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WARNING

This Web Proof Information Pack is being published as required by The Stock
Exchange of Hong Kong Limited (‘““Stock Exchange”)/the Securities and Futures
Commission solely for the purpose of providing information to the public in Hong
Kong.

This Web Proof Information Pack is in draft form. The information contained in it is
incomplete and is subject to change which can be material. By viewing this document,
you acknowledge, accept and agree with Jiangchen International Holdings Limited (the
“Company”), any of its sponsor(s), advisers or members of the underwriting syndicate
that:

(a) this Web Proof Information Pack is only for the purpose of facilitating equal
dissemination of information to investors in Hong Kong and not for any other
purposes. No investment decision should be based on the information contained in
this Web Proof Information Pack;

(b) the posting of this Web Proof Information Pack or any supplemental, revised or
replacement pages there of on the Website of Stock Exchange does not give rise to
any obligation of the Company, any of its sponsor(s), advisers or members of the
underwriting syndicate to proceed with an offering in Hong Kong or any other
jurisdiction. There is no assurance that the Company will proceed with any
offering;

(c) the contents of the Web Proof Information Pack or any supplemental, revised or
replacement pages thereof may or may not be replicated in full or in part in the
actual document;

(d) this Web Proof Information Pack may be updated or revised by the Company
from time to time but each of the Company, any of its sponsor(s), adviser(s) or
member(s) of the underwriting syndicate is under no obligation, legal or otherwise,
to update any information contained in this Web Proof Information Pack;

(e) this Web Proof Information Pack does not constitute a prospectus, notice, circular,
brochure, advertisement or document offering to sell any securities to the public in
any jurisdiction, nor is it an invitation or soliciation to the public to make offers
to acquire, subscribe for or purchase any securities, nor is it calculated to invite or
solicit offers by the public to acquire, subscribe for or purchase any securities;



(f) this Web Proof Information Pack must not be regarded as an inducement to
subscribe for or purchase any securities, and no such inducement is intended;

(g) neither the Company nor any of its affiliates, any of its sponsor(s), adviser(s) or
member(s) of the underwriting syndicate is offering, or is soliciting offers to buy,
any securities in any jurisdiction through the publication of this Web Proof
Information Pack;

(h) neither the Company nor any of its affiliates and any of its sponsor(s), adviser(s)
or member(s) of the underwriting syndicate makes any express or implied
representation or warranty as to the accuracy or completeness of the information
contained in this Web Proof Information Pack;

(i) each of the Company, its affiliates and any of its sponsor(s), adviser(s) or
member(s) of the underwriting syndicate expressly disclaims any and all liabilities
on the basis of any information contained in, or omitted froms or any inaccuracies
or errors in, this Web Proof Information Pack;

(j) the Company has not and will not register the securities referred to in this Web
Proof Information Pack under the United States Securities Act of 1933, as
amended (the “Securities Act”), or any state securities laws of the United States;
and

(k) as there may be legal restrictions on the distribution of this Web Proof
Information Pack or dissemination of any information contained in this Web Proof
Information Pack, you agree to inform yourself about and observe any such
restrictions applicable to you.

THIS WEB PROOF INFORMATION PACK IS NOT FOR PUBLICATION OR
DISTRIBUTION TO PERSONS IN THE UNITED STATES OF AMERICA. ANY
SECURITIES REFERRED TO HEREIN HAVE NOT BEEN AND WILL NOT BE
REGISTERED UNDER THE SECURITIES ACT, AND MAY NOT BE OFFERED OR
SOLD WITHOUT REGISTRATION THEREUNDER OR PURSUANT TO AN
AVAILABLE EXEMPTION THEREFROM.

NEITHER THIS WEB PROOF INFORMATION PACK NOR THE INFORMATION
CONTAINED HEREIN CONSTITUTES AN OFFER TO SELL OR THE SOLICITATION
OF AN OFFER TO BUY ANY SECURITIES IN THE UNITED STATES OR AMERICA.
THIS WEB PROOF INFORMATION PACK IS NOT BEING MADE AND MAY BE
DISTRIBUTED OR SENT TO CANADA OR JAPAN.

Any offer or invitation to make an offer for any securities of the Company will only be
made to the public in Hong Kong after the Company has registered its prospectus in
accordance with the Companies Ordinance (Chapter 32 of the Laws of Hong Kong). If such
offer or invitation is made to the public in Hong Kong in due course, prospective investors
are reminded to make their investment decisions solely based on a prospectus of the
Company registered with the Registrar of Companies in Hong Kong, copies of which will be
distributed to the public in Hong Kong during the offer period.
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OVERVIEW

Based in Jiangxi province of the PRC, we are principally engaged in the manufacturing
and wholesaling of apparels on an OEM basis. Our OEM products are mainly sold to
domestic import and export companies and overseas trading companies for export, which the
identities of the ultimate customers are unknown to us. To the best knowledge of our
Directors, some of our products sold to the domestic import and export companies and
overseas trading companies are exported to developing countries in South America, the
Middle East and Europe. The designs, specifications and labels of the OEM products are
provided by our customers. However, we source all the principal raw materials, such as
fabric and accessories by ourselves in the PRC. We are also engaged in the manufacturing
and wholesaling of products that are designed by us to domestic distributors for sales in the
PRC. In March 2008, we have established a wholesale outlet in Wannian county, Jiangxi
province, the PRC for marketing and sales of products designed by us using “&#@@” as
our brand name. Our products for domestic sales target low-income group customers with an
average annual income of less than RMB[25,000]. Prior to March 2008, products designed
by us for domestic sales to domestic distributors did not affix any trademark registered in
the PRC nor contain any brand name. Most of our OEM products and products designed by
us are low-end apparels with average selling price ranged from approximately RMB[8] to
RMBI[55].

Our products can be broadly categorised into cotton and sweat jacket, sportswear and
leisurewear, trousers and children garment. The following table sets forth an analysis of the
sales of our products by product types during the Track Record Period:—

Year ended Three
31 December months ended
Product type 2007 2008 31 March 2009
RMB’000 %  RMB’000 %  RMB’000 %
Cotton and sweat
jacket [55,727] [52.1] [88,131] [61.1] [21,198] [59.7]
Sportswear and
leisurewear [45,365] [42.4] [39,777] [27.6] [8,768] [24.7]
Trousers [146] [0.2] [2,357] [1.6] [1,457] [4.1]
Children garment [2,704] [2.5] [11,951] [8.3] [3,299] [9.3]
Others (Note) [2,986] [2.8] [1,948] [1.4] [778] [2.2]
Total [106,928] [100.0] [144,164] [100.0] [35,500] [100.0]

Note: Others include waistcoats, skirts and pajamas.
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The following table sets forth an analysis of the sales of our products by sales channels
during the Track Record Period:—

Year ended Three months
31 December ended
Sales channel 2007 2008 31 March 2009
RMB’000 %  RMB’000 %  RMB’000 %
To domestic import
and export
companies and
overseas trading
companies for
export [106,777] [99.9] [138,570] [96.1] [33,529] [94.4]
To local distributors
or by our
wholesale outlet
located in
Wannian County
for domestic sales [151] [0.1] [5,594] [3.9] [1,971] [5.6]
Total [106,928] [100.0] [144,164] [100.0] [35,500] [100.0]

As advised by our legal advisers as to PRC laws, we have obtained all the necessary
licenses, approvals and permits from the appropriate regulatory authorities for our business
operations in the PRC and have complied with all relevant laws and regulations in relation
to environmental protection, welfare contribution and safety matters.

OUR COMPETITIVE STRENGTHS

We believe that our success to date and potential for future growth can be attributed to
a combination of strengths, including the following:

Good control over manufacturing costs

Our production facilities are strategically located in Wannian county, Jiangxi
province, where the costs of human resources and land are relatively lower compared
to coastal cities in the PRC. In addition to the lower costs, we have been able to
complete our orders on time and within budgeted costs, riding on the experience of our
management team in the apparel business.

Consistency in quality of our products

We have established quality control procedures throughout the entire production
process to ensure the quality of our products are consistent. Raw materials, as well as
finished products, are inspected and those that do not meet customers’ specifications
are rejected. As our workers are paid on a piece-by-piece basis and the products must
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meet our required quality standard before delivery, our Directors believe that this
policy is an important factor in motivating our workers to maintain a high quality
standard.

A profitable track record

Our Group has been operating a profitable business that generates positive
cashflows during the Track Record Period. We were able to alleviate external financing
facilities from our operations as a substantial portion of our working capital
requirements had been satisfied with internally generated funds.

Continous relationships with customers

We have built up and were able to maintain continuous relationships with our
major customers. Our business relationships with our top five largest customers for the
year ended 31 December 2008 have been established for more than 2 years. Our
Directors believe that this has contributed to the success of our Group. They also
attribute the continuous relationships with our customers to product quality, the ability
to fill orders within a required timeframe and the competitive pricing of our products.

Experienced management team

We have an experienced management team, which focuses on different business
areas and possesses extensive operating experience and industry knowledge. Mr. Cai
SY and Mr. Cai SP, our executive Directors, have over 14 and 8 years of experience
respectively in business management and clothing industry. Our management team also
has a proven track record in directing turnaround situation. Each of our three operating
subsidiaries was operating at a loss before Mr. Cai SY and Mr. Cai SP, being our
Controlling Shareholders, acquired all the operating subsidiaries through Cai’s
International in 2006. With extensive operating experience and industry knowledge, our
existing management team has strong sales and marketing skills which contribute to the
significant increase in revenue after the acquisition by our Controlling Shareholders in
2006. Mr. Cai SY has also successfully introduced several new customers to our Group.
Three of these new customers turned out to be the three largest customers of our
Group, which accounted for approximately [97.9]%, [80.8]% and [79.5]% of our total
turnover during the Track Record Period. With a view to reduce overhead expenses and
to improve the manufacturing efficiency, the existing management team has also taken
certain measures including, inter alia, consolidated three management teams into one
core team to manage the sales and productions of our three operating subsidiaries.
Under this structure, we have experienced strong growth in sales whilst our operating
expenses have significantly dropped since the acquisition in 2006. As a result, our
Group became profitable over the Track Record Period. We believe that our
management team’s extensive experience and proven ability in the apparel industry are
important to the development of our business.
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OUR BUSINESS OBJECTIVES

Our objective is to become one of the major budget apparel manufacturers and
wholesalers in the PRC. Having a stable business relationship with domestic import and
export companies, we will continue to expand our export business by focusing on
developing countries. We also intend to expand our wholesale business into the rural areas
in the PRC, which our Directors consider as having a promising potential for our products.

OUR BUSINESS STRATEGIES

We intend to strengthen our existing presence among companies for export and capture
the new business potential from rural households by adopting the following strategies in the
future:

1. Expansion of our new product design capacity and brand building

We will enhance our product design capacity by establishing a research and
development department under Xiefeng Textile in Wannian County. This department
will be supervised by Mr. Cai Jiabo, our marketing director. Initially, we plan to hire
three new staff members with relevant experience in product design and marketing of
garments within one year after the [e]. The team will be focusing on new product
designs to cater for different target customers. Besides, they will conduct research on
production materials and manufacturing processes, with a view to cope with the latest
trends and market demands on production materials, improve productivity with reduced
material waste and better quality control.

Our Directors consider that as brand loyalty among rural households at present is
relatively low, we intend to implement a branding strategy in marketing our products in
rural households by building up a brand image among rural households under our
trademark 2%, which we acquired from an Independent Third Party in June 2009. Our
Directors believe that the increase in brand awareness will boost our profile in the
PRC, which in turn will increase the sales of our products and facilitate our growth in
the future.

2. Expansion of our production capacity

At present, we have three production plants located in Jiangxi province, the PRC
with a production capacity of approximately 6,240,000 pieces of apparels for the year
ended 31 December 2008. To cope with our anticipated business expansion, we plan to
increase our production capacity in Jiangxi province, the PRC by establishing new
production facilities with an annual production capacity of approximately 2,500,000
pieces of apparels.
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3. Expansion of our sales and distribution channel

We will continually expand our distribution base and market coverage to ensure
our presence in markets that we consider to have growth potential. Three additional
sales and marketing staff members will be recruited within one year after the [e].

We will also strategically consider establishing twenty wholesale outlets in the
PRC by 31 December 2011. At present, we target to establish distribution outlets in
Fuzhou, Jiangxi, Zhejiang and Guangxi province for marketing and sales of our
products under our brand name by entering into lease agreements. Our Directors will
take into account factors such as location, rentals, duration of lease and other
commercial terms in determining the distribution outlet locations. At present, we are
actively evaluating a number of possible leasing properties suitable for the operation of
distribution outlets but we have yet entered into any binding leasing agreement. In
addition, we will deploy resources in promoting and marketing our brand and our
products in the PRC.

RISK FACTORS

We consider that our business is subject to a number of risk factors, which can be
summarized as follows:

Risks relating to our Business

° Heavy reliance on our major customers

° Possible infringements of our trademarks, designs and counterfeit products
e  Possible infringements of others’ trademarks and designs

e  No assurance that future business plans will materialize

° Product liability and insurance coverage

° Fluctuations in the purchase price of production materials

° Reliance on key executives and skilled labour

° Occurrence of acts of god, acts of war, epidemics and other disasters
e  Climate change may affect demand for certain of our products

° Our cost advantage may not be sustainable

Risks relating to the Industry

° Competition

e  Potential risk of imposition of anti-dumping or other duties
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Risks relating to Conducting Operations in China

° Political, economic and social consideration

e  Legal consideration

° Currency conversion in the PRC and exchange rate risk

° Preferential tax treatment

° Implementation of the new employment contract law

TRADING RECORD

The following table presents our summary financial information for the Track Record
Period which is extracted from the accountants’ report set out in appendix I to this [e]. This
summary should be read in conjunction with our financial information included in the
accountants’ report set out in appendix I to this [e], including the notes thereto. Our
financial information is prepared in accordance with HKFRSs.

COMBINED STATEMENTS OF COMPREHENSIVE INCOME

Turnover
Cost of sales

Gross profit

Other operating income
Selling and distribution costs
Administrative expenses
Finance costs

Profit before tax
Income tax expense

Profit and total comprehensive
income for the year/period

Earnings per share (RMB):
Basic

Year ended

Three months ended

31 December 31 March
2007 2008 2008 2009
RMB’000  RMB’000  RMB’000  RMB’000
(Unaudited)

[106,928] [144,164] [28,738] [35,500]
[(92,242)] [(125,331)] [(25,042)] [(30,426)]
[14,686] [18,833] [3,696] [5,074]

[25] [56] [9] [24]
[(226)] [(359)] [(46)] [((161)]
[(966)] [(1,059)] [(255)] [(303)]

[27)] [(78)] [A7)] [(60)]

[13,492] [17,393] [3,387] [4,574]
[-] (-] [-] (-]
[13,492] [17,393] [3,387] [4,574]
[0.036] [0.047] [0.009] [0.012]
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COMBINED STATEMENTS OF FINANCIAL POSITION

As at
As at 31 December 31 March
2007 2008 2009
RMB’000  RMB’000  RMB’000
Non-current assets
Property, plant and equipment [6,560] [6,081] [6,580]
Prepaid lease payments [2,079] [2,035] [2,023]
[8,639] [8,116] [8,603]
Current assets
Inventories [11,583] [14,220] [4,764]
Trade and other receivables [11,134] [21,591] [30,130]
Prepaid lease payments [44] [44] [44]
Amounts due from related parties [1,015] [1,045] [50]
Bank balances and cash [307] [3,911] [4,046]
[24,083] [40,811] [39,034]
Current liabilities
Trade and other payables [9,036] [12,480] [5,797]
Amounts due to Controlling Shareholders [5,343] [=] [=]
Amount due to a related party [2,238] [106] [-]
Secured bank borrowings [-] [1,922] [2,847]
Total current liabilities [16,617] [14,508] [8,644]
Net current assets [7,466] [26,303] [30,390]
Net assets [16,105] [34,419] [38,993]
Capital and reserves
Share capital [23,215] [24,135] [24,135]
Reserves [(7,110)] [10,284] [14,858]
Total equity [16,105] [34,419] [38,993]
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DIVIDEND POLICY

We do not have any pre-determined dividend distribution ratio. The declaration of
future dividends will be subject to our Directors’ decision and will depend on, among other
things, our earnings, financial condition, cash requirements and availability, and any other
factors that our Directors may consider relevant. The distribution of final dividend for any
financial year shall be subject to our Shareholders’ approval.

We were incorporated on 10 June 2009 and have not carried out any business since the
date of our incorporation, save for the transactions related to the [@]. Accordingly, there was
no reserve available for distribution to the Shareholders as at 31 March 2009.
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In this [e], unless the context otherwise requires, the following expressions shall have

the following meanings.

“Articles of Association” or
“Articles”

“ASEAN”
“associate(s)”
“Board”

“Business Day”

“BVI”

“Cai’s International”

“lo]”

“China” or “PRC”

“Companies Law”

the articles of association of our Company adopted on
15 September 2009, as amended from time to time

The Association of Southeast Asian Nations
has the meaning ascribed thereto in [e]
our board of Directors

any day (other than a Saturday or a Sunday) on which
banks in Hong Kong are generally open for normal
banking business

British Virgin Islands

Cai’s International Holdings Limited %% 5 3%
AP/ F, a company incorporated in the BVI on 6
April 2006 with limited liability, and was held 50% by
Mr. Cai SP and 50% by Mr. Cai SY as at the [e]

the issue of Shares to be made upon capitalization of
part of the amount standing to the credit of the share
premium account of our Company referred to in the
section headed “Written resolutions of our sole
Shareholder passed on 15 September 2009 in appendix
V to this [e]

the People’s Republic of China, but for the purposes of
this [e] and for geographical reference only (unless
otherwise indicated), excluding Taiwan, the Macau
Special Administrative Region of the People’s Republic
of China and Hong Kong

the Companies Law (2009 Revision) of the Cayman
Islands as amended, supplemented or otherwise
modified from time to time
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“our Company” or “we”

“connected person”

“connected transaction”

“Controlling Shareholder(s)”

“Director(s)”
“EU”

“GDP”
“GEM”

“GEM website”

LR INT3 EL RT3

“Group”, “our Group”, “we” or

113 ’

us

“HKSCC”

“HKSCC Nominees”

“HK$” or “HK dollars” or
“cents”

“HKFRSs”

Jiangchen International Holdings Limited
VI fre B 2 Pl AT PR an exempted company
incorporated in the Cayman Islands with limited
liability on 10 June 2009, or where the context refers
to any time prior to its incorporation, those businesses
and operations which were assumed by it pursuant to
the [e], or where the context requires, any of the
businesses and operations that is or was carried on by
any member of our Group

has the meaning ascribed to it under [e]

the transaction stapled and specified in Rule 20.13 of
[e]

has the meaning ascribed thereto under [e] and for the
purpose of this [e] means Well Bright, Mr. Cai SY and
Mr. Cai SP

the director(s) of our Company

European Union

gross domestic product

the Growth Enterprise Market of the [e]

the internet website at http://www.hkgem.com operated
by the [@] for the purposes of GEM

our Company and our subsidiaries

Hong Kong Securities Clearing Company Limited, a
wholly-owned subsidiary of Hong Kong Exchanges and
Clearing Limited

HKSCC Nominees Limited

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

the Hong Kong Financial Reporting Standards, which
include the Hong Kong Accounting Standards and
Interpretations issued by the Hong Kong Institute of
Certified Public Accountants

— 10—
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“HK Shui Ping”

“Hong Kong Companies
Ordinance”

“Hong Kong” or “HK”

“Hong Kong Lung Tan”

“Independent Third Party(ies)”

“Jinjiang Shuiping”

“Mr. Cai SP”

“Mr. Cai SY”

“Newshine”

“OEM”

Hong Kong Shui Ping Fashion International Industry
Limited 7K THRAERBTEARAR, a company
incorporated in Hong Kong on 24 December 2003 and
had been 50% owned by Mr. Cai SP and 50% owned
by Ms. Sun Meige (#£346) (the wife of Mr. Cai SP)
before Mr. Cai SP and Ms. Sun Meige (#£FEfB)
transferred all of their interest in HK Shui Ping in May
2009

the Companies Ordinance (Chapter 32 of the Laws of
Hong Kong) as amended, supplemented or otherwise
modified from time to time

the Hong Kong Special Administrative Region of the
People’s Republic of China

Hong Kong Lung Tan International Fashion Industry
Limited #F#iEWEBEREEEAM AR, a company
incorporated in Hong Kong with limited liability and
formerly a shareholder of Xiefeng Textile

party(ies) which is (are) independent from and not
connected with any of our Directors, chief executive,
substantial shareholders or management shareholders of
our Company or its subsidiary or any of their
respective associates

BILK TR EA PR/ A Jinjiang Shuiping Garment Co.,
Ltd., a domestic limited liability company incorporated
in the PRC on 11 April 2001. It had been 50% owned
by Mr. Cai SP and 50% owned by Mr. Cai Jiabo
(# %) (a son of Mr. Cai SP) before Mr. Cai SP and
Mr. Cai Jiabo (#¢% 4% ) transferred all of their interest
in Jinjiang Shuiping in May 2009

Cai  Shuiping, our executive Director and our
Controlling Shareholder, a first cousin of Mr. Cai SY

Cai Shuiyong, our executive Director and our
Controlling Shareholder, a first cousin of Mr. Cai SP

Newshine International Limited @ tEIPSAPRAT, a
company incorporated in the BVI on 19 June 2009 with
limited liability, and our wholly owned subsidiary

original equipment manufacturing, involving no product

design but produces the products according to the
specifications and designs provided by customers

—11 -
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“Po Cheung Industrial”

“Quanzhou Yongchun”

“RMB” and “Renminbi”
AASFC7’

“SFO”

“Shareholder(s)”

“Share Option Scheme”

“Shares”

“Sino Prosper”

“[’]”

“subsidiary(ies)”

“substantial shareholders”

“Sun Hing Industrial”

Po Cheung Industrial Company & EF /7], a sole
proprietorship registered in Hong Kong and owned by
Mr. Tsoi Kam On (3¢4:$%), and formerly a shareholder
of Xiangyun Fiber

SN KB IR AT PR 47 Quanzhou  Yongchun
Xinfengsheng  Shoes &  Garments Co., Ltd.,
incorporated in the PRC on 29 June 2004. It was a
wholly-foreign owned enterprise wholly owned by HK
Shui Ping at the time when Mr. Cai SP and Ms. Sun
Meige (#£%4F) (the wife of Mr. Cai SP) transferred all
of their interest in HK Shui Ping in May 2009

Chinese Yuan, the lawful currency of the PRC
Securities and Futures Commission of Hong Kong

the Securities and Futures Ordinance (Chapter 571 of
the Laws of Hong Kong) as amended, supplemented or
otherwise modified from time to time

holders of the Shares

the share option scheme conditionally approved and
adopted by our Company on 15 September 2009, the
principal terms of which are summarised in the
paragraph headed “Share Option Scheme” in appendix
V to this [e]

ordinary shares in the share capital of our Company,
with a nominal value of HK$0.01 each

Sino Prosper (Asia) Limited E (TR ARAF, a
company incorporated in Hong Kong on 27 May 2009
with limited liability, and our wholly-owned subsidiary

The [e] of Hong Kong Limited

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

has the meaning as ascribed to it under [e]
Sun Hing Industrial Company #HBELEZE/\w], a sole
proprietorship registered in Hong Kong and owned by

Ms. Tsoi Shan Cha (##), and formerly a
shareholder of Wannianxing Textile

— 12 —
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“Takeovers Code” the Hong Kong Code on Takeovers and Mergers

“Track Record Period” comprises the period for the two years ended 31
December 2008 and the three months ended 31 March
2009

“UN” United Nations

“US” or “United States” the United States of America, its territories, its

possessions and all areas subject to its jurisdiction

“US$” or “US dollars” United States dollars, the lawful currency for the time
being of the United States

“Vendor” Well Bright
“Wannianxing Textile” VLVE B BB 4R IR A R /A7 Jiangxi Province Wan

Nian Xing Textiles and Dress Co., Ltd., a company
established in PRC and our indirect wholly-owned
subsidiary

“Well Bright” Well Bright Group Limited WiZREBAHRAT, a
company incorporated in the BVI with limited liability
on 18 May 2009 and 50% owned by Mr. Cai SP and
50% owned by Mr. Cai SY, and is our Controlling
Shareholder

“Xiangyun Fiber” HARER N RS AR A PR A" Wan Nian County Xiang
Yun Fibers and Fabrics Co., Ltd.,, a company
established in PRC and our indirect wholly-owned
subsidiary

“Xiefeng Textile” HAE SR WA AR M PR W) Wannianxian  Xiefeng
Textiles and Garments Co., Ltd., a company established
in PRC and our indirect wholly-owned subsidiary

“%” per cent.

All times refer to Hong Kong local time.

Unless otherwise specified, amounts denominated in US$ and RMB are translated into
Hong Kong dollars as follows:

HK$1.00 : RMBO.88
HK$7.80 : US$1.00
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DEFINITIONS

These exchange rates are for the purpose of illustration only and no representation is
made that any amounts in US$ or RMB have been, could have been or may be converted, at
these or any other rates or at all.

Any discrepancies in any table or chart between the total shown and the sum of
amounts listed are due to rounding.

If there is any inconsistency between the Chinese names of the entities or enterprises
established in China and their English translations, the Chinese names shall prevail.
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RISK FACTORS

RISKS RELATING TO OUR BUSINESS
Heavy reliance on our major customers

During the Track Record Period, our five largest customers accounted for
approximately [99.1]%, [87.1]% and [85.7]% of our total turnover and the largest customer
accounted for approximately [52.7]%, [39.8]% and [50.0]% of our total turnover. Our five
largest customers are domestic import and export companies and overseas trading
companies. To the best knowledge of our Directors, an Independent Third Party controlled
100% and 35% of two out of the five largest customers respectively with an aggregate sales
amount of approximately RMB[48.3] million, RMB[59.1] million and RMB[10.5] million,
representing approximately [45.2]%, [41.0]% and [29.5]% of our turnover during the Track
Record Period.

In light of the competition among apparel manufacturers and in line with the general
practice in the PRC apparel industry, our Group does not have long-term contractual
arrangements with our customers. There is no assurance that our major customers will
continue their business dealings with us or that the income generated from dealings with
them will increase or be maintained in the future. Any cessation of, or substantial reduction
in the volume of business with any of our major customers could adversely affect our
financial performance or profitability and our prospects.

Possible infringements of our trademarks, designs and counterfeit products

Since March 2008, we have marketed our products in the wholesale market in the PRC
using “@MmM” as our brand name, which we have applied for the registration as our
trademark in the PRC in October 2008, and the registration has yet been granted. In June

significant infringement of our brand name or trademark could have an adverse effect on our
business and operation.

As advised by our legal advisers as to PRC laws, generally speaking, it takes
approximately 2 to 3 years to complete the registration process of a trademark in the PRC
and approximately 4 to 6 months to complete the registration process of an assignment of
trademark in the PRC. Both the trademark application and the assignment of trademark are
currently under process by the Trademark Office, the State Administration of Industrial and
Commerce, the PRC, and we expect the registration process for the trademark application to
complete in [2011], and the assignment of trademark to complete by the end of 2009. Our
legal advisers as to PRC laws further advised that they did not find any impediments for
such registration.

In addition, as there are numerous variations of product styles for each product, it is
impractical to effect registrations thereof as significant costs and time would be involved.
During the Track Record Period, our Directors are not aware of any infringement of our
unregistered product or graphic designs by others. Nevertheless, our sales and profitability
could be adversely affected if a third party engages in an unauthorised imitation of our
unregistered designs.

— 15—



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

RISK FACTORS

Possible infringements of others’ trademarks and designs

As part of our value added services to our domestic customers, we provide product
designs to our customers from time to time. There can be no assurance that our designs will
not infringe any third parties’ intellectual property rights. During the Track Record Period,
we did not receive any material claim of this nature. Nonetheless, there can be no assurance
that we will not face such claims in the future. In such event, the business of our customers
and thus the business of our Group could be adversely affected. Furthermore, we might also
lose our customers and our business reputation could also be adversely affected.

No assurance that future business plans will materialize

Our future business plans are based on the existing intention of our Directors and some
of them are at preliminary stages. These business plans and intention are based on
assumption as to the occurrence of certain future events, which may or may not materialize,
and the real situation might differ materially.

There is no assurance that our future business plans will materialize, or result in the
conclusion or execution of any agreement within the planned time frame, or that our
objectives will be fully or partially accomplished. For instance, our ability to expand our
business scope to apparels distribution depends on factors such as:

e  our ability to reach agreements with our suppliers on commercial terms
° the availability of adequate management and financial resources

° the hiring, training and retention of skilled staff

° sustainable consumer demand for our products

e  our ability to obtain all required government approvals and permits

We may therefore not be able to achieve our planned future business growth and our
operating results may be adversely affected in the event that we fail to accomplish all or any
of our future business plans or doing so in a timely manner. Besides, failure to effectively
manage our future business plan may also lead to increased costs and reduced profitability
for us.

In addition, our Directors expect that the net proceeds from the [e] of the [e] together
with our internally generated funds will be sufficient to implement our current business
plans. If our Group is unable to generate sufficient revenue from our business or our
financial needs are larger than expected, we may need to raise funds from debt or equity
markets or make certain modifications to our current intended use of proceeds as described
in the sections headed “Future Plans and Prospects” in this [@], which could have an adverse
effect on our operations and future profitability.
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Product liability and insurance coverage

We do not maintain any product liability insurance or any insurance coverage against
our property, business interruption or personal injury. As confirmed by our legal advisers as
to PRC laws, there is no mandatory requirement under the PRC laws for companies to
maintain any product liability insurance or any insurance against a property, business
interruption or personal injury in the PRC. We had not been subject to any product liability
claims during the Track Record Period, nor have we experienced any significant business
interruptions due to accidents or natural disasters. In the event that any product liability
claim is successfully brought against us, or if major accidents or natural disasters occur that
cause prolonged suspension of our operations, or that significant costs would be incurred as
a result of any of the above events, our business and financial position could be adversely
affected.

Fluctuations in the purchase price of production materials

The principal raw materials used by us comprise of different sorts of fabric and
accessories including tags, crests, zippers and buttons. We have not entered into any
long-term contractual arrangements with our raw materials suppliers. Whilst we have not
experienced any supply interruptions or shortages of raw materials during the Track Record
Period, there is no assurance that we will not suffer from any shortages of raw materials in
the future. Any shortage of raw materials could have a material adverse effect on our
production, reduce our production output, and in turn resulting in reduced sales revenue of
our Group.

Raw materials are our largest cost items in our operation. For each of the Track Record
Period, the cost of raw materials accounted for approximately 84.1%, 83.6% and 82.2%
respectively of our cost of sales. The prices of many of our raw materials are affected by
changing market supply and demand. Fabric prices may be affected by the prices of crude
oil and cotton as they are the primary raw materials of fabric. The average prices we paid
for fabric, which is calculated as the total amount paid to fabric suppliers divided by the
purchased quantity in meters, were RMB[5.2] per meter, RMB[5.3] per meter and RMB[6.5]
per meter, respectively. We did not enter into any hedging transactions or adopt any
measures during the Track Record Period to mitigate any associated risk resulting from such
price fluctuations. When the fabric prices go up, we typically negotiate price adjustments
with our customers, and generally have been able to pass on part if not all of the increases
to our customers. Any increases in raw material costs that we are unable to pass onto our
customers would have a negative impact on our profit margin.

Reliance on key executives and skilled labour

Our success is attributable to, amongst other things, the expertise and experience in the
apparel industry of the executive Directors and the members of our senior management and
their relationships with our major customers and suppliers. Although each of the executive
Directors has signed a service agreement with us, the loss of service of any of the executive
Directors or members of our senior management in the absence of any suitable replacements
could have a material adverse effect on our operations and future profitability.
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By nature of our business, we, to a significant extent, rely on skilled workers who
mainly acquire their skills through on the job training provided by our Group. The failure in
retaining these skilled workers and in recruiting replacement staff which would result in loss
of the services of these skilled workers could have an adverse effect on our production.

Occurrence of acts of god, acts of war, epidemics and other disasters

Any occurrence of acts of god, acts of war, epidemics, including the recent outbreak of
new influenza (HIN1) virus (also known as swine flu), and other disasters that are beyond
our control may have a material and adverse effect on the results of our operations, financial
performance and business. In April 2009, swine flu was discovered in North America and
has quickly spread to a number of countries. Although China has not been reported to be
widely affected by the swine flu as at the [@], we cannot predict the effect, if any, that the
swine flu may have on our business.

Acts of war and terrorist attacks may cause damage or disruption to us, our employees
and our markets, any of which could materially impact our sales, cost of sales, overall
results of operations and financial condition. The potential for war or terrorist attacks may
also cause uncertainty and cause our business to suffer in ways that we cannot predict.

Climate change may affect demand for certain of our products

Demand for our certain products, namely cotton and sweat jackets, is seasonal. Any
changes in climate in the PRC or in any of our targeted overseas markets may adversely
affect consumer demand for these products and thus our business and profitability. During
the Track Record Period, the aggregate sales of cotton and sweat jackets accounted for
approximately [52.1]%, [61.1]% and [59.7]% of our total turnover, respectively.

In addition, for the foregoing reason, comparisons of sales volumes and operating
results between different periods within the same financial year, between same periods in
different financial years or between different financial years, may not be meaningful and
should not be relied on as indicators of our future performance.

Our cost advantage may not be sustainable

During the Track Record Period, our selling and distribution costs accounted for
approximately 0.2%, 0.2% and 0.5% respectively of our total revenue and our administrative
expenses accounted for approximately 0.9%, 0.7% and 0.9% respectively of out total
revenue. Though we have adopted stringent cost measures to reduce unnecessary
expenditures in our operation, our Company will incur additional costs in order to fulfill our
future plans and objectives and ensure compliance with [e] and other provisions of the new
law and regulations, and may not be able to maintain our operating expenses at such a low
level.
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RISKS RELATING TO THE INDUSTRY
Competition

We face competition from domestic and overseas manufacturers and suppliers engaged
in the same or similar businesses that have larger production capacity and stronger financial
bases than our Group. Consequently, we may not be able to compete effectively, operation
wise and/or financially, with our competitors in the future. In the event that we fail to
sustain our competitive advantage or to effectively implement our business strategies, our
business, operations and financial position could be adversely affected.

Potential risk of imposition of anti-dumping or other duties

During the Track Record Period, approximately [99.9]%, [96.1]% and [94.4]% of our
turnover are derived from apparels sold to domestic import and export companies and
overseas trading companies for export. Some countries in South America and Europe may
impose anti-dumping duties on products exported from another country if such exported
products are being sold (i) at less than the producer’s sale prices in home market or (ii) at
prices that are lower than its production costs. To the best knowledge of our Directors, there
is no anti-dumping measure in force in the Middle East. Although our Directors consider
that the anti-dumping provision does not apply to our exported sales as (i) our OEM
products are not distributed in the PRC, therefore there is no reference price on the sale
prices of our OEM products in our home markets; and (ii) our OEM products are sold at
prices higher than our production costs, there is no assurance that our OEM products
exported by domestic import and export companies and overseas trading companies may not
and will not be subject to any anti-dumping measures or any forms of duty, levy or other
trade sanction adopted by the countries where our OEM products are exported to. In the
event that there is any anti-dumping measure or other unfair trade practice imposed on our
OEM products by overseas countries, it could significantly increase the prices of our
products which in turn could result in a loss of our competitive advantage. Consequently,
our export sales and profitability may be adversely affected.

RISKS RELATING TO CONDUCTING OPERATIONS IN CHINA
Political, economic and social consideration

Substantially all of our business assets and operations are located in the PRC.
Accordingly, our profitability, financial position and prospects will be affected by the
economic, political and social development in China.

Since late 1970s, the PRC government has undertaken economic reform measures in
order to transform the PRC economy into a socialist market-oriented economy. These
reforms have resulted in rapid economic growth in the PRC and an increased emphasis on
the utilization of market forces. Although economic growth in the PRC is generally expected
to continue, there is no assurance that all economic reform measures will continue or will
continue to be effective. Although we believe these reforms will have a positive effect on
our overall and long-term development, we cannot predict whether changes in the PRC’s
political, economic and social conditions will have any adverse effect on our current or
future business, operations or financial condition.
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Legal consideration

The PRC legal system which regulates domestic and foreign investments has undergone
substantial changes in the past 20 years. Nevertheless, these laws and regulations are
relatively new, as well as the limited number of published cases and their non-binding
nature, the interpretation and enforcement of these laws and regulations involve
uncertainties. In addition, as the legal system in PRC is subject to further development from
time to time, foreign investors may face uncertainties as a result of any introduction of new
laws and changes in the existing legislation. There is no assurance that future changes in
legislation or the interpretation thereof will not have an adverse effect on our operations.

Currency conversion in the PRC and exchange rate risk

Our operations are primarily in China and we receive most of our revenues in
Renminbi. Fluctuations in the Renminbi exchange rate against other currencies currently do
not have a material impact on the results of our operations.

Nevertheless, we may be required to pay dividends in currency other than Renminbi to
our Shareholders which will increase our foreign currency denominated obligations and in
turn, our exchange rate risk exposure. Since 1994, the conversion of Renminbi into foreign
currencies, including the Hong Kong dollar and US dollar, has been based on the rate set by
the People’s Bank of China and the official exchange rate for the conversion of Renminbi to
US dollars has generally been stable. As of 21 July 2005, the Renminbi was no longer
pegged to the US dollar but to a basket of currencies. The revaluation of the Renminbi
resulted in an appreciation of the Renminbi against the US dollar and the Hong Kong dollar
by approximately 2%, and the Renminbi has appreciated by approximately an additional
16% since that date until 31 March 2008. Despite such developments, Renminbi is still not a
freely convertible currency. There is also no assurance that the exchange rates of Renminbi
will not be subject to fluctuation due to administrative or legislative intervention by the PRC
government or adverse market movements. There could be an adverse effect on the value of
our income generated from PRC caused by any fluctuation in the exchange rates of
Renminbi against foreign currencies.

Preferential tax treatment

Under the PRC Income Tax Law for Enterprises with Foreign Investment and Foreign
Enterprises and its Implementation Rules (b2 A & 1 ER 4 i 5 & 4> 2E A0 S B A 2 B A8 B 1% ),
Xiangyun Fiber, Xiefeng Textitle and Wannianxing Textile are granted preferential
tax treatments with a two-year full exemption for the two years ending 31 December
2009 followed by a three-year 50% tax concession for the three years ending 31 December
2012 from PRC national Enterprise Income Tax. In addition, according to a confirmation
jointly issued by Committee of Foreign Trade and Economic Cooperation of Wannian
County (WHEBRHINE G KB EFEZEE) and Local Tax Bureau of Wannian County
(W AEER M 7 BiRsJR) dated 23 June 2009, a preferential tax treatment with a five-year
exemption followed by a five-year 50% tax concession from local tax is offered as an
incentive to encourage foreign enterprises to invest in Wannian County. As a result,
Xiangyun Fiber, Xiefeng Textitle and Wannianxing Textile are exempted from local tax for
the five years ending 31 December 2010 and are subject to a 50% tax concession from local
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tax for the five years ending 31 December 2015. Such preferential tax treatment is a local
tax policy formulated by local tax bureau and may subject to national or local policy change
in the future.

The Enterprise Income Tax Law of the PRC (f13E A\ RILFIH 2 ERE) (“New EIT
Law”), as promulgated by the People’s National Congress on 16 March 2007 and came into
effect on 1 January 2008, consolidates the previous two separate tax regimes for domestic
enterprises and foreign-invested enterprises and imposes a unified corporate income tax rate
of 25% for both types of enterprises. Pursuant to Notice [2007] 39 “Notice on
Implementation of Enterprise Income Tax Transitional Preferential Treatment”
B E A ZE S P E E H K @ sny) issued by the State Council on 26 December
2007, enterprises that previously enjoyed a preferential tax rate prior to 1 January 2008 will
gradually transit to the new tax rate over five years from 1 January 2008. Foreign-invested
enterprises that previously enjoyed a fixed period of tax exemption and reduction will
continue to enjoy such preferential tax treatment until the expiry of such prescribed period,
and for those enterprises whose preferential tax treatment has not commenced due to lack of
profit, such preferential tax treatment commences from 1 January 2008. As a result of the
New EIT Law, the applicable income tax rates for our Group companies are 25%, subject to
the preferential tax rates to which our Group companies are currently entitled. Our legal
advisers as to PRC laws confirms that the enactment of the New EIT Law does not affect
the preferential tax treatments on local tax granted to us.

If there is any revocation of or unfavourable change to the above tax benefit currently
enjoyed by our Group as a result of any change in the government policy or law, the tax
payable by our Group may be materially increased which would have an adverse impact on
our profitability and financial position of our Group.

Implementation of the new employment contract law

A new employment contract law became effective in China on 1 January 2008. The
Employment Contract Law contains a number of provisions that are more favourable to
employees than the prior labour laws and regulations in China. For instance, an employer is
obligated to compensate an employee if the employer decides not to renew an existing
employment contract, unless the employee refuses the employer’s offer to renew the expiring
employment contract with the same or better terms. In addition, an employer is obligated to
provide an open-ended employment contract after an employee has completed two
consecutive terms of fixed-term employment, under which the employer will be liable to pay
damages to an employee if the employer terminates the employment without cause, until the
employee reaches an age at which he or she is eligible for pension payment. Under the
newly promulgated Regulations on Paid Annual Leave for Employees (i L #5 # 4R AR 6 41,
which came into effect on the same date, employees who have continuously worked for
more than one year are entitled to a paid holiday ranging from 5 to 15 days, depending on
their length of service. Our Directors consider that the implementation of the compensation
on non-renewal of existing employment contracts and the obligation of providing
open-ended employment contracts would not have any substantial financial impact on our
Group as it is beneficial to our Group in retaining our skilled labour following the
establishment of the new production plant. We have announced to our employees that the
paid holidays they would have entitled to in 2008 under the Regulations on Paid Annual
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Leave for Employees will be realized in 2009, together with the paid holidays they are
entitled to in 2009. Therefore, we expect to incur no more than RMB[600,000] for paid
holidays to our staff in 2009. As confirmed by our Directors and as endorsed by the relevant
labour bureau, we have fully complied with the Employment Contract Law and the
Regulations on Paid Annual Leave for Employees since they became effective. As advised
by our legal advisers as to PRC laws, [the labour bureau has the authority in the
enforcement and implementation of the Employment Contract Law and the Regulations on
Paid Annual Leave for Employees.

As a result of the new law and regulations, we may incur higher levels of labor costs

in order to comply with the provisions of the new law, which may adversely affect our
business, financial condition and operating results.

_22 _



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

DIRECTORS
DIRECTORS
Name Residential Address Nationality
Executive Directors
Mr. Cai Shuiyong (/K ik 5c4) 2nd Floor, Block 4 Chinese

Cheng Zhou Gong Ye Qu
Quanzhou City

Fujian Province

PRC

Mr. Cai Shuiping (XK 4:4) No.88, Zhangtang District Chinese
Meifeng Village, Dongshi Town
Jinjiang City
Fujian Province
PRC

Independent non-executive Directors

Mr. Lin Anqing (bR SE4) No.3, Lu Pai, Shi Wai Yuan Chinese
Qian Yi Shan Zhuang
Quanzhou City
Fujian Province
PRC

Ms. Lin Peifen (A&7 4 +) No. 605, Chinese
2 Jiao Jing Da Dui Zhi Shu
Li Cheng District
Fujian Province
PRC

Mr. Liu Jianlin (2] &4k S42) Room B2-711 Chinese
Xi Hu Xin Zhuang
No.110 Hu Bin Road
Fuzhou City
Fujian Province
PRC
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CORPORATE INFORMATION

Registered office Clifton House
75 Fort Street
PO Box 1350
Grand Cayman
KY1-1108
Cayman Islands

Principal place of business in Suites 2201-2203
Hong Kong 22nd Floor
Jardine House
1 Connaught Place
Central
Hong Kong

Head office in the PRC Level 4, No. 20
Zheng Da Street
Wan Nian County
Jiangxi Province

the PRC
Company secretary Mr. Kwong Ping Man CPA, ACIS, ACS
Audit committee Mr. Liu Jianlin (8% 2c42) (Chairman)

Mr. Lin Anqing (b2 B 454
Ms. Lin Peifen (4 il 35 % +)

Remuneration committee Mr. Cai Shuiyong (#¢/k ¥k 4c4E) (Chairman)
Mr. Lin Anqing (b4 B 5542 )
Ms. Lin Peifen (3 {25 & 1)

Nomination committee Mr. Cai Shuiyong (#$/k vk sc4) (Chairman)
Mr. Lin Anqing (b2 B 454
Ms. Lin Peifen (#{il 25 4« +)

Website address www.jcholding.hk (the contents of which do not form
part of this [e])

Principal banker Bank of China, Wannian Branch
Wannian County,
Jiangxi Province,
PRC
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CHINA GARMENT INDUSTRY OVERVIEW

China is one of the world’s largest producers of textile and garment. Based on the
statistics collected by CEIC Data Company Ltd, China produces some [20.75] billion pieces
of garment for the year ended 2008. The abundance of low cost labour and China’s
economic growth over the years helped fuel the growth in China’s garment industry, which
in 1980 manufactured only about [945] million garment items.

China's garment production from 2002 to 2008
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In the early 1980s, Hong Kong garment companies set up garment manufacturing
plants in Guangdong province to take advantage of lower manufacturing costs across the
border and the “Open Door Policy” endorsed in the late 1970s, which included the
establishment of four Chinese southern cities (Shenzhen, Zhuhai, Shantou and Xiamen) as
special economic zones. This was soon followed by operations established by Asian
investors from Taiwan, Japan, South Korea and etc. Such foreign investors, which were later
followed by more affluent Chinese businessmen, began to set up garment factories
throughout China where they can find low startup cost with cheaper labour compared to
their territories.
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Today, garment factories can be found in major provinces along coastal region such as
Zhejiang, Guangdong and Jiangsu. Together, these three provinces accounted for 57.7% of
garment exports from China in the first three months of 2009 totaling US$19.7 billion.

Top Ten Garment Exporting Provinces in China

Export Value

Rank Province (in US$ million)
2009
(January to
2008 March)
1 Zhejiang 42,264 7,945
2 Guangdong 34,128 6,239
3 Jiangsu 29,217 5,486
4 Shanghai 16,618 3,288
5 Shandong 15,550 3,046
6 Xinjiang 10,711 1,161
7 Fujian 7,977 1,779
8 Heilongjiang 5,673 705
9 Liaoning 3,808 791
10 Hebei 2,717 526

Source: China Customs Statistics

Currently, a large portion of these PRC clothing manufacturers focuses on low and
medium end products. They engage principally in export oriented original equipment
manufacturing segment of the industry, taking advantage of scale of production and China’s
lower cost due to labour intensive manufacturing processes required in the industry.
However, the industry export focus is slowly changing with the advent of Chinese brands
and Chinese manufacturers began to manufacture and sell garments domestically under their
own brand names.
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China Garment Export Market

Over the last few decades, China managed to establish itself as the leader in low cost
manufacturing, particularly in labour intensive industries. Since 1994, China is one of the
world’s largest exporters of garment. In 2008, US$185.2 billion worth of garments were
exported to various countries in the world with US, EU and Japan accounting for 46.2% of
the total exports.

China Garment Export for 2008 (by countries)
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Impact of WTO on China’s Garment Export

Export of garments from China used to face tariffs and/or import quotas in the US and
EU countries. Prior to China joining the World Trade Organization (“WTQO”) and reaching
the Agreement on Textiles and Clothing with members of the WTO, Chinese made garments
were subjected to import tariffs and quotas thus affecting its growth. With China joining
WTO, these tariffs and quotas were gradually removed and in 2005, the only restriction left
were anti dumping protection from China-made goods for 15 years from the date of
accession and a China-specific safeguard mechanism restraining China imports from
disrupting WTO members’ markets.

Since 2002 (the year after China joined WTO), garment exports from China continues
to register significant growth upon the removal of key tariffs and quotas.

US Garment Import from China from 1989 to 2008
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China Domestic Consumer Market

China’s has grown exponentially over the last 20 years with GDP growing at an annual
growth rate of 16.2% to an estimated RMB30.07 trillion by National Bureau of Statistics in
2008. Such rate of growth meant that the GDP of China grew by almost 19 times in total for
the last 20 years.

China's GDP per Capita from 1987 to 2007
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China’s growth of GDP per capita from approximately RMBI1,112 in 1987 to
approximately RMB[18,934] in [2007], representing approximately 152% growth per annum,
meant that domestic consumers are fast gaining the financial ability to spend on goods that
were once considered a luxury.

Despite the robust growth of its economy, China suffers significant economic disparity
between rural and urban areas. According to the latest statistics published by the Chinese
Academy of Social Sciences, urban to rural income ratio averaged about 5 in 2008 by
contrast with the gap in 2000 when the ratio was 2.79. As a result, China has become one of
the countries with the largest urban-rural gap in the world. This disparity has led the
Communist Party of China Central Committee issuing a policy document to expedite rural
reform and development in October 2008.

One of the key moves of the new policy was to allow farmers to lease their contracted
farmland or transfer their land use right to boost their scale of operation for farm production
and provide funds for them to start new businesses. The other key element of the policy was
to push for rural-urban integration whereby industrial structure in rural areas would be
optimized, to foster enterprises owned by villages and townships and to channel capital and
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talent to the countryside. Lastly, the new policy encourages the improvement of farmers’ life
by establishing a modern agricultural industrial system and the modernization of rural
finances as well as security systems.

Generally, China’s improving economic conditions and the support from the Chinese
government increase the importance of domestic consumer market of China. The worldwide
financial tsunami that began in the third quarter of 2008 had also led Chinese garment and
other products manufacturers that traditionally focused on export markets to look into the
domestic retail market.

China Urban Consumer Market

As of 2008, 45.7% of China’s population is estimated to be living in urban areas. The
UN has forecasted that more than half of China’s population will be staying in the urban
areas in less than a decade. This rural to urban migration process is expected to continue as
various studies have shown that urban residents earn more than 3 times, which has since
widen to 5 times in recent studies, what rural resident earns. In terms of disposable income
of urban population, there is a constant increase with the amount compounding at an annual
growth rate of 10.3% for the last 10 years. Furthermore, Engel’s coefficient, a measurement
of the proportion of people’s expenditure on food relative to total consumption and a major
indicator of people’s living standard, has been trending downwards from 46.6% in 1997 to
[36.3%] in [2007], which further showed that urban consumers now have an increasingly
larger percentage of disposable income.

China Per Capita Annual Disposable Income/Annual Net Income and
Engel’s Coefficient of Urban and Rural Households for the period 1997 to 2008

Per Capita
Annual Per Capita

Disposable Annual Net Engel’s Engel’s
Income of Income of Coefficient Coefficient
Urban Rural of Urban of Rural
Year Households Households Households Households
RMB RMB (%) (%)
1997 5,160 2,090 46.6 55.1
1998 5,425 2,162 44.7 53.4
1999 5,854 2,210 42.1 52.6
2000 6,280 2,253 39.4 49.1
2001 6,860 2,366 38.2 47.7
2002 7,703 2,476 37.7 46.2
2003 8,472 2,622 37.1 45.6
2004 9,422 2,936 37.7 47.2
2005 10,493 3,255 36.7 45.5
2006 11,760 3,587 35.8 43.0
2007 13,786 4,140 36.3 43.1
2008 15,781 4,761 (@] (@]

(Note) (Note)
Source: National Bureau of Statistics of China

[Note: As at [e], the National Bureau of Statistics of China have not released this data for 2008]
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With growing affluence in urban households, international apparel brands are setting up
outlets in PRC. As a result, intense competition has appeared in garment and apparel market
in the urban areas, with more premium international brands trying to establish their presence
in big cities within China.

China Rural Consumer Market

Rural consumer market on the other hand shows a different trend from that of urban
areas. Despite disposal income in rural markets registered 7.07% compounded annual growth
rate from 1997 to 2007, growth is slower when compared to that of urban residents.
Rural-to-urban migration also contributed to this shift as younger working adults move to
the cities to seek better job and educational opportunities, leaving behind an already weak
rural consumer market. However, as the government began investing in, and encouraging the
development of, the rural and western part of China, the government hopes that this would
lead to faster growth i