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—EERFERHYEERE
Financial Highlights for 2006 Interim Results

BONBIRR SR BT AR AR 2 &) ([N sk [ AR The board of directors (the “Board”) of Shenzhou International Group Holdings
Exg([E5)BER A AHARRREMRBAR ([ARE Limited (“Shenzhou International” or the “Company”) is pleased to announce the
ENBE-_ZTTNFAA=ZTHLEANER ZATZSP unaudited interim results of the Company and its subsidiaries (the “Group”) for the
HERE  BR_TTRAF2ERET - PHEAERH six months ended 30 June 2006, together with the comparative amounts for the
AU BREALCEZ  HELARABERZEESE corresponding period of 2005. The interim results and condensed interim financial
B - statements have not been audited but have been reviewed by the Company’s audit
committee.

FTENBERRMBLEREZER Key Financial Information and Financial Ratios

REER

Unaudited

BEANA=tHLXMEAR
For the six months ended

ZEEARF —EERF
2006 2005
AR¥T R ARBT T
RMB’000 RMB’000
HE Sales 1,390,177 1,081,493
£ FE Operating profit 215,082 173,285
RN PR AR (S S Profit attributable to equity holders of the Company 190,593 146,439
EFE (%) Gross profit margin (%) 22.4 24.0
FFEE (%) Net Profit margin (%) 13.7 13.5
ERABMN(ARET) Earnings per share (RMB) 0.15 0.16
—EEARF —TTHF
~A=1+H +=H=+—H
30 June 31 December
2006 2005
AR¥T R ARBT T
RMB’000 RMB’000
BERE Total assets 2,770,343 2,540,541?
B Total equity 1,878,418 1,714,174@
ReRRESFEY Cash and cash equivalents 391,025 559,801
BERBELE (%O Net gearing ratio (%)™ 23 (0.1)
Bt & Current ratio 1.4 1.5
FEW AR R 2 B (H) Accounts receivable turnover period (days) 26 21
FEZRAEH(R) Inventory turnover period (days) 73 62
B - Notes:
1. ERBBELERZFEABEEENRRSRAESEEE 1. Net gearing ratio represents the ratio between total borrowings (less cash and cash
MR ERE R 2 o equivalents) and total equity.
2. —ETRFT A=+ —BZEERHETF 2. Audited balances as at 31 December 2005.

4 BN BE B £ @8 2 KR ER LA
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Management Discussion and Analysis
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2 UNIQLO AR RN BARFRIEEES|HE

B UNIQLO 3 18 %f 7N £ [ 3R 4 28 5l X TR /0 B R
W—ZTRFHARAEEMREIRBRSKTH
E’JﬁBAETgﬁ o SEELE UNIQLO #i 4 FE 82 ) 58 K
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IEFI AR B REEBRET S

B RALEEE UNIQLO * NIKE + ADIDAS K PUMASE
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N ZBERBRE FORRFFENERNE) - thoh - A&
| pr¥E B #) H B2 12 A8 71 1£60,000M8 175 7K B2 3B R4t &
HETER REAKEERRIAREERBEZE -

The following management discussion and analysis should be read in conjunction
with the unaudited interim financial statements and the accompanying notes of
Shenzhou International Group Holdings Limited (“Shenzhou International” or “the
Company”) and its subsidiaries (“the Group”) for the six months ended 30 June
2006 as set out in this interim report.

Business Review

For the six months ended 30 June 2006, the Group carried on various businesses
and implemented various measures according to its stated development strategy,
details of which are as follows:

Close cooperation with Japanese customers who were represented by
UNIQLO

Since UNIQLO completed its inspection of the Group’s garment factory in
Cambodia, as from April 2006 the Group has been handling part of its orders at
the garment factory in Cambodia, in conjunction with the strategic adjustments in
the supply chain of UNIQLO, ensuring the stability and continuity of its supply, and
making the garment factory in Cambodia the Group’s another important supply
base for UNIQLO.

Continual substantial growth in sports wear

In line with the growth in the orders from and the strengthened co-operation with
sports brand customers such as NIKE, ADIDAS and PUMA, these customers have
gradually become an influential group of customers of the Group, which enables
the Group to diversify its products and customers, enhances further development
of the Group, and reduces the operating risk attributable to reliance on an
individual customer. For the six months ended 30 June 2006, sports wear
contributed to 13.2% of the total sales, compared to 6.8% for the six months
ended 30 June 2005.

Smooth expansion of the markets in Mainland China, Europe and the US

Based on cooperation experience between the Group and customers such as
UNIQLO, NIKE, ADIDAS and PUMA, the Group is expanding a cooperative
relationship with these customers on the markets of Mainland China, Europe and
the US. Since these customers have all completed inspection of the Group's
garment factory in Cambodia, and the Group has obtained its European and
American textile quota, cooperation with these customers can be carried out at a
larger scale to explore more possibilities.

Ancillary facilities ensure sound and healthy development of the Group

Strategic investments in water supply and thermal power supply facilities by the
Group and its substantial shareholder ensure stable and sufficient supply of water,
electricity and steam at low costs and effective management of current and future
price fluctuations of these resources. Besides, the Group’s ownership of a waste
water treatment system which is capable of processing up to 60,000 tonnes of
waste water daily, as well as its operating model ensure that the Group is well
catered for in terms of environmental protection, both now and in the future.

Shenzhou International Group Holdings Limited 5
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1E71E A H A R #1,390,177,0007T @ T AR
308,684,0007C * EIEE285% - EEREAETEA : 1)
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Enhancement of product quality

The high requirement imposed on the products of the Group by well-known sports
brand customers such as NIKE, ADIDAS and PUMA, is in line with the plan of the
Group to continue enhancing the quality of its products, and has resulted in a
synergy that facilitates ongoing enhancement of its product quality through various
processes, and has established a good foundation.

Operating results of the Group
Sales

Sales for the six months ended 30 June 2005 amounted to RMB1,081,493,000,
and increased to RMB1,390,177,000 for the six months ended 30 June 2006, an
increase of RMB308,684,000 or 28.5%. The growth was mainly driven by: 1)
increase in the demand from Japanese customers in line with the rebounds of the
Japanese domestic economy; 2) sharp increase in the sales of sports wear; and 3)
successful business expansion in the European market.

Sales of the Group analysed by product categories for the six months ended 30
June 2006 and the six months ended 30 June 2005 are compared as follows:

BEAA=1tTHIEAEAR

For the six months ended 30 June

—EERE —EZTHE #E
2006 2005 Change
AR¥ET T AR%TF T ARMFT
RMB’000 % RMB’'000 % RMB’000 %

RE @ By product

NGRS Casual wear 1,147,514 82.5 935,616 86.5 211,898 22.6

B A RE Sports wear 183,168 13.2 73,116 6.8 110,052  150.5

H £ 45 o Other knitting products 59,495 4.3 72,761 6.7 (13,266)  (18.2)
HEBES Total sales 1,390,177 100.0 1,081,493  100.0 308,684 285

HE_ZTTNFANA=+BILAEAR  EBHERERN
HEAIREBEERS  TEZEZRAEEAR  NKE-
ADIDAS K PUMA X EEH @ERIH XK KR
e HRBE-_ZERFAA=ZTHIEANEAD
6.8%  BE_ZETZNFANA=THIENEANESE
AR % AT A8 SHE BB LL Bl BIRFF = 13.2% ©

K B 48 AR ﬁﬁ%%ﬁm&%\a_zzﬁif—\ﬂ:JrElm/—\
& A ¥ A R #935,616,0007C * EHE —TT/NF N
A=+HILRMEA a’aAEﬁ%1,147,514,oooE - yiling
AR 211,898,000t * #EIEE22.6% - HEXBHRA
UNIQLO * Decathlon ¥R F ¥ RNEBEHFEFE =L M o

6 B OME B &£ 8 2 KR AR A

oy

For the six months ended 30 June 2006, the substantial increase in the contribution
from sports wear was mainly due to a substantial increase in OEM manufacturing
for renowned sports brands such as NIKE, ADIDAS and PUMA. Sports wear
accounted for 13.2% of the total sales for the six months ended 30 June 2006,
representing a continual increase compared to 6.8% for the six months ended 30
June 2005.

For the six months ended 30 June 2005, sales from casual wear amounted to
RMB935,616,000, which increased to RMB1,147,514,000 for the six months ended
30 June 2006, an increase of RMB211,898,000 or 22.6%, mainly due to an
increase in the purchases from the Group’s customers such as UNIQLO and
Decathlon.
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HE_ZTRFERNA=TRHILAERKRTSE DM
SRR

Sales of the Group analysed by regions for the six months ended 30 June 2006 and
the six months ended 30 June 2005 are compared as follows:

BEARA=+TRHIAER

For the six months ended 30 June

—EERE —EERE b
2006 2005 Change
ARMTF 5 ARMTF 5 ARETF 5
RMB’000 % RMB’'000 % RMB’000 %

BT % By region
B B 85 International sales

H 7Zx Japan 1,078,259 77.6 920,060 85.1 158,199 17.2

B Europe 160,404  11.5 60,803 5.6 99,601  163.8

e U.S. 35,029 2.5 42,480 3.9 (7,451) (17.5)

HEBExR Others 49,230 3.6 9,162 0.9 40,068 437.3
BREHE N ET Sub-total for international sales 1,322,922 95.2 1,032,505 95.5 290,417 28.1
A E Domestic sales 67,255 4.8 48,988 4.5 18,267 37.3
SHE AT Total sales 1,390,177 100.0 1,081,493 100.0 308,684 28.5

BHE_ZZXNFANA=ZTHLEANEAR - BNTSHATE
tHﬁlJ LiRE R ZREAERE ST ~F—A—

ZKEIFMEE’XE’\] BRSO EERA A5 H
X /J‘H:meﬁﬁ?ﬁ Decathlon HEREEFFEL KM < b
BEE—_ZTERFANA=1THILXEAN56%  HE
TETERFAAZTHIEAERABRBETSEAEER
HERER11.5% °

RBE_ZEANEANA=THILEAER BRIHE
Fo RKIKIEETE A ARK28,663,0007T (B = _Egﬁ
FARA=ZTRHIERER : ARK16,544,0000T) © E

A UNIQLO * NIKERITOCHU SR FRHEE RN IW
HE o

HERARERE

AEBBE-_ZZTAFEANA=THLENEANHEEK
K4 A ANRM1,079,164,000t (BE-_ZZTRENA
=tHIEAEA : AR¥S22,167,000T) - HE=-ZT
EREANAZTALEANBEARAEEHEEF XA
24% BREBEE_TTAFAAA=THILEASNEAKN
24%FR1K41.6% c EFERENEZREAL RELE
HEREREFEHRR ST FIH+FR_FZLF
EBHBRRBEENMBERZET - ZLBTKRE
PERELFEFIREEZE  ELEXRZPERER
FREARE - MG MEBER A TKAFTE ©

For the six months ended 30 June 2006, the increase in the contribution from the
European markets was mainly attributable to the larger EU textile quota acquired
by the Group from 1 January 2006, and the continual increase in the purchases
made by Decathlon, the Group’s European merchandiser. The EU accounted for
11.5% of the Group’s total sales for the six months ended 30 June 2006,
compared to 5.6% for the six months ended 30 June 2005.

Domestic sales of normal garments amounted to RMB28,663,000 for the six
months ended 30 June 2006 (Six months ended 30 June 2005: RMB16,544,000),
mainly supplying products for customers such as UNIQLO, NIKE and ITOCHU for
domestic sale.

Cost of sales and gross profit margin

Cost of sales for the six months ended 30 June 2006 amounted to approximately
RMB1,079,164,000 (Six months ended 30 June 2005: RMB822,167,000). The gross
profit margin of the Group’s sales for the six months ended 30 June 2006 was
22.4%, approximately 1.6% lower as compared to 24% for the six months ended
30 June 2005. The main reason for the decline in the gross profit margin was that
more staff had been recruited to handle the expected increase in the business of
sports wear customers for the second half of 2006 and the whole year of 2007,
and most of these staff need to undergo an induction and apprenticeship period,
during which production capacity has not been up to scale, and labour cost per
unit has been increased.

Shenzhou International Group Holdings Limited 7
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Equity attributable to the Company’s equity holders

At 30 June 2006, the Group’s equity attributable to the Company’s equity holders
is RMB1,865,680,000 (31 December 2005: RMB1,702,022,000) of which non-
current assets were RMB1,538,541,000 (31 December 2005: RMB1,330,951,000),
net current assets were RMB339,877,000 (31 December 2005: RMB383,223,000)
and  minority interests were RMB12,738,000 (31 December 2005:
RMB12,152,000). The increase in equity attributable to the Company’s equity
holders was mainly due to the increase in retained profits.

Liquidity and financial resources

For the six months ended 30 June 2006, net cash generated from the Group's
operating activities amounted to approximately RMB282,959,000 (Six months
ended 30 June 2005: RMB66,929,000). Net borrowings (bank borrowings less cash
and cash equivalents) of the Group as at 30 June 2006 amounted to
RMB42,389,000. Net cash as at 31 December 2005 amounted to RMB1,064,000.
Net cash decreased by RMB43,453,000, mainly due to increased investment into
plant and equipment, etc. in order to further improve production capabilities to
satisfy the needs of an increase in orders.

Cash and cash equivalents of the Group at 30 June 2006 amounted to
RMB391,025,000 (31 December 2005: RMB559,801,000). The total amount of
outstanding  borrowings was RMB433,414,000 (31 December 2005:
RMB558,737,000), all being short-term loans. Equity attributable to equity holders
of the Company amounted to RMB1,865,680,000 (31 December 2005:
RMB1,702,022,000). The Group was in a solid cashflow position, with a debt to
equity ratio (total outstanding borrowings as a percentage of equity attributable to
the Company’s equity holders) of 23.2% (31 December 2005: 32.8%).

At 30 June 2006, majority of the borrowings of the Group were subject to interests
payable at fixed rates. The Group did not enter into any interest rate swaps to
hedge itself against the risks associated with interest rates.

Finance costs and taxation

For the six months ended 30 June 2006, finance cost decreased substantially to
RMB7,984,000 from RMB23,673,000 for the six months ended 30 June 2005,
mainly due to utilization of part of the proceeds from the listing and the cash
generated from operating activities for this period in repayment of bank
borrowings (in accordance with the plans on the use of proceeds from the listing) ,
and this has resulted in a significant decrease in the borrowings of the Group.
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For the six months ended 30 June 2006, income tax expense of the Group
substantially increased to RMB15,919,000 from RMB2,220,000 for the six months
ended 30 June 2005, mainly because the year 2005 was the last year in which
Ningbo Shenzhou Knitwear Co., Ltd., the Company’'s major subsidiary, was
exempted from taxation. The “50% reduction” preferential income tax policy has
been implemented from the year 2006, and this caused an overall increase in
taxation for the Group.

Pledge of the Group’s assets

At 30 June 2006, other than deposits with certain banks with a total amount of
RMB22,341,000 (31 December 2005: RMB2,310,000) pledged as securities for
certain trade financing facilities granted by the banks, the Group did not pledge
any of the Group'’s assets for its bank borrowings.

Use of proceeds from the initial public offering

Proceeds from the issue of new shares of the Company for listing on the Main
Board of the Stock Exchange of Hong Kong Limited (the “Stock Exchange”) in
November 2005, after deducting related issue expenses therefrom, amounted to
approximately HK$856 million. During the period from the date of listing to 30
June 2006, part of such proceeds had been utilized in accordance with the
proposed use of proceeds as set out in the prospectus of the Company dated 15
November 2005 (the “Prospectus”), as follows:

. approximately HK$47,806,000 (approximately RMB49,728,000) for the
acquisition of new dyeing and finishing equipment for the Group’s
production facilities in China;

3 approximately HK$26,160,000 (approximately RMB27,211,000) for the
acquisition of new plant and equipment in China for the production of
functional fabrics mainly used in sports wear;

3 approximately HK$39,635,000 (approximately RMB41,229,000) for the
acquisition of new weaving and knitting equipment for the Group’s
production facilities in China;

. approximately HK$51,000,000 (approximately RMB53,050,000) for the
acquisition of new cutting and sewing equipment for the Group’s production
facilities in China;

3 approximately HK$305,000,000 (approximately RMB317,261,000) for partial
repayment of the Group’s long-term bank borrowings; and

3 the  balance  of  approximately = HK$48,000,000  (approximately
RMB49,930,000) as additional general working capital of the Group.

As at 30 June 2006, the balance of the net proceeds of approximately
HK$338,399,000 had been deposited with banks in Hong Kong and China. The
Directors intend to utilize such net proceeds in the manner disclosed in the
Prospectus.

Shenzhou International Group Holdings Limited 9
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Exposure to exchange risks

As the Group's sales were mainly settled in United States Dollars (“USD") whilst its
purchases were mainly settled in RMB, its costs and operating profit margin were
subject to exchange rate fluctuations. The Group adopted a policy to hedge part of
its exchange rate risks in light of existing fluctuations of the exchange rate
between USD and RMB. The amount to be hedged would depend on the Group's
expected USD revenue, purchases and capital expenditure requirements, as well as
market forecast of fluctuations in the USD to RMB exchange rate.

To protect itself against reductions in value and the volatility of future cash flows
which might result from any exchange rate movement between RMB and USD, the
Group had arranged for USD borrowings of an appropriate amount. As at 30 June
2006, out of the total bank borrowings, USD borrowings amounted to
RMB163,414,000 (USD20,438,000 based on the original currency) (31 December
2005: RMB38,737,000 (USD4,800,000 based on the original currency).

Employment, training and development

At 30 June 2006, the Group had over 27,000 employees. Total staff costs,
including administrative and management staff, amounted to approximately 18.9%
(Six months ended 30 June 2005: 18%) of the Group's sales during the period. The
Group remunerated its staff according to their performances, qualifications and
industry practices and conducted regular reviews of its remuneration policy.
Employees would receive discretionary bonuses and monetary awards based on
their ratings in annual performance appraisals. The Group also offered rewards or
other incentives to motivate personal growth and career development of the
employees, such as ongoing opportunities for training to enhance their technical
and product knowledge as well as their knowledge of industry quality standards.
All new staff members of the Group were required to attend an introductory
course. There were also various types of training courses available to all of the
Group's employees.

Capital expenditure and commitments

For the six months ended 30 June 2006, the Group's investment in fixed assets
amounted to approximately RMB275,357,000, of which approximately 69% was
used for the acquisition of plant and equipment and approximately 27% was used
for the construction of new factory buildings, and the balance was used for the
purchase of other fixed assets.

At 30 June 2006, the Group had capital commitments of approximately
RMB198,758,000 in connection with the acquisition and construction of
properties, plants and equipment, which will be financed by IPO proceeds and
internal resources.

Contingent liabilities

At 30 June 2006, the Group had no significant contingent liabilities.
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Future prospects and strategies

The management of Shenzhou International is of the view a complete and vertically
integrated production process is a major factor in stabilizing the relationship with
existing Japanese customers and attracting NIKE, ADIDAS, PUMA and other quality
customers. Therefore, based on the existing relationships with these customers, the
Group will continue to enhance the production capabilities of various ancillary
processes. The Group will also further enhance the process standards, improve the
operating efficiency, strengthen cost control measures, and shorten the delivery
schedules, in order to further improve the overall competitiveness.

The Group will also focus on customer needs and continually upgrade the
production and consolidated servicing capabilities of the garment factory in
Cambodia, to gradually come up with two production bases in Mainland China and
Cambodia which are mutually supplemental, ensuring important customers are
protected from impacts from the region, politics, economy, exchange rate, policy,
etc., and guaranteeing the stability of product supply.

As far as the management of the Company is aware, the Group’s past success was
built upon the foundation of a stable Japanese market. Therefore, Japan will
remain an important market for the Group, to be further strengthened and
continuously developed.

The Group will seize upon the opportunity presented by the major sports event of
the 2008 Olympics in Beijing, and continue to increase the sales and the sales
proportion of sports wear, and adopt an approach to designate plants for the
exclusive use of well-known sports brand customers, in order to fully enhance the
level of co-operation, and to build a stronger strategic co-operative relationship
with these customers.

In line with the move to relocate the production of certain low-end textile products
to South East Asia and South Asia, global high-end textile market share
attributable to China presented a sharp increase, and some of the Group's
customers had also expressed their requirement for products to be of a higher
quality and further refinement. In view of this trend, the Group will further
strengthen its research and development capabilities, and further improve the
capabilities of various work processes to handle small orders of high quality, short
delivery schedule, and higher profit margin.

In view of the development prospects of the apparel industry and the enormous
apparel OEM market, the Group will focus on the knitwear OEM business and
strive to become the world’s most competitive knitwear manufacturer in this sector
through ongoing consolidation and expansion efforts, generating substantial
returns for our shareholders and investors.

Shenzhou International Group Holdings Limited 11
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Condensed Consolidated Balance Sheet " As at 30 June 2006

NFENA=1H

REEEX 2E &
Unaudited Audited
—EERE —EERF
NA=TH +=—HA=+—H
30 June 31 December
2006 2005
Fff &F ARBT T ARET T
Notes RMB’000 RMB’000
BE ASSETS
kRBEE Non-current assets
Y - BE R Property, plant and equipment 5 1,480,192 1,275,217
o+ {5 AR A Land use rights 5 57,318 55,458
BREMSIHEE Deferred income tax assets 1,031 276
1,538,541 1,330,951
REEE Current assets
AT Inventories 6 500,556 366,201
FE W BR SR R B W B Accounts and bills receivable 7 212,243 193,560
T8~ RRIE R H At 8 s R IE Prepayments and other receivables 8 105,637 66,023
BHEBRITER Pledged bank deposits 22,341 2,310
FHa =88 MRITFER Bank deposits with initial term of over three months — 21,695
RekREeEFEY Cash and cash equivalents 391,025 559,801
1,231,802 1,209,590
mEE Total assets 2,770,343 2,540,541
e EQUITY
ADQEREFE AEML Capital and reserves attributable to
BR A % 1 18 equity holders of the Company
fi& A Share capital 129,717 129,717
& Reserves 9 1,090,731 1,091,763
R EB & F| Retained earnings
— Rk R HRAR B — Proposed final dividend — 25,903
— HAfth — Others 645,232 454,639
1,865,680 1,702,022
DB RER Minority interests 12,738 12,152
R Total equity 1,878,418 1,714,174

12 BN B B &£ B 2 R B8 R A
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Condensed Consolidated Balance Sheet " As at 30 June 2006

AEXA=+E

KRIEBR 2 &%
Unaudited Audited
—EETXREF —EETRF
ANA=+H +=—HA=+—H
30 June 31 December
2006 2005
B &£ ARBT T ARET T
Notes RMB’000 RMB’000
REEE Current liabilities
ERERRENEE Accounts and bills payable 10 350,965 144,779
JE &t SR IE 2 E At JE A~ FRIE Accruals and other payables 11 70,336 100,041
EHMEH AR Current income tax liabilities 7,787 668
FESREE A L FE Due to related parties 20(b) 29,423 22,142
RITHEE — EEA Bank borrowings, unsecured 433,414 558,737
891,925 826,367
maeE Total liabilities 891,925 826,367
HEZREE Total equity and liabilities 2,770,343 2,540,541
REBEEFE Net current assets 339,877 383,223
BREERRBDES Total assets less current liabilities 1,878,418 1,714,174
M AZEHAREMBHRROEKRIH The notes are an integral part of these condensed consolidated financial

statements.
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Condensed Consolidated Income Statement For the six months ended 30 June 2006

B=E NFNA=T1HIEANEA

RIEERZ
Unaudited
BZEANA=1THIAEA

For six months ended 30 June

—EERE —EEREF
2006 2005
Fff &F AR® T ARET T
Notes RMB’000 RMB’'000
HE® Sales 4 1,390,177 1,081,493
1B B A Cost of sales 13 (1,079,164) (822,167)
EF Gross profit 311,013 259,326
H b 518558 Other losses, net 12 (492) (7,580)
HEERMBGHEER Selling and marketing expenses 13 (13,774) (15,188)
—MBETHRER General and administrative expenses 13 (81,665) (63,273)
&R M Operating profit 215,082 173,285
& B AR Finance costs 14 (7,984) (23,673)
fEIE —REE AR FEER Share of results of an associate — (7)
B BT 18 %5 A0 7 78 Profit before income tax 207,098 149,605
Fris R Income tax expense 15 (15,919) (2,220)
R A E Profit for the period 191,179 147,385
RATALTEAER : Attributable to:
RRRIREFREE A Equity holders of the Company 190,593 146,439
DERR R Minority interests 586 946
191,179 147,385
HARATREZEAEN Earnings per share for profit attributable to
F 578 0 2 Bt & Fl the equity holders of the Company during
(AERAR®E) the period (expressed in RMB per share) 16
— ® R — Basic 0.15 0.16
— #E — Diluted TER N/A TEA N/A
Mzt iz SRR G M S MR e KD - The notes are an integral part of these condensed consolidated financial

statements.
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Condensed Consolidated Statement of Changes in EqQuity  for the six months ended 30 sune 2006

Z= NFNA=T1HIEANEA

AATRESE ARNE
Attributable to equity holders of the Company
R i REEF INE LHRRRER @t
Share Retained Minority
capital Reserves earnings Sub-total interests Total
ARBT T ARBTR ARBT T ARBTT ARBTR ARBT T
RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000
BZ-_2FAEAA=1H For the six months ended
EAER (REER) 30 June 2005 (unaudited)
R-BTRE-P-BHEHR Balance at 1 January 2005 24 694,012 577324 1,271,360 31,968 1,303,328
H ) 7 Profit for the period — — 146,439 146,439 946 147,385
EEETERAIRMTE Dividends paid by group
ERREFEARS companies to their then
equity holders — — (292,549) (292,549) (29) (292,578)
BREEAR Transfer to statutory reserves — 58,284 (58,284) = = —
RZZTRERA=F—H Distribution to equity holders
mRERF B ALK on 31 May 2005 = (452,417) (63,441) (515,858) (600) (516,458)
RZZTREANA=THMGH Balance at 30 June 2005 24 299,879 309,489 609,392 32,285 641,677
BZE-EEREAAZTAHL For the six months ended
AER (REER) 30 June 2006 (unaudited)
RZTTRE-A—BMEH Balance at 1 January 2006 129,717 1,091,763 480,542 1,702,022 12,152 1,714,174
A FE Profit for the period — — 190,593 190,593 586 191,179
MEZEE Translation differences — (1,032) — (1,032) — (1,032)
BRZZZERFAAREZ Dividends relating to
—ZTRERE 2005 paid in June 2006 — — (25,903) (25,903) — (25,903)
RZSTRENA=THANES Balance at 30 June 2006 129,717 1,090,731 645,232 1,865,680 12,738 1,878,418
MRz EHAREMERRNEKIDH The notes are an integral part of these condensed consolidated financial

statements.
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Condensed Consolidated Cash Flow Statement For the six months ended 30 June 2006

2= NFNA=T1HIEANEA

RIEERZ
Unaudited
BZEANA=1THIAEA

For six months ended 30 June

ZEEAREF —EERF
2006 2005
ARBT T AR T
RMB’000 RMB’000
KEXEBMEREFH Net cash generated from operating activities 282,959 66,929
BREFRSMARESFHE Net cash used in investing activities (275,916) (313,505)
BMEES (FTA) A5 Net cash (used in)/generated from
R&FRE financing activities (172,823) 166,694
ReRASEEYRD Decrease in cash and cash equivalents (165,780) (79,882)
HYReRREEEY Cash and cash equivalents at beginning of period 559,801 238,428
EREFHHTE Effect of foreign exchange rate changes (2,996) (158)
HARERBELSEEY Cash and cash equivalents at end of period 391,025 158,388
Misk iz SRR G B S MR AR S - The notes are an integral part of these condensed consolidated financial
statements.
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Notes to the Condensed Consolidated Financial Statements

Bz NENA=+HIEANEA
For the six months ended 30 June 2006

—RESR

RMBEERERZERERAR ([ARRND R -F
TRHENA-T=AEHSHESEMKLRE
BHReEGRAA -

ARBREMBAR ([NEE]) TEREHE
MEEHBREER °

BRRBEAN  ZFRREZLEREE S R
BHREAUARE (TAREDIIE -EFER
—EERFNANARETIRZEEAES
P wmK

2 EE

HE-ZZAFAA=ZTALEFFNZERE
EREARET RV BERRCRET B E
A (BRI F345% [F B 7% B 3 4R
o REREERBALZE T HY B HRKEE
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MK —HBIE -

BRTBE
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ZERAF T A=+ -HALFENFERBR
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o EBEFHEBNFEIN (BT [2AEH
BIETR _ZZRF-—H-Hk &R
M FEREHRAEN - ERAEEENTE
BERAABENBERARNESHT RN
BISFTER - WLRERTHARBR —FF
NE-H-BRFERRRARENEIER
ARNERIANSBRGEE  T2EE
ERZTE

GENERAL INFORMATION

Shenzhou International Group Holdings Limited (the “Company”) was
incorporated as an exempted company with limited liability in the Cayman
Islands on 23 June 2005.

The Company and its subsidiaries (the “Group”) is principally engaged in the
manufacture and sale of knitwear products.

These unaudited condensed consolidated interim financial statements are
presented in Renminbi (“RMB”) unless otherwise stated. These condensed
consolidated interim financial statements have been approved for issue by
the Board of Directors on 4 August 2006.

BASIS OF PREPARATION

These unaudited condensed consolidated interim financial statements for the
half-year ended 30 June 2006 have been prepared in accordance with Hong
Kong Accounting Standard (“HKAS”) 34, “Interim financial reporting”.
These unaudited condensed consolidated interim financial statements should
be read in conjunction with the annual financial statements for the year
ended 31 December 2005.

ACCOUNTING POLICIES

The accounting policies and basis of presentation adopted are consistent
with those of the annual financial statements for the year ended 31
December 2005. As described in the annual financial statements for the year
ended 31 December 2005.

The following new standards, amendments to standards and interpretations
are mandatory for financial year ending 31 December 2006.

o Amendment to HKAS 19, “Actuarial gains and losses, group plans and
disclosures”, effective for annual periods beginning on or after 1
January 2006. The amendment is not relevant for the Group;

. Amendment to HKAS 39, Amendment to “The fair value option”,
effective for annual periods beginning on or after 1 January 2006. This
amendment does not have any impact on the classification and
valuation of the Group's financial instruments classified as at fair value
through profit or loss prior to 1 January 2006 as the Group is able to
comply with the amended criteria for the designation of financial
instruments at fair value through profit and loss;

Shenzhou International Group Holdings Limited 17
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Notes to the Condensed Consolidated Financial Statements
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ACCOUNTING POLICIES (Continued)

Amendment to HKAS 21, Amendment “Net investment in a foreign
operation”, effective for annual periods beginning on or after 1
January 2006. This amendment is not relevant for the Group;

Amendment to HKAS 39, Amendment “Cash flow hedge accounting
of forecast intragroup transactions”, effective for annual periods
beginning on or after 1 January 2006. This amendment is not relevant
for the Group;

Amendment to HKAS 39 and HKFRS 4, Amendment “Financial
guarantee contracts”, effective for annual periods beginning on or
after 1 January 2006. This amendment is not relevant for the Group;

HKFRS 6, “Exploration for and evaluation of mineral resources”,
effective for annual periods beginning on or after 1 January 2006. This
standard is not relevant for the Group;

HK(IFRIC)-Int 4, “Determining whether an arrangement contains a
lease”, effective for annual periods beginning on or after 1 January
2006. The Group has reviewed its contracts. Some of them are
required to be accounted for as leases in accordance with HKAS 17,
“Leases”. However, these leases are operating leases, and their
reclassification has had no impact on the expense recognised in
respect of them;

HK(IFRIC)-Int 5, “Rights to interests arising from decommissioning,
restoration and environmental rehabilitation funds”, effective for
annual periods beginning on or after 1 January 2006. This
interpretation is not relevant for the Group; and

HK(IFRIC)-Int 6, “Liabilities arising from participating in a specific
market — waste electrical and electronic equipment”, effective for
annual periods beginning on or after 1 December 2005. This
interpretation is not relevant for the Group.
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Notes to the Condensed Consolidated Financial Statements For the six months ended 30 June 2006
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BABISTXIR-ZZTRF=ZA—BX
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e FE(HRMBHREERZES) — B
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ACCOUNTING POLICIES (Continued)

The following new standards, amendments to standards and interpretations
have been issued but are not effective for 2006 and have not been early
adopted:

o HK(IFRIC)-Int 7, “Applying the Restatement Approach under HKFRS
29", effective for annual periods beginning on or after 1 March 2006.
Management do not expect the interpretation to be relevant for the
Group;

o HK(IFRIC)-Int 8, “Scope of HKFRS 2", effective for annual periods
beginning on or after 1 May 2006. Management is currently assessing
the impact of HK(IFRIC)-Int 8 on the Group’s operations;

o HK(IFRIC)-Int 9, “Reassessment of Embedded Derivatives”, effective for
annual periods beginning on or after 1 June 2006. Management
believes that this interpretation should not have a significant impact
on the reassessment of embedded derivatives as the Group already
assess if embedded derivative should be separated using principles
consistent with HK(IFRIC)-Int 9; and

o HKFRS 7, ‘Financial instruments: Disclosures’, effective for annual
periods beginning on or after 1 January 2007. HKAS 1, “Amendments
to capital disclosures”, effective for annual periods beginning on or
after 1 January 2007. The Group assessed the impact of HKFRS 7 and
the amendment to HKAS 1 and concluded that the main additional
disclosures will be the sensitivity analysis to market risk and capital
disclosures required by the amendment of HKAS 1. The Group will
apply HKFRS 7 and the amendment to HKAS 1 from annual periods
beginning 1 January 2007.

Shenzhou International Group Holdings Limited 19
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Notes to the Condensed Consolidated Financial Statements

4. HEBERIBEHR 4. SALES AND SEGMENT INFORMATION
AEEFERSRERFHEHBAREERNE The Group is principally engaged in one business segment, the manufacture
—XEBoE HRXBHKEXEBREEHMR and sale of knitwear products, and most of its operations and assets are
RBIRREE - it - NREBWEZ5 XKD E - located in Mainland China. Therefore, no business segment is presented.
REFPEMSESMEEE (RERNHEEM Sales by geographical location of customers (by location where merchandise
SISO E) ¢ was delivered):

BEAA=tRILAER

For six months ended 30 June

—EERE —EERF
2006 2005

AR T ARBT T

RMB’000 RMB’'000

HETHINZEE Sales for external customers

=N Japan 1,078,259 920,060
BOM Europe 160,404 60,803
2] Mainland China 67,255 48,988
Hth Others 84,259 51,642
1,390,177 1,081,493
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Notes to the Condensed Consolidated Financial Statements

=

ERFNA=+HIENEA

K = —
For the six months ended 30 June 2006

5. BEXRMEX 5. CAPITAL EXPENDITURE
WE - =+ it
HE K& R
Property, Land
plant and use
equipment rights
AR®BT T ARBT T
RMB’000 RMB’000
BE-_ZTZTRF For the six months ended 30 June 2005
ANA=+HLEXREA
RZZTTRF—A—AHZ Opening net book amount
F Y BR EF 58 at 1 January 2005 1,080,044 54,181
NE Additions 313,398 16,195
o} = Disposals (132,607) (8,866)
RZTTRFAA=1+—H Distribution to equity holders on 31 May 2005 (11,148) (5,277)
MR R A AEH B 5 R
e B Depreciation/Amortisation (48,047) (380)
RZZTTRFANA=1+HZ Closing net book amount at 30 June 2005
Hi R AR F AR 1,201,640 55,853
BE-ZZXRF For the six months ended 30 June 2006
NAB=tHLEXRMEA
RZZEERF—A—RZ Opening net book amount
FHREFE at 1 January 2006 1,275,217 55,458
NE Additions 272,856 2,501
=4 Disposals (1,137) —
e Depreciation/Amortisation (66,236) (641)
ERER Exchange differences (508) —
RZEZ _\$ SA=+HZ Closing net book amount at 30 June 2006
Hi R PR % AR 1,480,192 57,318
6. & 6. INVENTORIES
—EEXRE —EERF
xA=tR +t=A=t+-8
30 June 31 December
2006 2005
AR¥T T ARBT T
RMB’000 RMB’000
JR 4 % Raw materials 114,409 104,171
& & Work in progress 328,831 219,229
2% & Finished goods 57,316 42,801
500,556 366,201
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7. BERERRREWRREE 7. ACCOUNTS AND BILLS RECEIVABLE
AEERHEERSHBIUERAEET - HAAHE The majority of the Group's sales are on letters of credit. The remaining
—RER2ZEAATENREES - BRETRKR amounts are generally granted with credit terms of 2 to 6 months. The
EREENRRONOAT - ageing analysis of accounts and bills receivable is as follows:

—ETXRE —EETRF
ANAB=+H +=A=+—8
30 June 31 December
2006 2005
ARMT ARBT T
RMB’000 RMB’000
0Z6fE A 0 to 6 months 212,243 193,538
(FEPSENE:S 6 months to 1 year — 22
212,243 193,560
ERERREREENETDEEE AR EME The carrying amounts of accounts and bills receivable approximated their fair
& o value.
8. HEMNRERHMEWRNE 8. PREPAYMENTS AND OTHER RECEIVABLES
—ETXRE —EETRF
ANB=tH +=A=+—H
30 June 31 December
2006 2005
ARMT ARBT T
RMB’000 RMB’000
ENFRERES Prepayments and deposits
— BRI RE M B — Purchase of raw materials 23,588 30,542
— KEBERERZE (FzEa) — Water utilisation cost (note a) 50,000 —
— Hfth — Others 5,249 1,055
JE W3 (B B R 5K (B 5Eb) VAT refund receivable (note b) 19,340 9,883
A 5B R ESNE Forward foreign exchange contracts
REAEY at fair value — 9,154
FE W BT 10 FT 15 518 Receivables of proceeds from issue of shares 102 10,969
H fth fE W 38 Other receivables 7,358 4,420
105,637 66,023
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8. HEHE

(a)

(b)

SN ER Y ALESNE )

RERAEBEEFAMREERNKERR
BEER  AEER-_TT A FMNAMKE
BUYE=mEEmitaEARBA (s
BB EET —HABEHKHZE &
t AEEREFERFXFARE
10,0008 7t% ' k@B BTN ERZE
% BRRIEHEAEE —EH2HKE
B BREBATTF o B REFEE
HENEEERBERNARE26008
T o ZME R R BB AKEE RER TR
A& IERBIRT - AREDRIBE R Z
FERIBARKS5,0008 T 0 BRAIFEN X
g o

AEEARERNHERARNT AL
BEN (HEER]) - EFRET A HHA
AR o B BEN T HREER
KA HURE R IZ BN 2 FERE - REEW
REHBERARER17%  SAOMETM T - A&
BEERMSEREENERAIE K RIT
EEEIRETORE - HPAEEET
MIMNER R EERY A RZE 6 H
EFIRERNEY - BHEAS13% -

BERNFAREMEEFRENREEREEARE

gk

Bz NENA=+HIEANEA
For the six months ended 30 June 2006

8. PREPAYMENTS AND OTHER RECEIVABLES (Continued)

(a)

To ensure water supply for the Group’s production use at preferential
rate, the Group and the People’s Government of Beilun District Ningbo
City (“Beilun District Government”), an independent third party, has
entered into a large-quantity water supply agreement in April 2006,
whereby with the payment of RMB 100 million made by the Group to
the Beilun District Government, the Beilun District Government will
supply with a guaranteed quantity of daily water supply at a
preferential rate to the Group, for a term of 20 years. In addition, the
Group will be responsible for the relevant pipeline constructing costs
of approximately RMB 26 million. The agreement will come into effect
after the completion of the relevant water pipe laying project. The
Group has made a prepayment of RMB 50 million in accordance with
the agreement, and is included in the prepayments.

The Group’s sales of self-manufactured products are subject to
Mainland China’s Value Added Tax (“VAT"). Input VAT on purchases
can be deducted from output VAT. The VAT payable is the net
difference between output and deductible input VAT. The applicable
tax rate for domestic sales of the Group is 17%. For export sales, the
“exempt, credit, refund”
method in settling VAT relating to goods exported, which exempts the

Group has obtained approval to use the

Group from output VAT for its export sales and entitles the Group for
a refund of the relevant input VAT at the rates of 13%.

The carrying amounts of prepayments and other receivables approximated

their fair value.
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9. & 9. RESERVES
IR 125 E IR Ak EEAE BEEH st
Share Capital Statutory Translation
premium reserve reserves differences Total
AR¥T T ARBTT ARBTT ARBT T AR¥T T
RMB’000 RMB’000 RMB’'000 RMB’000 RMB’000
BIE=-—ZFZTRE For the six months
AR=tHIEAEAR ended 30 June 2005
R=_ZZRFE—A—AH At 1 January 2005 — 611,475 82,537 — 694,012
BRERERN Transfer from retained
earnings — — 58,284 — 58,284
R=ZZTZTRAFAA=+—H Distributions to equity
| AR R A AEH B 5k holders on 31 May 2005 — (343,894) (108,523) — (452,417)
RZZETERFAA=TH At 30 June 2005 — 267,581 32,298 — 299,879
BLE—ZTTXF For the six months
ANA=Zt+HLEKEA ended 30 June 2006
R-ZZEXE—A—H At 1 January 2006 762,499 265,060 65,574 (1,370) 1,091,763
BmEEH Translation differences — — — (1,032) (1,032)
RZTEENFANA=1H At 30 June 2006 762,499 265,060 65,574 (2,402) 1,090,731
10. BENRARENRE 10. ACCOUNTS AND BILLS PAYABLE
—EEXRE —EETRE
AA=1+H +=—BA=+—8H
30 June 31 December
2006 2005
AR¥T T AR®T T
RMB’000 RMB’000
JE AT BR K Accounts payable 194,800 119,279
A EE Bills payable 156,165 25,500
350,965 144,779
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ﬁ‘ NENA=HIENEA

10. ENERARESREE (&) 10. ACCOUNTS AND BILLS PAYABLE (Continued)
ERERRENZEAORRSTAOT Ageing analysis of accounts and bills payable is as follows:
—EERE —EEREF
~A=1+H +=—HA=+—H
30 June 31 December
2006 2005
ARET R AR T
RMB’000 RMB’000
0Z61E A 0 to 6 months 345,565 136,718
6@ AE1FE 6 months to 1 year 1,578 1,099
1EF2E 1 year to 2 years 1,853 6,908
2F LA E Over 2 years 1,969 54
350,965 144,779
1. B REREMENKE 11. ACCRUALS AND OTHER PAYABLES
—EETRE —TEREF
~A=1+H +=—HA=+—H
30 June 31 December
2006 2005
ARET R AR T
RMB’000 RMB’000
BEIZS Customer deposits 9,114 3,638
FE=T B 2 Accrued expenses 42,714 81,646
BEME BMELREE Payable for purchase of property,

Y FE < Fh 18 plant and equipment 1,583 6,595
e R R Customs duty payable 5,254 _
H A Others 11,671 8,162

70,336 100,041
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12. HEEEE

12. OTHER LOSSES, NET

BEANA=t+HLAEAR

For six months ended 30 June

—ETRE —ZTHF
2006 2005
ARBT T AR T
RMB’000 RMB’000
BT % B (B 5% a) Government grants (note a) 3,655 8,569
B WA Interest income 2,241 511
HEWE  BERKE Loss on disposal of property, plant and
EEF8 equipment, net (235) (6,252)
ERBRFE Exchange losses, net (2,797) (158)
BARBEFABRREZN Forward foreign exchange contracts at fair value
RHEINES B through income statement (3.356) (10,250)
(492) (7,580)
(a) BN#HBEFEREMBMARTAEERNE (a) Government grants mainly represent bonus granted by local
HHER - government to the Group.

13. BEHEIENER

BRENHERES HERMSEEERN—K
K THRERBZAERAWMAT :

13. EXPENSES BY NATURE

general and administrative expenses are analysed as follows:

Expenses included in cost of sales, selling and marketing expenses and

BEAA=tRILAER

For six months ended 30 June

—ETXRE —EETRF
2006 2005
AR¥ T ARBT T
RMB’000 RMB’'000
BERFFHX Employee benefit expense
TERYN® Wages and salaries 252,256 185,448
iR RAR F 3R Retirement benefit contributions 7,265 5,873
H {8 7 Other welfares 3,400 3,303
262,921 194,624
PrE R Depreciation and amortisation 66,877 48,427
MR ERERHNTFEE S Changes in inventories of finished goods and work in progress (124,117) (32,193)
B FB B R A L K2 OE R R Raw materials and consumables used 801,337 599,517
AAFZERZESER Utilities and steam 88,087 72,083
MELEHRERE Operating lease expenses for properties 5,710 4,682
ke Commission 5,057 9,002
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14.

15.

BB R A

Bz NENHA=1FHIEANEA
For the six months ended 30 June 2006

14. FINANCE COSTS

BEANA=t+HLAEAR

For six months ended 30 June

—ETRE —ETHF
2006 2005
AR® T ARET T
RMB’000 RMB’000
ARAFABHEEN Interest expense on bank borrowings wholly payable
WITEEZFBERAX within five years 7,984 23,673
FRi& BB X INCOME TAX EXPENSE
BEANA=+HLAREAR
For six months ended 30 June
—ETRE —ETHF
2006 2005
AR¥T T ARBT T
RMB’000 RMB’000
B B /R B K P F 45 7R Mainland China current income tax (“EIT")
(TEEmBEHD 16,674 3,384
iR E B 18 Deferred taxation (755) (1,164)
15,919 2,220

RRABERNEEFNREZERARKRERESR
PR AR H & B M A SZ AT 7 3t 7 #A R A AR
FR{S#t

A Fp B R R AR A2 Y BT B 2 B R A9 16.5 % B
MRS o B AREEMKZSINE R
BEENNMBARCETREREEENEE R
BHIEX - REPEIINERECEERBOBA
FOER - NEEERNFE (REHBEFEHE
R A AREI B R E IR 2 & R%E) R AR F &
RRCEMEN  RER=FZFALEMEM
W EE -

—FRRBEETEEMA LN ZEN B QA
Shenzhou Cambodia Co., Ltd. 1R & A B & 154
B EIRI%BEBMAFEHE - WK & O EEFR
FEE BRBWNABR -

The Company and Top Always Investments Limited, an intermediate
investment holding company of the Group, are exempted from payment of
income tax in their respective places of incorporation.

The subsidiaries established in Mainland China are subject to EIT at a rate of
16.5%. Incorporated as foreign investment enterprises in Mainland China,
the subsidiaries have obtained approvals from the relevant tax authorities in
Mainland China for their entitlement to exemption from EIT for the first two
years and 50% reduction in EIT for the next three years, commencing from
the first profitable year after offsetting all unexpired tax losses carried
forward from the previous years in accordance with the relevant tax rules
and regulations applicable to foreign investment enterprises in Mainland
China.

Shenzhou Cambodia Co., Ltd., a wholly-owned subsidiary incorporated in
Kingdom of Cambodia under the Law on Taxation, is subject to income tax
at a rate of 9% and is entitled to be exempted from income tax for the first
four profit-making years.
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16.

17.

18.

18,

28

BEREF

HRSRENTIZBARARRELG ABEL
AFEHAR190,593,000T (BE-ZTZTH
FRA=THIEAREAR : AR% 146,439,000
TT)ARBETEBRONETEHRE A
1,245,000,000l (= —EZERHENA=1+H
1E7<{@ B : 900,000,0000%) 5t & - B E B 31T
RNDEER  ROFBITREARMEBETHEH
900,000,000/ i1 + T3 AE —TTHF—A
— BB LT -

el 7030 48 F 1 AL B SH R A 0 B ABAR - R LT R
25 EREFRF -

Bﬁ/%/\
REEFER-_TTAF\ANABEBZ B
RER  BEALTEBEREBE-TERER
A=Zt+ALABANTHRE

BREE

REFBHREENEARFZNOT :

16.

17.

18.

EARNINGS PER SHARE

The calculation of basic earnings per share for the period is based on the
consolidated profit attributable to equity holders of the Company of
approximately RMB190,593,000 ended 30 June 2005:
RMB146,439,000) and on the weighted average number of approximately
1,245,000,000 (Six months ended 30 June 2005: 900,000,000) ordinary
shares in issue during the period. In determining the number of shares in

(Six months

issue, a total of 900,000,000 shares issued pursuant to the issue of shares
and capitalisation issue were deemed to have been issued since 1 January
2005.

Diluted earnings per share is not presented as there were no diluted ordinary
shares.

DIVIDEND

Pursuant to a resolution passed by the Board of Directors on 4 August 2006,
the directors do not recommend the payment of an interim dividend for the
six months ended 30 June 2006.

CAPITAL COMMITMENTS

Capital expenditure at the balance sheet date but not yet incurred is as
follows:

—EEANE —TTHF
NA=TH +=—HA=+—H
30 June 31 December
2006 2005
AR® T ARET T
RMB’000 RMB’000
B R 4918 R - Contracted but not provided for:
— BEVE BER — Acquisition of property, plant and equipment
R 98,161 30,794
— BEME -  BER — Construction of properties, plant and equipment
Bg] 24,597 61,427
— KERERE — Water utilisation cost (note 8(a))
(Fff 5 8(a)) 76,000 —
198,758 92,221
XAREE 19. CONTINGENT LIABILITIES

AEBR-_ZZRFRA=ZTHELEERHEA
EE(CETERFT-_A=+—8: &) -

BN BB & B 2R ER QA

The Group did not have significant contingent liabilities as at 30 June 2006
(31 December 2005: nil).
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Z= NFNA=T1HIEANEA

200 BEALTRS 20. RELATED PARTY TRANSACTIONS

i — A B hEESREES S —H s H Parties are considered to be related if one party has the ability, directly or

B BREEARTEEATEN  BEFE indirectly, control the other party or exercise significant influence over the

REHE E o WMEERAXTRA—FESH - TMER other party in making financial and operation decisions. Parties are also

EBRAE - considered to be related if they are subject to common control.

(a) HBEEALIHNRS (a) Transactions with related parties
AEEHE-TTNFR_TTRFANA The Group had the following significant transactions with its related
StTREREAEAEFAEAL (BEES parties, including directors and their associates and companies
N BB g A DA R B 12 AR AR R AE il 80 A &) controlled by the controlling shareholder, for six months ended 30
ETTIHNERRS : June 2006 and 2005:

FrE — Discontinuing —

() BEEFTHRZZZ"FONA=T () Pursuant to several agreements dated 21 April 2006, the Group
— BB HE  AEEERER acquired the land use right of a piece of land situated at Beilun
Rt @& AR QA (TR WLt District, Ningbo and a 3-storey industrial complex from Ningbo
BB ECZATREERILRE Tianshan Shitong Weaving Co., Ltd. (“Tianshan Shitong”) for an
WL ERAER—E=ES R R aggregate cash consideration of RMB27,500,000.

F REASHKERAR®
27,500,0007T ©

5 — Continuing —

BEANA=t+HLAER

For six months ended 30 June

—TEREF —TTHF
2006 2005
B 3£ ARBT AR T
Notes RMB’000 RMB’000
() MREERAMNEXER (i) Lease of property, plant and
AR ([ERMNEZE]D equipment from Ningbo Shenzhou
HEWME  BER Properties Co., Ltd.
B4 (“Shenzhou Properties”) 1 4,234 4,106
(i) IRE=ZRPARIRIREAT (i)  Purchase of steam supply from
BRAR([ABRESH Ningbo Mingyao Environmental
ANAE) HEREA Thermal Power Co., Ltd.
("Mingyao Electric Company”) 2 16,142 —
(i) BREMABEHEBRE (i) Processing services provided by
AwE (TENKRE]) Ningbo Shenzhou Dagang Knitwear
R AL EY N T AR 75 Co., Ltd. (“Shenzhou Dagang”) 3 575 275
(ivy MBEZREFDER (iv)  Purchase of packing materials from
BRAR([EAB Shaoxing County Huaxi Packaging
EmAnl) HES Materials Company Limited
2 )R ("Huaxi Packaging Company”) 4 9,355 6,524
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20.

30

BEALRS (@)
(a) BREAZEALHRS ()

B

1L ARRAZ—2ENEDRER MG
ERAA (R M) R-FBEF+
AhBEANEEET—HBERS -
Wit N E AR EE R T
Metth - EMB-FERFAA-AE
—EFtst-A=+-8-

2. BMHAR —TZTRF T ANAEAR
BARART —MEAREDHZ &
It ARENRFEREE —EZLF
TRAABE_ZT+F+_A=+—H
IFHRARAEBEHERS -

3. BMHBRN T RF T ANE EERN
AR —MHINTRBHE - Bt - =2
MAREE R A B2 4 e (E 2 E A
AR —ZEZTAE T ANAAE_ZETL
Frt-A=t—ALBRRARAEER
HETERAYEEDRTY -

4. BMHBN —ETRF - ANREER
BEMARET —DHEERE - Bk
ERBRRAREREE-_ZTRF+
ANBE-ZRR+E+-_A=+—HL
HRARRNEEHRESRDE

AR LR BHEGFE  A2MARARS
PEEF+—A+ERHBENARERR
ARARE-TTRF+-A=+—HBI
EEMER -

BN BB & B 2R ER D

ay

20. RELATED PARTY TRANSACTIONS (Continued)

(a)

Transactions with related parties (Continued)

Notes:

Ningbo Shenzhou Knitwear Co., Ltd. (“Shenzhou Knitwear”), a wholly-
owned subsidiary of the Company, and Shenzhou Properties, entered
into a lease agreement dated 9 October 2005, by which Shenzhou
Properties leased to Shenzhou Knitwear the apparel production
properties for a period commencing from 1 June 2005 and expiring on
31 December 2007.

Shenzhou Knitwear and Mingyao Electric Company entered into a steam
supply agreement dated 9 October 2005, whereby Mingyao Electric
Company agreed to supply steam to the Group for a period commencing
from 9 October 2005 and expiring on 31 December 2007.

Shenzhou Knitwear and Shenzhou Dagang entered into a processing
services agreement dated 9 October 2005, whereby Shenzhou Dagang
agreed to provide or procure other companies to provide certain blanket
cutting and sewing services to the Group for a period commencing from
9 October 2005 and expiring on 31 December 2007.

Shenzhou Knitwear and Huaxi Packaging Company entered into a supply
agreement dated 9 October 2005 whereby Huaxi Packaging Company
agreed to supply packaging materials to the Group for a period
commencing from 9 October 2005 to 31 December 2007.

Please refer to the prospectus of the Company dated 15 November

2005

and the annual report of the Company for the year ended 31

December 2005 for details of the agreements mentioned above.
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Bz NENA=+HIEANEA
For the six months ended 30 June 2006

200 BEALXRS (@)

20. RELATED PARTY TRANSACTIONS (Continued)

(b) EEEATHEE (b) Balances with related parties
ZEEAREF —EERF
~A=1+H +=—HA=+—H
30 June 31 December
2006 2005
AR¥T ARBT T
RMB’000 RMB’000
FET R E A L+ 508 Due to related parties
— BES5HH# — Trade related
EHAERAA Huaxi Packaging Company 1,248 3
BN K Shenzhou Dagang 133 —
1,381 3
— FEH — Non-trade
A 5@ Tianshan Shitong 27,500 —
i (FE) Worldon (Hong Kong) Limited
BERDA 542 22,139
28,042 22,139
29,423 22,142

() EZEEBAEME

(c)

Key management compensation

BEANA=tHLEXEA
For six months ended 30 June

—EEREF —EERF
2006 2005
AR T AR¥ T
RMB’000 RMB’000
FekHMERES Salaries and other short-term employee benefits
1 3,337 3,033
Bt sk 12 43 A Post-employment benefits 34 37
3,371 3,070
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FREFRHER

HE_ZTZRENA=ZTRIEANER AEERREKX
EPMIEERAAHERN0% - ARE B R ARHE
B RBREGATBEN40% AEBEEEERR
FhtEEEFRAEEBERABERLER -

EERBERBENEDS
RBE-ZTAFAASTALEAEAR  ARRAES
BEmN AR R RN BRARNFERT 2 A%
5 78 FE {435

EERRETRAEBREAQATARMWES
RKR

RZFTEANEANA=1TA BEIZIHFRBEEM ([F
HREEER]) BEXVEETRESH HE ME AR R
EXBMARSHAERAR ([BRA) - WREES R
HEIEHEIEMEE 2 B MATSE : KRELED
MARNEM AR EZETELSR HWIZESTA ([1Z%
AN BEMNEARNRMERT  BAARGESERE
BITRABHEARASEFMABERER(EELFR
ﬁﬂ‘ﬁﬂ%ﬁﬂ%xv%Zi@%)ZWﬂ R GD R EEE
ZHEERAR (BEREZFSFRPERHZZSEX
Eﬁj%ﬁ%%i&ﬁm TRRABHAKEEIERE 2
HHAR)MT ¢

Major customers and suppliers

During the six months ended 30 June 2006, the Group's sales to top 5 customers
accounted for approximately 80% of its total sales; the Group’s purchase from top
5 suppliers accounted for approximately 40% of its total purchase. The Group aims
to maintain long-term relationship with reputable customers and suppliers in the
expansion of its business.

Directors’ interests in competing business

During the six months ended 30 June 2006, none of the directors of the Company
had any interest in any competing business with the Company or any of its
subsidiaries.

Directors’ and Chief Executives’ interests and short positions
in the shares of the Company

As at 30 June, 2006, the interests and short positions of the directors and chief
executive of the Company in the shares, underlying shares and debentures of the
Company and its associated corporations (within the meaning of Part XV of the
Securities and Futures Ordinance (“SFO")) which were notified to the Company
and The Stock Exchange of Hong Kong Limited (the “Stock Exchange”) pursuant to
Divisions 7 and 8 of Part XV of the SFO (including interests and short positions
which any such director or chief executive was taken or deemed to have under
such provisions of the SFO) and were recorded in the register maintained by the
Company pursuant to section 352 of the SFO, or which were notified to the
Company and the Stock Exchange pursuant to the Model Code for Securities
Transactions by Directors of Listed Companies (“Model Code”) contained in the
Listing Rules, were as follows:

REQRBDEBERFZHRE Long positions in ordinary shares of the Company
EADAE BT

=x B = 50 &R 5l R E B RARB DL (%)

Percentage of the

Capacity and Issued Share Capital

Name Notes nature of interest Number of shares of the Company
FrEkE 1 NGIE: 3 900,000,000 72.29
Mr. Ma Jianrong Corporate interests
HRAME & 2 NGIE: £ 117,000,000 9.40

Mr. Huang Guanlin

32 B N B B £ ®E 2 K’ B R 2 7
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GE

1. RZTTZXENA=1A 2EROHEUBE(EBEF
RAR([HE]) —RE2EHB AR SREIINERA A
([ER])ExnER - Mt BABLSRELEERET74%
e BRMNEERER13%EERGFERLEE (FEE
FEZRXB)ER13%ER - ARBEREEF RN
BREAGLAEBBE=ZSZ —NRZE  REZFH
RHEGY BSREAEVEERERBEAN
900,000,0000% i& 17 H #E A #E = ©

2. EEMNAEHERE SR 13%ER  MeERES
RNRFT72.29% K ©

BB  R-TBERFEANA=ZTH - RERES
REIE GO EI2HEEHEN AR RAFE 2 F LM %
RIE Lt £ AR A AR 2 7 R E A& AN R A AEE R
P RABRBEERSRITHABBMEES RBARIE
BEARAIEEMBRER (RESEME RIS
XVER 2 H3%) 2 Befn ~ HAEE R R B E 2 #E w30k

PN

B o

ARBHEAEMZERLDA - B QERE RN E R A
RERET LEMZE  SARAEERBRITHR
ABRBREZRBIRM T N\RZFLRAZBEALR
AR EMAEEE Z kR ERmER -

TERRREAQXARONVESR KR

RZFZAFAA=+8 - TIHAL(RRREFR
SN EARRRIREZE S KB EAE336GMFE 2K
RAMAAEHMEARRFEBEITRAS%IIA 2w
™

Note:

1. As at 30 June 2006, these shares were beneficially owned by Excelbright Overseas
Limited (“Excelbright”) which is a wholly-owned subsidiary of Worldon (Hong Kong)
Limited (“Worldon”), which is, in turn, owned as to 74% by Mr. Ma Jianrong, as to
13% by Mr. Huang Guanlin and as to 13% by Mr. Ma Baoxing (father of Mr. Ma
Jianrong). As Mr. Ma Jianrong is entitled to exercise more than one-third of the voting
power at the general meetings of Worldon, by virtue of the SFO, Mr. Ma Jianrong is
deemed to be interested in the 900,000,000 shares held by Excelbright.

2. Mr. Huang Guanlin is indirectly interested in a 13% interest in Excelbright, which owns
a 72.29% interest in the Company.

Save as disclosed above, as at 30 June 2006, none of the directors and chief
executive of the Company had or was deemed to have any interests or short
position in the shares, underlying shares or debentures of the Company and its
associated corporations (within the meaning of Part XV of the SFO), which had
been recorded in the register maintained by the Company and the Stock Exchange
pursuant to section 352 of the SFO or which had been notified to the Company
and the Stock Exchange pursuant to the Model Code.

At no time during the period was the Company, or any of its holding companies,
its subsidiaries or its fellow subsidiaries a party to any arrangement to enable the
directors and chief executives of the Company (including their spouse and children
under 18 years of age) to hold any interests or short positions in the shares or
underlying shares in, or debentures of, the Company or its associated corporation.

Substantial shareholders’ Interests and Short Positions in the
Shares of the Company

At 30 June 2006, the following persons who held interests of 5% or more of the
issued share capital of the Company, other than directors of the Company, were
recorded in the register of members required to be kept by the Company pursuant
to Section 336 of the SFO:

REQRBDEBRFZHR Long position in ordinary shares of the Company
EARAR S HIT

= Bt = O RERER ROHE RAET DL (%)

Percentage of the

Capacity and Issued Share Capital

Name Notes nature of interest Number of shares of the Company
=R 1 BHEFAA 900,000,000 72.29
Excelbright Beneficial owner
] 1 and 2 EmFAA 900,000,000 72.29
Worldon Beneficial owner
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GE

1. ERA RN _ZEEAFMA+T_RERBRERES
MK RE - WA ARREHTRANT2.29%
Bm o R -ZTRFAAZTH HBHFEREH
BEEITRRA -

2. R-IETZRXENA=TH RSB TRALRSELE
SERETA%  HEEEERE13%  Z=@EMREER
BE13% - GRBEEAFTEEREZT - REMEL
EAFEERENLERTERTENKKX - A
BRAESEZEEBITRAM HEE k£ Gt @R
RAGBBE=92 —BEE  BREZHRPEEN -
5 R S A 448 B A S B A §9900,000,0008% AR 17 A
HEHER -

B EXPRIREESN  RZZZRERA=+H KA
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Note:

1. Excelbright, a company incorporated in British Virgin Islands on 12 April 2005, held a
72.29% interest in the issued share capital of the Company. As at 30 June 2006, the
entire issued share capital of Excelbright was held by Worldon.

2. As at 30 June 2006, the issued share capital of Worldon was held as to 74% by Mr. Ma

Jianrong, as to 13 % by Mr. Ma Baoxing and as to 13% by Mr. Huang Guanlin. Mr. Ma
Jianrong is the son of Mr. Ma Baoxing. Mr. Huang Guanlin is the son-in-law of Mr. Ma
Baoxing and brother-in-law of Mr. Ma Jianrong. As the entire issued share capital of
Excelbright is held by Worldon and Mr. Ma Jianrong controls more than one-third of
the voting power at general meetings of Worldon, Mr. Ma Jianrong is deemed to be
interested in the 900,000,000 shares held by Excelbright under the SFO.

Save as disclosed above, as at 30 June 2006, no person, other than the directors of
the Company, whose interests are set out in the section headed “Directors and
Chief Executives’ interests and short positions in the shares of the Company”
above, had interest or short position in the shares and underlying shares of the
Company that was required to be recorded pursuant to Section 336 of the SFO.

Dividends

At the Company’s Annual General Meeting held on 5 June 2006, shareholders
approved the final dividend of HK$0.02 per share for the year ended 31 December
2005 to shareholders whose names appeared on the register of members of the
Company at the close of business on 30 May 2006. The final dividend was paid on
20 June 2006.

The directors do not recommend the payment of an interim dividend for the six
months ended 30 June 2006 (Six months ended 30 June 2005: Nil) and propose
that the profit for the period be retained.

Corporate Governance

On 9 October 2005, the Board adopted its own Code of Corporate Governance,
which covered all the code provisions and most of the recommended best practices
of the Code on Corporate Governance Practices (the “CG Code”) as set out in
Appendix 14 of the Rules Governing the Listing of Securities on The Stock
Exchange of Hong Kong Limited (the “Listing Rules”).

The Company had complied with all the code provisions of the CG Code as set out
in the Listing Rules during the six months ended 30 June 2006.
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Securities Transactions of Directors

The Company has adopted the Model Code for Securities Transactions by Directors
of Listed Issuers as set out in the Listing Rules as the Company’s code of conduct
regarding Directors securities transactions (“Securities Trading Code”). Upon
specific enquiries, all Directors confirmed their strictly compliance with the relevant
provisions of the Securities Trading Code during the period.

Senior Management who, because of their office in the Company, are likely to be
in possession of unpublished price sensitive information, have been requested to
comply with the provisions of the Securities Trading Code.

Purchase, sale or redemption of securities

Neither the Company nor any of its subsidiaries has purchased, redeemed or sold
any of the Company’s listed securities shares during the six months ended 30 June
2006.

Board of Directors

The Board is responsible for governing the Company and managing assets
entrusted by the shareholders. The principal responsibilities of the Board include
the formulation of the Group’s business strategies and management objectives,
supervision of the management and evaluation of the effectiveness of
management strategies.

As at the date of this interim report, the Executive Directors are Mr. Ma Jianrong,
Mr. Huang Guanlin, Mr. Ma Renhe, Mr. Chen Zhongjing and Ms. Zheng Miaohui,
and the Independent Non-executive Directors are Mr. Qian Feng, Mr. Zong
Pingsheng and Mr. Dai Xiangbo.

Audit Committee

The Audit Committee of the Company comprises three Independent Non-executive
Directors, namely Mr. Dai Xiangbo, Mr. Qian Feng and Mr. Zong Pingshen. The
chairman of the Audit Committee is Mr. Dai Xiangbo.

The principal responsibilities of the Audit Committee are to conduct critical and
objective reviews of the Group's financial and accounting practices and internal
controls. These include determining of the nature and scope of statutory audit,
reviewing the Group’s interim and annual accounts and assessing the completeness
and effectiveness of the Group’s accounting and financial controls.

The Audit Committee reviewed with management the accounting principles and
practices adopted by the Group and discussed auditing, internal control and
financial report matters including the review of these unaudited interim financial
statements for the six months ended 30 June 2006.
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Remuneration Committee

The Remuneration Committee of the Company comprises one Executive Director
and two Independent Non-executive Directors, namely Mr. Ma Renhe, Mr. Qian
Feng and Mr. Dai Xiangbo, and Mr. Ma Renhe is the Chairman of the
Remuneration Committee.

The principal responsibilities of the Remuneration Committee are to make
recommendations to the Board on the overall remuneration policy and structure for
the Directors and senior management and on the establishment of a formal and
transparent process for approving such remuneration policy.

Nomination Committee

The Nomination Committee of the Company comprises one Executive Director and
two Independent Non-executive Directors, namely Mr. Huang Guanlin, Mr. Zong
Pingsheng and Mr. Dai Xiangbo, and Mr. Huang Guanlin is the Chairman of the
Nomination Committee.

The principal responsibilities of the Nomination Committee are to identify
candidates with suitable qualifications as directors, select and nominate such
candidates for directorship and provide recommendations to the Board; review the
structure, headcount and composition (including skills, knowledge and experience)
of the Board and make recommendations to the Board for any proposed changes.

On behalf of the Board

Ma Jianrong
Chairman

Ningbo, China, 4 August 2006
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