group statement of assets and liabilities 1s prepared for illustrative purpose only,
to show the effects of all the transactions stated in Note 2 to the statement of assets and
liabilities. The statement should be read in conjunction with the notes thereto.

Note —=——-Proforma Group—--—-—
Minimum Scenario and Maximum Scenario and
assuming exercise of assuming exercise of
Over-Allotment Option Over-Allotment Option

RMB*000 RM’000 RMB’000 RM’000
NON-CURRENT ASSETS

Property, plant and equipment 4 139,651 70,957 322,109 163,664
Land use rights 5 8,972 4,559 8,972 4,559
Total non-current assets 148,623 75,516 331,081 168,223
CURRENT ASSETS
Inventories 6 33,828 17,188 33,828 17,188
Receivables 7 135,078 68,633 135,078 68,633
Cash and bank balances 8 297,028 150,920 297,028 150,920
Total current assets 465,934 236,741 465934 236,741
CURRENT LIABILITIES
Payables 9 141,967 72,133 141,967 72,133
Tax payable 9,220 4,685 9,220 4,685
Bank borrowing 10 51,400 26,116 51,400 26,116
Total current liabilities 202,587 102,934 202,587 102,934
NET CURRENT ASSETS 263,347 133,807 263,347 133,807

411,970 209,323 594,428 302,030
SHARE CAPITAL 11 193,788 98,465 224,889 114,266
SHARE PREMIUM 12 226,635 115,153 377,192 191,653
RESERVE 13 {8,453) {(4,295) {7,653) {3,889)

411,970 - 209,323 594,428 302,030
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Malaysia Branch Registration No.: 995177-V

8.

FINANCIAL INFORMATION (Cont’d)

XINGQUAN INTERNATIONAL SPORTS HOLDINGS LIMITED

(Incorporated in Bermuda under Companies Act 1981 of Bermuda - Company Registration No: 42756)

(Registered as a foreign company in Malaysia under Companies Act 1965 of Malaysia —

Malaysia Branch Registration No: 995177-V)

AND ITS SUBSIDIARY COMPANIES

NOTES TO THE STATEMENT OF ASSETS AND LIABILITIES

1. FINANCIAL RISK MANAGEMENT OBJECTIVES - POLICIES

The Group does not have written risk management policies and guidelines. However, the board
of directors meet periodically to analyse and formulate measures to manage the Group’s
exposure to market risk, including principally changes in interest rates and currency exchange
rates. Generally, the Group employs a conservative strategy regarding its risk management. As
the Group's exposure to market risk is kept at a minimum level, the Group has not used any
derivatives or other instruments for hedging purposes. The Group does not hold or issue
derivative financial instruments for trading purposes.

As at 30 June 2006, 2007, 2008 and 31 December 2008, the Group’s financial instruments
mainly consisted of cash and bank balances, trade receivables, other receivables, trade
payables, bills payables, accrued liabilities, other payables and borrowings.

)

Credit risk

Credit risk is the risk of financial loss to the Group if a customer fails to meet its
contractual obligations, and arises principally from the Group’s trade and other
receivables.

Trade receivables

The Group’s exposure to credit risk 1s influenced mainly by the individual
characteristics of each customer. The Group typically gives the existing customers
credit terms of 60 days. In deciding whether credit shall be extended, the Group will
take into consideration factors such as the relationship with the customer, its payment
history and credit worthiness. In refation to new customers, the sales and marketing
department will prepare credit proposals for approval by the general] manager. The
Group has significant concentration of credit risk as the Group’s top ten customers in
aggregate formed 25.1%, 25.3%, 32.3%, 30.0% of the trade receivables balance as at 30
June 2006, 2007, 2008 and 31 December 2008 respectively.

The Group performs ongoing credit evaluation of its customers’ financial condition and
requires no collateral from its customers. The provision for impairment loss is based
upon a review of the expected collectibles of all trade and other receivables.
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8. FINANCIAL INFORMATION (Cont’d)

XINGQUAN INTERNATIONAL SPORTS HOLDINGS LIMITED

(lncorporated in Bermuda under Companies Act 1981 of Bermuda - Company Registration No: 42756)
{Registered as a foreign company in Malaysia under Companies Act 1965 of Malaysia -
Malaysia Branch Registration No: $95177-V)

AND ITS SUBSIDIARY COMPANIES

NOTES TO THE STATEMENT OF ASSETS AND LIABILITIES (CONT’D)

1. FINANCIAL RISK MANAGEMENT OBJECTIVES - POLICIES (CONT’D)

The aging analysis of trade receivables past due but not impaired is as follows:

30 Fune 2006 30 June 2007 30 June 2008 3] December 2008
RMB’000 RM'00 RMB'0O00 RM'000 RMB'000 RM'000 RMB'000 RM 000

Past due less

than 30

days 541 275 731 371 1,962 997 515 262
Past due 31

10 60 days 3 2 - - 53 27

544 277 731 371 2.015 1,024 515 262

There 1s no impairment loss recognised in the combined income statements as all the

receivables were subsequently received.

(i)  Liquidity risk

Liquidity is the risk that the Group will encounter difficulty in raising funds to meet
commitments associated with financial instruments. The Group’s policy is to regularly monitor
current and expected liquidity requirements to ensure that it maintains sufficient reserve of cash
to meet its liquidity requirement in the short and long term. The bank borrowings for the years
ended 30 June 2006 to 2008 and financial period ended 31 December 2008 have maturity

period of less than 1 year from the respective balance sheet date.

(ili)  Market risk

Market risk is the risk that changes in market prices, such as foreign exchange rates and interest
rates will affect the Group’s income or the value of its holdings of financial instruments, The
objectives of market risk management are to manage and control market risk exposures within

acceptable parameters.
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3.

FINANCIAL INFORMATION (Cont’d)

XINGQUAN INTERNATIONAL SPORTS HOLDINGS LIMITED

(Incorporated in Bermuda under Companies Act 1981 of Bermuda - Company Registration No: 42756)
{Registered as a foreign company in Malaysia under Compeanies Act 1965 of Malaysia —
Malaysia Branch Registration No: 995177-V)

AND ITS SUBSIDIARY COMPANIES

NOTES TO THE STATEMENT OF ASSETS AND LIABILITIES (CONT’D)

1
(iii)

2.1

2.2

FINANCIAL RISK MANAGEMENT OBJECTIVES - POLICIES (CONT’D)
Market risk {cont’d)

Currency risk

Currency risk is the risk that the value of a financial instrument will fluctuate due to changes in
foreign exchange rates. Currency risk arises when transactions are denominated in foreign

currencies.

The Group carries out its business in the PRC and most of the transactions are denominated in
Renminbi. Accordingly, the Group’s exposure to risk resulting from changes in foreign
currency exchange rates is minimal.

Interest rate risk

Interest rate risk is the risk that the fair value of future cash flows of the Group’s financial
instruments will fluctuate because of changes in market interest rates.

The Group’s exposure to interest rate risk arises primarily from short-term bank borrowings.
The Group does not have investment in other financial assets. The Group's policy is to
maintain all its borrowings on a fixed rate basis.

SIGNIFICANT ACCOUNTING POLICIES

Statement of compliance

The audited Combined Financial Statements are prepared in accordance with International
Financial Reporting Standards (“IFRSs”) including related Interpretations.

Basis of preparation of audited Combined Financial Statements

The Group has early adopted IFRSs and Interpretations which are effective for accounting
period beginning on or after 1 January 2007 for the preparation of the audited Combined
Financial Statements of the Group. IFRS 1, First-time Adoption of Financial Reporting
Standards, has been applied in preparing the audited Combined Financial Statements. The
audited Combined Financial Statements.

The accounting policies set out below have been applied consistently to all periods presented in
the audited Combined Financial Statements. The accounting policies have been applied

consistently by the Group. Seamped Kr e purpose of enifonlon en:
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8.

FINANCIAL INFORMATION (Cont’d)

XINGQUAN INTERNATIONAL SPORTS HOLDINGS LIMITED

{Incorporated in Bermuda under Companies Act 1981 of Bermuda - Company Registration No: 42756)
(Registered as a foreign company in Malaysia under Companies Act 1965 of Malaysia —
Malaysia Branch Registration No: 995177-V)

AND ITS SUBSIDIARY COMPANIES

NOTES TO THE STATEMENT OF ASSETS AND LIABILITIES (CONT’D)

2.
2.2

SIGNIFICANT ACCOUNTING POLICIES (CONT’D)
Basis of preparation of audited Combined Financial Statements (cont’d)

On 1 January 2007, the Group adopted the new or revised IFRS and Interpretations that are
mandatory for application on that date. This includes the following which are relevant to the
Group:

IAS | (Amendment) Presentation of Financial Statements: Capital Disclosure
IFRS 7 Financial Instruments: Disclosure

[FRIC 8 Scope of IFRS 2

[FRIC 10 Interim Financial Reporting and Impairment

The adoption of the above IFRS and Interpretations did not result in substantial changes to the
Group’s accounting policies nor any significant impact on these financial statements. IFRS 7
and the complimentary amended IAS 1 introduce new disclosures relating to financial
instruments and capital respectively.

At the date of this report, the following new and amended IFRSs and Interpretations were
issued but not yet effective:

IAS 1 (Revised) Presentation of Financial Statements

IAS 1 Presentation of Financial Statements - Amendments Relating to
Disclosure of Puttable Financial Instruments and Obligations
arising on Liquidation

IAS 23 (Revised) Borrowing Costs — Comprehensive Revision to Prohibit Immediate
Expensing

IAS 27 Consolidated and Separate Financial Statements - Consequential
Amendments Arising from Amendments to [FRS 3

IAS 27 Cost of An Investment on First-Time Adoption

{Amendment)

IAS 28 Investments in Associates — Consequential Amendments Arising
from Amendments to [FRS 3

IAS 31 Interests in Joint Ventures — Consequential Amendments Arising
from Amendments to [FRS 3

IAS 32 Financial Instruments: Presentation — Amendments Relating to
Puttable Financial Instruments and Obligation Arising on
Liquidation

1AS 39 Financial Instruments : Recognition and Measurement ~
Amendments for Eligible Hedged Items

I[FRS 1 First-time Adoption of IFRC — Amendment Relating to Cost of an
Investment in a Subsidiary, Jointly Controlled Entity or Associate

Samped for the pupocs-of idantfioalion en:
22 82 JUN 2009




Bermuda Company Registration No.: 42756
Malaysia Branch Registration No.: 995177-V

8.

FINANCIAL INFORMATION (Cont’d)

XINGQUAN INTERNATIONAL SPORTS HOLDINGS LIMITED
(lnrurporated in Bermuda under Compantes Act 1981 of Bermuda - Company Registration No: 42756)

(Registered as a foreign company in Malaysia under Companies Act 1965 of Malaysia —
Malaysia Branch Registration No: 995177-V)

AND ITS SUBSIDIARY COMPANIES

NOTES TO THE STATEMENT OF ASSETS AND LIABILITIES (CONT’D)

SIGNIFICANT ACCOUNTING POLICIES (CONT’D)

Basis of preparation of audited Combined Financial Statements (cont’d)

IFRS 2 Share-based Payment — Amendment Relating to Vesting
Conditions and Cancellations

IFRS 3 Business Combinations — Comprehensive Revision on
Applying the Acquisition Method

IFRS 7 Financial Instruments: Disclosures — Amendments Relating

to Puttable Financial Instruments and Obligations Arising
on Liquidation

IFRS & Operating Segments

IFRIC 12 Service Concession Arrangements

[FRIC 13 Customer Loyalty Programmes

IFRIC 14 Defned Benefit Assets and Minimum Funding Requirements
[FRIC 15 Agreements for the Construction of Real Estate

IFRIC 16 Hedges of a Net Investment in a Foreign Operation

IFRIC 17 Distributions of Non-Cash Assets to Owners

Annual Improvement Improvements to [FRSs 2008

Process

The management does not anticipate that the adoption of the above IFRSs (including
consequential amendments) and Interpretations will resuft in any material impact to the
financial statements in the period of initial application, except for IAS 1 (Revised) and IFRS 8
as indicated below.

IAS 1 (Revised)
The revised Standard requires:

¢ changes in equity arising from transactions with owners in their capacity as owners to be
presented separately from components of comprehensive income;

¢ components of comprehensive income to be excluded from statement of changes in equity;

e items of income and expenses and components of other comprehensive income to be
presented either in a single statement of comprehensive income with subtotals, or in two
separate statements (a separate statement of profit and loss followed by a statement of
comprehensive income) ;

» presentation of restated balance sheet as at the beginning of the comparative period when
entities make restatements or reclassifications of comparative information.

The revisions also include changes in the titles of some of the financial statements primary
statements.

The Group will apply the revised standard from 1 January 2009 and provide comparative
information that conforms to the requirements of the revised standard. The key impact of the
application of the revised standard is the presentation of an additional primary statement, that

is, the statement of ¢ rehensive income.
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AND ITS SUBSIDIARY COMPANIES

NOTES TO THE STATEMENT OF ASSETS AND LIABILITIES (CONT’D)

2.

2.2

SIGNIFICANT ACCOUNTING POLICIES (CONT’D)
Basis of preparation of audited Combined Financial Statements (cont’d)
IFRS 8

IFRS 8 replaces IAS 14 Segment Reporting. In doing so, it extends the scope of segment
reporting. It requires the identification of operating segments based on intemal reports that are
regularly reviewed by the entity’s chief operating decision maker in order to allocate resources
to the segment and assess its performance. It requires amongst others, reconciliations of total
reportable segment revenues, total profit or loss, total assets, and other amounts disclosed for
reportable segments to corresponding amounts in the entity’s financial statements and an
explanation of how segment profit or loss and segment assets are measured for each reportable
segment.

The group will apply IFRS 8 from 1 January 2009 and provide comparative information that
conforms to the requirements of IFRS 8. The Group expects the new operating segments to be
significantly different from business segments cuirently disclosed and expects more
information to be disclosed under IFRS 8.

The Combined Financial Statements have been prepared in accordance with the significant
accounting policies set out below and these accounting policies are in accordance with IFRS.

The preparation of the audited Combined Financial Statements in conformity with IFRS
requires the use of judgements, estimates and assumptions that affect the application of
accounting policies as disclosed below, reported amounts of assets and liabilities and disclosure
of contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenues and expenses during the financial years and financial period.

Critical accounting estimates and judgements

Estimates and judgements are continually evaluated and are based on historical experiences and
other factors, including expectations of future events that are believed to be reasonable under
the circumstances.

The Group makes estimates and assumptions concerning the future. The resulting accounting
estimates and assumptions that have a significant risk of causing a material adjustment to the
carrying amounts of assets and liabilities within the next financial year and period are discussed
below:
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NOTES TO THE STATEMENT OF ASSETS AND LIABILITIES (CONT’D)

2.

2.2

SIGNIFICANT ACCOUNTING POLICIES (CONT’D)
Basis of preparation of audited Combined Financial Statements (cont’d)

Key sources of estimation uncertainty

Depreciation of property. plant and equipment

Property, plant and equipment are depreciated on a straight-line basis over their estimated
useful life. Management estimated the useful lives of property, plant and equipment to be
within 5 to 20 years. The carrying amounts of the Group’s property, plant and equipment as at
30 June 2006, 2007, 2008, and 31 December 2008 were RMB47,336,000, RMB56,467,000,
RMB65,288,000 and RMB63,955,000 respectively. Changes in the expected level of usage and
technological developments could impact the economic useful lives and the residual values of
these assets, therefore future depreciation charges could be revised.

Income tax

The Group has exposure to income taxes in the PRC. Significant judgement is required in
determining the provision for income taxes. There are also claims for which the ultimate tax
determination is uncertain during the ordinary course of business. The Group recognises
liabilities for expected tax issues based on estimates of whether additional taxes will be due.
When the final tax outcome of these matters is different from the amounts that were initially
recognised, such differences will impact the income tax and deferred tax provisions in the
period in which such determination is made.

Critical judgement made in applying accounting policies

In the process of applying the Group’s accounting policies as described below, management is
of the opinion that there are no instances of application of judgements which are expected to
have a significant effect on the amounts recognised in the financial statements.

Impairment of trade receivables

The Group’s management assesses the collectibility of trade receivables. This estimate is based
on the credit history of the Group’s customers and the current market condition. Management
assesses the collectibility of trade receivables at the balance sheet date and makes the
provision, if any.
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2.
2.2

SIGNIFICANT ACCOUNTING POLICIES (CONT’D}

Basis of preparation of audited Combined Financial Statements (cont’d)

Subsidiaries and audited Combined Financial Statements

(i)

Subsidiaries

Subsidiaries are entities controlled by the Group. Control exists when the Group has the
power to gavern the financial and operating policies of an entity so as to obtain benefits
from its activities. The existence and effect of potential voting rights that are currently
exercisable or convertible are considered when assessing whether the Group controls
another entity. Subsidiaries are fully combined from the date on which control is
transferred to the Group. They are excluded from the date that control ceases.

Shares in subsidiary are stated at cost less allowance for impairment losses, if any, on
an individual subsidiary basis. '

For acquisition of subsidiaries under common control, the identifiable assets and
liabilities were accounted for at their carrying values, in a2 manner similar to the
pooling-of-interest method of consolidation.

For acquisition of subsidiaries that is not under common control, the purchase method
of accounting is adopted. The cost of such acquisition is measured as the fair value of
the assets given, equity instruments issued or liabilities incurred or assumed at the dates
of exchange, plus cost directly attributable to the acquisition. Identifiable assets
acquired and liabilities and contingent liabilities assumed in a business combination are
measured initially at fair value on the date of the acquisition, irrespective of the extent
of minority interest. Please refer to the paragraph “Goodwill” for the accounting policy
on goodwill on acquisition of subsidiaries.

In preparing the Combined Financial Statements, transactions, balances and unrealised
gains on transactions between the combining entities are eliminated. Unrealised losses
are also eliminated but are considered an impairment indicator of the assets transferred.

Minority interests are that part of the net results of operations and of net assets of a
subsidiary attributable to the interests which are not owned directly or indirectly by the
Group. They are measured at the minorities’ share of the fair value of the subsidiaries’
identifiable” assets and liabilities at the date of acquisition by the Group and the
minorities’ share of changes in equity since the date of acquisition, except when the
minorities’ share of losses in a subsidiary exceeds its interests in the equity of that
subsidiary. In such cases, the excess and further losses applicable to the minorities are
attributed to the equity holders of the Company, unless the minorities have a binding
obligation to, and are able to, make good the losses. When the subsidiary subsequently
reports profits, the profits applicable to the minority interests are attributed to the equity
holders of the Company until the minorities’ share of losses previously absorbed by the

equity holders of the Company are fully recovered. » e po poy
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2.2

SIGNIFICANT ACCOUNTING POLICIES (CONT’D)

Basis of preparation of audited Combined Financial Statements {conf’d)

Subsidiaries and audited Combined Financial Statements {(cont’d)

(@)

(i1)

Subsidiaries (cont’d)

On acquisition of minority-interest, the difference between the consideration and fair
value of the share of the net assets acquired is recognised as goodwill or negative
goodwill.

Basis of preparation under common controi business combination

A business combination involving entities under common control is a business
combination in which all the combining entities or business are ultimately controlled by
the same party or parties both before and after the business combination, and that
control is not transitory.

The Acquisition that resulted in a business combination involving common control
entities, and accordingly the accounting treatment is outside the scope of IFRS 3. For
such common control business combinations, the merger accounting principles are used
to include the assets, liabilities, results, equity changes and cash flows of the combining
entities in the audited Combined Financial Statements.

In applying merger accounting, financial statement items of the combining entities or
businesses for the reporting period in which the common control combination occurs
are included in the audited Combined Financial Statements of the Group as if the
combination had occurred from the date when the combining entities or businesses first
came under the control of the controlling party or parties.

A single uniform set of accounting policies is adopted by the Group. Therefore, the
Group acquired the assets, liabilities and equity of the combining entities or businesses
at the carrying amounts as if such audited Combined Financial Statements had been
prepared by the controlling party including adjustments required for conforming to the
Group’s accounting policies and applying those policies to all periods presented. There
is no recognition of any goodwill or excess of the acquirer’s interest in the net fair value
of the acquirer’s identifiable assets, liabilities and contingent liabilities over cost at the
time of the common control combination. The effect of all transactions and balances
between combining entities, whether occurring before or after the combination, are
eliminated in preparing the audited Combined Financial Statements of the Group.
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NOTES TO THE STATEMENT OF ASSETS AND LIABILITIES (CONT’D)

2.

2.2

SIGNIFICANT ACCOUNTING POLICIES (CONT’D})
Basis of preparation of andited Combined Financial Statements (cont’d)
Subsidiaries and audited Combined Financial Statements (cont’d)

(ii) Basis of preparation under common control business combination {cont’d)

The Group applies a policy of treating transactions with minority interests, as
transactions with parties externai to the Group. Disposals to minority interests result in
gains and losses for the Group that are recognised in the income statement. Purchases
from minority interests result in goodwill, being the difference between any
consideration paid and the Group’s incremental share of the fair value of identifiable
net assets of the subsidiary.

Goodwill

Goodwill represents the excess of cost of an acquisition over the fair value of the Group’s share
of the identifiable assets, liabilities and contingent liabilities of the acquired subsidiaries at the
date of acquisition.

Goodwill on subsidiaries is recognised separately as intangible assets and carried at cost less
accurnulated impairment losses.

Where the cost of an acquisition is less than the fair value of the Group’s share of the net
identifiable assets, liabilities and contingent liabilities of the subsidiary acquired, the difference
(“negative goodwill™) is recognised directly in the income statement.

Property, plant and equipment

Property, plant and equipment are stated at cost less accumulated depreciation and impairment
losses. The cost of an asset comprises its purchase price and any directly attributable costs of
bringing the asset to the working condition and location for its intended use. Expenditure
incurred after property, plant and equipment have been put into operation, such as repairs and
maintenance, is normally charged to the income statement 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 the property,
plant and equipment, and the expenditure of the item can be measured reliably, the expenditure
is capitalised as an additional cost of that asset.
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2, SIGNIFICANT ACCOUNTING POLICIES (CONT'D)
2.2 Basis of preparation of audited Combined Financial Statements (cont’d)
Property, plant and equipment {cont’d)

Depreciation is calculated on the straight-line basis to write off the cost of property, plant and
equipment, less any estimated residual values, over the following estimated useful lives:

Plant and machinery 5-1C years
Furniture, fixtures and office equipment 5-10 years
Mould equipment 5 years
Ré&D equipment 5-10 years
Buildings 20 years

Depreciation methods, useful lives and residual values are reviewed, and adjusted as
appropriate, at each reporting date.

The gain or loss on disposal or retirement of an item of property, plant and equipment
recognised in the income statement is the difference between the net sales proceeds and the
carrying amount of the relevant asset.

Impairment of non-financial assets

An assessment is made at each balance sheet date of whether there is any indication of
impairment of the Group’s property, plant and equipment and intangible assets, or whether
there is any indication that an impairment loss previously recognised for an asset in prior years
may no longer exist or may have decreased. If any such indication exists, the asset’s
recoverable amount is estimated.

An impairment [oss is recognised only if the carrying amount of an asset exceeds its
recoverable amount. An impairment loss is charged to the income statement in the period in
which it arises unless the asset is carried at revalued amount, in which case, such impairment
loss is charged to equity.

For the purpose of impairment testing, the recoverable amount (i.e the higher of the fair value
less cost to sell and the value-in-use) is determined on an individual asset basis unless the asset
does not generate cash flows that are largely independent of those from other assets. If this is
the case, the recoverable amount is determined for the cash-generating-unit to which the asset
belongs.

A previously recognised impairment loss is reversed only if there has been a change in the
estimates used to determine the recoverable amount of an asset, however not to an amount
higher than the carrying amount that would have been determined had no impairment loss been
recognised for the asset in prior vears. A reversal of an impairment loss is credited to the

income statement in the period in which it arises.
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2.
2.2

SIGNIFICANT ACCOUNTING POLICIES (CONT’D)

Basis of preparation of audited Combined Financial Statements (cont’d)

Financial assets

Financial assets which are under the scope of 1AS 39, other than hedging instruments, can be
divided into the following categories: financial assets at fair value through income statement,
held-to-maturity investments, loans and receivables, and available-for-sale financial assets.
Financial assets are assigned to the different categories by management on initial recognition,
depending on the purpose for which the assets were acquired. The designation of financial
assets is re-evaluated and classification may be changed at the reporting date with the exception
that the designation of financial assets at fair value through income statement is not revocable.

All financial assets are recognised when, and only when, the Group becomes a party to the
contractual provisions of the instrument. When financial assets are recognised initially, they are
measured at fair value, plus directly attributable transaction costs.

De-recognition of financial assets occurs when the right 1o receive cash flows from the
instruments expire or are transferred and substantially all of the risks and rewards of ownership
have been transferred. Regular way purchases and sales of financial assets are accounted for at
trade date, ie, the date that the Group commits itself to purchase or sell the assets. At each of
the balance sheet date, financial assets are reviewed to assess whether there is objective
evidence of impairment. If any such evidence exists, impairment loss is determined and
recagnised.

Other than Joans and receivables, the Group does not have any financial assets at fair value
through income statement, held-to-maturity investments or available-for-sale finaneial assets.

Trade and other receivables

Receivables are measured on initial recognition at fair value, and are subsequently measured at
amortised cost using the effective interest rate method. Appropriate allowances for estimated
irrecoverable amounts are recognised in the income statement when there is objective evidence
that the asset is impaired. The allowance recognised is measured as the difference between the
assets’ carrying amount and the present value of estimated future cash flows discounted at the
effective interest rate computed at initial recognition.

Financial liabilities

The Group's financial liabilities include trade and other payables and borrowings. Financial
liahilities are recognised when the Group becomes a party to the contractual provisions of the
financial instrument. All interest related charges are recognised as “finance costs™ in the
income statement.

A financial liability is derecognised when the obligation under the liability is discharged or
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2.

22

SIGNIFICANT ACCOUNTING POLICIES (CONT’D)

Basis of preparation of audited Combined Financial Statements (cont’d)
Financial liabilities (cont’d)

Trade and other payables

Trade and other payables are initially measured at fair value, and subsequently measured at
amortised cost, using the effective interest rate method,

Borrowings

Borrowings are recognised initially at fair value of proceeds received less atiributable
transaction costs, if any. Borrowings are subsequently stated at amortised cost which is the
initial fair value less any principal repayments. Any difference between the proceeds (net of
transaction costs) and the redemption value is recognised in the income siatement over the
period of the borrowings using the effective interest method.

Inventories

Inventories are carried at the lower of cost and net realisable value. Cost is determined using
the first-in first-out method. Net realisable value is calculated as the actual or estimated selling
prices less all further costs of completion and the estimated costs necessary to make the sale,

Provisions

Provisions are recognised when the Group has a present obligation (legal or constructive) as a
result of a past event, it is probable that an outflow of resources embodying economic benefits
will be required to settle the obligation and a reliable estimate can be made of the amount of
obligation.

Provisions are measured at the estimated expenditure required to settle the present obligation,
based on the most reliable evidence available at the balance sheet date, including the risks and
uncertainties associated with the present obligation. Any reimbursement expected to be
received in the course of settlement of the present obligation is recognised as a separate asset,
not exceeding the amount of the related provision. Where there are a number of similar
obligations, the likehood that an outflow will be required in settlement is determined by
considering the class of obligations as a whole. In addition, long term provisions are discounted
to their present values, where time value of money is material.

All provision are reviewed at the balance sheet date and adjusted to reflect the current best
estimates.

In cases where the possible outflow of economic resources as a result of present obligations is
considered impossible or remote, or the amount to be provided for cannot be measured reliably,
no contingent liability is recognised in the balance sheet, unless assumed in the course of a

business combination.
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2.2

SIGNIFICANT ACCOUNTING POLICIES (CONT’'D)
Basis of preparation of audited Combined Financial Statements (cont’d)

Recognition of revenue

Revenue is recognised when it is probable that the economic benefits will flow to the Group
and when the revenue can be measured reliably. Revenue is measured at the fair value of the
consideration received or receivable and represents amounts receivable for goods and services
provided in the normal course of business, net of discounts and sales related taxes on the
following bases:

1) Sale of goods, when the significant risks and rewards of ownership have been
transfertred 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; and

(ii}  Interest income, on a time-proportion basis taking into account the principal outstanding
and the effective interest rate applicable.

Income tax
Income tax for the year comprises current and deferred tax.

Current tax is the expected tax payable on the taxable income for the year using tax rates
enacted at the balance sheet date, and any adjustment to tax payable in respect of previous
years. Corporate income tax is provided at rates applicable to an enterprises in the PRC on
income for financial reporting purpose, adjusted for income and expense items which are not
assessable or deductible for income tax purposes.

Deferred tax is the tax expected to be payable or recoverable on differences between the
carrying amounts of assets and liabilities in the finaneial statements and the corresponding tax
bases used in the computation of taxable profit, and is accounted for using the balance sheet
liability method. Deferred tax liabilities are generally recognised for all taxable temporary
differences, and deferred tax assets are recognised to the extent that it is probable that taxable
profits will be available against which deductible temporary differences can be utilised. Such
assets and liabilities are not recognised if the temporary difference arises from the initial
recognition of assets and liabilities in a transaction that affects neither the tax profit nor the
accounting profit.

The carrving amount of deferred tax assets is reviewed at the balance sheet date and reduced to
the extent that it is no longer probable that sufficient taxable profits will be available to allow
all or part of the asset to be recovered. Any such reduction is reversed to the extent that it
becomes probable that sufficient taxable profit will be available.
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2.

2.2

SIGNIFICANT ACCOUNTING POLICIES (CONT’D)
Basis of preparation of audited Combined Financial Statements (cont’d)

Income tax (cont’d)

Deferred tax is calculated at the tax rates that are expected to apply in the year when the
liability is settled or the asset realised. Deferred tax is charged or credited to the income
statement, except when it relates to items charged or credited directly to equity, in which case
the deferred tax is also dealt with in equity.

The Group’s sale of goods in the PRC is subjected to Value-added tax (“VAT”) at the
applicable tax rate of 17% for PRC domestic sales. Input VAT on purchases can be deducted
from output VAT. The net amount of VAT recoverable from, or payable to, the taxation
authority 1s included as part of “other receivables™ or “other payables” in the balance sheet.

Revenues, expenses and assets are recognised net of the amount of VAT except:

) where the VAT incurred on the purchase of assets or services is not recoverable from
the taxation authority, in which case the VAT is recognised as part of the cost of
acquisition of the asset or as part of the expense item as applicable; and

. receivables and payables that are stated with the amount of VAT included.

Retirement benefits scheme

Pursuant to the relevant regulations of the PRC government, the Group participates in a local
municipal government retirement benefits scheme (the “Scheme™), whereby the subsidiaries of
the Company in the PRC are required to contribute a certain percentage of the basic salaries of
its employees to the Scheme to fund their retirement benefits. The local municipal government
undertakes to assume the retirement benefits obligations of all existing and future retired
employees of the subsidiaries of the Company. The only obligation of the Group with respect
to the Scheme is to pay the ongoing required contributions under the Scheme mentioned above.
Contributions under the Scheme are charged to the income statement as incurred. There are no
provisions under the Scheme whereby forfeited contributions may be used to reduce future
contribution.
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8. FINANCIAL INFORMATION (Cont’d)

XINGQUAN INTERNATIONAL SPORTS HOLDINGS LIMITED

(Incorporated in Bermuda under Companies Act 1981 of Bermuda - Company Registration No: 42756)
(Registered as a foreign company in Malaysia under Companies Act 1965 of Malaysia -
Malaysia Branch Registration No: 995177-Y)

AND ITS SUBSIDIARY COMPANIES

NOTES TO THE STATEMENT OF ASSETS AND LIABILITIES (CONT’D)
pA SIGNIFICANT ACCOUNTING POLICIES (CONT'D)

2.2  Basis of preparation of audited Combined Financial Statements (cont’d)

Foreign currencies
{i) Functional and presentation currency

Items included in the financial statements of each of the Group’s entities are measured
using the currency of the primary economic environment in which the entity operates
(the “functional currency”). The financial information are presented in Renminbi and

Ringgit Malaysia.
(ii}  Transactions and balances

Foreign currency transactions are measured and recorded in the functional currency
using the exchange rates prevailing at the dates of the transactions. Monetary assets and
liabilities denominated in foreign currencies are translated at the closing rates ruling at
the respective balance sheet dates. Foreign exchange gains and losses resulting from the
settlement of such transactions and from the translation at year-end exchange rates of
monetary assets and liabilities denominated in foreign currencies are recognised in the
income statement.

Non-monetary items that are measured in terms of historical cost in a foreign currency
are translated using the exchange rates as 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.

(iii)  Group companies

The results and financial positions of the Group entities that have functional currencies
different from the presentation currency are translated into the presentation currency as
follows:

8] Assets and liabilities for each balance sheet presented are translated at the
closing rate at the date of that balance sheet;

(2)  Income and expenses for each income statement are translated at average
exchange rates (unless this average is not reasonable approximation of the
cumulative effect of the rates prevailing on the transaction dates, in which case
income and expenses are translated at the dates of the transactions); and

(3) All resulting exchange differences are recognised as separate component of
equity.
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XINGQUAN INTERNATIONAL SPORTS HOLDINGS LIMITED

(Incorpurated in Bermuda under Companies Act 1981 of Bermuda - Company Registration No: 42756)
(Registered as a foreign company in Malaysia under Companies Act 1965 of Malaysia —
Malaysia Branch Registration No: 995177-V)

AND ITS SUBSIDIARY COMPANIES

NOTES TO THE STATEMENT OF ASSETS AND LIABILITIES (CONT’D)
2. SIGNIFICANT ACCOUNTING POLICIES (CONT’D)
2.2 Basis of preparation of audited Combined Financial Statements (cont’d)
Related parties
A party is considered to be related to the Group if:
(i) directly, or indirectly through one or more intermediaries, the party (1) controls, is
controlled, or is under common control with, the Company/Group; (2) has an interest in

the Company that gives it significant influence over the Company/Group; or {3} has
joint control over the Company/Group;

(ii)y  the party is an associate;

(iii)  the party is a jointly-controlled entity;

(iv)  the party is a member of the key management personnel of the Company or its parent;
(v}  the party is a close member of the family of any individual referred to in (i) or (iv);

{vi)  the party is an entity that is controlied, 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 (iv) or (v}; or

(vil} the party is a post-employment benefits plan for the benefit of employees of the
Company/Group, or of any entity that is a related party of the Company/Group.

Key management personnel

Key management personnel are those persons having the authority and responsibility for
- planning, directing and controlling the activities of the entity. Directors and certain general
managers are considered key management personnel. -

Operating leases

Leases where substantially all the risks and rewards of ownership of assets remain with the
lessor are accounted for as operating leases. Annual rentals applicable to such operating leases
are charged to the income statement on a straight-line basis over the lease term except where an
alternative basis is more representative of the pattern of benefits to be derived from the leased
assets. Lease incentives recejved are recognised in the income statement as an integral part of
the aggregate net lease payments made. Contingent rentals are charged to the income statement
in the accounting period in which they are incurred.
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XINGQUAN INTERNATIONAL SPORTS HOLDINGS LIMITED

(lncorporated in Bermuda under Companies Act 1981 of Bermuda - Company Registration No: 42756)

(Registered as a foreign company in Malaysia under Companies Act 1965 of Malaysia —
Malaysia Branch Registration No: 995177-V)

AND ITS UBSIDIARY COMPANIES

NOTES TO THE STATEMENT OF ASSETS AND LIABILITIES (CONT'D)

2.

22

SIGNIFICANT ACCOUNTING POLICIES (CONT’D)
Basis of preparation of audited Combined Financial Statements (cont’d)

Financial instrument

Financial instruments carried on the balance sheets include cash and cash equivalents, all
receivables and payables. The particular recognition methods adopted are disclosed in the
individual policy statements associated with each item. These instruments are recognised when
contracted for.

Equity

Ordinary shares are classified as equity. Share capital is determined using the nominal value of
shares that have been issued. Any transaction costs associated with the issuing of shares are
deducted from the proceeds to the extent that they are incidental costs directly attributable to
the equity transaction.

Retained earnings include all current and prior period results as determined in the income
statements.

Cash and cash equivalents

For the purpose of the Combined Cash Flow Statements, cash and cash equivalents comprise
cash on hand and in bank and fixed deposits with a short maturity period of generally at three
months, less bank overdrafts which are repayable on demand.

Segment reporting

A segment is a distinguishable component of the Group to a particular industry (business
segment) which is subject to risks and rewards that are different from those of other segments.

Inter-company pricing is determined on an arm’s length basis. Segment result, assets and
liabilities incude items directly attributable to a segment as well as those that can be allocated
on a reasonable basis. Unallocated items mainly comprise income-earning assets and revenue,
interest-bearing loans, borrowings and expenses, and corporate assets and expenses.

Segment capital expenditure is the total cost incurred during the period to acquire segment
assets that are expected to be used for more than one period,

Segment information is presented in respect of the Group’s business segments. The primary
format, business segments, is based on the Group’s management and internal reporting
structure. In presenting information on the basis of business segments, segment revenue and
segment assets are based on the nature of the products or services provided by the Group.
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XINGQUAN INTERNATIONAL SPORTS HOLDINGS LIMITED

(Incorporated in Bermuda under Companies Act 1981 of Bermuda - Company Registration No: 42756)
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Malaysia Branch Registration No: 995177-V)

AND ITS SUBSIDIARY COMPANIES

NOTES TO THE STATEMENT OF ASSETS AND LIABILITIES (CONT’D)
2. SIGNIFICANT ACCOUNTING POLICIES (CONT’D)
2.2 Basis of preparation of audited Combined Financial Statements (cont’d)

Research and development costs

Research costs are expensed as incurred, except for development costs which relates to the
design and testing of new or improved materials, preducts or processes which are recognised as
an asset to the extent that it is expected that such assets will generate future economic benefits.

Land use rights

Land used rights are stated at cost less accumulated amortisation and impairment losses.
Amortisation is charged so as to write off the cost of land use rights, using the straight-line
method, over the period of the grant of 50 years, which is the lease term. Land use rights
represent up-front payments to acquire long-term interests in the usage of land.
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XINGQUAN INTERNATIONAL SPORTS HOLDINGS LIMITED

(lncorporated in Bermuda under Companies Act 1981 of Bermuda - Company Registration No: 42756}
(Registered as a foreign company in Malaysia under Companies Act 1965 of Malaysia —
Malaysia Branch Registration No: 395177-V)

AND ITS SUBSIDIARY COMPANIES

NOTES TO THE STATEMENT OF ASSETS AND LIABILITIES (CONT’D)

3. SCHEME

As an integral part of the listing of and quotation for the entire enlarged issued and paid-up
share capital of Xingquan Intemational, Xingquan International Group undertook the flotation
exercise that was approved by the Securities Commission (“SC™) on 4 May 2009. The flotation
exercise involves the following:-

(1) Acquisition

Acquisition of the entire issued and paid-up capital of Addnice Holdings comprising 1
share of HKD1.00 each representing 100% equity interest in Addnice Holdings for a
total purchase consideration of USD21,503,000 to be satisfied entirely by the issuance
of 21,503,000 new ordinary shares of USD1.00 each in Xingquan International at an
issue price of USD1.00 per share.

The above acquisition was completed on | June 2009.
(1i) Share Split

Share Split to subdivide the existing par value of ordinary shares of Xingquan
International from USD1.00 per share to USDO0.10 per share after the Acquisition.

The above share split was completed on ! June 2009.

(i1i)  Public Issue

Public Issue of up to 99,500,000 new Xingquan International Shares comprising the
retail offering and institutional offering.

The retail offering comprises 9,500,000 new Xingquan International Shares available
for application by the Malaysian Public at an issue price of RM2.10 per Xingquan
International Shares.

The institutional offering comprises at least 50,370,000 (“Minimum Subscription”) and
up to 90,000,000 (*‘Maximum Subscription™) new Xingquan International Shares at an
issue price to be determined by way of bookbuilding, to be offered to:-

(i) Malaysia institutional and selected investors; and
(ii)  Foreign institutional and selected investors outside the United States of America
in reliance on Regulation S under United States Securities Act of 1993.
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XINGQUAN INTERNATIONAL SPORTS HOLDINGS LIMITED

(Incorporated in Bermuda under Companies Act 1981 of Bermuda - Company Registration No: 42756)

{Registered as a foreign company in Malaysia under Companies Act 1965 of Malaysia —

Malaysia Branch Registration No: 935177-V)

AND ITS SUBSIDIARY COMPANIES

NOTES TO THE STATEMENT OF ASSETS AND LIABILITIES (CONT’D)

3. SCHEME (CONT’D)

(iii)

(1v)

Public Issue (cont’d)

The Retail Offering and Institutional Offering shall be subject to clawback and
reallocation provisions. In the event of an over-subscription in the Retail Offering
above 9,500,000 Issue Shares up to 13,750,000 Issue Share (in the case of Minimum
Scenario) or up to 15,731,500 Issue Shares (in the case of Maximum Scenario)
(representing 5.0% of Xingquan International Group’s enlarged issued share capital)
up to 4,250,000 Issue Shares (in the case of Minimum Scenario) or up to 6,231,500
Issue Shares (in the case of Maximum Scenario) from the Institutional Offering shall
be clawed back and reallocated to the Retail Offering even though the Institutional
Offering is over-subscribed. In the event of an over-subscription in the Retail
Offering above "13,750,000 Issue Share (in the case of Minimum Scenario) or
15,731,500 Issue Shares (in the case of Maximum Scenario) and a corresponding
under-subscription in the Instimtional Offering, the Issue Shares may be clawed back
from the Institutional Offering and allocated to the Retail Offering. If there is an
under-subscription in the Retail Offering and there is a corresponding over-
subscription in the Instimtional Offering, the Issue Shares may be clawed back from
the Retail Offering and allocated to the Institutional Offering. The clawback and
reallocation shall not apply in the event of over-subscription in both the Retail
Offering and the Institutional Offering except in the event there is an over-
subscription in the Retail Offering above 9,500,000 but not exceeding 13,750,000
Issue Share (in the case of Minimum Scenario) or 15,731,500 Issue Shares (in the case
of Maximum Scenario).

Listing

In conjunction with the Flotation Exercise (defined below), Xingquan International
seeks the admission and the listing of and quotation for its entire enlarged issued and
paid-up share capital comprising up to 329,555,000 Xingquan International Shares
(including up to 14,925,000 Xingquan International Shares pursuant to the Over-

allotment Option) on the Main Board of Bursa Malaysia Securities Berhad.
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AND ITS SUBSIDIARY COMPANIES

NOTES TO THE STATEMENT OF ASSETS AND LIABILITIES (CONT’D)

3. SCHEME (CONT’D)

)

(vi)

Utilisation of Listing Proceeds (cont’d)

Minimum Scenario Maximum Scenario
RMB’000 RM*000 RMB’000 RM*000

Marketing and advertising

activities 62,980 32,000 62,980 32,000
Expansion of sales and

distribution network 64,948 33,000 64,048 33,000
Expansion of production capacity 38,579 19,602 156,468 99,825
Expansion of research and

development activities 29,521 15,000 29,521 15,000
Working capital 33,704 17,125 33,704 17,125
Estimated listing expenses 17,713 9,000 23,617 12,000

247,445 125,727 411,238 208,950

Note:
* The Institutional Price is RM2.10 per Issue Share in arriving at this figure and that the Over-dllotment Option is

nal exercised. In the event the Over-Allotment Option is exercised in full, the extra proceeds from the Over-
Allotment Option will be jfrom RMI88359,050 (Minimum Scenario) and up to RM31,342 500 (Maximunm
Scenario); assuming the Institutional Price and Final Retail Price is RM2.10 per Issue Share. The extra proceeds
are gpplied to the expansion of productian capacity and to defray additional Iisling expenses.

The listing expenses are estimated at RMDO5,000,000 (RMB17,713,000) and
RM12,000,000 (RMB23,617,0003 and will be set off against the share premium
account and reserve account, in the respective minimum and maximum scenario.

Over-allotment Option

After Proforma IV and exercising the over-allotment option exercisable by the
stabilising manager in whole or in part within 30 days from the date of commencement
of trading of Xingquan International Share on Bursa Securities, to subscribe for
8,980,500 (Minimum Scenario) up to an aggregate of 14,925,000 (Maximum Scenario)
new Xingquan International Shares, being 15% of the total number of Xingquan
International Shares pursuant to the Public Issue at an issue price of RM2.10 per
Xingquan International Share, solely for the purpose of covering over-allotment of
Xingquan International Share (if any).

[Acquisition, Share Split, Public Issue, Listing and Over-aliotment Option are
collectively referred to as Flotation Exercise]
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Bermuda Company Registration No.: 42756
Malaysia Branch Registration No.: 995177-V

8. FINANCIAL INFORMATION (Cont’d)

XINGQUAN INTERNATIONAL SPORTS HOLDINGS LIMITED

(Incorporated in Bermuda under Companies Act 1981 of Bermuda - Company Registration No: 42756)
(Registered as a foreign company in Malaysia uender Companies Act 1965 of Malaysia —
Malaysia Branch Registration No: 995177-V}

AND ITS SUBSIDIARY COMPANIES
NOTES TO THE STATEMENT OF ASSETS AND LIABILITIES (CONT’D)

5. LAND USE RIGHTS

Proforma
Group
Minimum and Maximum
Scenario
RMB’6060 RM?060
Cost 9,423 4,788
Accumulated amortisation (451) (229)
Net carrying amount 8,972 4,559
6. INVENTORIES
Proforma
Group
Minimum and Maximum
Scenario o
RMB’000 RM’0G0
Raw materials 12,392 6,296
Finished goods 16,191 8,227
Work in progress 5,245 2,665
33,828 17,188
7. RECEIVABLES
Proforma
Group
Minimum and Maximum
Scenario
RMB*000 RM’000
Trade receivables 126,509 64279
Deposits 4,190 2,129
Prepayments 4,379 2,225
Total receivables 135,078 68,633
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3.

FINANCIAL INFORMATION (Cont’d)

XINGQUAN INTERNATIONAL SPORTS HOLDINGS LIMITED

{Incorporated in Bermuda under Companies Act 1981 of Bermuda - Company Registration No: 42756)
(Registered as a fereign company in Malaysia under Companies Act 1365 ef Malaysia —
Malaysia Branch Registration No: 995177-V)

AND ITS SUBSIDIARY COMPANIES

NOTES TO THE STATEMENT OF ASSETS AND LIABILITIES (CONT'D)

8. CASH AND BANK BALANCES

Proforma
Group
Minimum and Maximum
Scenario
RMBEB’000 RM’000
Cash and cash equivalents 273,108 138,766
Fixed deposit - pledged 23,920 12,154
297,028 150,920
Cash and bank balances are denominated in the following currencies:-
Proforma
Group
Minimum and Maximum
Scenario
RMB’000 RM*000
Renminbi 105,770 53,741
Others 105 54
Ringgit Malaysia (assumed remaining listing proceeds
after utilisation of listing proceeds) 191,153 97,125
297,028 150,920
9. PAYABLES
Proforma
Group
Minimum and Maximum
Scenario
RMB’000 RM?000
Trade payables 21,131 10,737
Bill payables 64,750 32,899
VAT payables 6,014 3,056
Salary payables 6,639 3,373
Deposits from distributors 1,450 737
Amount due to shareholders 11,122 5,651
Accruals 30,861 15,680
: 141,967 72,133
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8. FINANCIAL INFORMATION (Cont’d)

XINGQUAN INTERNATIONAL SPORTS HOLDINGS LIMITED

(Incorporated in Bermuda under Companies Act 1981 of Bermuda - Company Registration No: 42756)
(Registered as a foreign company in Malaysia under Companies Act 1965 of Malaysio —
Malaysia Branch Registration No: $95177-¥)

AND ITS SUBSIDIARY COMPANIES
NOTES TO THE STATEMENT OF ASSETS AND LIABILITIES (CONT’b)

10. BORROWINGS

Proforma
Group
Minimum and Maximum
Scenario
RMB’000 RM’000
Short term bank loans - secured : 51,400 26,116
11. SHARE CAPITAL
Proforma
Group .
Minimum Scenario Minimum Scenario
RMB’000 RM*000 RMB’000 RM*000
Issued and fully paid:-
Ordinary shares of USD1.00 each 68 34 68 34
Issued pursuant to the acquisition of '
subsidiary . 146,737 74,559 146,737 74,559
Subdivision of shares, at USD0.10 each | 146,805 74,593 | | 146,805 74,593
Public issue, at USD0.10 each 40,855 20,758 67,899 34,498
Exercise of the Over-allotment 6,128 3,114 10,185 5,175
289,925,000 ordinary shares of
USDO0.10 each 193,788 98,465 - -
329,555,000 ordinary shares of
USDO.10 each - - 224,889 114,266
12. SHARE PREMIUM
Proforma
Group
Minimium Scenario Minimum Scenario
RMB’000 RM’000 RME’000 RM?*000
Arising from public issue 206,590 104,969 343,339 174,452
Listing expenses (10,544) (5,561) (17,648} (8,967)
Arising from Over-allotment Option 30,989 15,745 51,501 26,168
226,635 115,153 377,192 191,653
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8. FINANCIAL INFORMATION (Cont’d)

XINGQUAN INTERNATIONAL SPORTS HOLDINGS LIMITED

(Incurporated in Bermuda under Companies Act 1981 of Bermuda - Company Registration No: 42756)
(Registered as a foreign company in Malaysia under Companies Act 1965 of Malaysia —
Malaysia Branch Registration No: 995177-V}

AND ITS SUBSIDIARY COMPANIES

NOTES TO THE STATEMENT OF ASSETS AND LIABILITIES (CONT’D)

13, RESERVES

Proforma
Group
Minimum Scenario Maximum Scenario
RMB’000 RMB’000
RMB*000 RM’000
Merger deficit (79,495) (40,391) (79,495) 40,39
Retained earnings 58,675 29,812 59,475 30,218
Statutory reserve 12,371 6,286 12,371 6,286
Currency fluctuation reserve (4) (2) (4) (2)
(8,453) {(4,295) (7.653) (3,889

14. CONTINGENT LIABILITIES

The Group issued corporate guarantees to financial institutions for bank borrowings of third
parties amounted to RMB37,000,000 (RM18,800,000).

15.  COMMITMENTS
(a) Operating lease commitments
The Group leases offices, warchouses and factory under non-cancellable operating lease
arrangements. The leases have varying terms and the total future minimum lease

payments of the Group under non-cancellable operating leases are as follows:

31 December 2008

RMB'000 RM'000

" Not later than one year 3,961 2,013
Later than one year and not later than five years 15,514 7,883
Later than five years 10,372 5,270
Total 29,847 15,166

Lease payments after 1 January 2010 for certain factory leases will be revised to reflect
market rentals.

Sampad i e pwpose of entfionlion on:

02 JUN 2009
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15. COMMITMENTS (CONT’D)
(b) Capital commitments

L As at 31 December 2008, the Group has unpaid capital contribution in Addnice
China amounting to HKDS57,500,000 (approximately RMB50,629,000 or
RM25,724,595).

ii. As at 31 December 2008, the Group has unpaid capital commitment in respect
of the acquisition of land use rights for the construction of the Group’s new
factory at 2 23R 63k @ amounting to RMB10,000,000 (RM5,081,000).

16,  SIGNIFICANT RELATED PARTY TRANSACTIONS
FPE 2608
RMB'000 RMB'000
Sales of goods to a company in which a director has an
interest in _ S7 49
17. SIGNIFICANT EVENTS SUBSEQUENT TO THE BALANCE SHEET DATE

There were no significant events subsequent to the balance sheet date other than the approval
obtained from the SC, completion of Acquisition and Share Split as mentioned in Note 3 and
events below.

L Xingquan International had on 10 February 2009 received the sum of US$10,000 in
cash from Tai Zhen Xiang Heldings Limited as the payment for the 10,000 ordinary
shares of US$1.00 each in the capital of the Company issued by the Company to Tai
Zhen Xiang Holdings Limited on 6 February 2009.

L On 1 June 2009, the Company acquired the ‘entire issuéd and paid-up share capital of

Addnice Holdings comprising 1 share of HKD1.00 each from Sheng Xiang Shun
Holdings Limited for a consideration of USD21.503 million which are satisfied entirely
by the issuance of 21.503 million new shares at an issue price of USD1.00 per share.

Arising from the above restructuring exercise, the combined statement of changes in equity for
the FPE 2008, assuming the restructuring exercise had occurred on 31 December 2008 would
be as follows:-

Equity attrsbutable to the equiry halders of the Company
Currency
Share caplial Stulutory reserve Merger reserve translation reserve Retalned profits Total equity
RMB'0I0 RM'000 RMB'000 RM000 RMB'000 RMDOD RMB'000 RM'KD RMB'000 RM'H00 RMBO00 RM'000

Balarcs at

31 December

2008

(Audiled) - r 12,371 6,286 67,242 34,166 [C)] 2) £5,444 33,252 145,053 nm
Issue of

shares 68 35 - - - - - - - - 53 34
Ariging from

restructuTing

oicTeise 147,044 74,13 {12.371) (6.286) (69.233] (5,177 4 3 (65.444) (33.253)

147.112 74,747 - - T {159t (1,011) - - - - 145,121 73,736

* Amount less than RMBI1,000/RM 1,000 Sarped o e o Gordionton o
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XINGQUAN INTERNATIONAL SPORTS HOLDINGS LIMITED

(Incorporated in Bermuda under Companies Act 1981 of Bermuda - Company Registration No: 42756)
(Registered as a foreign company in Malaysia under Companies Act 1965 of Malaysia —
Malaysia Branch Registration No: 995177-V)

AND ITS SUBSIDIARY COMPANIES

NOTES TO THE STATEMENT OF ASSETS AND LIABILITIES (CONT’D)

17.  SIGNIFICANT EVENTS SUBSEQUENT TO THE BALANCE SHEET DATE
(CONT’D)

(ili)  Subsequent to the FPE 2008, Xingquan Plastics discharged corporate guarantees
amounting to RMBS,000,000 (RM2,540,500). The balance of RMB32,000,000
(RM16,259,200) relate to a repayment guarantee provided to Quanzhou Commercial
Bank, Jinjiang branch (“Quanzhou Bank™) by Xingquan Plastics for the maximum
facility of RMB10,000,000 (RM5,081,000) from 20 August 2007 to 20 August 2009
and RMB4,000,000 (RM2,032,400) from 24 August 2008 to 24 August 2009 provided
by Quanzhou Bank to Fujian Kebi Sports Products Co., Ltd (“Fujian Kebi”) and
RMRB18,000,000 (RM9,145,800) from 26 August 2008 to 26 February 2010 provided
by China Construction Bank, Jingjiang branch (“China Construction Bank™) to
Quanzhou Baoshu Packing Co., Ltd (“Baoshu™). The potential exposure to Xingquan
Plastics is RMB32,000,000 (RM16,259,200). As Xingquan Plastics was unable to
procure the discharge of these repayment guarantees as at the date of the audited report,
Fujian Kebi and Baoshu have each placed with Xingquan Plastics a sum equal to the
sum currently drawndown by them respectively pursuant to their respective facilities
granted by Quanzhou Bank and China Construction Bank to cover any potential call on
the guarantees of such sum by Quanzhou Bank and China Construction Bank. In
addition, Xingquan Plastics has obtained from Fujian Kebi and Baoshu and their
respective banks as mentioned above irrevocable undertakings not to drawdown or
allow a drawdown, respectively, without the written consent of Xingquan Plastics, the
balance available pursuant to their respective facilities. Xingquan Plastics has also
obtained an indemnity from the major sharcholders of the Company i.e.Tai Zhen Xiang,
Ng Sio Peng and Iao Ieok Chon should any payments be required to be made by
Xingquan Plastics pursuant to these repayment guarantees as a result of a breach of the
undertakings procured from Fujian Kebi, Baoshu and/or their respective banks.

Seympad Ry 9 punose of Wentfosion en:
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XINGQUAN INTERNATIONAL SPORTS HOLDINGS LIMITED

{incorperated in Bermuda under Companies Act 1981 of Bermuda - Company Registration No: 42756)
{Registered as a foreign company in Malaysia under Companies Act 1965 of Malaysia —
Malaysia Branch Registration No: 995177-V)

AND ITS SUBSIDIARY COMPANIES

NOTES TO THE STATEMENT OF ASSETS AND LIABILITIES (CONT’D)

18. FINANCIAL INSTRUMENTS
Fair values

The carrying amounts of all financial assets and liabilities with a maturity of less than one year
approximate their fair values.

The Group does not anticipate that the carrying amounts recorded at balance sheet date would
be significantly different from the values that would eventually be received or settled.

19. NET TANGIBLE ASSETS AND NET ASSETS PER ORDINARY SHARE

Based on the proforma group statement of assets and liabilities of Xingquan International
Group as at 31 December 2008, the proforma net tangible assets (“NTA™) and net assets (“NA")
per share is calculated as follows:-

Proforma
Group
Minimum Scenario and Maximum Scenario and
assuming exercise of assuming exercise of
Over-Allotment Option Over-Allotment Option
RMB’000 RM’000 RMB’000 RM’000
Proforma NTA as per group statement
of assets and liabilities 411,970 209,323 594,428 302,030
Proforma NA as per group statement of
assets and liabilities 411,970 209,323 504,428 302,030
Total number of fully issued and paid-
up ordinary share of USD0.10 each
assumed to be issued 283,981 283,981 329,555 329,555
Proforma NTA per ordinary share of
USD0.10 each 1.45 0.74 1.80 0.92
Proforma NA per ordinary share of
USDG.10 each 1.45 0.74 1.80 0.92
Jamped i e pupcss of antfioalion en:
82 JUN 2009
49 8J Qrant Thomton

-210-



Bermuda Company Registration No.: 42756
Malaysia Branch Registration No.: 995177-V

8.

FINANCIAL INFORMATION (Cont'd)

(iv)

XINGQUAN INTERNATIONAL SPORTS HOLDINGS LIMITED

(Incorporated in Bermuda under Companies Act 1981 of Bermuda - Company Registration No: 42756)

(Registered as a foreign company in Malaysia under Companies Act [965 of Malaysia —

Malaysia Branch Registration No: 995177-V)
AND ITS SUBSIDIARY COMPANIES
PROFORMA CONSOLIDATED CASH FLOW STATEMENT

The following is the proforma consolidated cash flow statement of Xingquan International
Group prepared for illustrative purpose based on the audited Combined Financial Statements of
Xingquan International for the financial period ended 31 December 2008 assuming that
Xingquan International Group has been existence throughout the financial period under review.

Period ended

30 June 2008

31 December 2008

31 December 2008

Minimum
Scenario and assuming
exercise of Over-
Aliotment Option

Maximum
Scenario and assuming
exercise of Over-
Allotrent Option

RMRB’000  RM’000 RMB’000 | RM*000 | RMB*000 | RM?000
CASH FLOWS FROM
OPERATING ACTIVITIES
Profit before taxation 147,408 74,897 107,747 54,746 107,747 54,746
Adjustments for:-
Amortisation of land use rights 186 95 94 48 94 48
Depreciation of property, plant
 and equipment 10,101 5,132 5,713 2,903 5713 2,903
Interest experises on bank
borrowings 3,550 1,804 2,171 1,103 2,171 1,103
Interest income {1,222) (621) (761) (387) (761 (387)
Negative goodwill (4,7200 (2,398) (518 (263) _(518) (263)
Operating profit before working ‘
capital changes 155,303 78,909 114,446 58,150 114,446 58,150
Changes in working capital:-
{Increase)/Decrease in
inventories 338 167 (4,943) (2,512) (4,943) (2,512)
Increase in trade and other
receivables (32,618) (16,573) (26,033) (13,227) (26,033) (13,227
Increase in trade and other
payables 7,173 3,645 17,654 8,990 17,694 8,950
Cash generated from operations 130,246 66,178 101,164 51,401 101,164 51,401
Interest received 1,222 621 761 387 761 387
Interest paid (3,550) (1,804) 2,171) (1,103) 2,171) (1,103)
Tax paid (14,266} {7,249) (14,674) (7,455) {14,674) {7,455)
Net cash from operating activities 113,652 57,746 . 85,080 43,230 85,080 43,230
CASH FLOWS FROM
INVESTING ACTIVITIES
Acquisition of subsidiary (3,764) (1,912) - - - -
Acquisition of minority interest - - (458) {233) (458) (233)
Purchase of property, plant and
equipment
- by working capital (9,112) (4,630) (4,380) (2,225) (4,380) (2,225}
- by listing proceeds - - (75,696) (38,461) (258,154) (13t,168)
Acquisition of land use rights (44) (22) - - - -
Net cash used in investing v e pupose of Kiantifiestion e
activities (12,920) (6,564) (80,534) {40,919)] (262,992) (133,626)
50 02 JUN 2009
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(v)

A

XINGQUAN INTERNATIONAL SPORTS HOLDINGS LIMITED

(Incorpurated in Bermuda under Companies Act 1981 of Bermuda - Company Registration No: 42756)
(Registered as a foreign company in Malaysia under Companies Act 1965 of Malaysia —
Malaysia Branch Registration No: 995177-V)

AND ITS SUBSIDIARY COMPANIES

PROFORMA CONSOLIDATED CASH FLOW STATEMENT (CONT’D)

Period ended 30 June 208 31 December 2008 31 December 2008
Minimum Minimum
Scenario and assuming | Scenario and assuming
exercise of Over- exercise of Over-
Allotment Option Allotment Option
RMB’000  RM’000 | RMB'000 §| RM’000 | RMB’000 [ RM'000
CASH FLOWS FROM
FINANCING ACTIVITIES
Listing proceeds
- by public issue - - 247,445 125,727 411,238 208,950
- by over-allotment option - - 37,117 18,859 61,686 31,343
Payment of listing expenses - - (17,713) (9,000} (23,617 (12,000)
Issuance of shares
- by Xingquan International - - 68 34 68 34
- by Addnice Holdings 901 458 - - - -
Dividend paid (105,000) (53,351) (125,878) {63,959) (125,878) {63,959)
Bank loan obtained 49,900 25,354 35,700 18,139 35,700 18,139
Repayment of bank loan (49,200) {24,998) (34,200) (17,377 (34,200) (17,377)
Fixed deposits pledged with bank 4,550 © 2,312 - (370) {188) (370) (188)
Advance from shareholders 5,822 T 2,958 51,878 26,359 51,878 26,359
Net cash {used in)/ from financing
activities (93,027) (47,267) 194,047 98,594 376,505 - 191,301
CASH AND CASH
EQUIVALENTS
Net changes 7,705 3,915 198,593 100,905 198,593 100,905
Brought forward 66,810 13,946 74,515 37,861 74,515 37,861
Carried forward {(Note 8) 74,515 37,861 273,108 138,766 273,108 138,766

The Proforma Consolidated Cash Flow Statement has been prepared based on the audited
Combined Financial Statements of Xingquan International as at 31 December 2008, with the
assumption that Acquisition, Public Issue as well as the Over-allotment Option have been

completed.

The Proforma Consolidated Cash Flow Statement has been prepared based on accounting
principles and basis consistent with those normally adopted in the preparation of audited

Combined Financial Statements of Xingquan International Group.

end of report

51

S

»™

Samped for e pupose of Wantfiomion e

02 JUN 2009

8J Qrant Thorton

-212 -




Bermuda Company Registration No.: 42756
Malaysia Branch Registration No.: 995177-V

8.

FINANCIAL INFORMATION (Cont’d)

8.4

LIQUIDITY AND CAPITAL RESOURCES

8.4.1

Working Capital

Our Group’s principal source of liquidity is through internal cash generated from our
operations and various credit facilities from the financial institutions. As at Latest
Practicable Date, our Group has deposits, cash and bank balances of RMB140.2
million (including deposits placed with licensed banks of approximately RMB17.4
million have been pledged to licensed bank guarantee facility and to secure credit
facility granted to our Group) and total borrowings of RMB61.2 million.

The proforina consolidated cashflow statements of our Group for the FYE 2008 and

1H 2009 are as follows:

Minimum Scenario and
assuming cxercise of
Over-Allptment Option

Maximum Scenario and
assuming cxercise of
Over-Allotment Option

<——FYE 2008 = < 1H 2009 > < 1H 2009 >
RMB 000 RM 000 RMB 000 RM 000 RMB 000 RM 000
Net cash generated from operating activities 113,652 57,746 85,080 43,230 85,080 43,230
Net cash used in investing activities (12,920) (6,564} (80,534) (40,919) (262,992) (133,626)
Wet cash (used in)/generated from financing
aclivities (93,027) {47,267) 194,047 98,554 376,505 191,301
Net increase in cash and cash equivalents 7.705 3915 198,593 100,905 198,593 100,905
Cash and cash equivalents at the beginning of
the financial year 66,810 33.946 74,515 37,861 74,515 37,861
Cash and cash equivalents at the ¢nd of the
finaneial year 74,515 37,861 273,108 138,766 273,108 138,766

A significant portion of our cash and cash equivalents are held in RMB while the rest
are held in HKD and USD. For further information on the legal and financial
restrictions on the ability of our subsidiaries to transfer funds to Xingquan
International in the form of cash dividends, loans or advances, please refer to
Annexure D for the experts’ report pertaining to policies on foreign investments and
repatriations of profits applicable to the PRC, Hong Kong and Bermuda respectively.
In particular, kindly note that in the PRC, foreign investment enterprises (“FIE”) are
not allowed to transfer funds abroad in foreign exchange to its investors in the form
of loan or advances. Subject to the above and the legal and financial requirements set
out in Annexure D, our Directors are of the opinion that there are no economic
restrictions on the ability of our subsidiaries to transfer funds to Xingquan
International in the form of cash dividends, loans or advances and are therefore
confident that we can meet our cash obligations.

Net cash generated from operating activities

For the FYE 2008, we generated net cashflow before working capital changes of
RMB155.3 million. After accounting for the increase in trade and other receivables
of RMB32.6 million, increase in trade and other payables of RMB7.2 million, the
decrease in inventories of RMB0.4 million, income tax paid of RMB14.3 million,
interest paid of RMB3.6 million and interest received of RMB1.2 million, our net
cash generated from operating activities was RMB113.7 million. The increase in
trade and other receivables is in line with the growth of our revenue.
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For the 1H 2009, we generated net cashflow before working capital changes of
RMB114.4 million. After accounting for the increase in trade and other receivables of
RMB26.0 million, increase in trade and other payables of RMB17.7 million, the
increase in inveniories of RMB4.9 million, ineome tax paid of RMB14.7 million, net
interest paid of RMB2.2 million and interest received of RMBO.8 1nillion, our net
cash generated from operating activities was RMB85.0 million.

Net cash used in investing activities

For the FYE 2008, the net cash used in investing activities RMB12.9 million was
mainly attributed to the following:

(1) acquisition of subsidiary of RMB3.8 million;
(ii) acquisition of plant, property and equipment of RMB9.1 million; and
(ii1) acquisition of land use rights of RMB0.04 million.

For the 1H 2009, the net cash used in investing activities of RMB80.5 million
{(Minimum Scenario) or RMB263.0 million was mainly attributed to the following:

{i) aequisition of plant, property and equipment of RMBS80.0 million
(Minimum Scenario) or RMB262.5 million (Maximum Scenario); and

(ii) acquisition of minority interest in Xingquan Footwear of RMB(.5 million,
Net cash used in/generated from financing activities

The net cash used in finaneing activities for the FYE 2008 of RMB93.0 million was
mainly attributable to payment of dividend of RM105.0 million,

The net cash generated from financing activities for the 1H 2009 of RMB194.0
million (Minimum Seenario) or RMB376.5 million (Maximum Seenario) was mainly
attributable to the proeeeds from IPO of RMB284.6 million (Minimum Scenario) or
RMB472.9 million (Maximum Scenario) and repayment of advances from
shareholders of RMB51.9 million and payment of dividend of RMB125.8 million.

Our Board is of the opinion that after taking into eonsideration the existing level of
cash and cash equivalents, the banking faeilitics available, the expected funds to be
generated from our operations and the gross proceeds from the Public Issue, our
Group will have adequate working capital for a period of tweive (12) months from
the date of this Prospectus.
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8.4.2 Borrowings

As at the Latest Practicable Date, our total outstanding borrowings (all of which are

interest bearing) are as follows:

Minimum Scenario

Maximum Scenario

RMB RM RMB RM
000 000 000 000
Long-term borrowings
- Term loan - - - -
Short-term borrowings
- Term loan (secured) 61,200  *'31,096 61,200 31,096
61,200 31,096 61,200 31,096
Total borrowings 61,200 31,096 61,200 31,006
Gearing ratio” (Limes) 0.15 0.15 0.10 0.10

Notes:

Computed based on total borrowings as at Latest Practicable Date divided by our

Group's proforma shareholders' finds as at 31 December 2008 of RMB412.0 miilion
{Minimum Scenaric) or RMB594.4 million (Maximum Scenario} upon compietion of the
Listing Scheme and assuming the utilisation of certain proceeds of the IPO and the Over-

Allotment Option have been effected.

Translated base on the exchange rate of RM0.5081 : RMB1 as at 31 December 2008.

We have not defaulted on any payments of interest and/or principal sums on any
borrowings throughout the FYE 2008 and 1H 2009 and up to the date of this

Prospectus.

We do not have any foreign borrowings. Save as disclosed above, we do not have
any other loan capital outstanding or loan capital created but unissued mortgages or

charges outstanding.

We are not in breach of any terms and conditions or covenants associated with credit
arrangement or bank loan whieh can materially affect the corporation’s financial
position and results or business operations, or the investment by holders of securities

in our Group.
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84.3  Capital Expenditure

Our Group’s capital expenditure for the FYE 2006, 2007 and 2008 and 1H 2008 and
2009 respectively are as follow:

< Proforma > <e——Unaudited—> < Audited—>
<-—FYE 2006—— <—FYE2007—> <——FYE2008——> <——1H2008—> <——1H 2009——>
RMB 000 RMO00 RMBO00 RMO00 RMBOO0O RMO00 RMBOO0 RMO00 RMBO00 RMO00
Buildings - - - - 500 254 - - - -
Plant & 5,587 2,839 9,705 4,931 1,831 930 698 355 1,080 549
machinery
Furniture, 872 443 307 156 5 3 5 3 - -
fixtures and
office
equipment
R&D 581 295 303 154 - - - - - -
equipmentl
Land use - - 9316 4,733 44 22 - - - -
rights
Mould 6,401 3252 7,289 3,704 6,776 3,443 3,593 1,825 3,300 1,676
equipment
Total 13,441 6,829 26,920 13,678 9,156 4,652 4296 2,183 4,380 2,225

For the financial years and periods under review, our Group’s capital expenditure
was concenfrated primarily on land, machineries and mould equipment in line with
our effort to upgrade and improve our production capacity.

8.4.4 Material Commitments

As at the Latest Practicable Date, our Group has material commitments for capital
expenditure of RMB60.6 million as follows:

Notes:
7

2)

RME 000 RM 000
Land for new factory 10,000 5,081
Unpaid capital centribution in Addnice China @ 50,629 25,725

60,629 30,806

As at the Latest Practicable Date, the land premium of the land anticipated to be paid by
Addnice China is RMB14,000,000. The estimated amount of RMB 14,000,000 is payable
on a one-off basis. As Addnice China has placed a total of RMB4,000,000 as a guaraniee
deposit for the bidding process, the remaining amount payable should Addnice China be
successful in its bid is estimated to be RMB 0,000,000 whichk Addnice China intends to
Jund with internally generated funds. Please note that the final amount payable may vary
as the land will be acquired via a bidding process. In the event Addnice China is not
successfil in its bid, Addnice China will be refunded the guarantee deposit placed.

The unpaid capital contribution in Addnice China is denominated in HKD ie.
HAKD57,500,000 and is transiated to RMB and RM at the exchange rates as at 31
December 2008 of HKD1: RMBO.8805 and HKDI:RM(Q.4474 respectively.

The above material commitment would be financed by our intemally gencrated

funds.

As at the Latest Practicable Date, our total loan facilities available is RMB106.5
million, out of which only RMB61.2 million has been utilised. Coupled with our
healthy cashflows from operating activities, our Directors expect that we should have
the necessary funds available to fund the abovementioned material capital
commitments.
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8.4.5

8.4.6

8.4.7

Contingent Liabilities

As at the Lalest Practicable Date, savcd as disclosed below, our Directors are not
aware of any contingent liabilities which, upon becoming enforceable, may have a
material impact on our profit or net assets.

Xingquan Plastics provided a repayment guarantee for the maximum facility of
RMB10,000,000 from 20 August 2007 to 20 August 2009 and RMB4,000,000 from
24 August 2008 to 24 August 2009 te Fujian Kebi Sports Products Co., Ltd {“Fujian
Kebi”} borrowed from Quanzhou Commercial Bank, Jinjiang branch.

Xingquan Plastics also provided a repayment guarantee for the maximum facility of
RMB18,000,000 from 26 August 2008 to 26 February 2010 to Quanzhou Baoshu
Packing Co., Ltd (“Baoshu™) bormrowed from China Construction Bank, Jinjiang
branch,

The potential exposure to Xingquan Plastics from these two repayment guarantees
amounts to RMB32,000,000. As Xingquan Plastics is unable to procure the
discharge of these repayment guarantees prior to the issuance of this Prospectus,
Fujian Kebi and Baoshu have each placed with Xingquan Plastics a sum equal to the
sum currently drawndown by them respectively pursnant to their respective facilities
to cover any potential call on their respective guarantees. In addition, Xingguan
Plastics has obtained from Fujian Kebi and Baoshu and their respective banks as
mentioned above irrevocable undertakings from each of them not to drawdown or
allow a drawdown, respectively without the written consent of Xingquan Plastics, the
balances available pursuant to their respective facilities. In any event, Xingquan
Plastics has obtained an indemnity from the Promoters should any payments be
required to be made by Xingquan Plastics pursuant to these repayment guarantees as
a result of a breach of any of the undertakings procured from Fujian Kebi, Baoshu
and/or their respective banks.

Material Litigation

Neither we nor our subsidiaries are engaged in any litigation or arbitration, either as
plaintiff or defendant which will have a material effect on our financial position and
our Directors do not know of any proceedings pending or threatened or any fact
likely to give rise to any proceedings which might materially and adversely affect our
position or business.

Key Financial Ratios of our Group

The key financial ratios of our Group based on our {atest audited combined financial
statements for the 1H 2009 are as follows:

Trade receivable : RMBI126.5 million
Trade receivable mmover period :  Approximately 51.8 days
Trade payable ¢ RMB2I.1 million

Trade payable tumover period ;  Approximately 12.1 days
Inventory turnover period . Approximately 22.9 days

Further details on the key financial ratios are set out in Section 9 of this Prospectus.
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8.4.8

8.4.9

Off-Balance Sheet Arrangements

Our Group does not have any off-balance sheet arrangements which are reasonably
likely to have a current or future material effect on our financial condition, change in
financial condition, revenues or expenses, results of operations, capital expenditures
or capital resources.

Financial Risk Management Objectives and Policies

Our Group dees not have written risk management policies and guidelines.
However, the board of directors meets periodically to analyse and formulate
measures to manage our Group's exposure to market risk, including prncipally
changes in interest rates and currency exchange rates. Generally, our Group employs
a conservative strategy regarding its risk management. As our Group's exposure to
market risk is kept at a minimum level, our Group has not used any derivatives or
other instruments for hedging purposes. Qur Group does not hold or issue derivative
financial instruments for trading purposes.

As at 30 June 2006, 2007 and 2008 and 31 December 2008, our Group's financial
instruments mainly consist of cash and bank balances, trade receivables, other
receivables, frade payables, bills payables, accrued liabilities, other payables and
borrowings.

(i) Credit risk

Credit risk is the risk of financial loss to our Group if a customer fails to
meet its contractual obligations, and arises principally from our Group’s
trade and other receivables.

Trade receivables

Our Group’s exposure to credit risk is influenced mainly by the individual
charactenistics of each customer. Our Group typically gives the existing
customers credit terms of 60 days. In deeiding whether credit shall be
extended, our Group will take into consideration factors such as the
relationship with the customer, its payment history and credit worthiness. In
relation to new customers, the sales and marketing department will prepare
credit proposals for approval by the general manager. Qur Group has
significant concentration of credit risk as our Group’s top ten customers in
aggregate formed 25.1%, 25.3%, 32.3%, 30.0% of the trade receivables
balance as at 30 June 2006, 2007 and 2008 and 31 December 2008
respeetively.
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(ii)

(iii)

Our Group performs ongoing credit evaluation of our customers’ financial
condition and requires no collateral from our customers. The provision for
impairment loss is based upon a review of the expected collectibles of all
trade and other receivables.

Liquidity risk

Liquidity risk is the risk that our Group will eneounter difficulty in raising
funds to meet commitments associated with financial instruments. Our
Group’s policy is to regularly monitor current and expected liquidity
requirements to ensure that it maintains sufficient reserve of cash to meet its
liquidity requirement in the short and long term. The bank borrowings for
FYE 2006, 2007 and 2008 and 1H 2009 have maturity periods of less than 1
vear from the respective balance sheet date.

Market risk

Market risk is the risk that changes in market prices, such as foreign
exchange rates and interest rates will affect the Group’s income or the value
of its holdings of financial instruments. The objective of market risk
management is to manage and control market risk exposures within
acceptable parameters.

Currency risk

Currency risk is the risk that the value of a financial instrument will
fluctuate due to changes in foreign exchange rates. Currency risk arises
when transactions are denominated in foreign currencies.

Our Group carries out its business in the PRC and most of the transactions
are denominated in RMB. Accordingly, our Group’s exposure to risk
resulting from changes in foreign currency exchange rates is minimal.

Interest rate risk

Interest rate risk is the risk that the fair value or future cash flows of our
Group’s financial instruments will fluctuate because of changes in market
interest rates.

Our Group’s exposure to interest rate risk arises primnarily froin short-term
bank borrowings. Our Group does not have investment in other financial
assets. Our Group’s policy is to maintain all its borrowings on a fixed rate
basis.

Qur Group’s bank loans bear effective interest rates of 5.52%, 6.09%,
6.89% and 8.64% per annum during the FYE 2006 to 2008 and IH 2009
respectively. The carrying amounts of interest-bearing bank borrowings are
denominated in RMB.

Bank borrowings subject to fixed interest rates are contractually repriced at
intervals of 12 months. The other financial instruments of our Group are
not subject to significant interest rate risk.

Fluctuation in the interest rate of bank borrowings did not have an impact
on our Group’s net profits for FYE 2006, 2007 and 2008 and 2008 and 1H
2009.
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8.5 CAPITALISATION AND INDEBTEDNESS

The following information should be read in conjunction with the Reporting Accountants’
Letter on Proforma Consolidated Financial Information and Accountants’ Report set out in
Sections 8.3 and 9 of this Prospectus respectively.

The table below sets out the cash and cash equivalents as well as capitalisation and
indebtedness of our Group:

(i) based on our proforma consolidated balance sheet as at 31 December 2008 (after
adjustments for the Acquisition and Share Split); and

(11) as adjusted for the net proceeds from the Public Issue and intended use of the
proceeds from the Public Issue and Over-Allotment Option.

Proforma Group Proforma Group
Asat After iPO and utilisation of proceeds and
31 December 2008 exercise of Over Allotment Option
Minimum Scenario Maximum Scenario

RMB000 RMO000 RMBOO0 RMO00 RMBOOO RM 000

Cash and cash equivalents 105,875 53,795 297,028 150,920 297,028 150,920
Indebtedness
Current
- Bank loans (secured and

guaranteed) 51,400 26,116 51,400 26,116 51,400 26,116
Total indebtedness 51,400 26,116 51,400 26,116 51,400 26,116
Total sharcholders’ equity /
capitalisation 145,121 73,737 411,970 209,323 594,428 302,030
Total capitalisation and
indebtedness 196,521 99,353 463,370 235,439 645,828 328,146

8.6 EFFECTS OF INFLATION

Our Directors are of the view that inflation does not have a material impact on our business,
financial condition or results of operation of our Group. However, in the future, any increase
in inflation rate may affect our operations and performance if we are not able to fully offset
the higher costs of services through higher selling price of our products. Our failure or
inability to do so may adversely affect our business, financial performance and results of
operations.

[The rest of this page is left blank]
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8.7 TREND INFORMATION

8.7.1 Business and Financial Prospect

For the industry outlock and prospects and our Group’s prospects and future plans,
please refer to Sections 6.8 and 6.9 of this Prospectus respeetively.

For the finaneial years and periods under review up to the Latest Practicable Date,
our Directors have observed the following trends based on the sales and operations of
our Group:

()

(i)

(iii)

(iv)

(v)

(vi}

Increasing consumer demand for our Addnice brand products as a result of
increasing consumer consumptien in the PRC (please refer to the section 6.2
entitled “Prospects” of this Prospectus for details of such consumer trends).
In addition, our Directors expect our sales and production to increase as a
result of our increasing branding, sales and marketing activities and
eontinuing focus on product development and innovation,

Selling prices of our Addnice products have generally remained stable with
a slight upward trend. Based on their knowledge and experience in the
industry, our Directors do not expect sharp fluctuations of the prices of our
products; based on our prospects and future plans, we should be able to
generally maintain our selling prices through our brand image and
recognition and high quality Addnice products.

Based on our Group’s records, the cost of raw materials for our shoe soles
{comprise mainly EVA-based chemical) followed closely the price of
petroleum in the market while the cost of raw materials for our shoes,
apparel materials and packaging materials have been relatively stable. Qur
Directors do not expect significant deviations from such trend going
forward.

Labour costs have generally been on an increasing trend in the PRC. Qur
Directors believe that the trend of increasing labour costs will generally
continue in tandem with the improving PRC economy going forward.

Currently, our Group subcontracts the manufacturing of our indoor and
outdoor sports and leisure apparels and accessories to OEMs. Moving
forward, with the expected increase in our sales and production level, there
may be time when our Group has to outsource the manufacturing of our
shoc soles and/or shoes to OEMs to cater for the growing demand for our
products. The reliance on OEMSs in growing our production level may result
in the decrease in the gross profit margins of our Group from its current
level.

Based on the above, our Directors are not aware of any circumstances which
would result in significant decline of our gross profit margins, and expect
our gross profit margins to remain relatively stable in the near future.
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8.7.2

Save as disclosed above and in the sections entitled “Risk Factors”, “Management’s
Diseussion and Analysis of Financial Condition and Results of Operations”, “Our
Group’s Prospects and Future Plans™ of this Prospectus, our Directors believe that
there are no other significant known reeent frends in production, sales and inventory,
and in the costs and selling prices of our products, or other known trends,
uncertainties, demands, commitments or events that are reasonably likely to have a
material effect on our net sales or revenue, profitability, liquidity, or capital
resources, or that would cause financial information disclosed in this Prospectus to be
not indicative of our future operating results or financial conditions.

Factors Affecting the Financial Condition of our Group

Our Group’s financial performance and operations may be affected by a number of
factors which may not be within our control such as;

(i) Supply and price of raw material for making our shoe sole and
footwear products

Qur total cost of materials for our shoe sole products accounted for 58.0%,
61.6%,62.7% and 66.3% of our total cost of sales in FYE 2006, FYE 2007,
FYE 2008 and 1H 2009 respectively, while our total cost of materials for
our shoe products accounted for 70.7%, 73.2%, 75.0% and 74.2% of our
total cost of sales in the same periods. Qur shoe sole and shoe
manufacturing operations depend on obtaining adequate supplies of raw
materials on a timely basis and of a particular quality. We purchase all our
raw materials on an order-by-order basis and have no long-term contracts
with any of our suppliers. The prices and supply of some of our main raw
materials such as EVA base chemicals, TPU pellets and fabrics such as
suede, mesh, micro fabric and nylon are, among others, subject to market
volatitity, market supply and demand conditions and govermnmental
regulations. A reduction in the supply of any main raw materials may lead
to an increase in costs or result in disruptions to our planned procurement
and/or preduction schedules. Our Group neither hedges our exposure to the
fluctuations in commeodity prices nor enters into any long-term raw material
purchase confracts.

In the event that we are unable to secure adequate supplies of raw materials
at competitive prices and/or on a timely basis for our production needs, or
there are significant fluctuations in the prices of raw materials, our business
and financial performarnce may be adversely affected.

In the event that we decide to source for alternative raw materials, we may
experience difficulty in obtaining such substitutable raw materials on a
timely basis or of a quality required by us and the cost of such raw materials
may increase due to increased industry demand. If we are unable to pass on
the increased costs to our customers, our business and finaneial performance
may be adversely affected.

However, to date, we have not faced any difficulties in obtaining our raw
materials nor has there been any material increase in raw material price
whieh have had any material adverse effect on our operations or financial
position.
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(i)

(iii)

(iv)

Global economic outlook

QOur business is, to a large extent, subject to the general economic conditions
in PRC market. Factors such as the demand of the consumers in PRC market
for sports and leisure shoes and apparels and market expectation on future
demand can affect our business operations. A recession in the global
economy, such as that being brought about or threatened by the global
financial crisis, could have an adverse impact on the overall demand for our
products in PRC, which can in turn adversely affect our performance and
profitability. There is no assurance that the factors which have contributed
to the success of our Group in the past will continue to occur in the future.
Our business performance, future plans and operations will inevitably be
adversely affected if these conditions deteriorate in the fiture. In the event
that there is are major changes in the global economic conditions and such
changes directly or indirectly affect the PRC market and demand for our
products, our profitability may be affected.

Possible infringement of our intellectual preoperty rights such as the
counterfeiting of our “Addnice” brand in the market

As at the Latest Practicable Date, wec are not aware of any violations or
infringements of intellectual property rights of third parties by our Group.
Apart from our in-house designers for our sports and leisure shoe and shoe
sole products, we currently rely on third party external designers to assist us
in designing our sporis and leisure apparels and accessories. We mun the risk
that our in-house designers may inadvertently infringe on third party
intellectual property rights. In addition, when we accept a design from our
external designer, such design may have infringed on third party intellectual
property rights. While it is not the intention of the management of the Group
to viclate or infringe on any third party intellectual property rights, we
cannot give anmy assurance that our products do not and will not infringe
other registered trademarks or intellectual property rights belonging to third
parties in the future, with such risk increasing as we continue to expand and
diversify our product mix. As such, we may be subjcct to legal proceedings
and claims relating to such alleged infringement. In the event of any claims
or litigation involving alleged infringement of the intellectual property rights
of third parties, whether with or without merit, it could result in a diversion
of our management time and resources and our business operations may be
materially and adversely affected. In the event of a successful claim against
us arising out of such proceedings, we way be subject to substantial
monetary liability which may materiaily affect our reputation and the
continued sale of the affecied products and consequently, our business and
financial performance.

Highly compefitive sports and leisure shoe, sports apparel and sport
accessories industry

We believe the sports and leisure shoes, sports apparel and sports
accessories industry is highly competitive in PRC and globally. Industry
players compete with onc another based on, among others, brand loyalty,
product variety, product design, product quality, price and services. There
are no strong barriers to entry for new competitors to enter the market and
competitors may position their brands at the same level as us and larget the
same market segment as us.
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)

\D)

Some of our competitors have greater financial, marketing, distribution and
production resources than our Group. Some of our competitors’ brand
names have also achieved greater brand and market awareness and
recognition which may enable them to capture a larger market share in our
targeted market. With the accession of PRC to the World Trade
Organisation, changes and developments in the retail market may be volatile
and unpredictable and entry of more international competitive brands may
further intensify the competition in PRC. There is no assurance that we can
or will continue to compete effectively with our existing or new competitors
in light of the constantly changing and competitive market environment. Qur
fajlure to remain competitive may have a material adverse impact on our
business and financial performance. Please refer to section 7.2 of this
Prospectus for further details on our competitive strengths and advantages.

Labour shortages and rising labour costs in the PRC

The shoe industry is labour intensive. Labour costs in the PRC have been
experiencing an upward trend in the past few years and there is no assurance
that the cost of labour in the PRC will not continue to increase in the futvre
or that we will be able to offset such increase in labour cost against
corresponding increases in the prices of our products. In the event that we
fail to pass on increasing labour costs to our customers, our business and
financial performance may be adversely affected.

We are dependent on our production workers and a general shortage of
production workers in may have a bearing on our business and growth
prospects. Presently, approximately 57% of our production workers have
been with our Group for at least three (3) year or more, While efforts have
been made to attract new production workers and to retain our existing
production workers, there can be no assurance that we will be effective in
attracting new or retaining our existing production workers. Any loss of our
production workers or inability of our Group to recruit new production
workers may have a material and adverse impact on our business operations
and/or our growth prospects.

Dependence on major supplies

Qur purchases from our top five major suppliers (who include certain OEM
suppliers for our sports and leisure apparels and accessorics) for each of the
FYE 2006, FYE 2007, FYE 2008 and 1H 2009 accounted in aggregate for
approximately 26.8%, 26.6%, 30.8% and 29.7% of our total purchases,
respectively. There is no assurance that we will be able to reduce our
dependence on these suppliers over time or be able to source for alternative
suppliers who can supply the required products to us with the same level of
quality on a timely basis. If our suppliers of our raw materials are unable to
deliver the required products to us in accordance with the guality we require
or on time, our production operations may be affected which will have a
material and adverse effect on our operations and financial performance,
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(vii)

Any problems with our OEM suppliers’ production facilities or operations
could result in product defects or failure to produce adequate number of
products meeting our quality standard. ln such event, we could be required
to recall our products previously dispatched, delay delivery of our products
or be unable to supply our products at all. Product defect or poor quality
products could also adversely affect our image, reputation and brand name.
As such, our Group has in place quality control procedures which also
inchude ad hoc inspection of our OEM suppliers’ premises to ensure that our
products are being preduced in accordance to our quality standards and in
accordance with our production/technique instructional manual. Please see
Section 7.10(ii) of this Prospectus for more details on our quality control for
apparels and accessorics. There can be no assurances that the mitigating
steps taken by our Group to minimise our risks on dependency on our
suppliers will be sufficicnt or will be successful in mitigating such risks,
Any such failures of our mitigating steps may result in our business,
operations and financiali performance being materially and adversely
affected.

We have not entered into any long term contracts with our suppliers.
Instead, we enter into separate purchase contracts for each order. These
purchase contracts will set cut among others, the price, purchase quantity,
specifications of the products and delivery terms. There can be no assurance
that our existing suppliers will continue to supply us on similar terms as in
the past. There can be no assurance that we will be able to identify other
suppliers to supply us with the raw materials or OEM products at the quality
standards and timely manner which we require. Hence, if any of our
suppliers refuse to, discontinue or is unable to provide us with the raw
materials or OEM products at the quantities and quality which we require,
our business, operations and subsequently financial performance may be
materially and adversely affected.

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

Qur 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 11.8% from 1997 to 2008. 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 matcriaily and adversely affect our prospects and
operating results.

Save as disclosed above and Section 5 of this Prospectus and to the best of our
Director’s knowledge and believe, there are no other known trends, demands,
commitment, events or uncertainties that are reasonably likely to have a material
effcct on the financial condition and results of operations of cur Group. However, the
factors affecting our financial position and operation as set out above and in Section
5 of the Prospectus are not exhaustive,
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8.8

DIVIDEND POLICY

It is our Directors’ policy to recommend dividends to allow our shareholders to participate in
the profits of our Group. However, our ability to pay dividends or make other distributions to
our shareholders in the future years is subject to various factors such as having profits and
excess funds, which are not required to be retained to fund our business.

Our Directors will consider the following factors that they currently intend to apply when
recommending dividends for approval by our shareholders or when declaring any interim
dividends:

(1) the leve! of our cash and level of indebtedness;

(1)) requircd and expected interest expense, cashflows, our profits and retumn on equity
and retained eamings;

(iiL) our expected results of operations and future level of operations; and
{iv) our projected levels of capital expenditure and other investment plans.

The payment and amount of any dividends or distributions to our sharcholders will be at the
discretion of our Directors and will depend on factors stated above. There 1s no assurancc as
to whether the dividend distribution wiil occur as intended, the amount of dividend payment
or timing of such payment.

Subject to the Bermuda Companies Act, our Company in general meeting may from time to
time approve a dividend or other distribution but no dividend or distribution shall be declared
in excess of the amount recommended by our Directors.

Subjeet to the faetors outlined above, our Directors intend to recommend and distribute
dividends of between 10% to 20% of our net profit distributable to our shareholders with
respect to FYE 2010 onwards. Our Company will declare dividends, if any, in RM and inake
payment of the dividends in RM.

Information rclating to taxcs payable on our dividends is set out in Annexure D of this
Prospectus. Please refer to Seetion 5.2.6 and 5.4.6 for risks relating to payment of dividend.

No inference should or can be made from any of the foregoing statements as to our actual
future profitability or our ability to pay dividends in the future,
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Grant Thornton
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Date: 2 June 2009
$J Grant Thornton (AF:0737)
The Board of Directors Leve! 11, Faber Imperial Court
, . . L it
Xingquan International Sports Holdings Limited gf"g_“;o“;ti';;“;’;a'
Clarendon House, 2 Church Street, 50774 Kuata Lumpur, Malaysia
Hamilton HM 11, Bermuda. | T +6 {03) 2692 4022

F +6 [03) 2691 5229
www.gt.com.my

Dear Sirs,

XINGQUAN INTERNATIONAL SPORTS HOLDINGS LIMITED AND ITS
SUBSIDIARY COMPANIES
ACCOUNTANTS’ REPORT

1. INTRODUCTION

This report has been prepared by us, an approved company auditor, for inclusion in
this Prospectus in connection with the listing of and quotation for the entire enlarged
issued and paid-up share capital of Xingquan International Sports Holdings Limited
(“Xingquan Intemational” or “The Company”) on the Main Board of Bursa Malaysia
Securities Berhad (“Bursa Securities™) which includes the following:-

(i) Public Issue

Public Issue of up to 99,500,000 new ordinary shares of USDO.10 in Xinggquan
International (“Xingquan International Share™) comprising the retail offering
and 1institutional offering.

The retail offering comprises 9,500,000 new Xingquan International Shares
available for application by the Malaysian Public at an issue price of RM2.10
per Xinguan International Share.

The institutional offering comprises at least 50,370,000 (“Minimum Scenario™)
and up to 90,000,000 (“Maximum Scenario”) new Xingquan International
Shares at an issue price to be determined by way of bookbuilding, to be
offered to:-

1) Malaysia institutional and selected investors; and

(ii)  Foreign institutional and selected investors outside the United States of
America in reliance on Regulation S under United States Securities Act
of 1993, '

Chartered Accountants l
Member of Grant Thornton International Ltd
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1.

GrantThornton

INTRODUCTION (CONT’D)

(i)

(1i)

(iii)

Public Issue (cont’d)

The Retail Offering and Institutional Offering shall be subject to clawback
and reallocation provisions. In the event of an over-subscription in the Retail
Offering above 9,500,000 Issue Shares up to 13,750,000 Issue Share (in the
case of Minimum Scenario) or up to 15,731,500 Issue Shares (in the case of
Maximum Scenario) (representing 5.0% of Xingquan International Group’s
enlarged issued share capital) up to 4,250,000 Issue Shares (in the case of
Minimum Scenario) or up to 6,231,500 Issue Shares (in the case of
Maximum Scenatio) from the Institutional Offering shall be clawed back and
reallocated to the Retail Offering even though the Institutional Offering is
over-subscribed. In the event of an over-subscription in the Retail Offering
above 13,750,000 Issue Share (in the case of Minimum Scenario) or
15,731,500 Issue Shares (in the case of Maximum Scenario) and a
corresponding under-subscription in the Institutional Offering, the Issue
Shares may be clawed back from the Institutional Offering and allocated to
the Retail Offering. If there is an under-subscription in the Retail Offering
and there is a corresponding over-subscription in the Institutional Offering,
the Issue Shares may be clawed back from the Retail Offering and allocated
to the Institutional Offering. The clawback and reallocation shall not apply in
the event of over-subscription in both the Retail Offering and the Institutional
Offering except in the event there is an over-subscription in the Retail
Offering above 9,500,000 but not exceeding 13,750,000 Issue Share (in the
case of Mimimum Scenario) or 15,731,500 Issue Shares (in the case of
Maximum Scenario).

Listing

In conjunction with the Floatation Exercise (as define in section 2.1.I),
Xingquan International seeks the admission and the listing of and quotation
for its entire enlarged issued and paid-up share capital comprising up to
329,555,000 Xingquan International Shares (including up to 14,925,000
Xinguan International Shares pursnant to the Over-allotment Option) on the
Main Board of Bursa Malaysia Securities Berhad.

Over-allotment Option

Exercising the over-allotment option exercisable by the stabilising manager in
whole or m part within 30 days from the date of commencement of trading of
Xingquan International Shares on Bursa Securities, to subscribe for up to an
aggregate of at least 8,980,500 (in the case of Minimum Scenario) and up to
14,925,000 (in the case of Maximum Scenario) new Xingquan International
Shares, being 15% of the.total number of Xingquan International Shares

" pursuant to the Public Issiie at an issue price of RM2.10 per Xingquan

International Share, solely for the purpose of covering over-allotments of
Xingquan International Shares (if any).

Chartered Accountants 2
Member of Grant Thornton International Ltd
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GENERAL INFORMATION

Background

Xingquan International was incorporated in Bermuda under the Bermuda Companies
Act, 1981 on 15 December 2008 as an exempted company with Iimited hability under
the name of Xingquan Intemational Sports Holdings Limited. On 11 February 2009,
Xingquan International was registered in Malaysia as a foreign company.

Flotation Exercise

As an integral part of the listing of and quotation for the entire enlarged issued and
paid-up share capital of Xingquan Intemational, Xingquan International undertook the
Flotation Exercise that was approved by the Securities Commission (“SC”} on 4 May
2009. The Flotation Exercise involves the following:-

(1)

(i)

(iii)

Acquisition

Acquisition of the entire issued and paid-up capital of Addnice Holdings
Limited (“Addnice Holdings™) comprising 1 share of HKDI1.00 each
representing 100% equity interest in Addnice Holdings for a total purchase
consideration of USD21,503,000 to be satisfied entirely by the issuance of
21,503,000 new ordinary shares of USD1.00 each in Xingquan International at
an issue price of USD1.00 per share.

The Acquisition was completed on 1 June 2009,
Share Split

Share Split to subdivide the existing par value of ordinary shares of Xingquan
International from USD1.00 per share to USDO0.10 per share (“Xingquan
International Share”) after the Acquisition.

The Share Split was completed on 1 June 2009.

Public Issue

Public Issue of up to 99,500,000 new Xingquan International Shares
comprising the retail offering and institutional offering.

The retail offering comprises 9,500,000 new Xingquan International Shares
available for application by the Malaysian Public at an issue price of RM2.10
per Xingquan International Share,

The institutional offering comprises at least 50,370,000 (Minimum Scenario)
and up to 90,000,000 (Maximum Scenario) new Xingquan International
Shares at an issue price to be determined by way of bookbuilding, to be
offered to:-

() Malaysia institutional and selected investors; and-

(i)  Foreign institutional and selected investors outside the United States of
America in reliance on Regulation S under United States Securities Act
of 1993,

Chartered Accountants 3
Member of Grant Thornton International Ltd
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2.
2.1.1

GENERAL INFORMATION (CONT’D)

Flotation Exercise (cont’d)

(iii)

(iv)

Public Issue (cont’d)

The Retail Offering and Institutional Offering shall be subject to clawback
and reallocation provisions. In the event of an over-subscription in the Retail
Offering above 9,500,000 Issue Shares up to 13,750,000 Issue Share (in the
case of Minimum Scenario) or up to 15,731,500 Issue Shares (in the case of
Maximum Scenario) (representing 5.0% of Xingquan International Group’s
enlarged issued share capital) up to 4,250,000 Issue Shares (in the case of
Minimum Scenario) or up to 6,231,500 Issue Shares (in the case of
Maximum Scenario) from the Institutional Offering shall be clawed back and
reallocated to the Retail Offering even though the Institutional Offering is
over-subscribed. In the event of an over-subscription in the Retail Offering
above 13,750,000 Issue Share (in the case of Minimum Scenatrioc) or
15,731,500 Issue Shares (in the case of Maximum Scenario) and a
corresponding under-subscription in the Institutional Offering, the Issue
Shares may be clawed back from the Institutional Offering and allocated to
the Retail Offering. If there is an under-subscription in the Retall Offering
and there is a corresponding over-subscription in the Institutional Offering,
the Issue Shares may be clawed back from the Retail Offering and allocated
to the Institutional Offering. The clawback and reallocation shall not apply in
the event of over-subscription in both the Retail Offering and the Institutional
Offering except in the event there is an over-subscripfion in. the Retail
Offering above 9,500,000 but not exceeding 13,750,000 Issue Share (in the
case of Minimum Scenario) or 15,731,500 Issue Shares (in the case of
Maximum Scenario).

Listing

In conjunction with the Flotation Exercise, Xingquan International seeks the
admission and the listing of and quotation for its entire enlarged: issued and
paid-up share capital comprising up to 329,555,000 Xingquan International
Shares (including up to 14,925,000 Xinguan International Shares pursuant to
the Over-allotment Option) on the Main Board of Bursa Malaysia Securities
Berhad.

Chartered Accountants 4
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Flotation Exercise (cont’d)

™

)

Utilisation of Listing Proceeds

The gross proceeds from the Public Issue amounting to RM125,727,000
(RMB247,445,000)* (based on Minimum Scenario) or RM208,950,000
(RMB411,238,000)* (based on Maximum Scenario) arising from the
Institutional Qffering of up to 90,000,000 Issue Shares at the Institutional
Price and from the Retail Offering of 9,500,000 Issue Shares at the Retail
Price are expected to be fully utilised for Xingquan International Group’s core
business in the following manner:-

Minimum Scenario Maximum Scenario
RMB’000 RM’000 RMB?000 RM?*000

Marketing and advertising

activities 62,980 32,000 62,980 32,000
Expansion of sales and

distribution network 64,948 33,000 64,948 33,000
Expansion of production ,

capacity 38,579 19,602 196,468 99,825
Expansion of research and

development activities 29,521 15,000 29,521 15,000
Working capital 33,704 17,125 33,704 17,125
Estimated listing expenses 17,713 9,000 23,617 12,000

247 445 125,727 411,238 208,950

Note:

* The Institutional Price is RM2.10 per Issue Share in arriving ar this figure and that the Over-
Alloiment Gption is not exercised, in the event the COver-Alleiment Option is exercised in full, the
extra proceeds from the Over-Allotment Option will be from RM18,859,050 (Minimum Scenario)
and up lo RM31,342.500 (Maximum Scenario): assuming the Institutional Price and Final Retail
Price is RM2.18 per Issue Share. The extra proceeds are applied to the expansion of production
capacity and to defray additional listing expense,

The listing expenses are estimated at RM9,000,000 (RMB17,713,000) and
RM12,000,000 (RMB23,617,000) and will be set off against the share
premium account and reserve account, in the respective the minimum and
maximum scenario.

Over-allotment Option

Exercising the over-allotment option exercisable by the stabilising manager in
whole or in part within 30 days from the date of commencement of trading of
Xingquan International Shares on Bursa Securities, to subscribe for up to an
aggregate of at least 8,980,500 (“Minimum Scenario™) and up to 14,925,000
(“Maxirmum Scenario”) new Xingquan International Shares, being 15% of the
total number of Xingquan International Shares pursuant to the Public Issue at
an issue price of RM2.10 per Xingquan Intemational Share, solely for the
purpose of covering over-allotments of Xingquan International Shares (if any).

Chartered Accountants 5
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22 Share capital
The changes in the Company’s authorised share capital since its date of incorporation
were as follow:-
Date of Creation Par Value Value Cumulative Total——
USD UusDn’000 USD*000
6 February 2009 1.00 10 10
1 June 2009 1.00 49,990 50,000
1 June 2009 0.10 50,000 50,000
The changes in the Company’s issued and paid-up share capital since its date of
incorporation were as follow:-
Date of Allotment Par Value -——Valug—-—- Consideration ~—Cumnulative Total---
USD USD*000 USD’000
6 February 2009 1.00 10 Cash 10
1 June 2009 1.00 21,503 Acquisition of 21,513
subsidiary
1 June 2009 0.10 21,513 Share Split 21,513
2.3 Principal activity
The Company’s principal activity is investment holding and the provision of
management services.
The subsidiary companies are as foflows:-
Name of Effective i
Company ownership Principal activities Date and place of incorporation
Addnice Holdings 100% Investment holdings 20 March 2008
Limited (“Addnice Hong Kong Special Administrative
Holdings™) Region (“HKSAR™)
Addnice (China} 100% Manufacturing and sates of 7 March 2006
Co., Ltd. indoor and outdoor, sports and The People’ Republic of China
(“Addnice China™) leisure shoes and apparels (“PRC™)
Fujian Aidinaisi 100% Manufacturing of indoor and 1 August 2003
Sports Goods Co., outdoor, sports and leisure shoes, PRC
Ltd. (“Addnice apparels and accessories.
Sports™)
Xingquan (Fujian) 100% Manufacturing and sales of shoe 31 January 2000
Shoes Plastics Co., soles PRC
Ltd. (“Xingquan
Plastics™)
Fujian Province 1L00% Lease of factory and land 8 February 1999
Jingjiang PRC ’
Xingquan
Footwear Material
Co,, Ltd.
(“Xingquan
Footwear”)
Chartered Accountants 6
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2.3 Principal activity (cont’d)

Xingquan International, Addnice Holdings, Addnice China, Addnice Sports,
Xingquan Plastics and Xingquan Footwear are collectively referred to as “Xingquan
Intemational Group”.

Addnice China, Addnice Sports, Xingquan Plastics and Xingquan Footwear are
subsidiary company of Addnice Holdings.

2.4 Share capital history of subsidiary companies

ADDNICE HOLDINGS

The changes in the Company’s registered share capital since its date of incorporation
were as follow:

Date of Allotment Par Value Value Cumulative Total
HKD HKD HKD
20 March 2008 1.00 10,000 10,000

The changes in the Company’s issued and paid-up share capital since its date of
incorporation were as follow:

Date of Allotment Par Value Value Consideration Cumulative Total
HKD HKD HKD
20 March 2008 1.00 1.00 Subscribers’ shares .00

ADDNICE CHINA

The present registered capital of Addnice Chima is HKD100,000,000 and contribution
to its registered capital is HKID42,500,000.

The contributions to the Company’s registered capital since its date of incorporation
were as follow: '

Date of Allotment Value Consideration Cumnulative Total
HED000 HKD’000)

22 August 2006 - 30 August 2006 7,000 Cash 7,000

26 October 2006 - 21 November 2006 7,500 Cash 14,500

24 November 2006 - 18 Januvary 2007 7,500 Cash 22,000

18 January 2007 - 26 January 2007 7,500 Cash 29,500

29 January 2007 - 7 February 2007 7,500 Cash 37,000

8 February 2007 - 14 February 2007 4,500 Cash 41,500

26 March 2008 1,000 Cash 42,500
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2.4 Share capital history of subsidiary companies (cont’d)

ADDNICE SPORTS

The present registered capital of Addnice Sports is HKID15,000,000 and the

contributions to its registered capital is HKD15,000,000.

The contributions to the Company’s registered capital since its date of incorporation

were as follow:

Date of Allotment Value Consideration  Cumulative Total
BKD’000 HKD000

31 December 2003 -- 2 March 2004 4,800 Cash 4,800

9 Aungust 2005 — 23 August 2005 6,000 Cash 10,800

25 August 2005 — 5 September 2005 4,200 Cash 15,000

XINGQUAN PLASTIC

The present registered capital of Xingquan Plastic is HKDS§,500,000 and the

confributions to its registered capital is HKD8,500,000.

The contributions to the Company’s registered capital since its date of incorporation

were as follow:

~ Date of Allotment Value Consideration  Cumulative Total

HED000 HEKD*000

13 June 2000 155 Cash 155

12 October 2000 8,345 Cash 8,500

XINGQUAN FOOTWEAR

The present registered capital of Xingquan Footwear is RMB4,580,000 and the

contributions to its registered capital is Riv[B4,580,000.

The contributions to the Company’s registered capital since its date of incorporation

were as follow:

Date of allotment -— Value——-— Consideration --—-Cupmulative total--—-

RMB’000 RMB’000
30 December 1558 3,680 Physical assets 3,680
14 March 2002 900 Physica] assets 4,580
Chartered Accountants B
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3.

FINANCIAL STATEMENTS AND AUDITORS

Foo Kon Tan Grant Thormnton (Grant Thomton Singapore) performed a special audit in
accordance with International Standards on Auditing on the Xingquan International
Group’s combined balance sheets, combined income statements, combined statements
of changes in equity, combined cash flow statements, a summary of significant
accounting policies and other explanatory notes (“audited Combined Financial
Statements™) and the reports were prepared in accordance with International Financial
Reporting Standards for Financial Year Ended 30 June (“FYE”) 2006, 2007, 2008 and
Financial Period Ended 31 December (“FPE™) 2008.

The Group is regarded as a continuing entity resulting from the Acquisition since the
management of all the entities which took part in the Acquisition was controlled by
the same directors and under common shareholders before and immediately after the
Acquisition. Consequently, immediately after the Acquisition, there was a
continuation of the control over the entities’ financial and operating policy decision
and risk and benefits to the ultimate shareholders that existed prior to the Acquisition.
The Acquisition has been accounted for as a business combination under common
control in a manner similar to pooling of interests. Accordingly, the audited Combined
Financial Statements for the FYE 2006, 2007, 2008 and FPE 2008 have been prepared
on the basis of merger accounting and comprise the financial statements of the
subsidiary companies which were under common control of the ultimate shareholders
and directors that existed prior to the Acquisition during the relevant years/period or
since their respective dates of incorporation.

For FYE 2006, 2007 and 2008, the audited Combined Financial Statements were
unqualified with an emphasis on the fact that the financial information of the listed
company, Xingquan International was not incorporated in the audited Combined
Financial Statements, as the share swap arrangement with Addnice Holdings has not
been completed and hence Xinggquan International Group was not in existence as at
the date of the auditors’ report.

The audited Combined Financial Statements for FPE 2008 were unqualified.
The financial year end adopted by Xingquan International Group is 30 June.

SJ Grant Thomton (Grant Thornton Malaysia) performed the independent audit
procedures by reviewing working papers of Grant Thormnton Singapore in accordance
with International Standards on Auditing - AI 600 - Using the work of another auditor
in order to obtain sufficient appropriate audit evidence, that the work of Grant
Thomton Singapore is adequate. Grant Thomton Malaysia has also performed
additional independent audit procedures as follows:

a) On site interview with customers and suppliers of the Xingquan International
Group on sampling basis;

b) Verify after year end collections and payments for trade receivables and trade
payables respectively of the Xingquan Intemnational Group;

¢) Obtain tax declaration letters from local tax authorities; and

d) Factory site visit and physical sighting of the property, plant and equipment on
sampling basis.
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CONVERSION RATE

In preparing this report, we have converted all figures stated in China Renminbi
(RMB), Hong Kong Dollar (HKD) and United States Dollar (USD) to Ringgit

Malaysia (RM),

The applied rates of exchange for all the financial years ended 30 June 2006 to 2008
as well as financial period ended 31 December 2007 and 2008 under review are USD1:
RMB6.8240, RMB1: RMO0.5081, HKDI1: RMO0.4474 and USDI1: RM3.4674
respectively based on the exchange rate as at 31 December 2008.

5. FINANCIAL RISK MANAGEMENT OBJECTIVES - POLICIES

The Group does not have written risk management policies and guidelines, However,
the board of directors meet periodically to analyse and formulate measures to manage
the Group’s exposure to market risk, including principally changes in interest rates
and currency exchange rates. Generally, the Group employs a conservative strategy
regarding its risk management. As the Group’s exposure to market risk is kept at a
minimum level, the Group has not used any derivatives or other instruments for
hedging purposes. The Group does not hoid or issue derivative financial instruments
for trading purposes.

As at 30 June 2006, 2007, 2008 and 31 December 2008, the Group’s financial
instruments mainly consisted of cash and bank balances, trade receivables, other
receivables, trade payables, bills payables, accrued liabilities, other payables and
borrowings.

6] Credit risk

Credit risk is the risk of financial loss to the Group if a customer fails to meet
its contractual obligations, and anises principally from the Group’s trade and
other receivables.

Trade receivables

The Group’s exposure to credit nisk is influenced mainly by the individual
characteristics of each customer. The Group typically gives the existing
customers credit terms of 60 days. In deciding whether credit shall be
extended, the Group will take into consideration factors such as the
relationship with the customer, its payment history and credit worthiness, In
relation to new customers, the sales and marketing department will prepare
credit proposals for approval by the general manager. The Group has
significant concentration of credit risk as the Group’s top ten customers in
aggregate formed 25.1%, 25.3%, 32.3% and 30.0% of the irade receivables
balance for FYE 2006, FYE 2007, FYE 2008 and FPE 2008 respectively.

The Group performs ongoing credit evaluation of its customers’ financial
condition and requires no collateral from its customers. The provision for
impairment loss is based upon a review of the expected colléctibles of all trade.
and other receivables. '
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FINANCIAL RISK MANAGEMENT OBJECTIVES - POLICIES (CONT’D)

(i)

(i)

(i)

Credit risk {cont’d)

Trade receivables {cont’d)

The aging analysis of trade receivables past due but not impaired is as follows:

FYE 2006 FYE 2007 FYE 2008 FPE 2008
RMB'000  RM'000 RMEB'000 RM’000 RMB'0D9 RM'00D RMB 000 RM'000
Past due less than 30 days 54] 173 731 37t 1.962 997 515 262
Past due 31 to 60 days 3 2 - - 53 27 - -
544 277 731 371 2,015 1,024 515 262

There is no impairment loss recognised in the combined income statements as
all the receivables were subsequently received.

Liquidity risk

Liquidity is the risk that the Group will encounter difficulty in raising funds to
meet commitments associated with financial instruments. The Group’s policy
is to regularly monitor current and expected liquidity requirements to ensure
that it maintains sufficient reserve of cash to meet its liquidity requirement in
the short and long term. The bank borrowings for the years/peniod ended 30
June 2006, 2007, 2008 and 31 December 2008 have maturity period of less
than 1 year from the respective balance sheet date.

Market risk

Market risk is the risk that changes in market prices, such as foreign exchange
rates and interest rates will affect the Group’s income or the value of its
holdings of financial instruments. The objectives of market risk management
is to manage and control market risk exposures within acceptable parameters.

Currency risk

Currency risk is the risk that the value of a financial instrument will fluctuate
due to changes in foreign exchange rates, Currency nsk arises when
transactions are denominated in foreign currencies.

The Group carries out its business in the PRC and most of the transactions are
denominated in Renminbi. Accordingly, the Group’s exposure to risk resulting
from changes in foreign currency exchange rates is minimal.

Interest rate risk

Interest rate risk is the nisk that the farr value of future cash flows of the
Group’s financial instruments will fluctuate because of changes in market
interest rates.

The Group’s exposure to interest rate risk arises primarily from short-term
bank borrowings. The Group does not have investment in other financial
assets. The Group’s policy is to maintzin all its borrowings on a fixed rate
basis.

Chartered Accountants
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SIGNIFICANT ACCOUNTING POLICIES
Statement of Compliance

The aundited Combined Financial Statements are prepared in accordance with
International  Financial Reporting Standards (“IFRSs™) including related
interpretations.

Basis of preparation of audited Combined Financial Statements

The Group has early adopted IFRSs and Interpretations which are effective for
accounting periods beginning on or after 1 January 2007 for the preparation of the
audited Combined Financial Statements of the Group. IFRS 1, First-time Adoption of
Financial Reporting Standards, has been applied in preparing the audited Combined
Financial Statements.

The accounting policies set out below have been applied consistently to all periods
presented in the audited Combined Financial Statements. The accounting policies
have been applied consistently by the Group.

On 1 January 2007, the Group adopted the new or revised IFRS and Interpretations
that are mandatory for application on that date. This includes the following which are
rélevant to the Group:

IAS 1 (Amendment) Presentation of Financial Statements: Capital Disclosure
IFRS 7 Financial Instruments: Disclosures

IFRIC 8 Scope of IFRS 2

IFRIC 10 Interim Financial Reporting and Impairment

The adoption of the above IFRS and Interpretations did not result in substantial
changes to the Group’s accounting policies nor any significant impact on .these

financial statements, IFRS 7 and the complimentary amended IAS 1 introduce new c

disclosures relating to financial instruments and capital respectively.

At the date of this report, the following new and amended IFRSs and Interpretations
were issued but not yet effective:

TAS 1 (Revised) Presentation of Financial Statements

IAS 1

IAS 23 (Revised)
IAS 27

IAS 27
(Amendment)
1AS 28 '
IAS 31

1AS 32

Chartered Accountants
Member of Grant Thornton International Ltd
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Borrowing Costs — Comprehensive Revision to Prohibit Immediate
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Consolidated and Separate Financial Statements — Consequential
Amendments Arising from Amendments to [FRS 3

Cost of An Investment on First-Time Adoption

‘Investments in Associates — Consequential Amendments Arising

from Amendments to IFRS 3

Interests in Joint Ventures — Consequential Amendments Arising _

from Amendments to IFRS 3

Financial Instruments: Presentation — Amendments Relating to
Puttable Financial Instruments and Obligation Arising on
Liquidation
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6.2  Basis of preparation of audited Combined Financial Statements (cont’d)

IAS 39 Financial Instruments : Recognition and Measurement -
Amendments for Eligible Hedged Items

IFRS 1 First-time Adoption of IFRC — Amendment Relating to Cost of an
Investment in a Subsidiary, Jointly Controlled Entity or Associate

IFRS 2 Share-based Payment — Amendment Relating to Vesting Conditions
and Cancellations

IFRS 3 Business Combinations — Comprehensive Revision on Applying the
Acquisition Method

IFRS 7 Financial Instruments: Disclosures — Amendments Relating to
Puttable Financial Instruments and Obligations Arising on
Liquidation

IFRS 8 Operating Segments

IFRIC 12 Service Concession Arrangements

JFRIC 13 Customer Loyalty Programimes

IFRIC 14 Defined Benefit Assets and Minimum Funding Requirements

[FRIC 15 Agreements for the Construction of Real Estate

IFRIC 16 Hedpes of a Net Investment in a Foreign Operation

IFRIC 17 Distributions of Non-Cash Assets to Owners

Annual Improvements to IFRSs 2008

Improvement

Process

The management does not anticipate that the adoption of the above IFRSs (including
consequential amendments) and Interpretations will result in any material impact to
the financial statements in the period of initial application, except for IAS 1 (Revised)
and IFRS 8 as indicated below.

IAS 1 (Revised)
The revised Standard requires:

s changes i equity arising from transactions with owners in their capacity as
owners to be presented separately from components of audited comprehensive
income;

* components of audited comprehensive income to be excluded from statement of
changes in equity;

o items of income and expenses and components of other comprehensive income to
be presented either in a single statement of audited comprehensive income with
subtotals, or in two separate statements (a separate statement of profit and loss
followed by a statement of audited comprehensive income) ;

s presentation of restated balance sheet as at the beginning of the comparative
period when entities make restatements or reclassifications of comparative
information.

The revisions.also include changes in the titles of some of the financial statements

pnma:ry statcments

The Group "will apply the rev1sed standard from 1 Japuary 2009 and provide
comparative information that conforms to the requirements of the revised standard.
The key impact of the application of the revised standard is the presentation of an
additional primary statement, that is, the statement of audited comprehensive income.
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SIGNIFICANT ACCOUNTING POLICIES (CONT’D)
Basis of preparation of audited Combined Financial Statements tcont’d)

IFRS 8

IFRS 8 replaces IAS 14 Segment Reporting. In doing so, it extends the scope of
segment reporting. It requires the identification of operating segments based on
internal reports that are regularly reviewed by the entity’s chief operating decision
maker in order to allocate resources to the segment and assess its performance. It
requires amongst others, reconciliations of total reportable segment revenues, total
profit or loss, total assets, and other amounts disclosed for reportable segments to
corresponding amounts in the entity’s financial statements and an explanation of how
segment profit or loss and segment assets are measured for each reportable segment.

The group will apply IFRS 8 from 1 January 2009 and provide comparative
information that conforms to the requirements of IFRS 8. The Group expects the new
operating segments to be significantly different from business segments currently
disclosed and expects more information to be disclosed under IFRS 8.

The audited Combined Financial Statements have been prepared in accordance with
the significant accounting policies set out below and these accounting policies are in
accordance with IFRS.

The preparation of the audited Combined Financial Statements in confonmity with
IFRS requires the use of judgements, estimates and assumptions that affect the
application of accounting policies as disclosed below, reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses during the financial
years and financial period.

Critical accounting estimates and judgements

Estimates and judgements are continually evaluated and are based on historical
experiences and other factors, including expectations of future events that are believed
to be reasonable under the circumstances.

The Group makes estimates and assumptions concerning the future. The resulting
accounting estimates and assumptions that have a significant risk of causing a
material adjustment to the carrying amounts of assets and liabilities within the next
financial year and period are discussed below:

Key sources of estimation uncertainty

Depreciation of property, plant and equipment

Property, plant and equipment are depreciated on a straight-line basis over their
estimated useful life. Management estimates the useful lives of property, plant and
equipment to be within 5 to 20 years. The carrying amounts of the Group’s property,
plant and equipment as at 30 June 2006, 2007, 2008 and 31 December 2008 were

' RMB47,336,000, 'RMB56,467,000, RMB65,288.000. and .RMB63,955,000

respectively. Changes in the expected level of usage and technological developments
could impact the economic useful lives and the residual values of these assets,
therefore future depreciation charges could be revised.
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SIGNIFICANT ACCOUNTING POLICIES (CONT’D)

Basis of preparation of audited Combined Financial Statements (cont’d)
Key sources of estimation uncertainty (cont'd)
Income tax

The Group has exposure to income taxes in the PRC. Sigunificant judgement is
required in determining the provision for income taxes. There are also claims for
which the uitimate tax determination is uncertain during the ordinary course of
business. The Group recognises liabilities for expected tax issues based on estimates
of whether additional taxes will be due. When the final tax outcome of these matters
is different from the amounts that were initially recognised, such differences will
impact the income tax and deferred tax provisions in the period in which such
determination is made.

Critical judgement made in applying accounting policies

In the process of applying the Group’s accounting policies as described below,
management is of the opinion that there are no instances of application of judgements
which are expected to have a significant effect on the amounts recognised in the

financial statements.

Impairment of trade receivables

The Group’s management assesses the collectibility of trade receivables. This
estimate is based on the credit history of the Group’s customers and the current
market condition. Management assesses the collectibility of trade receivables at the
balance sheet date and makes the provision, if any.

Subsidiaries and audited Combined Financial Statements
(i) Subsidiaries

Subsidiaries are entities controlled by the Group. Control exists when the
Group has the power to govern the financial and operating policies of an entity
so as to obtain benefits from its activities, The existence and effect of potential
voting rights that are currently exercisable or convertible are considered when
assessing whether the Group confrols another entity. Subsidiaries are fully
combined from the date on which contro] is-transferred to the Group. They are
excluded from the date that control ceases.

Shares in subsidiary are stated at cost less allowance for impairment losses, if
any, on an individual subsidiary basts.

For acquisition of subsidiaries under common control, the identifiable assets
and liabilities were accounted for at their carrying values,-in a manner similar
to the pooling-of-interest method of consolidation.
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SIGNIFICANT ACCOUNTING POLICIES (CONT’D)

6.2

Basis of preparation of audited Combined Financial Statements (cont’d)

Subsidiaries and audited Combined Financial Statements (cont’d)

(1)

(iy)

Subsidiaries {cont'd)

For acquisition of subsidiaries that is not under common control, the purchase
method of accounting is adopted. The cost of such acquisition is measured as
the fair value of the assets given, equity instruments issued or liabilities
incurred or assumed at the dates of exchange, plus cost directly attributable to
the acquisition. Identifiable assets acquired and liabilities and contingent
liabilities assumed in a business combination are measured initially at fair
value on the date of the acquisition, irrespective of the extent of minority
interest. Please refer to the paragraph “Goodwill’ for the accounting policy on
goodwill on acquisition of subsidiaries.

In preparing the Combined Financial Statements, transactions, balances and
unrealised gains on transactions between the combining entities are eliminated.
Unrealised losses are also eliminated but are considered an iumpairment
indicator of the assets transferred.

Minority interests are that part of the net resulis of operations and of net assets
of a subsidiary attributable to the interests which are not owned directly or
indirectly by the Group. They are measured at the minorities’ share of the fair
value of the subsidiaries’ identifiable assets and liabilities at the date of
acquisition by the Group and the minorities’ share of changes in equity since
the date of acquisition, except when the minorities’ share of losses in a
subsidiary exceeds its interests in the equity of that subsidiary. In such cases,
the excess and further losses applicable to the minorities are attributed to the
equity holders of the Company, unless the minorities have a binding obligation
to, and are able to, make good the losses. When the subsidiary subsequently
reports profits, the profits applicable to the minority interests are attributed to
the equity holders of the Company until the minorities’ share of losses
previously absorbed by the equity holders of the Company are fully recovered.

On acquisition of minority interest, the difference between the consideration
and fair value of the share of the net assets acquired is recognised as goodwill
or negative goodwill.

Basis of preparation under common control business combination

A business combination involving entities under common control 1s a business
combination in which all the combining entities or business are ultimately
controlled by the same party or parties both before and after the business
combination, and that control is not transitory.

The Acquisition that resulted in a business combination involving common
control entities, and accordingly the accounting treatment is outside the scope
of IFRS 3. For such common contro! business combinations, the merger
accounting principles are used to include the assets, liabilities, results, equity
changes and cash flows of the combining entities in the audited Combined
Financial Statements.
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6.2

Basis of preparation of audited Combined Financial Statements (cont’d)

Subsidiaries and andited Combined Financial Statements (cont’d)

(i)

Basis of preparation under common contro] business combinatton (cont’d)

In applying merger accounting, financial statement items of the combining
entities or businesses for the reporting period in which the common control
combination occurs are tncluded in the audited Combined Financial
Statements of the Group as if the combination had occurred from the date
when the combining entities or businesses first came under the control of the
controlling party or parties.

A single uniform set of accounting policies is adopted by the Group. Therefore,
the Group recognised the assets, liabilities and equity of the combining entities
or businesses at the carrying amounts as if such audited Combined Financial
Statements had been prepared by the controlling party including adjustments
required for conforming to the Group’s accounting policies and applying those
policies to all periods presented. There is no recognition of any goodwill or
excess of the acquirer’s interest in the net fair value of the acquiree’s
identifiable assets, liabilities and contingent liabilities over cost at the time of
the common control combination. The effect of all transactions and balances
between combining entities, whether occurring before or after the combination,
are eliminated in preparing the audited Combined F 1nanc1al Statemnents of the
Group.

The Group applies a policy of treating transactions with minority interests, as
transactions with parties external to the Group. Disposals to minority interests
result in gains and losses for the Group that are recognised in the income
statement. Purchases from minonty interests result in goodwill, being the
difference between any consideration paid and the Group’s incremental share
of the fair value of identifiable net assets of the subsidiary.

Goodwill

Goodwill represents the excess of cost of an acquisition over the fair value of the
Group’s share of the identifiable assets, liabilities and contingent liabilities of the
acquired subsidiaries at the date of acquisition.

Goodwill on subsidianes is recognised separately as intangible assets and carried at
cost less accumulated impaimment losses.

Where the cost of an acquisition is less than the fair value of the Group’s share of the
net identifiable assets, liabilities and contingent liabilities of the subsidiary acquired,
the difference (“negative goodwill”} is recognised directly in the income statement.
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o GrantThornton

SIGNIFICANT ACCOUNTING POLICIES (CONT’D)
6.2  Basis of preparation of andited Combined Financial Statements (cont’d)
Property, plant and equipment

Property, plant and equipment are stated at cost less accumulated depreciation and
impairment losses. The cost of an asset comprises its purchase price and any directly
attributable costs of bringing the asset to the working condition and location for its
intended use. Expenditure incurred after property, plant and equipment have been put
into operation, such as repairs and maintenance, is normally charged to the income
statement 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 the property, plant and equipment,
and the expenditure of the item can be measured reliably, the expenditure is
capitalised as an additional cost of that asset.

Depreciation is calculated on the straight-line basis to write off the cost of property,
plant and equipment, less any estimated residual values, over the following estimated

useful lives:

Plant and machinery 5-10 years
Fumiture, fixtures and office equipment 5-10 years
Mould equipment 5 years
R&D equipment 5-10 years
Buildings 20 years

Depreciation methods, useful lives and residual values are reviewed, and adjusted as
appropriate, at each reporting date.

The gain or loss on disposal or retirement of an item of property, plant and equipment
recognised in the income statement is the difference between the net sales proceeds
and the carrying amount of the relevant asset.

Impairment of non-financial assets

An assessment is made at each balance sheet date of whether there is any indication of
impairment of the Group’s property, plant and equipment and intangible assets, or
whether there is any indication that an impairment loss previously recognised for an
asset in prior years may no longer exist or may have decreased. If any such indication
exists, the asset’s recoverable amount is estimated.

An impairment loss is recognised only if the carrying amount of an asset exceeds its
recoverable amount. An impatrment loss is charged to the income statement in the
period in which it arises unless the asset is carried at revalued amount, in which case,
such impairment loss is charged to equity.

For the purpose of impairment testing the recoverable amount (i.e the higher of the
fair value less cost to sell and the value-in-use) is determined on an individual asset
basis unless the asset does not generate cash flows that are largely independent of
those from other assets. If this is the case, the recoverable amount is determined for
the cash-generating-unit to which the asset belongs.
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ACCOUNTANTS’ REPORT (Cont’d)
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6.2

SIGNIFICANT ACCOUNTING POLICIES (CONT’D)
Basis of preparation of andited Combined Financial Statements (cont’d)
Impairment of non-financial assets (cont’d)

A previously recognised impairment loss is reversed only if there has been a change
in the estimates used to determine the recoverable amount of an asset, however not to
an amount higher than the carrying amount that would have been determined had no
impairment loss been recogmised for the asset in prior years. A reversal of an
impairment loss is credited to the income statement in the period in which 1t anses.

Financial assets

Financial assets which are under the scope of IAS 39, other than hedging instruments,
can be divided into the following categories: financial assets at fair value through
income statement, held-to-matunity investments, loans and receivables, and available-
for-sale financial assets. Financial assets are assigned to the different categories by
management on initial recognition, depending on the purpose for which the assets
were acquired. The designation of financial assets is re-evaluated and classification
may be changed at the reporting date with the exception that the designation of
financial assets at fair value through tncome statement is not revocable.

All financial assets are recognised when, and only when, the Group becomes a party
to the contractual provisions of the instrument. When financial assets are recognised
initially, they are measured at fair value, plus directly attributable transaction costs.

De-recognition of financial assets occurs when the right to receive cash flows from
the instruments expire or are transferred and substantially all of the risks and rewards
of ownership have been transferred. Regular way purchases and sales of financial
assets are accounted for at trade date, ie, the date that the Group commits itself to
purchase or sell the assets. At each of the balance sheet date, financial assets are
reviewed to assess whether there is objective evidence of impairment. If any such
evidence exists, impairment loss is determined and recognised.

Other than loans and receivables, the Group does not have any financial assets at fair
value through income statement, held-to-maturity investments or available-for-sale

financial assets.

Trade and other receivables

Receivables are measured on initial recognition at fair value, and are subsequently
measured at amortised cost using the effective interest rate method. Appropriate
allowances for estimated irrecoverable amounts are recognised in the Income
statement when there is objective evidence that the asset is impaired. The allowance
recognised 1s measured as the difference between the assets’ carrying amount and the
present value of estimated future cash flows discounted at the effective interest rate
computed at initial recognition.
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6.
6.2

SIGNIFICANT ACCOUNTING POLICIES (CONT'D)
Basis of preparation of audited Combined Financial Statements (cont’d)
Financial liabilities

The Group’s financial liabilities include trade and other payables and borrowings.
Financial liabilities are recognised when the Group becomes a party to the contractual
provisions of the financial instrument. All interest related charges are recognised as
“finance costs” in the income statement.

A financial lability is derecognised when the obligation under the liability is
discharged or cancelled or expired.

Trade and other pavables

Trade and other payables are initially measured at fair value, and subsequently
measured at amortised cost, using the effective interest rate method.

Borrowings

Borrowings are recognised initially at fair value of proceeds received less attributable
transaction costs, if any. Borrowings are subsequently stated at amortised cost which
is the initial fair value less any principal repayments. Any difference between the
proceeds (net of transaction costs) and the redemption value is recognised in the
income statement over the period of the borrowings using the effective interest
method.

Inventories

Inventories are carried at the lower of cost and net realisable value. Cost is determined
using the first-in first-out method. Net realisable value is calculated as the actual or
estimated selling prices less all further costs of completion and the estimated costs
necessary Lo make the sale.

Provisions

Provisions are recognised when the Group has a present obligation (legal or
constructive) as a result of a past event, it 1s probable that an outflow of resources
embodying economic benefits will be required to settle the obligation and a reliable
estimate can be made of the amount of obligation.

Provisions are measured at the estimated expenditure required to settle the present
obligation, based on the most reliable evidence available at the balance sheet date,
including the risks and uncertainties associated with the present obligation. Any
reimbursement expected to be received in the course of settlement of the present
obligation is recognised as a separate asset, not exceeding the amount of the related
provision, Where there are a number of similar obligations, the likehood that an
outflow will be required in settlement is determined by considering the class of
obligations as a whole, In addition, Jong term provisions are discounted to their
present values, where time value of money is material.
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6.

6.2

SIGNIFICANT ACCOUNTING POLICIES (CONT’D)
Basis of preparation of audited Combined Financial Statements {cont’d)
Provisions {cont’d)

Al] provision are reviewed at the balance sheet date and adjusted to reflect the current
best estimates.

In cases where the possible outflow of economic resources as a result of present
obligations is considered impossible or remote, or the amount to be provided for
cannot be measured reliably, no contingent liability is recognised in the balance sheet,
unless assumed in the course of a business combination.

Recoguition of revenue

Revenue is recognised when it is probable that the economic benefits will flow to the
Group and when the revenue can be measured reliably. Revenue is measured at the
fair value of the consideration received or receivable and represents amounts
receivable for goods and services provided in the normal course of business, net of
discounts and sales related taxes on the following bases:

(1) 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; and

(i) Interest income, on a time-proportion basis taking into account the principal
outstanding and the effective interest rate applicable.

Income tax

Income tax for the year comprises current and deferred tax.

Current tax is the expected tax payable on the taxable income for the year using tax
rates enacted at the balance sheet date, and any adjustment to tax payable in respect of
previous years. Corporate income tax is provided at rates applicable to an enterprises
in the PRC on income for financial reporting purpose, adjusted for income and
expense items which are not assessable or deductible for income tax purposes.

Deferred tax is the tax expected to be payable or recoverable on differences between
the carrying amounts of assets and liabilities in the financial statements and the
corresponding tax bases used in the computation of taxable profit, and is accounted
for using the balance sheet liability method. Deferred tax liabilities are generally
recognised for all taxable temporary differences, and deferred tax assets are
recognised to the extent that it is probable that taxable profits will be available against
which deductible temporary differences can be utilised. Such assets and liabilities are
not recognised if the temporary difference arises from the initial recognition of assets
and liabilities in a transaction that affects neither the tax profit nor the accounting
profit.

Chartered Accountants 21
Member of Grant Thornton international Ltd

-247 -



Bermuda Company Registration No.: 42756
Malaysia Branch Registration No.: 995177-V

9,

ACCOUNTANTS’ REPORT (Cont’d)

o Grant Thornton

6.

6.2

SIGNIFICANT ACCOUNTING POLICIES (CONT’D)
Basis of preparation of audited Combined Financiaj Statements (cont’d)
Income tax (cont’d)

The carrying amount of deferred tax assets is reviewed at the balance sheet date and
reduced to the extent that it ts no longer probable that sufficient taxable profits will be
available to allow all or part of the asset to be recovered. Any such reduction is
reversed to the extent that it becomes probable that sufficient taxable profit will be
available.

Deferred tax is calculated at the tax rates that are expected to apply in the year when
the liability is settled or the asset realised. Deferred tax is charged or credited to the
income statement, except when it relates to items charged or credited directly to
equity, in which case the deferred tax is also dealt with in equity.

The Group’s sale of goods in the PRC is subjected to Value-added tax (“VAT”) at the
applicable tax rate of 17% for PRC domestic sales. Input VAT on purchases can be
deducted from output VAT. The net amount of VAT recoverable from, or payable to,
the taxation authority is included as part of “other receivables or “other payables” in
the balance sheet.

Revenues, expenses and assets are recognised net of the amount of VAT except:

. where the VAT incurred on the purchase of assets or services is not
recoverable from the taxation authority, in which case the VAT is recognised
as part of the cost of acquisition of the asset or as part of the expense item as
applicable; and

J receivables and payables that are stated with the amount of VAT included.
Retirement benefits scheme

Pursuant to the relevant regulations of the PRC government, the Group participates in
a local municipal government retirement benefits scheme (the “Scheme™), whereby
the subsidiaries of the Company in the PRC are required to contribute a certain
percentage of the basic salaries of its employees to the Scheme to fund their
retirement benefits. The local municipal govermment undertakes to assume the
retirement benefits obligations of all existing and future retired employees of the
subsidiaries of the Company. The only obligation of the Group with respect to the
Scheme is to pay the ongoing required contributions under the Scheme mentioned
above. Contributions under the Scheme are charged to the income statement as
incurred. There are no provisions under the Scheme whereby forfeited contributions
may be used to reduce future contribution.
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SIGNIFICANT ACCOUNTING POLICIES (CONT’D)

6.2

Basis of preparation of audited Combined Financial Statements (cont’d)

Foreign currencies

(1)

(i11)

Functional and presentation currency

Items included in the financial statements of each of the Group’s entities are
measured using the currency of the primary economic environment in which
the entity operates (the “functional currency™). The financial information is
presented in Renminbi and Ringgit Malaysia.

Transactions and balances

Foreign currency transactions are measured and recorded in the functional
currency using the exchange rates prevailing at the dates of the transactions.
Monetary assets and liabilities denominated in foreign currencies are
translated at the closing rates ruling at the respective balance sheet dates.
Foreign exchange gains and losses resulting from the settlement of such
transactions and from the translation at year-end exchange rates of monetary
assets and liabilities denominated in foreign currencies are recognised in the
income statement.

Non-monetary items that are measured in terms of historical cost in a foreign
currency are translated using the exchange rates as 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.

Group companies

The results and financial positions of the Group entities that have functional
currencies different from the presentation currency are translated into the
presentation currency as follows:

(1 Assets and liabilities for each balance sheet presented are translated at
the closing rate at the date of that balance sheet;

(2) Income and expenses for each income statement are translated at
average exchange rates (unless this average is not reasonable
approximation of the cumulative effect of the rates prevailing on the
transaction dates, in which case income and expenses are translated at
the dates of the transactions); and

(3) All resulting exchange differences are recognised as separate
component of equity.
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SIGNIFICANT ACCOUNTING POLICIES (CONT’D)
Basis of preparation of audited Combined Financial Statements (cont’d)
Related parties

A party is considered to be related to the Group if:

(i) directly, or indirectly through one or more intermediaries, the party (1)
controls, is controlled, or is under common control with, the Company/Group;
(2) has an interest in the Company that gives it significant influence over the
Company/Group; cr (3) has joint control over the Company/Group;

{ii) the party Is an associate;
(iti}  the party is a jointly-controlied entity;

(iv)  the party 1s a member of the key management personnel of the Company or
its parent;

(v}  the party is a close member of the family of any individual referred to in (1) or

(iv);

(vi)  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 (iv) or (v); or

(viii) the party is a post-employment benefits plan for the benefit of employees of
the Company/Group, or of any entity that Is a related party of the
Company/Group.

Key management personnel

Key management personnel are those persons having the authority and responsibility
for planning, directing and controlling the activities of the entity. Directors and certain
general managers are considered key management personnel.

Operating leases

Leases where substantially all the risks and rewards of ownership of assets remain
with the lessor are accounted for as operating leases. Annual rentals applicable to such
operating leases are charged to the income statement on a straight-fine basis over the
lease term except where an alternative basis is more representative of the pattern of
benefits to be derived from the leased assets. Lease incentives recetved are recognised
in the income statement as an integral part of the aggregate net lease payments made.
Contingent rentals are charged to the income statement in the accounting period in
which they are incurred.

Financial instruments

Financial insoruments carried on the balance sheets include cash and cash equivalents,
all receivables and payables. The particular recognition methods adopted are
disclosed in the individual policy statements associated with each item. These
instruments are recognised when contracted for.
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6.2

SIGNIFICANT ACCOUNTING POLICIES (CONT’D)
Basis of preparation of audited Combined Financial Statements (cont’d)
Equity

Ordinary shares are classified as equity. Share capital is determined using the nominal
value of shares that have been issued. Any transaction costs associated with the
issuing of shares are deducted from the proceeds to the extent that they are incidental
costs directly attributable to the equity transaction.

Retained earnings include all current and prior period results as determined in the
income statements.

Cash and cash equivalents

For the purpose of the Combined Cash Flow Statements, cash and cash equivalents
comprise cash on hand and in bank and fixed deposits with a short maturity period of
generally at three months, less bank overdrafts which are repayable on demand.

Segment reporting

A segment is a distinguishable component of the Group to a particular industry
(business segment} which is subject to risks and rewards that are different from those
of other segments.

Inter-company pricing is determined on an arm’s length basis. Segment result, assets
and Habilities include items directly attributable to a segment as well as those that can
be allocated on a reasonable basis. Unallocated items mainly compnse income-
eaming assets and revenue, interest-bearing loans, borrowings and expenses, and
corporate assets and expenses.

Segment capital expenditure is the total cost incurred during the period to acquire
segment assets that are expected to be used for more than one period.

Segment information is presented in respect of the Group’s business segments. The
primary format, business segments, is based on the Group’s management and internal
reporting structure. In presenting information on the basis of business segments,
segment revenue and segment assets are based on the nature of the products or
services provided by the Group.

Research and development costs

Research costs are expensed as incurred, except for development costs which relates
to the design and testing of new or improved materials, products or processes which
are recognised as an asset to the extent that it is expected that such assets will generate
future economic benefits.

Land use rights

Land used rights are stated at cost less accumulated amortisation and impairment
losses. Amortisation is charged so as to write off the cost of land use rights, using the
straight-line method, over the period of the grant of 50 years, which is the lease term.
Land use rights represent up-front payments to acquire long-term interests in the
usage of land.
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HISTORICAL FINANCIAL INFORMATION
(a) Summarised income statements
The following tables set out the summary of the financial results prepared based on

the audited Combined Financial Statements of Xingquan International Group for the
past three (3) FYE 2006 to 2008 and the FPE 2007 and 2008.

e—
30 June 2007

Years/Period ended 30 June 2006 30 June 2008 3| December 2007 (@ 31 Drcember 2008
! RMB'000 RMB'000 RM"0H) RMEB*000 RMB" 000 K

Revenue 236,246 | 46.956 438 520 212812 636,810 32_]_,563 102.562 153,702 405,880 206228
Cross profit 87,576 44,497 141,537 71.915 214,112 102,750 105,67} 53.693 155,510 79,015
Prafit before depreciation,

amonisalion., interest

cxpenses and taation 68,617 REN Y] 107.612 54,678 161,245 B1,928 72302 36,731 115715 55,800
Depreciation {6,882) (3.49%; {8.473) {4,105) (0,10m) {5,132) {4,390) {2,485) (5.714) (2,90})
Amortisatien - - (171) (87) (186) (95) (93) 47 (M) (48}
Interest expenses (1.744) (886) (3.060) {1.555) {3.550) {1.804) (1.723) (875) (217 (.1
Prafit before axalion but

afitr depreciation,

amorusation and inerest

eapenses 50,001 30,486 95,908 48,711 147 4C8 74897 65,556 1A 107.347 54,746
Taxation (11.222)  (8.707) (7,556) (18351 {17.974) (9,130 15959 (3.027 11795 (3.13)
Profit 2fier taxalion 45779 24,784 £B.152 44,591 129.434 &5, 764 59,615 30303 89.812 45,631
Profi before taxation

amnibutable 1o:
Equity halders 50,001 30,4E6 95.508 48,731 157,412 74,859 65,596 33.330 107,750 54,747
Minority inlerest - . - - 4 (2) - - [&}} (1))

£0.00) 30.4R6 95.508 4573 147,408 74857 65,596 13.330 107.747 54,746

Profu 2ficr uxation

arribulable 1a;
Equity halders 48.779 24,784 88,15) 445, 129,438 65,766 59,639 30,500 §9.41% 45,634
Minority inlerest - - - - (4} {2 . - )] {1}

48.77% 24 784 B8 352 44350 125.434 65.764 59.619 30,303 E2512 45633

Girass prefit margin {%) 3028 M.2E Lz 12.28 3362 .62 34.93 349} 1831 un
Pre-lax profiy margin (%} 20.74 2074 2087 2187 3315 nas 21.68 21.68 26.55 26.55
Profit after tax margin 16.86 16.86 20.18 20.15 20.3} 20.33 19.71 1sn 2213 2113
Effeaiive tax maiz (%4} 1870 18.70 7.88 7.88 1219 12.19 9.08 908 16.65 16.6%
Gross earmngs pex share

{"EPS")* 0.28 0.14 045 0.3 0.69 0.35 0.6l DRI Lo~ 0.5
Me: EPS” 0.2 0.12 pE]] 0.21 0.60 ) i 03l 0.55% 0.28~ 03y 042

. There were no exceptional items in all the financial years under review.
. There were no accounting policies which are peculiar to Xingguan

International Group due to the nature of business or industry it is involved in
that would affect the determination of Xingquan International Group's income
or financial position.

. The financial results of Xingquan Footwear were only included in audited
Combined Financial Statements in FYE 2008 and FPE 2008 as Xingquan
Footwear was acquired by Addnice Sports in FYE 2008 pursuant to the equity
transfer agreement dated 16 January 2008. The transfer of the 90% equity in
Xingquan Footwear to Addnice Sports was approved by the Jinjiang
Administration for Industry and Commerce on 30 January 2008. The balance
of 10% equity was subsequently transferred to Addnice Sports pursuant to an
equity transfer agreement dated 3 August 2008 and the transfer was completed
on 12 August 2008.

* Based on enlarged share capital of 215,130,000 shares (number of
ordinary shares in issue after the completion of the Acguisition and
Share Spit but before the Public Issue) '

@ The income statement for the financial period ended 31 December 2007
is unaudited and is included for comparison purposes only.
” Annualised to 12 months for comparison purpose.
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HISTORICAL FINANCIAYL INFORMATION (CONT’D)

7.
(b)

Summarised balance sheet

The following table sets out the summary of balance sheet prepared based on the
audited Combined Financial Statements of Xingquan International Group for the FYE

30 June 2006 to 2008 and FPE 2008:-

P’un’l’m‘nd ended J Note 30 June 2006 30 June 2007 | 30 Juge 2008 31 December 3008 f
RMB' 000 RM'000 | RMB'000 RM'000 | RMB'00D | RM'000 | RMBoo0 | RaMio00 b
Share capital 24,742 125N 6,341 11708 £7,41 34,166 # ¥
Revarves 62,210 3,609 100,562 51,09 125,000 63.513 145,053 71701
Minority inlerest - 97% 457
Sharcholdews” equity 86952 34,180 166.903 23 804 193,201 95,176 145,053 73,701
Property, plant and equipments {iy 1233 24,052 56,457 28,691 65,288 33,113 6).955 12,496
Land use righis (i) 5,145 4,647 9,066 4,607 BST2 4,559
Inventaries (i) 22,467 11415 29273 14,874 28,885 14676 11828 17,188
Trade recsivables (iv) 48,971 24,882 BT 37454 103,769 52,728 126,509 64,279
Other reecivables ) 20,630 15,081 50,349 30,663 57,154 29,040 3,569 4,354
Cash and bank balences fvi) 51,985 2,414 94,910 48,274 98,065 45,827 105.807 53,761
153,10} 77,792 258,245 131215 27873 146,268 274,713 139,582
Trade payables {vii) 1971 10,027 19,895 10,109 1217 6,188 1,13 10,737
Bills payahle (i) 37400 19,003 65,600 33,331 73,900 32,549 64,750 32,500
Qtiwr payables (1) 13,160 6,587 20,008 10.166 27,068 13.753 56.086 28,495
Baormowings x 11,500 21,085 49,200 24,599 49,900 25354 51,400 26.L16
Corporate income tax payable 1,693 61 3351 1,144 5859 3,028 5.220 4.685
113.487 37,664 156,934 79.149 169.006 35472 202,587 102,936
Nel cuffent assers 39.616 20128 101 291 51.466 118,867 60.395 T,i26 36,646
86,952 44,160 166,90) 84,30 193221 98,176 145,08) 73,701
Nel ungible asses ("NTA") 36.952 44,130 166.903 §4.804 193221 98,176 145.053 73.701
NTA per share® 0.40 [B]] 0.7¢ 0.3 0.90 0.a6 0.67 0.34
* Based on enlarged share capital of 215,130,000 shares (number of ordinary

shares in issue after the completion of the Acquisition and Share Spit but
before the Public Issue)

# Amount less than RMB1,000/RM1,000

@

Details disclosure on property, plant and equipiment are as below:-

| Yeare/Period eaded

Cost
Plnt ang machinery

Fumiture, fixtures and office equipment

Mould equipment
R&D Equipment
Bulldings

Accumulsied depreciation

Plant and machinery

Furniture, fixtures and office equipment

Mould equipment
RAD Equipment
Buildings

MNel carrylap amount

Plant and machinery

Furniture, fixtures and affice equipmen:

Mould equipmen:
R&D Equipment
Buildinps

Towu!
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R 30 Juoe 2006 f 30 June 2007 | 30 Junc 2008 3] December 2008
| "Rme0o0 | RMGo0_| RMB0ID | RAMOD0_J RMB'DOD ] RM'DOD | RAMB-00D ] _RM000 ﬂ

42,330 21,508 52,05 26,439 53,866 17,369 54,946 27.918
1174 597 1.481 752 1.486 755 1,486 755
21,524 10936 23,813 14,640 35,589 18,083 33.88% 15,760
1.082 550 1.385 T4 1,385 T4 1,388 704

- . - 10310 5218 10.3t0 __ 5738

66,010 33,591 83 714 42,535 102,636 52,49 107,016 54 378

8.861 4,502 13,305 6.760 18.34% 9311 20.955 10,647

164 3] 198 01 655 138 798 405

9615 4.886 13.300 5,758 17.819 9,054 20.284 10,306

134 68 44 124 369 187 431 220

. . B} - 150 7% 39 301

15.724 9539 27,247 13 844 37,348 18,976 43 D61 21,879
33,469 17,006 38,730 19,679 35.521 18.048 33,991 17.271
1010 513 1.083 550 821 a17 1 150
11,909 6.051 15,513 1,882 17.7170 3.029 18.605 9,454

ME 482 1,141 380 1,016 517 953 484

. - - - 10,160 8162 9.718 4.937

47.336 24.052 56,467 28,691 65,288 33,173 63.935% 12,456
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ACCOUNTANTS’ REPORT (Cont'd)

£ » Grant Thornton
7. HISTORICAL FINANCIAL INFORMATION (CONT’D)

{b) Summarised balance sheet (cont’d)
(D Details disclosure on property, plant and equipment are as below (cont’d):-
All property, plant and equipment held by the Group are located in the PRC.
Certain of the Group’s property, plant and equipment with a net book value of
approximately RMB%,236,000 were pledged as securities to secure the
Group’s bank loans as at 31 December 2008.

(i) Details disclosure on land use rights

30 June 2007

I YearwPerlod ended 20 Jun: 2006____ | ‘ ; 30 June 2008 31 December 2008
| RMB0o0 | RM-000 { RMB000 | RM'000 | RMB'000
Cost - - 9316 47 9,423 4,788 9423 4,788
Accumulaied amortication - - (a7 B8N (357) (1ET) (451) (229)
Net camying amount - - 9,145 4,647 9.066 4,607 5972 4,559

The land use rights of the Group refer to land located in the PRC.

Certain of the Group’s land use rights with a net book value of approximately
RMB62,000 were pledged as securities to secure the Group’s bank loan at 31
December 2008.

(iiiy  Details disclosure on inventories are as below:-

Years/Period ended | 30 June 2006 ] 30 June 2807 30n 2008 U 31 December 2008 3
[ RMB0o0 | Rwnoe ) RMB-000 RAC000 | RMB'000 Y RMBroo0 | RrM000__|
Raw matesial 8,157 4,144 10,162 5164 11,984 6,089 12,392 6,296
Wark in progress 4,357 2,214 5,629 2,850 5359 2,783 5,245 2,665
Finished goods 9,953 5057 13,482 6.850 11,542 5.364 _16,151 §,227
22,467 11,415 29.273 14,374 28 885 14,676 33828 17,188
Costs of sales 201,670 162,469 296,983 150,897 422,698 214,773 250,370 127,213
% of invenlories to cost of sales ¥ 9.28 9.23 BT 871 6.88 6.88 6.26* 6.26"
Inventories wmover period (month) ¢ L1l Ll 1.05 1.05 0.83 0.83 0.5 0.75"
# Based on average inventories balances
FaN

Annualised to 12 months for comparison purpose.

(iv)  Details disclosure on trade receivables are as below:-

rYHnTeﬂad ended L 30 June 2006 __p_ 30June 2007 |
| RMB000 RM'00D  y RM000 ]
Trade reecivables 48,971 24,882 71,713 37,454 103,769 31325 126,509 §4.27%
Revenue 289,246 146,966 433,520 222,812 636,810 123,56) 405,880 206,228
% ol 1ade receivables 10 revenue # 14.24 14.24 13.59 13.59 13.94 1394 - 48~ 14.18~
Trade receivables’ mmover period
(month} ¥ il 171 1.68 1.68 1.67 1.67 1.70~ .70~
Chartered Accountants 28
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9. ACCOUNTANTS' REPORT (Cont’d)

0 GrantThornton
7. HISTORICAL FINANCIAL INFORMATION (CONT’D)

(b) Summarised balance sheet (cont’d)
(iv)  Details disclosure on trade receivables are as below (cont’d):-

# Based on average trade receivables balance
~ Annualised to 12 months for comparison purposes

Ageing analysis of trade receivables as at 31 December 2008

Within credit period Exceeding credit period of 60 days
0-30 31-60 61-90 91-180 181-365 | More than Total
No. of days davs Days days days days 365 days RMB
000 ‘000 000 'oon '000 000 000
Trade receivables (RMR) 80254 45,700 515 - - - 126,509
% of trade receivables 61.5 361 04 - - . 100.0
Within credit perlod Fxceeding credit period of 60 davs
0-30 31-60 61-90 91-180 181-365 More than Total
No, of days days Davs days days days | 365days RM
000 ‘090 000 000 ‘0on (00 000
Trade receivables (RM) 40,797 23,220 262 - - . 64.279
% of trade receivables 63.5 36.1 0.4 - - . 100.0

Trade receivables are non-interest bearing and generally have credit terms of
60 days.

The camrying amount of trade receivabies are denominated in RMB.

(v) Details disclosure on other receivables are as below:-

Years/Period ended ] A0 June 2006 | 30 June 2007 | 30 June 2008 31 December 2008 |
§ rmBoo0 | RM0DO | RMBO00 | RM000 RMB'000 RM 000 RMB'000 RM000 |}
Amount due from shareholders 15,700 10010 51700 19317 51,578 26,359 . .
Dreposits 7,755 1940 200 lo2 190 % 4,150 2,129
Prepayments 2,225 113 2,449 1,144 5,086 2,584 4179 2,235
19,680 15,081 £0.349 30,663 57159 29.040 8.569 4.35¢

Deposits mainly consist of rental deposits and deposit for the acquisition of
land use rights as at FYE 2006 and FYE 2008.

Amount due from shareholders are unsecured, interest free and have no fixed
term of repayment. The amount due from shareholders were subsequently
declared as dividend on 1 September 2008.

Prepayments mainly consist of prepaid rental and advertising expenses.

The carrying amounts of other recetvables are denominated in RMB.

Chartered Accountants 29
tember of Grant Thornton International Ltd

- 255 -



Bermuda Company Registration No.: 42756
Malaysia Branch Registration No.: 995177-V

9.

ACCOUNTANTS’ REPORT (Cont’d)

0 GrantThornton

7.

HISTORICAL FINANCIAL INFORMATION (CONT’D)

{b) Summarised balance sheet (cont’d)
(viy  Details disclosure on cash and bank balances are as below:-
E Yeart/Period ended | 30 June 2006 | 30 June 2007 | 30 Juae 2008 E 3l December 2008 H
rﬂMB'DOD E RM*000 RMB'000 RM'000 [ RMB'000 RM'000 RMB'000 RM ' 000
Cash on hand 87 44 209 105 126 64 3E k9
Cash a bank 32910 16722 66,601 33,840 74,389 37,797 Bl.84% 41,585
Fixed deposits -pledged 13,988 9,641 28 100 14278 23.550 11,966 23,620 12.15¢
51.98% 26,414 94,5910 48,2214 98,063 49,8217 105,807 53,761
The cash in bank bear effective interest rates of 0.72%, 0.72%, 0.72% and
0.72% per annum during the FYE 2006, FYE 2007, FYE 2008 and FPE 2008
respectively.
Fixed deposits with financial institutions have varying matunty dates of
between 3 to 6 months. Fixed deposits bear effective interest rate of 2.07%,
2.16%, 2.92% and 3.78% per annum for the FYE 2006, FYE 2007, FYE 2008
and FPE 2008 respectively.
The carrying amounts of cash and bank balances are substantially
denominated in RMB,
(vii)  Details disclosure on trade payables are as below:-
E Yearg/Period ended 30 June 200§ Decermber 2008 T
[ RMGI0 ) AmBTO00 | Reaooo |
Trade payables 19.734 10,027 19.895 10,109 11,179 5,188 21,131 10,737
Cos!t of 5alcs 201,670 102,469 296,983 150,897 413,698 219,713 250,370 127.213
% of trade payables lo cost of sales ¥ 5.90 5.90 6.67 6.67 1 1% 313~ Y
Trade payables’ tumaver
period (month) ¥ 0.71 0.71 0.30 0.30 045 0.46 40 0.40%
# Based on average trade payables balance
~ Annualised to 12 months for comparison purposes
Ageing analysis of trade payables as at 31 December 2008,
‘Within credit period Exceeding credit period of 60 davs
0-30 31-60 61-90 91-180 | 181-365 | More than | Total
No. of davs days days days days days 365 days RMB
*000 ‘000 000 oo ‘000 '000 ‘000
Trade payab[e_s {RMB) 18,269 2.832 - PARK]
% of 1ade payables BE.S 13.4 - 1000
Within credit period Exceeding credit period of 90 days
0-30 31-60 6190 91-180 | 181-365 | More than Total
No. of days davs . days days dnys days 365 davs RM
*000 000 000 000 000 ‘000 000
“Trade payables (RM) 9,298 1,439 10,737
% of trade payables 86.6 13.4 - 1000
Trade payables generally have credit terms of 60 days.
The carrying amounts of trade payables are denominated in RMB.
Chartered Accountants 30
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9.

ACCOUNTANTS’ REPORT (Cont’d)

Q GrantThornton

7. HISTORICAL FINANCIAL INFORMATION (CONT’D)
(b} Summarised balance sheet (cont’d)
(viii} Details disclosure on bills payable are as below:-
l Years/Perlod caded 30 June 2006 30 Jene 2007 M} June 2008 M December 2008
RMEB'000 RAS 000 RMB'000 RM'000 RAMB'000 RM 000 RME'000 RM'000
Rills payable 37,400 19,003 65,600 33,331 73,900 37,549 63,750 32,900
Bills payable are secured by fixed deposits placed with financial institutions.
The carrying amount of bills payable are denominated in RMB,
(ix}  Details disclosure on other payables are as below:-
E Yeary/Period caded 1 20 June 2006 ] 10 Jue 2007 | 30 June 2008 | 31 December 2008 E
| RMB'000 | RM'000 | RMB'0D2 | RM'000 | RMD'O | RMO000 ) RMBG00 RM’D00
VAT Payable 1,798 914 3,279 1,666 5,309 1.697 6014 J.os?
Salary payable 4,160 2114 5,533 2311 6.57% 334} 6,639 3373
Deposits Fom dinnbutors 1100 559 1,400 ni 1450 N7 1,450 nt
Acoruals 6.102 3,300 9.7%6 4578 1,730 6.976 30,863 15,630
Amourl due o shareholdars . - - - . - 11,122 5.651
13,160 6,687 20,008 10.168 '_":'__OGS 13.753 56.086 26498
For FPE 2008, the amount due to sharcholders relates to the dividends
declared on 1 September 2008 which was subsequently paid off in January
2009.
Accruals mainly comprise accrued marketing expenses, accrued sales rebates
and payables for property, plant and equipment and staff welfare.
The carrying amount of other payables are denominated in RMB.
(x) Details disclosure on interest-bearing bank borrowings are as below:-
. Yearw/Period coded ! 30 June 2006 | 30 June 2007 y  J0Junc2008 b 3§ December2008 |
k RMB'000 | RM'000 | RMB'OOD | RATDUD | RM'nonuJ RM'000 | RME'DOO b RM'O00 |
Current:-
Bank loans 41,500 21,086 45,200 24 999 49,900 25,154 51.400 26.116
The Group’s interest-bearing borrowings are guaranteed by external parties
and a director and secured on certain Group’s property, plant and equipment
and land use rights. Bank [ocans bear effective interest rates of 5.52%, 6.09%,
6.89% and 8.64% per annum during FYE 2006 to 2008 and FPE 2008
respectively.
Chartered Accountants 31
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9.

ACCOUNTANTS’ REPORT (Cont’d)

©

GrantThornton
HISTORICAL FINANCIAL INFORMATION (CONT'D)

Cash flow statements

The following table set out the summary of the cash flows prepared based on the
audited Combined Financial Statements of Xingquan International Group for FYE 30
June 2006 to 2008 and FPE 2007 to 2008:-

30 June 1008 31 Deseper 2007 @] 31 Decemsber 2008

i Yeurg/Period ended

RMB'000 RM*000 |

Cush Nows from operaiing

activilles
Profil before taxation 60,001 30,486 55,908 48,731 147,408 74,897 65,596 31330 107,747 54,746
AdJustments:-

Depreciation of property, plant

and equipment 6,882 3497 8,473 4,305 10,101 5132 4,890 2485 5713 2,903
Amaortisation of land use Hghts - . 7 87 186 55 93 47 94 48
Inlerest expenses on bank

bormowings 1,744 BES 3,060 1,555 3,550 1AM 1,723 275 2,17 1,103
Negalive goodwill - - . - {4,720) (2,398) - - (518) (263)
Interest income (515) (262) (838) (424) (1.222) (621) {534) (271) (751) (387
Opesating profit before working

capita) chanpes 54,112 34,607 106,777 54,252 155,303 78,909 71,768 36,466 114,446 58,150
Increase ininventories 751y (3,816 (6,806) (3,458) 388 197 0398 (1729 (4,943} (2.512)
Increase in orade and other

receivables (21,266)  (1D,805) (174113 (88T (32618)  (16573) (12,491) (5347} {26,033) (13,227
Inerease in rade and other

payables 27,99 14,223 35,208 17,388 2,173 3,648 5659  2B7S 17,694 2590
Cash peneraied from operations 67,129 34,208 117,769 59,817 130,246 66,178 61,538 31,267 101,164 51,401
Inierest paid {1,764} {BEE) (1,060} {1,555} (3,550} {1,804) {L.723) {815) {2,170y {1,103)
Income tax paid (12.365)  (6.283) {6,995) (3.555) (14,266} 7.249) (5209 (5641 (14,674) (7.455)
Inlerest recrived 515 262 835 424 1,222 621 534 27 761 387
Net cash generated from

operaling activitics 53,735 27,302 108 546 55,151 113,652 57,746 55,140 28,016 25,080 43,230
Cash flows from Investing

rellvities
Acquisicon of subgidiary

minanity interest - - - . (3.764) (1.912) - - {458) [233)
Acquisition of property, plant

and cquipment (13441)  (6329) {17,604) (8,545) (9,112) 4.630) @286  (218) (4,380} (2,229
Acquisition ol Jand use Hphts - - (9,316) (3,731) {44) {22} - - - -
Net eash used in investing

activities (13441)  (6,829) (26920)  (13,678) (12,930} (6.564) (4.296) 2182 (4,838} (2.458)
Cash fows [rom financing

aellvities
Issue of shares 10,615 5,393 41,599 20,137 901 458 - . ¥ H
Dividend paid (35,000) (17783} (50,000) [25405)  (105,000)  (5335Y)  (105.000) (53354 (125,878)  (63,559)
Bank lpan pbiained 54,800 27844 53,200 27,031 49,900 25,354 21,500 10,924 35,700 18,139
Repayment ol"bank loan (34,300;  (17428) {45,500) (23,118) [49,200) (24,958) {25,000)  (12,702) (34,200} {173TDH
Fixed deposil pledped with bank (5,588}  (23839) ©,012) (4,630) 4,550 2,312 500 254 {370) (138)
Advances (I0)ffrom sharehold (11,2000 (5690 (38,000) (1908} 5822 2,958 53,000 26979 51,878 26,359
Net cash used in finapsing

activities (20673) (10,504} (47813 (24293) (93,027 [4126D (550000 {27,946) (72870 {37,016

Net [ngrese/{decrease) In cash

a0d cash equivalents 19,621 9,969 13,813 17,180 7,705 3918 {,156) (1112) 7372 3,746
Cush and cash equivalents at

beglnning of the financlal

yeary/ peried 13,376 8757 32,997 16,766 56,810 33,936 66,810 13,946 74,515 312,361
Cash and cash equivalents at

end of Lhe financial years/

period 32,997 16,756 66,810 33,946 74,515 37,868 62,654 31.3% 1.BE7 41.607

# Amount less than RMB1,000/RM1,000

@ The cash flow statement for the financial period ended 31 December 2007 is
unaudited and is included for comparison purposes only.

Chartered Accountants 32
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Bermuda Company Registration No.: 42756
Malaysia Branch Registration No.: 995177-V

9. ACCOUNTANTS’ REPORT (Cont’d)
& GrantThomton
7. HISTORICAL FINANCIAL INFORMATION (CONT’D)
(e) Dividend records
The following table set out the summary of dividend records prepared based on the audited
Combined Financial Statements of Xingquan International Group for the years ended 30
June 2006 to 2008 and the financial peried ended 31 December 2008.
[ e e e e e e
Drividend paid 35.000 17.784 50.000 25,405 105,000 53,351 137,000 69,610
Gross dividend rate (%) ° 23.84 23.84 34,06 34,06 71.52 71.52 93.32 93.32
" Based on enlarged share capital of 215,130,000 shares (number of ordinary shares
in issue after the completion of the Acquisition and Share Spit but before the
Public Issue)
8. CONTINGENT LIABILITIES
The Group issued corporate guarantees to financial institutions for banking borrowings of
third parties amounted to RMB37,000,000 (RM18,800,000).
9. COMMITMENTS

(a) Operating lease commitments
The Group leases offices, warehouses and factory under non-cancellable operating lease
arrangements. ‘The leases have varying terms and the total future minimum lease

payments of the Group under non-cancellable operating leases are as follows:

31 December 2008

RMB'000 RM'000
Not later than one year 3,961 2,013
Later than one year and not later than five
years 15,514 7,883
Later than five years 10,372 5,270
Total 29,847 15,166

Lease payments after | January 2010 for certain factory leases will be revised to reflect
market rentals. '
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Member of Grant Thornton International Ltd

-261 -



Bermuda Company Registration No.: 42756
Malaysia Branch Registration No.: 995177-V

9. ACCOUNTANTS’ REPORT (Cont'd)
o Grant Thornton
9. COMMITMENTS (CONT’D)
{b) Capital commitments
i. As at 31 December 2008, the Group has unpaid capital contribution in
Addnice China amounting to HKDS57,500,000 (approximately
RMBS50,629,000 or RM25,724,595).
1. As at 31 December 2008, the Group has unpaid capital commitment in
respect of the acquisition of land use rights for the construction of the
Group’s new factory at B XU €k M amounting to RMB10,000,000
(RM5,081,000).
10.  SIGNIFICANT RELATED PARTY TRANSACTIONS
FPE 2008
RMB'000 RMB'000
Sales of goods to a company in which a director has an
interest in 97 49
11.  SIGNIFICANT EVENTS SUBSEQUENT TO THE BALANCE SHEET DATE

Other than the approval obtained from the SC, completion of the Acquisition and Share

Split as mentioned in section 2.1.1 and disclosed below, there are no significant events

subsequent to 31 December 2008.

L. Xingquan Intermational had on 10 February 2009 received the sum of US$10,000 in
cash from Tai Zhen Xiang Holdings Limited as the payment for the 10,000 ordinary
shares of US$1.00 each in the capital of the Company issued by the Company to Tai
Zhen Xiang Holdings Limited on 6 February 2009.

i1 On 1 June 2009, the Company acquired the entire issued and patd-up share capital
of Addnice Holdings comprising 1 share of HKI21.00 each from Sheng Xiang Shun
Holdings Limited for a consideration of USD21.503 million which are satisfied
entirely by the issuance of 21.503 million new shares at an issue price of USD1.00
per share.
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9. ACCOUNTANTS’ REPORT (Cont’d)
o Grant Thornton
11. SIGNIFICANT EVENTS SUBSEQUENT TO THE BALANCE SHEET DATE

(CONT'D)

Arising from the above restructuring exercise, the combined statement of changes in equity
for the FPE 2008, assuming the restructuring exercise had occurred on 31 December 2008

would be as follows:-

Equiry attribuiable to the equiry helders of the Company

Curreney
Sharc eapiinl Siatutary reserve Merger referve translation reserve Retained profis Toual equity

RATR 000 RA1"DOD RMB'00D RM'000 RMB'000 RM000 RMB'000 RM'G00 RMB*000 RMGOO RMB'000 RM’000
Balance at
31 Decembrer
2008
{Audited) 12,371 6,286 67,242 M.166 (4) 2 65,445 13252 145,053 73,702
lxrac af
shares 6B 34 68 M
Arising from
resmstunng
excrcise 147,044 74.713 {12374 {6,286) (69,233 035.177) 4 _[65.444) (33,250}

147,112 74,747 {1.951) {1011} 1a5.121 71.736

* Amount less than RMB1,000/RM1,000

(iii)

Chartered Accountants

Subsequent to the FPE 2008, Xingquan Plastics discharged corporate guarantees
amounting to RMBS5,000,000 (RM2,540,500). The balance of RMB32,000,000
(RM16,259,200) relate to a repayment guarantee provided to Quanzhou
Commercial Bank, Jinjiang branch (*Quanzhou Bank™) by Xingquan Plastics for
the maximum facility of RMB 10,000,000 (RM5,081,000) from 20 August 2007 to
20 August 2009 and RMB4,000,000 (RM2,032,400) from 24 August 2008 to 24
August 2009 provided by Quanzhou Bank to Fujian Kebi Sports Products Co., Lid
(“Fujian Kebi”) and RMB18,000,000 (RMS,145,800) from 26 August 2008 to 26
February 2010 provided by China Construction Bank, Jingjiang branch (“China
Construction Bank”} to Quanzhou Baoshu Packing Co., Ltd {“Baoshu™). The
potential exposure to Xingquan Plastics is RMB32,000,000 (RM16,259,200). As
Xingquan Plastics was unable to procure the discharge of these repayment
guarantees as at the date of the audited report, Fujian Kebi and Baoshu have each
placed with Xingquan Plastics a sum equal to the sum currently drawndown by
them respectively pursuant to their respective facilities granted by Quanzhou Bank
and China Construction Bank to cover any potential call on the guarantees of such
sum by Quanzhou Bank and China Construction Bank. In addition, Xingquan
Plastics has obtained from Fujian Kebi and Baoshu and their respective banks as
mentioned above irevocable undertakings not to drawdown or allow a drawdown,
respectively, without the written consent of Xingquan Plastics, the balance available
pursuant to their respective facilities. Xinggquan Plastics has also obtained an
indemnity from the major shareholders of the Company ie.Tai Zhen Xiang, Ng Sio
Peng and lao feok Chon should any payments be required to be made by Xingquan
Plastics pursuant.to these repayment guarantees as a result of a breach of the
undertakings procured from Fujian Kebi, Baoshu and/or their respective banks.

37

Member of Grant Thornton Inlernational Ltd
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9. ACCOUNTANTS’ REPORT (Conr’d)

o Grant Thornton
12. AUDITED COMBINED FINANCIAL STATEMENTS

No audited Combined Financial Statements have been prepared in respect of any period
subsequent to 31 December 2008.

Yours faithfully,

Lo to Q.

SJ GRANT THORNTON
Firm Number: AF 0737
Chartered Accountants

h

HOO] KOK MUN
Approfral Number: 2207/01/10 (J)
Partner of the Firm

Chartered Accountants 38
Member of Grant Thornton International Ltd
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11.

SUMMARY OF THE SALIENT PRC LAWS AND REGULATIONS

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

If you intend to have a detailed review of the relevant laws and regulations of the PRC, or a
detailed explanation on the comparability and/or discrepancy of the relevant laws and
regulations between the PRC and Malaysia, you are recommended to seek independent legal
advice from the relevant experts.

11.1

THE PRC LEGAL SYSTEM

The PRC legal system is based on the PRC Constitution and is made up of written laws,
regulations and directives. Decided court cases do not constitute binding precedents.

The National People’s Congress of the PRC (“NPC”) and the Standing Committee of the NPC
are empowered by the PRC Constitution to exercise the legislative power of the state. The
NPC has the power to amend the PRC Constitution and to enact and amend primary laws
governing the state organs, civil and criminal matters. The Standing Committee of the NPC is
empowered to interpret, enact and amend laws other than those required to be enacted by the
NPC.

The State Council of the PRC is the highest organ of state administration and has the power to
enact administrative rules and regulations. Ministries and commissions under the State
Council of the PRC are also vested with the power to issue orders, directives and regulations
within the jurisdiction of their respective departments. Administrative rules, regulations,
directives and orders promulgated by the State Council and its ministries and commissions
must not be in conflict with the PRC Constitution or the national laws and, in the event that
any conflict arises, the Standing Committee of the NPC has the power to annul such
administrative rules, regulations, directives and orders.

At the regional level, the people’s congresses of provinees, municipalities and autonomous
regions and their standing committess may enact local rules and regulations and the people’s
governments may promulgate administrative rules and directives applicable to their own
administrative areas. These local laws and regulations may not be in conflict with the PRC
Constitution, any national laws or any administrative rules and regulations promulgated by the
State Council.

Rules, regulations or directives may be enacted or issued at the provincial or municipal level
or by the State Council of the PRC or its ministries and commissions in the first instance for
experimenta] purposes. After sufficient experience has been gained, the State Council may
submit legislative proposals to be considered by the NPC or the Standing Committee of the
NPC for enactment at the national level. '

The power to interpret laws is vested by the PRC Constitution in the Standing Committee of
the NPC. According to the Decision of the Standing Committee of the NPC Regarding the
Strengthening of Interpretation of Laws passed on 10th June, 1981, the Supreme People’s
Court has the power to give general interpretation on application of laws in judicial
proceedings apart from its power to issue specific interpretation in specific cases. The State
Council and its ministries and commissions are also vested with the power to give
interpretation of the rules and regulations which they promulgated. At the regional level, the
power to give interpretation of regional laws is vested in the regional legislative and
administrative organs which promulgate such laws. All such interpretations carry legal effect,
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11.

SUMMARY OF THE SALIENT PRC LAWS AND REGULATIONS (Cont’d)

11.2

JUDICIAL SYSTEM

The People’s Courts are the judicial organs of the PRC. Under the PRC Constitution and the
Law of Organisation of the People’s Courts of the People’s Republic of China, the People’s
Courts comprise the Supreme People’s Court, the local people’s courts, military courts and
other special people’s courts. The local people’s courts are divided into three levels, namely,
the basic people’s courts, intermediate people’s courts and higher people’s courts. The basic
people’s courts are divided into civil, criminal and administrative divisions. The intermediate
people’s courts have divisions similar to those of the basic people’s courts and, where the
circumstanccs so warrant, may have other special divisions (such as intellectual property
divisions). The judicial functions of people’s courts at lower levels are subjeet to supervision
of people’s courts at higher levels. The people’s procuratorates also have the right to exercise
legal supervision over the proceedings of people’s courts of the same and lower levels. The
Supreme People’s Court is the highest judicial organ of the PRC. It supervises the
administration of justice by the people’s courts of all levels.

The people’s courts adopt a two-tier final appeal system. A party may before the taking effect
of a judgment or order appeal against the judgment or order of the first istance of a local
people’s court to the people’s court at the next higher level. Judgments or orders of the
second instance of the same level and at the next higher level are final and binding.
Judgments or orders of the first instance of the Supreme People’s Coust are also final and
binding. If, however, the Supreme People’s Court or a people’s court at a higher level finds
an error in a final and binding judgment which has taken effect in any people’s court at a
lower level, or the presiding judge of a people’s court finds an error in a final and binding
judgment which has taken effect in the court over which he presides, a retrial of the case may
be conducted according to the judicial supcrvision procedures.

The PRC civil procedures are governed by the Civil Procedure Law of the People’s Republic
of China (the “Civil Procedure L.aw”) adopted on 9th April, 1991, which was amended on 28
Qctober 2007 and effective on 1 April 2008. The Civil Procedure Law contains regulations on
the institution of a civil action, the junsdiction of the people’s courts, the procedures in
conducting a civil action, trial procedures and procedures for the enforcement of a civil
judgment or order. All parties to a civil action conducted within the territory of the PRC must
comply with the Civil Procedure Law. A civil case is generally heard by a eourt located in the
defendant’s place of domicile. The jurisdiction may also be selected by express agreement by
the parties to a contract provided that the selection is not contrary to some special
requirements of jurisdictions, and the jurisdiction of the people’s court selected has some
actual connection with the dispute, that is to say, the plaintiff or the defendant is located or
domiciled, or the contract was executed or implemented in the jurisdiction selected, or the
subject-matter of the proceedings is located in the jurisdiction selected. A foreign national or
foreign enterprise is accorded the same litigation rights and obligations as a citizen or legal
person of the PRC. If any party to a civil action refuses to comply with a judgment or order
made by a people’s court or an award made by an arbitration body in the PRC, the aggrieved
party may apply to the people’s eourt to enforce the judgment, order or award. There are time
limits on the right to apply for such enforcement. Where at least one of the parties to the
dispute is an individual, the time limit is one year. If both parties to the dispute are legal
persons or other entities, the time limit is six months. However, from 1 Aprit 2008, such time
limit was extended to two years, no matter the nature of the parties to the dispute.
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A party seeking to enforce a judgment or order of a people’s court against a party who or
whose property is not within the PRC may apply to a foreign court with jurisdiction over the
case for recognition and enforcement of such judgment or order. A foreign judgment or ruling
may also be recognised and enforced according to PRC enforcement procedures by the
people’s courts in accordance with the principle of reciprocity or if there exists an
international or bilateral treaty with or acceded to by the foreign country that provides for such
recognition and cnforcement, unless the people’s court considers that the recognition or
enforccment of the judgment or ruling will violate fundamental legal principles of the PRC or
its sovercignty, security or social or public interest.

ARBITRATION AND ENFORCEMENT OF ARBITRAL AWARDS

The Arbitration Law of the PRC (the “Arbitration Law™) was promulgated by the Standing
Committee of the NPC on 31st August, 1994 and came into effect on 1st September, 1995. It
is applicable to, among other matters, rade disputes involving foreign parties where the
parties have entered into a writien agreement to refer the matter to arbitration before an
arbitration committee constituted in accordance with the Arbitration Law. Under the
Arbitration Law, an arbitration committee may, before the promulgation by the PRC
Arbitration Association of arbitration regulations, formulate interimn arbitration rules in
accordance with the Arbitration Law and the PRC Civil Procedure Law. Where the parties
have by an agreement provided arbitration as a method for dispute resolution, the parties are
not permitted to institute legal procecdings in a people’s court.

Under the Arbitration Law, an arbitral award is final and binding on the parties and if a party
fails to comply with an award, the other party to the award may apply to the pcople’s court for
enforcemcnt. A people’s courl may refuse to enforce an arbitral award made by an arbitration
committee if there were mistakes, an absence of material evidence or irregularities over the
arbitration proceedings, or the jurisdiction or constitution of the arbitration committee.

A party seeking to enforce an arbitral award of a foreign affairs arbitration body of the PRC
against a party who or whose property is not within the PRC may apply to a foreign court with
jurisdiction over the case for enforcement. Similarly, an arbitral award made by a foreign
arbitration body may be recognised and enforced by the PRC courts in accordance with the
principles of reciprocity or any international treaty concluded or acceded to by the PRC.

In respect of contractwal and non-contractual commercial-law-related disputes which are
recogmsed as such for the purposes of PRC law, the PRC has acceded to the Convention on
the Recognition and Enforcement of Foreign Arbitral Award (*New York Convention™)
adopted on 10th June, 1958 pursuant to a resolution of the Standing Committee of the NPC
passed on 2nd December, 1986. The New York Convention provides that all arbitral awards
made by a state which is a party to the New York Convention shall be recognised and
enforced by other parties to the New York Convention subject to their right to refuse
enforcement under certain circumstances including where the enforcement of the arbitral
award 1s against the public policy of the state to which the application for enforcement is
made. [t was declared by the Standing Committee of the NPC at the time of the accession of
the PRC that (1) the PRC would only recognise and enforce foreign arbitral awards on the
principle of reciprocity and (2} the PRC would only apply the New York Convention in
disputes considered under PRC laws to be arising from contractual and non-contractual
mercantile legal relations. '
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114 TAXATION

The applicable income tax laws, regulations, notices and decisions related to foreign
investment enterprises and their investors include the follows:

(a)

(b)

(c)

(d)

(e}

)

{g)

()

(D

)

Income Tax Law of the PRC on Foreign Investment Enterprises and Foreign
Enterprises adopted by the NPC on 9th April, 1991 and being invalid from 1 January
2008 (“FIE Tax Law™);

Implementing Rules of the Income Tax Law of the PRC on Foreign Investment
Enterprises and Foreign Enterprises promulgated by the State Council, which came
into cffect on 1st July, 1991 and being invalid from | January 2008;

Notice Relating to Taxes Applicable to Foreign Investment Entcrprises / Foreign
Enterprises and Foreign Nationals in Relation to Dividends and Gains obtained from
Holding and Transferring of Shares promulgated by State Administration of Taxation
on 21 July 1993;

The Income Tax Law Applicable to Individuals of the PRC promulgated by the
Standing Committee of NPC on 10 September 1980, which was amended by the
Standing Committce of NPC on 30 August 1999, 27 October 2005, 29 June 2007 and
29 December 2007 which came into force on 1 March 2008;

Notice on Relevant Polieies Coneeming Individual Income Tax issued by Ministry of
Finance and the State Administration of Taxation on 13 May 1994;

Notice on Reduction of Income Tax in Relation to Interests and Gains Derived by
Foreign Enterprises from the PRC, promulgatcd by the State Council on 18
November 2000 (“Notice 377);

The PRC Enterpriscs Income Tax Law promulgated by the NPC on 16 March 2007
(“New Income Tax Law’") and came into effect on 1 January 2008;

Implementing Regulations of the PRC Enterprise Income Tax Law promulgated by
the State Council on 6 December 2007 and came into effect on 1 January 2008
(“Implementing Regulations of New Income Tax Law™);

Notice on the Implementation of Preferential Transitional Enterprise Income Tax
Policy promulgated by the State Couneil, which camne into effect on 1 Jannary 2008;
and

Notice on the Implementation of Preferential Transitional Tax Treatment on Newly
Established High-tech Enterprises in Special Economic Zones and in Shanghaj
Pudong New Area promulgated by the State Council, which eame into effect on |
January 2008.

The following is a summary of the material tax that applied to foreign investment enterprises:

®

Income tax on foreign investinent enterprises

According to the FIE Tax Law, foreign investment enterprises (including sino-
foreign equity joint ventures, sino-foreign co-operative joint ventures and wholly
foreign owned enterprises established in the territory of the PRC) are required to pay
a national income tax at a rate of 30% of their taxable income and a local income Tax
at a rate of three per cent. of their taxable income.

A foreign investment enterprise engaged in production having a period of operation
of not less than ten years shall be exempted from national income tax for the first two
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(i)

profit-making years and a 50% reduction in the national income tax payable for the
next three years. The income tax concession for foreign investment enterprises
engaged in the exploitation of resources such as petroleum, natural gas, rarc metals
and precious metals are regulated separately by the State Council.

Foreign investment enterprises establishcd in spccial economic zones, foreign
enterprises having an establishment in special economic zones engaged in production
or business operations and foreign investment enterprises engaged in production in
economic and technological zones may pay national income tax at a reduced rate of
15%. Foreign investment enterprises engaged in production 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
may pay national income taxes at a reduced rate of 24%. A reduced national income
tax rate of 15 per cent, may apply to an enterprise located in such regions which is
engaged in energy, communication, harbour, wharf or other projects encouraged by
the State.

Losses incurred in a tax year may be carried forward for not more than five years.

The people’s governments of provinces, autonomous regions and municipalities
directly under the central government may grant exemptions from or reduce local
income tax for a foreign investment enterprise engaged in an industry or a project
encouraged by the State.

Pursuant to the New Income Tax Law, foreign investment enterprises are required to
pay income tax at a rate of 25.0% of their taxable income from 1 January 2008, while
the foreign investment companies will no longer be entitled (o income tax exemption
and reduction as previously granted by the Income Tax Law of the PRC on Foreign
Investment Enterprises and Foreign Enterprises and some other tax incentives
including pre-tax reduction and tax rebate for re-investment. Nevertheless, the
foreign investment companies which were incorporated before the promulgation of
the New Income Tax Law on 16 March 2007 will still be entitled to the tax
exemption and reduction and other tax incentives as stipulated in the FIE Tax Law.

Value added tax

The Provisional Regulations of the People’s Republic of China Concerning Value
Added Tax promulgated by the State Council came into effect on st Janvary, 1994,
which was amended on 5 November 2008. Under these regulations and the
Implementing Rules of the Provisional Regulations of the People’s Republic of
China Concerning Value Added Tax, value added tax is imposed on goods sold in or
imported into the PRC and on processing, repair and replacement services provided
within the PRC.

Value added tax payable in the PRC is charged on an aggrepated basis at a rate of
13% or 17% (depending on the type of goods involved) on the full price collected for
the goods sold or, in the ease of taxable services provided, at a rate of 17% on the
eharges for the taxable services provided but excluding, in respect of both goods and
services, any amount paid in respect of value added tax included in the price or
charges, and less any deductible value added tax already paid by the taxpayer on
purchases of goods and service in the same finaneial year.
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(iii)

(iv)

™)

(vi)

Business tax

With effect from 1st January, 1994, business that provides services, assigns
intangible assets or sells immovable property became liable to business tax at a rate
ranging from three to five per cent. of the charges of the services provided, intangible
assets assigned or immovable property sold, as the case may be.

Tax on dividends from PRC enterprise with foreign investment

According to New Income Tax Law, the dividends received by a foreign investors
from PRC FIEs is subject to a withholding tax from 5% to 10%, depending on
whether there is a mutual taxation treaty or arrangement between PRC and the
foreign country or legislative region where the foreign investors come from. For the
Hong Kong investors, the withholding tax rate is 5% if the equity interest in the FIEs
held by such Hong Kong investors is above 25%.

Tax on rental, interest, royalty from PRC enterprise with foreign investment

According to Notice 37, income such as rental, interest and royalty from the PRC
derived by a foreign enterprise which has no establishment in the PRC or has
establishment but the income has no relationship with such establishment is subject
to a 10% withholding tax, subject to reduction as provided by any applicable double
taxation treaty, unless the relevant income is specifically exempted from tax under
the applicable income tax laws, regulations, notices and decisions which relate to
foreign investment enterprises and their investors.

Tax on income from the PRC derived by a Non-Resident enterprise

According to New Ineome Tax Law and Implementing Regulations of New Ineome
Tax Law, income such as dividends, rental, interest and royalty from the PRC
derived by a Non-Resident enterprise which has no establishment in the PRC or has
establishment but the income has no relationship with such establishment is subject
to a 10% withholding tax, subject to reduction as provided by any applieable double
taxation treaty, unless the relevant income is specificaily exempted from tax under
the applicable income tax laws, regulations, notices and decisions which relate to
foreign investment enterprises and their investors.

In addition, according to the Arrangement between the Mainland and Hong Kong
Special Adninistrative Region on the Avoidance of Double Taxation and Prevention
of Fiscal Evasion with Respect to Taxes on Income executed on 21 August 2006 and
having taken effect on 1 January 2007, the applicable income tax rate for dividends
arsing from enterprises ineorporated in PRC of an enterprise incorporated in Hong
Kong or a foreign enterprise incorporated outside Hong Kong but being controlled or
managed in Hong Kong is 5%, if such enterprise holds not less than 25% equity
interest in the said enterprises incorporated in PRC.
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11.5 WHOLLY FOREIGN-OWNED ENTERPRISE

Wholly foreign-owned enterprises are governed by the Law of the People’s Republic of China
Conceming Enterprises with Sole Foreign Investments, which was promulgated on 12th April,
1986 and amended on 31 October 2000, and its Implementation Regulations promulgated on
12th December, 1990 and amended on 12 April 2001 (together the “Foreign Enterprises
Law™).

(i) Procedures for establishment of a wholly foreign-owned enterprise

The establishment of a wholly foreign-owned enterprise will have to be approved by
the MOC (or its delegated authorities). If two or more foreign investors jointly apply
for the establishment of a wholly foreign-owned enterprise, a copy of the contract
betwcen the partics must also be submitted to the MOC (or its delegated authorities)
for its record. A wholly foreign-owned enterprise must also obtain a business licence
from the State Administration for Industry and Commerce (or its delegated
authoritics) before it can commence business.

(ii} Nature

A wholly foreign-owned enterprise is a limited liability company under the Foreign
Enterprises Law. It is a legal person which may independently assume civil
obligations, enjoy civil rights and has the right to own, use and dispose of property.
It is required to have a registered capital contributed by the foreign investor{s). The
liability of the foreign investor(s) is limited to the amount of registered capital
contributed. A foretgn investor may make its contributions by installments and the
registered capital must be contributed within the period as approved by the MOC (or
its delegated authorities) in accordance with relevant rcgulations.

(iii} Profit distribution

The Foreign Enterprise Law provides that after payment of taxes, a wholly foreign-
owned enterprise must make contributions to a reserve fund, an enterprise
development fund and an employee bonus and welfare fund. The allocation ratio for
the employee bonus and weifare fund may be determined by the enterprise.
However, at least 10 per cent. of the after tax profits must be allocated to the reserve
fund. If the cumulative total of allocated reserve funds reaches 50% of an enterprise’s
registered capital, the enterprise will not be required to make any additional
contribution. The reserve fund may be used by a wholly foreign-owned enterprise to
make up its losses and with the consent of the examination and approval authority,
can also be used to expand its production operations and to increase its capital. The
enterprise is prohibited from distributing dividends unless the losses (if any) of
previous years have been made up. The development fund is used for expanding the
capital base of the company by way of capitalisation issues. The employee bonus and
welfare fund can only be used for the collective benefit and facilities of the
employees of the wholly foreign-owned enterprise.
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11.6

11.7

ENVIRONMENTAL PROTECTION REGULATIONS

In accordance with the Environmental Protection Law of the PRC adopted by the Standing
Committee of the NPC on 26th December, 1989, the Ministry of Environmental Protection of
the PRC (formerly known as “State General Administration of Environmental Protection of
the State Council” and “State Administration of Environmental Protection of the State
Council™) sets the national guidelines for the discharge of pollutants. The provincial and
municipal governments of provinces, autonomous regions and municipalities may also set
their own guidelines for the discharge of pollutants within their own provinces or districts in
the event that the national guidelines are inadequate.

A company or enterprise which causes environmental pollution and discharges other polluting
materials which endanger the public should implement environmental protection methods and
procedures into their business operations. This may be achieved by setting up a system of
accountability within the company’s business stmcture for environmental protection; adopting
effective procedures to prevent environmental hazards such as waste gases, water and
residues, dust powder, radioactive materials and noise arising from production, construction
and other activities from polluting and endangering the environment. The environmental
protection system and procedures should be implemented simultaneously with the
commencement of and during the operation of construction, production and other activities
undertaken by the company. Any company or enterprise which discharges environmental
pollutants should report and register such discharge with relevant bureaus of environmental
protection and pay any fines imposed for the discharge. A fee may also be imposed on the
company for the cost of any work required to restore the environment to its original state.
Companies which have caused severe pollution to the environment are required to restore the
environment or remedy the effects of the pollution within a preseribed time limit.

If a company fails to report and/or register the environmental pollution caused by it, it will
receive a warning or be penalised. Companies which fail to restore the environment or remedy
the effeets of the pollution within the prescribed time will be penalised or have their business
licences terminated. Companies or enterprises which have polluted and endangered the
environment must bear the responsibility for remedying the danger and effects of the
pollution, as well as to eompensate any losses or damages suffered as a result of such
environmental pollution.

FOREIGN EXCHANGE CONTROLS

Major reforms have been introduced to the foreign exchange eontrol system of the PRC sinee
1993.

On 28 December 1993, the People’s Bank of China (“PBOC”), with the authorization of the
State Couneil issued the Notice on Further Reform of the Foreign Exchange Contro! System
which came into effect on 1 January 1994. Other new regulations and implementation
measures include the Regnlations on the Foreign Exchange Settlement, Sale and Payments
which were promulgated on 20 June 1996 and took effect on 1 July 1996 and which contain
detailed provisions regulating the settlement, sale and payment of foreign exchange by
enterprises, individuals, foreign organizations and visitors in the PRC and the regulations of
the PRC on Foreign Exchange Control which were promulgated on 1 January 1996 and took
effect on 1 April 1996 and which contain detailed provisions in reiation to foreign exchange
control.

The foreign exchange earnings of all PRC enterprises, other than those foreign investment
enterprises (“FIE™), who are allowed to retain a part of their regular foreign exchange earnings
or specifically exempted under the relevant regulations, are to be sold to designated banks.
Foreign exchange ecarnings obtained from borrowings from foreign institutions or issues of
shares or bonds denominated in foreign currency need not be sold to designated banks, but
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must be kept in foreign exchange bank aecounts of designated banks unless specifically
approved otherwise.

At present, control of the purchase of foreign exchange is relaxed. Enterprises within the PRC
which require foreign exchange for their ordinary trading and non-trading activities, import
activities and repayment of foreign debts may purchase foreign exchange from designated
banks if the application is supported by the relevant documents. Furthermore, FIEs may
distribute profit to their foreign investors with funds in their foreign exchange bank accounts
kept with designated banks. Should such foreign exchange be insufficient, enterprises may
purehase foreign exchange from designated banks upon the presentation of the resolutions of
the directors on the profit distribution plan of the particular enterprise.

On 21 July 2005, the Public Announcement of the People’s Bank of China of Reforming the
RMB Exchange Rate Regime ("P'EARIBITXRTREARBICERBIHIZENAT)
was promulgated and RMB will no longer be pegged to the US$ accordingly. The RMB
exchange rate system will be improved with reference to a basket of currencies and with
greater flexibility.

On 24 January 2005, SAFE promulgated the
EFICEHF T 5L/ B HMINCERF XA MIEI  (Notiee of the State
Administration of Foreign Exchange Concerning Relevant lssues on Improving Foreign
Exchange Administration for Merger and Aequisitions with Foreign Entities) (the “Notice
11). The Notice 11 provides for, inter alia, strict supervision and control by SAFE and its
local branches/offices of capital contribution examination, foreign curreney registration for
share transfers, registration of shareholders’ loan, remittance of profits out of the PRC, re-
investment of profits, and share transfers by foreign invested enterprises established in the
manner of acquisitions of PRC enterprises by foreign enterprises with PRC residents as
shareholders. On 21 April 2005,
ZTEARERD ABIE B E0 LA MEINCF R H < B AW AT (Notice concerning
the Relevant Issues for the Registration of Overseas Investments by Domestic Residents and
Foreign Exchange Registration for Foreign Aequisition) (the “Notice 29"} was promulgated
by SAFE which further requires that PRC residents who have contributed their domestic
assets or shares into the overseas eompanies and thus hold the shares of such overseas
compaires directly or indirectly, shall conduct supplemental foreign exchange registration
with the local foreign exchange authority, even if the relevant acquisition of the domestic
company had been completed prior to 24 January 2005.

Without such supplemental registration, PRC residents are prohibited to eonduct foreign
investment and conduct other foreign exchange business under capital item, and the foreign
exchange registration for the foreign invested company will not be preceded by the local
foreign exchange authority. If the foreign exchange registration for the foreign investment
company was made by false or misleading information and representation, the foreign
invested company shall be liable for the profits remitted out of the PRC and other transactions
under the capital item since the registration date. The PRC resident who is the largest
shareholder in the overseas invested companies direetly or indirectly is also required to go
through registration for modification or record with the local foreign exchange authority
within 30 days from the date of any increase/decrease of capital, share transfer,
merger/splitting, overseas share investment, and foreign guarantees coneerning domestic
assets of such overseas invested companies (“material issues™). Failure to eonduet the above
supplemental registration, registration for modification or record of the material issues with
the local foreign exehange authority fully could adversely affect the foreign invested
eompany’s ability to remit ils profits, liquidation, share transfer and capital deereasing fees
abroad, and could be punished as foreign exchange evasion.

Notice 11 and Notice 29 were abolished and replaced
by X T35 A fE Rl MR H A9 2 7] A% SRR AN E B X ) BB 0 (the

Notice on Certain Foreign Exchange Administration Issues Relating to the Domestic
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Residents Fundraising Through Offshore Speeial-purpose Company and Roundtrip
Investment) (the “Notiee 75”) issued by SAFE on 21 Oetober 2005. Pursuant to Notice 73, the
domestic resident shall go through the foreign exchange registration to relevant local bureau
of SAFE in the event that the aforesaid domestic resident sets up or controls offshore special
purpose vehiele and thus makes reverse investment within the territory of China via such
offshore speeial purpose vehicle.

LAW OF THE PEOPLE'S REPUBLIC OF CHINA ON LABOUR CONTRACTS

Law of the People's Republic of China on Labour Contraeis {(the “Labour Contraets Law™)
promulgated by the Standing Committee of NPC on 29 June 2007 establishes the provisions of
the conclusion, performanee, amendment, termination or ending of employment contracts. An
employer’s employment relationship with an employee is established on the date it starts using
the employee. If an employer fails to conclude a written employment contract with an
employee more than a month but less than a year after the date on which the employer starts
using the employee, it shall pay the employee twice his or her wages each month. An
employer and an employee may conclude a fixed-terrn employment contract or an open-ended
employment eontract ora employment eontract to expire upon ecmpletion of a certain job in
the event that both parties reach a negotiated consensus. However, an open-ended employment
contract shall be concluded under eertain circumstances prescribed by the Employment
Contract Law. Where the employment contract is a fixed-term contract that ends due to
expiration, unless the employee does not agree to renew the confract even though the
conditions offered by the employer for renewal are the same as or better than those stipulated
in the current employment contract, or where the employer fails to pay social insuranee
premiums for the employee in accordance with the law, or where any other circumstances
formulated by the Employment Contraets Law occurs, the employee shall be paid severance
pay based on the number of years worked with the employer at the rate of one month’s wage
for each full year worked.

PRODUCT QUALITY AND CONSUMER LAW
(i) Product Quality

The principal legal provisions governing product liability are set out in the Product
Quality Law of the PRC (the ‘Product Quality Law’) which was promulgated on 22
February 1993 and amended on § July 2000.

The Product Quality Law is applicable to the production and sale of any product
within the PRC, and producers and sellers shail be liable for any failure of their
products to meet quality standards in aceordanee 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 iis
business licence 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 preduct defects may demand compensation from the
producer as well as the seller. Where the responsibility lies with the producer, the
seller shall, after settling the eompensation, have the right to recover such
compensation from the producer, and viee versa.

(i) Consumer Law

The Law of the People's Republic of China on Proteetion of Consumer Rights and
Interests (the “Consumer Law”) was enacted on October 31, 1993 and eame into
effect on January I, 1994. According to the Consumer Law, the rights and interests
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of consumers who buy or usc commuodities for the purpose of consumption or those
who receive services are protected, and all manufacturers and distributors are
required to ensure that their products and services will not cause personal or property
damage.

PROVISIONS PERTAINING TO THE LEGAL REPRESENTATIVE UNDER PRC
LAWS

The legal representative of a company is the responsible person who acts on behalf of the
company in excrcising its functions and powers of the company as a legal person in
accordance with the law or the articles of association of the company.

The legal representative of a company may be represented by the chairman, executive director
or manager of a company in compliance with its articles of association and registered in
accordance with the law. In the event of any change of the legal representative of a company,
such change shall be registered in accordance with the law.

A person in any of the following categories may not serve as the legal representative of a
company:

{(a) without civil capacity or with limited civil capacity;

(b) having bcen sentenced to prison for the following crimes, and completion of the
sentence being less than five years ago: embezzlemcnt, bribery, conversion of
property, misappropriation of property, sabotage of social economic order; or having
been deprived of political rights as a result of a criminal conviction, and completion
of such sanction being less than five years ago;

(c} having served as a director, the factory chief, or the general manager of a company or
enterprise which underwent bankruptcy liquidation as a result of mismanagement,
and being personally responsible for such bankruptcy, and completion of the
bankruptcy liquidation being lcss than three years ago;

{d) having served as the legal representative of a company or enterprise whose business
license was revoked due to its violation of law, and being personally responsible for
such revocation, and such revocation oceurring less than three years ago; or

(e} in default of personal debt of a significant amount.

Where a resolution for the change of the legal representative cannot be passed by the board of
directors or the shareholders’ meeting, as the board of directors or the shareholders’ meeting
cannot be convened as the former legal representative cannot or does not perform its function,
the resolution may be passed by the board of directors or the sharcholders meeting convened
and presided over by a director jointly nominated by more than half of the directors, or by the
shareholders or the representative representing the majority of the shareholders.

A company as a legal person shall be responsible for the activities of its legal representatives.
Where the legal representative of a company oversteps his/her power and acts on the behalf of
the company, the legal representative’s act shall be effective unless the counterpart knows or
ought to know that the legal representative is overstepping his’her power. In this situation, the
company may claim compensation for the resultant losses from the legal representative,
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12.1

HISTORY AND BACKGROUND

12.1.1 History and Business

Qur Company was incorporated in Bermuda under the Bermuda Companies Act on
15 December 2008 as an exempted company limited by shares under the name of
Xingquan International Sports Holdings Limited. On 11 February 2009, our
Company was registered in Malaysia as a foreign company. Our Company
commenced business on 1 June 2009.

Our Company has two registered offices, one in Bermuda (as required under Section
62 of Bermuda Companies Act) and the other in Malaysia (as required under Section
333 of the Malaysian Companies Act) of which their addresses are set out in Section
2 of this Prospectus. The register of directors and officers and register of members of
our Company are kept at the registered office in Bermuda as required under the
Bermuda Companies Act, while certified or duplicate copies are maintained at the
registered branch office in Malaysia.

Our Conipany’s principal activities are investment holding and provision of
manageintent services and our Group is principally engaged in the manufacturing of

shoe soles and shoes and sales of shoe soles, shoes, apparels and accessories.

QOur Group structure can be depicted as follows:

Xingquan
Intemnational
(Bermuda)

100%

Addnice Holdings

(Hong Kong)
100% 100% 100%
Addnice China Addnice Sports Xingquan Plastics
(PRC) (PRCH (PRC)
100%

Xingquan Footwear
{PRC)
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12.1.2 Share Capital

As at the date of this Prospectus, we have an authorised share capital of
USD50,000,000 comprising 500,000,000 Shares whilst our 1ssued and paid-up share
capital is USD21,513,000 comprising 215,130,000 Shares.

The changes in our issued and paid-up share capital since our incorporation are
provided below:

No. of Camalative issued

Date of shares and paid-up share

issue issued Par value Consideration capital

UsD Usp

06.02.2009 10,000 1.00 Cash®! 10,000"

01.06.200% 21,503,000 1.00 Issued as 21,513,000
consideration

pursuant to the
acquisition of

Addnice
Holdings
01.06.2009 N/A 0.10 Share Split 21,513,000
Note:
() The 10,000 ordinary shares of USDI.00 each were issued nil paid on 6 February 2009

and was confirmed as fully paid on {0 February 2009.

Qur issued and paid-up share capital would subsequently increase to between
USD27,500,000 comprising 275,000,000 Shares (assuming Minimum Scenario and
assuming the Over-Allotment Option is not exercised) and USD32,955,500
comprising 329,555,000 Shares (assuming Maximum Scenario and assuming the
Over-Allotment Option is fully utilised} following our Public Issue.

SUBSIDIARIES

12.2.1 Addnice Holdings

(i) History and Business

Addnice Holdings was incorporated in Hong Kong under the Hong Kong
Companies Ordinance 1984 on 20 March 2008 as a private limited company
under the name of Cheng Tai Xin Holdings Limited (5 ZRgEFEAR A R/AF]
). On 31 October 2008, the company changed its name to Adynice Holdings
Limited (3L MifE A R A H]) and subsequently assumed its present
name Addnice Holdings Limited (X i iR BB 47 ) on 21
November 2008. Addnice Holdings commenced its business on 2 September
2008. As at Latest Practicable Date, Addnice Holdings is an investment
holding company.
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12.2.2

(in)

Date of
issue

Share Capital

The present registered share capital of Addnice Holdings is HKD10,000
divided into 10,000 ordinary shares of HKI}1.00 each in Addnice Holdings.
The issued and paid-up share capital is HKD1.00 divided into 1 ordinary
shares of HKDD1.00 each in Addnice Holdings.

The changes in the issued and paid-up share capital of Addnice Holdings
since its incorporation are provided below:

No. of Cumulative issued
ordinary and paid-up share
shares Par value Consideration capital

HKD HKD

20.03.2008 ] .00 Subscriber’s I

(iii)

(iv)

share

Substantial Shareholder

Addnice Holdings is our wholly-owned subsidiary.

Subsidiary and Associate Companies

As at the date of this Prospectus, Addnice Holdings has four (4) subsidiary

companies namely, Addnice China, Addnice Sports, Xingquan Plastics and
Xingquan Footwear and does not have any associate company.

Addnice China

M

(ii)

History and Business

Addpice China was established in Quanzhou City, Fujian Province, PRC on
7 March 2006 under the PRC Law governing establishment of a limited
liability company and a foreign investment company under its present name.
Addnice China is currently inactive.

Share Capital

The present registered capital of Addnice China is HKD100,000,000 and
the contributions to its registered capital is HKD42,500,000.
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The contributions to the registered capital of Addnice China since its
incorporation are provided below:

Date of Cumulative
change Contribution contribution to
registered capital
HKD HKD
22.08.20006- Cash 7,000,000
30.08.2006 (7,000,000)
26.10.2006- Cash 14,500,000
21.11.2006 {7,500,000)
24.11.2006- Cash 22,000,000
18.01.2007 {7,500,000)
18.01.2007- Cash 29,500,000
26.01.2007 {7,500,000)
29.01.2007- Cash 37,000,000
07.02.2007 {7,500,000)
08.02.2007- Cash 41,500,000
14.02.2007 (4,500,000)
26.03.2008 Cash 42,500,000
(1,000,000)~
Note:
* The balance of its registered capital of HKDS57.5 million is required under its

articles of association to be contribured before Qctober 2009

~ As at the Latest Practicable Dale, the contribution amount has not yet been
updated into the Capital Verification Report to be filed with the AIC.
Consequently, no new business license reflecting the contribution on 26 March
2008 has been issued.

(iii) Substantial Shareholder

Addnice China is a wholly-owned subsidiary of Addnice Holdings.

{iv) Subsidiary and Associate Company

As at the date of this Prospectus, Addnice China does not have any
subsidiary or associate company.
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12.23  Addnice Sports

)

(ii)

(i)

(iv)

History and Business

Addnice Sports was established in Quanzhou City, Fujian Province, PRC on
1 August 2003 under the PRC Law goveming establishment of a limited
liability company and a foreign investment company under @8 RAH
HAHERAEMAT (Fuian Xingquan Sports Goods Development Co.,
Ltd.}. On 28 November 2003, Addnice Sports assumed its present name.
Addnice Sports commenced its business in December 2003. Addnice
Sports’s current principal activity is manufacturing of shoes and sales of
shoes, apparels and accessories.

Share Capital

The present registered capital of Addnice Sports is HKID15,000,000 and the
contributions to its registered capital is HKD15,000,000.

The contributions to the registered capital of Addnice Sports since its
incorporation are provided below:

Date of Cumulative
change Contribution contribution to
registered capital
HKD
31.12.2003- Cash 4,800,000
02.03.2004 (4,800,000)
(9.08.2005- Cash 10,799,800
23.08.2005 (5.999,300)
25.08.2005- ' Cash 15,000,000
05.09.2005 (4,200,200)

Substantial Shareholder

Addnice Sports is a wholly-owned subsidiary of Addnice Holdings.
Subsidiary and Associate Company

As at the date of this Prospectus, Addnice Sports has one (1} subsidiary

company, namely Xingquan Footwear and does not have any associate
company.
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12.2.4 Xingquan Plastics

(i)

(i)

(iif)

(iv}

History and Business

Xingquan Plastics was established in Quanzhou City, Fujian Province, PRC
on 31 January 2000 under the PRC Law govemning establishment of a
limited liability company and a foreign investment company under its
present name. Xingquan Plastics commenced its business in June 2000.
Xingquan Plastics’ current principal activity is manufacturing and sales of
shoe soles.

Share Capital

The present registered capital of Xingquan Plastics is HKDg,500,000 and
the contributions to its registered capital is HKID§,500,000.

The contributions to the registered capital of Xingquan Plastics since its
incorporation are provided below:

Date of Cumulative
change Contribution contribution to
registered capital

HKD HKD

13.06.2000 Cash 155,000

(155,000)
12.10.2000 Physical Assets 8,500,000
(8,345,000)

Substantial Sharcholder
Xingquan Plastics is a wholly-owned subsidiary of Addnice Holdings.
Subsidiary and Associate Company

As at the date of this Prospcctus, Xingquan Plastics does not have any
subsidiary or assoctate company.

12.2.5 Xingquan Footwear

@

History and Business

Xingquan Footwear established in Jinjiang City, Fujian, PRC on 8 February
1999 under the PRC Law as a limited lability company under its present
name. Xingquan Footwear commenced its business in February 1999.
Xingquan Footwear’s current principal activity is lease of factory and land,
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(i)

(iii)

(iv)

Share Capital

The present registered capital of Xingquan Footwear is RMB4,580,000 and
the contributions to its registered capital is RMB4,580,000.

The contributions to the registered capital of Xingquan Footwear since its
incorporation are provided below:

Date of Cumulative

change Contribution contribution to

registered capital

RMB

30.12.1998 Physical Assets 3,680,000
(3,680,000)

14.03.2002 Physical Assets 4,580,000
{900,000)

Substantial Sharcholder
Xingguan Footwear is a wholly-owned subsidiary of Addnice Spotrts,
Subsidiary and Associate Company

As at the date of this Prospectus, Xingquan Footwear does not have any
subsidiary or associate company.

Save as disclosed in this Prospectus, we do not have any outstanding warrants, options, convertible
securities or uncalled capital at the date of this Prospectus.

Please refer to Section 7.5 of this Prospectus for details of our principal place of business and principal

assets.

[The rest of this page is left blank]
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13.1

BOARD OF DIRECTORS

Within the limits set by our Bye-laws, our Board of Directors is responsible for the
govermance and management of our Company. To help ensure the effective discharge of its
functions, our Board of Directors will endeavour to follow corporate governance guidelines
which set out the following responsibilities:

{1} to rcview and approve the annval corporate plan of our Group, which includes the
ovcrall eorporate strategy, marketing plan, human resources plan, information
technology plan, financial plan, budget, regulations plan and risk management plan;

(ii) to oversce the conduct of our Group’s businesses, and to cvaluate whether the
businesses are being properly managed;

(iii) to identify principal risks and ensure the implementation of appropriate systems to
manage these risks;

(iv) to manage succession planning, including appointing, training, fixing the
compensation of, and where appropriate, replacing senior management;

(v) to develop and implcment an investor relations program or shareholder
commugnications policy for our Company;

{vi) to review the adequacy and integrity of our Group’s intcrnal contro! systems and
management information systems, including systems for compliance with applicable
laws, regulations, rules, directives, and guidelines (including Bursa Securities LR,
securities laws, and Bermuda Companies Act);

(vii) to review and approve our financial statements;
(viii)  to review and approve our Audit Committee Report at the end of each financial year;
(ix) to revicw and approve our Annual Report; and

(x) to prepare a corporate governance statement in compliance with the Malaysian Code
of Corporate Governance and an internal control statemcnt for the Annual Report.

Our Bye-laws provide that our Board of Directors shall consist of not less than two Directors.
Under the Bursa Securities LR, at least two (2) of our Directors or one-third (1/3} of our
Board of Directors, whichever is higher, must also at all times be Independent Directors.

As at the date of this Prospectus, our Board of Directors consists of six (6) Directors.

In accordance with Bye-law 86 of our Bye-laws, each Director shall retire from office at least
once in every three (3) years and one third (1/3) of the Directors for the time being or, if their
number is not three (3) or a multiple of three (3), the number nearest to but not less than one-
third (1/3) shail retire from office at each annual general meeting of the Company. A retiring
Director shall be eligible for re-elcction. The Directors to retire in each year shall be those
who have been in office longest since their last elcction but as between persons who became
Directors on the same day, those to retire shall (unless they otherwise agree among themselves)
be determined by lot. Notwithstanding the foregoing, a Dircctor who is over the age of 70
years shall retire from office every year, but may be re-elected by way of special resolution in
general meeting.
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Further, pursuant to Bye-law 85(6) of our Bye-laws, Mr Zhou Liyi, Date’ Siow Kim Lun @
Siow Kim Lin and Dato” Ng Ah Hock @ Ng Soon Por, all of whom were appointed by the
Board of our Company duning the FYE 2009, are due to retire from our Board at the
forthcoming annual general meeting of our Company in 2009 and shall then be eligible for re-

election.

The members of our Board of Directors as at the date of this Prospectus are set forth below:

Date of
Name Nationality Age Appointment Designation
Mr Wu Qingquan Chinese 40 06.02.2009 Executive Chairman
and CEO

Mr Wu Lianfa Chinese 35 06.02.2009 Executive Director
Mdm Ng Sio Peng Chinese 42 06.02.2009 Non-Independent Non-

(Macau) Executive Director
Mr Zhou Liyi Chinese 40 01.06.2009 Independent Non-

Executive Director

Dato’ Siow Kim Lun @ Siow Malaysian 59 01.06.2009 Independent Non-
Kim Lin Executive Director
Dato’ Ng Ah Hock @ Ng Malaysian 59 01.06.2009 Independent Non-
Soon Por Executive Director

The management and operations of our Company is led by Wu Qingquan, cur Executive
Chairman and CEO.

13.1.1 Profiles of Directors

@

Mr Wu Qingquan

Mr Wu Qingquan, aged 40, a citizen of China, is our Executive Chairman
and CEQO. In 2006, he obtained a Master of Business Administration degree

from Renmin University of China (FF B A B A%).

Wu Qingquan started his career in 1989 as a Purchasing and Sales Manager
in Yanshang Shoe Factory, a company engaged in the manufacture of shoes
and rubber products from 1989 to 1995. In 1995, he established Jinjiang
Xingquan, a company engaged in the manufacture of shoes and shoe soles
for local and international shoe manufacturers, jointly with his wife, Mdm
Zhuvang Hongji, and his brother Mr Wu Lianfa where he was appointed as
Purchasing and Sales Manager.

In 1999, Mr Wu Shihn, his fathcr and Mr Wu Lianfa, his brother set up
Xingquan Footwear where Wu Qingquan was appointed as a General
Manager to manage the company. When his brother-in-law, Mr [ao Ieok
Chon established Xingquan Plastics in 2000, he joined the company and was
later appointed as General Manager in 2006 to manage that company.
Subsequently, after establishment of Addnice Sports in 2003, he joined the
company and was appointed as General Manager in 2006. When Addnice
China was set up in 2006, Wu Qingquan was appointed as General Manager
of Addnice China. He was subsequently promoted to Managing Director
and Chief Executive Officer of Addnice China in 2008.
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(ii)

(i)

Wu Qingquan has 20 years of experience in the footwear industry. As a
director in our Company, Addnice China, Addnice Sports and Xingquan
Plastics, his responsibilities include developing and planning the overail
strategic business direction and strategies for the Group, product design and
development, purchasing, overseeing and monitoring the Group’s marketing
activities and general corporate affairs of the Group and to ensure the
smooth running of the production line for the manufacturing of shoes and
shoe soles.

Mr Wu Lianfa

Mr Wu Lianfa, aged 33, a citizen of China, is our Executive Director. He
completed his secondary school education in 1992.

In 1989, when Wu Lianfa’s father Wu Shihu established Yanshang Shoe
Factory which engaged in the manufacture of shoes and rubber products, he
appointed as a nominee director of Yanshang Shoe Factory but was not
involved in the operations of the company as he was still studying in
secondary school. In 1992, after he completed his secondary school
education, he joined Yanshang Shoe Factory as a manager.

In 1995, Wu Lianfa then established Jinjiang Xingquan, jointly with his
brother Mr Wu Qingquan and Mdm Zhvuang Hongji, his sister-in-law where
he was appointed as Manager in charge of management and production,
primarily responsible for production, marketing and general corporaie
affairs of the company.

In 2000, when his brother-in-law, Mr Iao Ieok Chon established Xingquan
Plastics, Wu Lianfa joincd the company and was appointed as Manager in
charge of management and production where he was primarily responsible
for production, marketing and general corporate affairs of the company. He
was promoted as Deputy General Manager of Xingquan Plastics in 2006 to
assist the General Manager, Wu Qingquan. Subsequcntly, after the
cstablishment of Addnice Sports in 2003, he was appointed as General
Manager of Addnice Sports in charge of management and production.

Wu Lianfa has 17 ycars of experience in the footwear industry. As a director
in our Company, Addnice Sports and Xingquan Plastics, his responsibilities
in the Group include assisting Mr Wu Qingquan in product design and
development, overseeing and monitoring the Group’s marketing activities
and general corporate affairs of the Group, purchasing, marketing and
ensuring the smooth running of the production line for the manufacturing of
shoes and shoe soles.

Mdm Ng Sio Peng

Mdm Ng Sio Peng, aged 42, a citizen of Macau, is our Non-Indepcndent
Non-Executive Director. Ng Sio Peng completed her secondary school
education in 1984. Soon after her graduation, she joined Anshang Shoe
Manufacturing Factory as a manager in the production department from
1984 to 1989.

She married Mr lao Ieok Chon in 1988 and both of them were involved in
renovation work in Macau from 1989 onwards.
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(iv)

v

In 1998, Ng Sio Peng and her husband, Mr lao leok Chon retumed to
Jinjiang City to seek business opportunities. In 2003, Ng Sio Peng founded
Addnice Sports and was appointed as a director of Addnice Sports. Ng Sio
Peng is currently a director of both Addnice Sports and Addnice China. She
is not involved in the day to day running of the business of the Group but is
involved in major decision miaking of the Group in her capacity as a
Director and Substantial Shareholder of our Company. She also conduets
market research and identifies business opportunities for our Group.

Mr Zhou Liyi

Mr Zhou Liyi, aged 40, a citizen of China, is our Independent Non-
Executive Director. He obtained his Bachelor of Business Management
Degree from the Fuzhou University located in Fujian Province, China in
July, 1990.

Zhou Liyi started his career in August, 1990 as an assistant to the accountant
with Putian Certified Public Accountants (“CPAs”) (5 & il-/MZE & ).
In 1994, he qualified to practice as a Certified Public Accountant (“CPA™).
In 1997, he obtained his qualification to practice as a Certified Public
Valuer from the Chinese Institute of Certified Public Valuer. In 1998, he
was promoted by Putian CPAs as a Deputy Supervisor of Public Accountant.

In 1999, he joined Xiamen Siming Certified Public Accountants (/7] 8}
£+ EE 4% FT) as a Division Manager. In 2000, he joined Xiamen Yonghe
Certified Public Accountants Co. Ltd. (| Tk FI&HTE & Fi &R A =)
as a Partmer. In 2000, he also obtained his qualification to practice as a
Certified Tax Agent (“CTA”). Jn the same year, he joined Xiamen Jin
Yonghe Certified Tax Agents Co. Ltd. (I T& kB EIPELAETIRA
H]) as a Partmer. In 2001, he converted his membership in the Chinese
Institute of Certified Public Valuer from practicing member to non-
practicing member.

In June 2007, he obtained his qualification io practice as a Senior CPA.
Currently, he is the partner of Xiamen Yonghe Certified Public Accountants
Co. Ltd. and Xiamen Jin Yonghe Certified Tax Agents Co. Ltd., practicing
as a CPA and CTA. He is also currently a member of the Chinese Institute
of CPAs and the Chinese Institute of CTAs.

Dato’ Siow Kim Lun @ Siow Kim Lin

Dato’ Siow Kim Lun @ Siow Kim Lin, aged 59, a Malaysian, is our
Independent Non-Executive Director. He obtained his Certificate in
Teaching from Technical Teachers Training College Kuala Lumpur in 1972
and was a secondary school teacher from 1973 to 1974. In 1978, he obtained
his Bachelor of Economics Degree (Honours) from the National University
of Malaysia. Subsequently, he obtained his Master in Business
Administration Degree from the Catholic University of Leuven, Belgium in
1981. He also attended the Advanced Management Program at Harvard
Business School in 1997,

He started his career in the investment banking and financial services
industry with Malaysia International Merchant Bankers (now known as
MIMB Investment Bank Berhad) in 1981 and had served as a Manager in its
Corporate Finance Division. He later became a Branch Manager in
Malaysian International Finance Bhd before he left to join Permata
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(vi)

Chartered Merchant Bank Bhd (now known as Affin Investment Bank) as a
Manager in its Corporatc Finance Division in 1985. He left Permata
Chartered Merchant Bank Bhd as its Divisional Manager in the Corporate
Finance Division in 1993,

In April 1993, he joined the SC whcre he had served for over 13 years until
his rctirement in December 2006. During his tenure with the SC, he had
held several senior positions including that of the Director of its Issues &
Investment Division, the Director of the Market Supervision Division as
well as the Executive Director in the Office of the Chairman. Currently, he
sits on the board of directors of Citibank Berhad, MainStreet Advisers Sdn
Bhd, Kumpulan Wang Persaraan (Diperbadankan) and WZ Steel Berhad
(formerly known as Weng Zheng Resources Berhad). He has served as a
member of the Listing Committee of Bursa Securities from May 2007 to
May 2009.

Dato’ Ng Ah Hock ® Ng Soon Por

Dato’ Ng Ah Hock ® Ng Soon Por, aged 59, a Malaysian, is our
Independent Non-Executive Director. He 1s a member of Malaysia Institute
of Accountants, a fellow member of the Association of Chartered and
Certifted Accountants of Unitcd Kingdom, and also a member of the
Malaysia Institute of Chartered Secretaries & Administrators.

He obtained his professional qualifications from Tunku Abdul Rahman
College in 1974. From 1974 to 1977, he joined the audit firm Turquand,
Youngs & Co. / Azman, Wong, Salleh & Co. as an Auditor. In 1977, he
joined Spicers International Ltd, as a Finance Manager. In 1982, he left
Spicers International Ltd when he was elected as Selangor State Legislative
Assemblyman for Sungei Pelek constituency, and held the position until
1995. During his tenure as an Assemblyman, he was aiso a Selangor
Executive councilor (EXCO) from 1990 to 1995. Subsequently in 1995, he
joined Paper Converting Industries Sdn Bhd as a Finance Director until
2005. He was also a member of Suruhanjaya Perkhidmatan Awam Negeri
Selangor (Selangor Public Service Commission) from 2002 to 2007,
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13.1.3 Directorships and Substantinl Shareltoldings in All Other Public Corporations for
the Past Two (2) Years
Save as disclosed below, none of our Directors have held any directorships or has
substantial shareholdings in other corporations which are public or publicly listed in
the two (2) years preceding the Latest Praeticable Date.
<-———Substantial Sharcholdings—->
CemeuDireet —> < —Indirect-—->
No. of No. of
Direetorships in other Date of Date of shares shares
Directors public corporations appointmept resignation held % held %
Dato’ Siow Kim Citibank Berhad 25.04.2007 - - - - -
Lun @ Siow Kim
Lin
WZ Steel Berhad 26.10.2007 - - - - -

13.14

13.1.5

Involvement of our Executive Director in Other Businesses/Corporations

None of our Executive Directors are involved in the operations of other businesses or
corporations.

Audit Committee
Our Audit Committee was established on 1 June 2009 and its members are appointed
by our Board. Our Audit Committee shall comprise no fewer than three (3) members,

the majority of whom shall be Independent Non-Executive Direetors of our Company.

Our Audit Committee is primarily responsible for, amongst others, the following:

(i) assess our Group’s processes relating to risks and conirol environment;

(ii) improve the quality of accounting function, system of internal controls and
audit function and strengthen the confidence of the public in our Group’s
reported results;

(iii) maintain a direct line of communication between our Board, external
auditors and internal auditors through regularly scheduled meetings;

(iv) enhance the independenee of both the external and internal auditors function
through active partieipation in the audit proeess;

(v) strengthen the role of the Independent Directors by giving them a preater
depth of knowledge as to the operations of our Group;

(vi) review and recommend ethics code for all executives and members of the
staff of our Group;

(vii) create a climate of diseipline and eontrol which will reduee opportunity of
fraud; and

(vili)  to review, monitor and assess the way and method in which any proeeeds

raised by the Group is utilised and to ensure that sueh utilisation is
consistent with that represented to investors for any fund raising exercises
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13.16

13.L.7

Our Audit Committee currently comprises the following members:

Date of
Name Pasition Appeointment Directorship
Dato’ Ng Ah Hock @ Chairman 01.06.2009 Independent Non-Executive
Ng Soon Por Director
Dato’ Siow Kim Lun @ Member 0£.06.2009 Independent Non-Executive
Siow Kim Lin Director
Mr Zhou Liyi Member 01.06.2009 Independent Non-Executive

Director
Nontinating Committee

Our present Nominating Cominittee was established on 1 June 2009 and its members
are appointed by our Board. Our Nominating Committee shall comprise all non-
executive Directors, a majority of whom shall be independent and not less than three
(3) members.

Our Nominating Committee is primarily responsible for reviewing and
recommending candidates for appointments of new Directors to our Board and to
undertake periodic assessment of our Board, board committee and individual
Directors’ effectiveness.

Qur Nominating Commitiee cwrrently comprises the following members:

Date of

Name Position Appointment  Directorship

Mdm Ng Sio Peng Chairman 01.06.2009  Non-Independent Non-Executive
Director

Mr Zhou Liyi Member 01.06.2009 Independent Non-Exccutive
Director

Dato’” Ng Ah Hock @ Member 01.06.2009 Independent Non-Exccutive

Ng Soon Por Director

Remuneration Committee

Qur present Remuneration Committee was established on 1 June 2009 and its
members are appointed by our Board of Directors. Our Remuneration Committee
shall comprise mainly of non-executive directors and not less than three (3) members.

Our Remuneration Commitiee is primarily responsible for recommending the
rernuneration packages of the executive Directors and compensation for our
Company’s non-executive Directors.
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13.1.8

13.1.9

Our Remuneration Committee currently comprises the following members:

Date of ]
Name Position  Appointment Directorship
Mdm Ng Sio Peng Chairman 01.46.2009 Non-Independent Non-Executive
Director
Mr Zhou Liyi Member 01.06.2009 Independent Non-Exeeutive
Director
Dato’ Siow Kim Lun @ Member (01.06.2009 Independent Non-Executive
Siow Kim Lin Director

Service Contracts with Directors

As at the date of this Prospectus, there are no existing or proposed service contracts
between any of our Directors and our Group.

Remuneration of Directors

The apgregate remuneration and benefits paid and proposed to be paid to our
Directors for services rendered to our Group in all capacities was approximately
RMB449,000 for the FYE 2008 and estimated at RMB506,300 for the FYE 2009.

The remuneration which include our Direetors’ salaries, bonus, fees and allowances
as well as other benefits of our Directors, must be considered and recommended by
the Remuneration Committee and subsequently, be approved by our Board. Our
Directors’ fees must be further approved/endorsed by our shareholders at a general
meeting.

The remuneration and bepefits paid/estimated to be paid to our Directors are as
follows:

<--Remuneration band of our Directors for the FYE

Directors 2008 2000
(Actual) {Estimate)

Mr Wu Qingquan Band 2 Band 3

Mr Wu Lianfa Band 2 Band 2

Mdm Ng Sio Peng Band 3 Band 3

Mr Zhou Liyi nil nil

Dato’ Siow Kim Lun @ Siow nil nil

Kim Lin

Dato’ Ng Ah Hock (@ Ng Soon nil nil

Por

Notes:

* Bands of RMB50,000

Band 1: between RMBS50,001 to RMBI100,000
Band 2: between RMBI100,001 1o RMB 150,000
Band 3: between RMBI150,001 to RMB200,000
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PROMOTERS (Cont’d)

13.2 KEY MANAGEMENT

Our key management is responsible for our Group’s day-to-day management and operations.
Qur key management consists of experienced personnel in charge of matters related to
production and R&D for our shoe soles and shoes, sales and marketing, procurement and

finance,

The members of our key management, as at the date of this Prospectus, are set forth below:

Name
Mr Wu Qingquan
Mr Wu Lianfa

Mr Fok Yiu Keung

Ms Yang Hongmei

Mr Wu Xiangdong

Mr Cat Ningtai

Nationality Age Designation
Chinese 40 Executive Chairman and CEQ
Chinese 35 Executive Director
Chinese 55 Chief Financial Officer
(Hong
Kong)
Chinese 33 Deputy General Manager for footwear

production and R&D

Chinese 38 Deputy General Manager for shoe sole
production and R&D

Chinese 38 Deputy General Manager for sales

Mr Zhang Xiangyou Chinese 47 Procurement Manager

13.2.1 Profiles of Our Key Management

Save for
Section 1

@

the profiles of Mr Wu Qingquan and Mr Wu Lianfa, which are set out in
3.1.1 of this Prospectus, the profiles of our key management are as follows:

Mr Fok Yiu Keung

Mr Fok Yiu Keung, aged 55, a citizen of Hong Kong is our company’s
Chief Financial Officer. He qualified as a Certified Public Accountant from
the Hong Kong Institute of Certified Public Accountants in 1998 and is
eurrently a member of Hong Kong Institute of Certified Public Accountants,

Fok Yiu Keung started his career in 1980 as an Audit Assistant with Price
Waterhouse Hong Kong. From 1983 to 1997, he worked as an accountant
with different companies such as Mark C & Fong, Daido Concrete (HK) Ltd,
Canadian Airline Intermational, Advanced Material Ltd and Onkyo China
Ltd. Prior to joining our Group, he was a Financial Controller and Company
Secretary of Corasia Group Limited and subsequently joined Fugqing
Quohong Leather Co. Ltd. as Financial Controller in 1998, In 1999, Fok Yiu
Keung joined Quality Food International Ltd as Group Financial Controller.
In 2001, he joined, Golong Pharmacy International Limited as Group
Financial Controller until 2002 where he was primarily responsible for ali
the financial matters of the group. From 2002 to 2008 before he joined our
company, he was self employed involved in accounting and auditing matters.

Fok Yiu Keung joined our Group in June 2008 and is responsible for the
overall management of the finance functions of our Group, our compliance
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