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Shenzhou International Group Holdings Limited (“Shenzhou International”)
and its subsidiaries (the “Group”) represent the largest vertically integrated
knitwear manufacturer in China. The Group is principally engaged in the
manufacturer of high-end knitwear on an OEM basis. The Group was also
the largest exporter of knitwear and the largest PRC garment supplier
to Japan according to the 2006 and 2007 report on the development
of China’s garment industry and the 2006 and 2007 annual report on
China’s international trade in textiles and clothing.

With the production base located in Economic Technical Development
Zone of Ningbo and a garment factory strategically set up in Cambodia,
the Group also established sales offices or branch offices in Shanghai,
Hong Kong and Osaka. Currently, the Group had over 35,200 employees
and the area of the factories spans across 900,000 sg.m., which can
produce various knitwear of over 110 million pieces.

With the focus on producing causal wear, Shenzhou International also
extended to sports wear in recent years, with the major international
renowned sports wear clients including NIKE, ADIDAS and PUMA. The
market is also extended from Japan to Asia Pacific, Europe and the US
market.

Shenzhou International was listed on the Main Board of The Stock
Exchange of Hong Kong Limited in November 2005 with an aim to be the
most competitive knitwear manufacturer in the world. The stock code of
the Company is 2313.

Shenzhou International Group Holdings Limited Annual Report 2007
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BERFEFEMBER Key Financial Information for the Last Five Years
BE+-A=t-ALEE /R+t=A=+-A
For the year ended 31 December/As at 31 December
—EZtFE  ZTETRF —TTRE  TIEE T =F
2007 2006 2005 2004 2003
TEHEER Key Financial Information
(AE¥T) (RMB'000)
SHER Sales 3,655,613 2,979,530 2,482,984 2,116,907 1,887,848
B TSR RIRE Profit before income tax 401,736 409,247 355,774 620,445 304,008
EREFE Profit for the year 408,088 390,246 353,345 586,895 283,507
ARRIREFBEA Profit attributable to equity
A 71328 holders of the Company 406,882 389,031 351,487 587,539 244,728
FnBEE Non-current assets 2,203,185 1,821,114 1,330,951 1,136,914 921,897
MENEE Current assets 1,700,735 972,592 1,209,590 1,434,489 980,404
TEAE Current liabilities 1,331,079 719,390 826,367 1,187,381 979,214
MEEETE Net current assets 369,656 253,202 383,223 247,108 1,190
BEE Total assets 3,903,920 2,793,706 2,540,541 2,571,403 1,902,301
BEEREHAE Total assets less current liabilities 2,572,841 2,074,316 1,714,174 1,384,022 923,087
i Total equity 2,480,632 2,074,316 1,714,174 1,303,328 922,579
HENMIREEEY Cash and cash equivalents 233,384 273,994 559,801 238,428 160,276
TERKLLR Key Financial ratios
EME(%) Gross profit margin (%) 22,3 214 231 22.2 228
FHMEE(%) Net profit margin (%) 1.1 13.1 14.2 27.82 13.0
ERBELE(%)0 Net gearing ratio (%)@ 22.8 2.1 0.1) 46.7 46.0
MENL & Current ratio 1.3 1.4 15 1.2 1.0
FEWBR 2 BEEA(B)  Accounts receivable
turnover period (days) 26 24 21 16 16
FEZAEH(A) Inventory turnove period (days) 72 62 62 57 48

PNEREEZERARAE —TTLFFR
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Notes:

Profit for the year ended 31 December 2004 included a non-recurring item
of RMB303,769,000, representing gain arising from the disposal of certain
land use rights and buildings. Excluding this non-recurring gain, profit before
income tax was adjusted to RMB316,676,000, and taking into account the
tax effect of RMB25,061,000 arising from such adjustment, profit for the year
and profit attributable to equity holders of the Company were adjusted to
RMB308,187,000 and RMB308,831,000, respectively.

Net profit margin for the year ended 31 December 2004 excluding the non-
recurring gain arising from the disposal of certain land use rights and buildings
was adjusted to 14.6%.

Net gearing ratio represents the ratio between total borrowings (less cash and
cash equivalents) and total equity.

Shenzhou International Group Holdings Limited Annual Report 2007
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BREmER 2 THHEERE

Sales by Products

BEt-A=1+-HLEE
For the year ended 31 December
= A 7 R it e
2007 2006 2005 2004 2003
ARETT % ARETT % ARETT % ARBTT % ARBTT %
RMB'0000 % RMB'000 % RMB'000 % RMB000 % RMB000 %

BER By products
REIBREE Casual wear
EERE Sports wear

IR
AR Lingerie
Hip#taam  Other knitting products

2,248,981 61.5 2374491 797 2,028,015 81.7 1911170 90.3 1,708,334 90.5
1,165,198 31.9 463,607 156 230478 9.3 45,648 2.2 30,538 1.6
147,920 4.0 36577 1.2 - - - - - -
93,514 26 1058556 35 224491 90 160,089 75 148976 7.9

sHEEM  Total sales

3,655,613 100.0 2,979,630 100.0 2,482,984 100.0 2,116,907 100.0 1,887,848 100.0

4.0% 2"6% 1.09 3:5% 9.0%
15.6% - 9.3% "
31.9%
61.5% 79.7% 81.7%
—EELF —EEBRE —EERF
2007 2006 2005
7.5% 7.9%
B RERE
Casual wear 90.3% 90.5%
B EnRE — R
Sports wear —EENF —EE=F
2004 2003
AR IRE
Lingerie

W HtiEs
Other knitting products

HARMEEERARAT T LR
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BRhmigo Mo MNEER Sales by Regions

BEt-A=1+-HLEE
For the year ended 31 December
2RtE —ETRE —TThF —TTNE —TT=F
2007 2006 2005 2004 2003
ARETT % ARETT % ARETT % ARKTT % ARETT %
RMB'000 % RMB'000 % RMB'000 % RMB'000 % RMB000 %

BH5 By regions
BB HE International sales
AR Japan 2,178,725 59.6 2250287 755 2,017,248 81.2 1885709 891 1,703,558 90.2
BUM Europe 515,602 141 339,337 114 159341 6.4 33123 1.6 547 041
e us 208,830 82 105627 3.6 79418 3.2 77842 36 78,147 4.1
HiER Other countries 268,112 7.3 105,121 3.5 42716 1.8 33969 1.6 25917 1.4
Gk Domestic sales 394,344 108 179,158 6.0 184261 74 86,264 4.1 79679 4.2
seemmms Total sales 3,655,613 100.0 2,979,530 100.0 2,482,984 100.0 2,116,907 100.0 1,887,848 100.0
7.4%
10.8% 3.50 0% 18%
3.6% 3.2%
[o)
) Bt
11.4%
8.2%
14.1%
59.6% 75.5% 81.2%
—ETLF —EEXRE —EThHEF
2007 . 2006 . 2005
3.6%1 6% 4.1% 1.4% 4.2%
1.6%

[ EES
Japan
[ vl
Europe 89.1%
s —seNE —ge=f
2004 2003

W 2tEx

Other countries

Domestic sales

Shenzhou International Group Holdings Limited Annual Report 2007
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Registered Name
Shenzhou International Group Holdings Limited

Chinese Name
N BIBR EE IR B R A A

Board of Directors
Executive Directors

Mr. Ma Jianrong (Chairman)
Mr. Huang Guanlin

Mr. Ma Renhe

Mr. Chen Zhongjing

Ms. Zheng Miaohui

Independent Non-executive Directors
Mr. Qian Feng

Mr. Zong Pingsheng

Mr. Dai Xiangbo

Company Secretary and Qualified Accountant
Mr. Yu James

Authorized Representatives
Ms. Zheng Miaohui
Mr. Yu James

Key Board Committees
Audit Committee

Mr. Dai Xiangbo (Chairman)

Mr. Qian Feng

Mr. Zong Pingsheng

Remuneration Committee
Mr. Ma Renhe (Chairman)
Mr. Qian Feng

Mr. Dai Xiangbo
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Hutchins Drive, P.O. Box 2681
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ROBFERER

Bank of Bermuda (Cayman) Limited
P.O. Box 513 GT

Strathvale House, North Church Street
George Town, Grand Cayman
Cayman Islands, British West Indies

ROBFETEEETE

BARRES
BAET
SRANBR1835
AR
17181712— 1716

B ARAT

P
&

Nomination Committee

Mr. Huang Guanlin (Chairman)
Mr. Zong Pingsheng

Mr. Dai Xiangbo

Registered Office
Cricket Square

Hutchins Drive, P.O. Box 2681
Grand Cayman KY1-1111
Cayman Islands

Place of Business in Hong Kong
Unit 2708, 27th Floor

Billion Plaza

No. 8 Cheung Yue Street

Kowloon, Hong Kong

Auditors
Ernst & Young
Certified Public Accountants

Legal Adviser

Coudert Brothers in association with Orrick, Herrington & Sutcliffe LLP

Principal Share Registrar and Transfer Office
Bank of Bermuda (Cayman) Limited

P.O. Box 513 GT

Strathvale House, North Church Street

George Town, Grand Cayman

Cayman Islands, British West Indies

Hong Kong Branch Share Registrar and
Transfer Office

Computershare Hong Kong Investor Services Limited

Rooms 1712-1716, 17th Floor

Hopewell Centre

183 Queen’s Road East

Wanchai, Hong Kong

Shenzhou International Group Holdings Limited Annual Report 2007
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www.shenzhouintl.com
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2313

Principal Bankers

Bank of China

Shanghai Pudong Development Bank
Industrial and Commercial Bank of China
China Construction Bank

Bank of China (Hong Kong) Limited

Investor and Press Relations Adviser
iPR Ogilvy Limited

Company Website

www.shenzhouintl.com

Stock Code
2313
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Chairman’s Statement
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Dear shareholders,

| am pleased to announce the annual results of Shenzhou International
Group Holdings Limited (the “Company”) and its subsidiaries (collectively
the “Group”) for 2007. The year 2007 was an important year for the Group
to prepare for a healthy development in the future, during which we strived
for achieving our established objectives on the back of dedicated efforts
from our staff. | am gratified and encouraged by the outstanding progress
on product mix, customer profile, market distribution, production base
and ancillary facilities, and | would like to report our brilliant achievements
to our investors. | believe that with their continuous recognitions and
support of the Group’s business development strategies, we will have a
more promising future.

The Company enjoyed solid financial conditions during the year ended
31 December 2007. Sales for the year amounted to approximately
RMB3,655,613,000, rose by 22.7% as compared to 2006. For the year
ended 31 December 2007, profit attributable to equity holders of the
Company increased by 4.6% to RMB406,882,000 from RMB389,031,000
for the year ended 31 December 2006. Earnings per share amounted to
RMBO0.33.

In view of the positive business performance and sound financial
conditions of the Group, the Board of Directors of the Company (the
“Board” or the “Directors”) has recommended the payment of a final
dividend of HK$0.16 (equivalent to approximately RMBO0.15) per share.

Shenzhou International Group Holdings Limited Annual Report 2007



FEERE
Chairman’s Statement

TAIGRR  HHRBESGHRETENS - —ZFF
+HEFR TR FEE - FA - ARBEZET
FHEREER6.9% « RREL ARBEXL13% T
FAEN1% - ATRA LA LFIZI10% - FRAE
REPRHER D FIRAARE - AABFER T —E5o
NNV BN AR LR - B
B THEUF IR EITEZRENES - 8
BRI AABRBEEDR THREAHHITE
BRERMAKRERY - ZTT+F - FEH
BaFRELOREZER,7128%x - BHE
FRLIER18.9% ' HHmREERESIEE
1,569183E T - (h2HE 5EZEBEMN59.8% °
RAERRAIESHTRANBERKELRFH
HE  ZEE+LFHESAL AEEZENHE
mil AEESIEET  BRIBERE1.5%
i [F) B B 39 35 B 89 47 4 on (8 D BB 1) 24018
ETT 0 ERIBEEIR.7% - AAERAZH
2 AEEBRETE - FEESERKELE
MR EMRR - BRAAREE2EETSH
FELERESEREMGEEEBLHIBFRR
BiB50% - E LML RE—HH - ELENE
b4 BREM—EMMERY - MiEhERERR
REMH S - BARMHER  EmSEHE
RS - BRIKERE - BERSIKIETTME
B o AANRE @ RERPEKERI GGHE
BERIKF  BinRENZESINTEM - WE
RE—EBFNHEETLE  CEIER  mA%
EmeE K AERHRERE -

2007 was undoubtedly a challenging year for the Knitwear industry in
China as RMB appreciated by 6.9% against USD, the exports tax refund
rate for apparels lowered from 13% to 11%, the labour cost rose by
approximately 10% and the material cost also increased significantly.
| witnessed that some of the small-scale knitting companies were
struggling to survive and there were a series of seemingly bad news for
the development of the Chinese textile industry. In the meantime, | am
glad to discover that the overall development of the textile industry in
China remained satisfactory. China’s textile and apparel exports for 2007
totaled USD171.2 billion, an increase of 18.9% as compared with the
corresponding period of last year, realizing a trade surplus of USD156.9
billion, which represented 59.8% of the total trade surplus of China. The
textile exports by India, the potential competitor of China in the textile
industry, to its largest export market, the United States, only amounted to
USD5.1 billion in 2007 with a growth of 1.5% as compared to the 13.7%
growth to USD24.9 billion in the textile exports by China to the US. | am
particularly proud of the outstanding results in our sports wear segment
during the year, which makes me and all of our staff confident that the
sports wear segment will be able to contribute over 50% of the total
turnover in the near future. However, we do not only strive to enhance the
scale of the operation but also the quality of our products. | am gratified
to found that both our sports wear and causal wear segments are moving
towards higher end markets. | am confident that the coastal area of
Eastern China will develop into a prominent production center for middle
to high end apparels around the world, whose status will be irreplaceable
for a very long time, and the Group will undoubtedly be one of the leading
manufacturers in the region.
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The Group entered into the Water Supply Guarantee Supplementary
Agreement with the relevant Chinese authorities during the year, which
guarantees the safe water supply for our long term development as it
enables the Group to effectively control the water utilization cost and,
more importantly, strategically protect our water supply. After years of
effort, we definitely have the most competitive advantages over our peers
in ancillary facilities such as the supply of water, power, steam, land
and particularly, sewage treatment, which can ensure the healthy and
sustainable development of our operation in all aspects.

Since our establishment, the Group has emphasized on product
development as well as fabrics and garment testing and continued to
devote substantial human capital and financial resources to maintain a
leading position in this aspect. During the year, | am pleased to learn
that the testing center of Ningbo Shenzhou Knitting Co., Ltd., the
Group’s subsidiary, was awarded the National Laboratory Certification
(RAREEZERAFFZE) by the China National Accreditation Services for
Conformity Assessment (CNAS), signifying our efforts to build a state-of-
the-art laboratory. This enabled the Group to provide more detailed and
complicated fabrics and garment testing services to its customers as well
as facilitating its penetration into the European Union and other countries
and regions that required higher environmental standards on apparel
products. Our success confirmed my belief that a company must develop
both horizontally and vertically in order to maintain its competitive edges
and position in the market.

During the year, sales to Japan reduced to 59.6% to the total turnover as
compared to 75.5% in 2006. The decrease, was resulted from the further
adjustment in the Group’s product mix, customer profile and market
distribution, is normal. We were forced to choose as the expansion in
capacity were behind the rapid growth in orders, our products were
moving towards higher end markets and we experienced pressure in
pricing. However, | wish to emphasize that Japan will continue to be
our core market segment in the future, which will have an important and
irreplaceable influence on the stable growth of the Group. This is and will
continue to be the Group’s fundamental development plan.

Shenzhou International Group Holdings Limited Annual Report 2007
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During the year, the Board worked closely with the professional
committees on the Group’s overall strategies and objectives, and we have
achieved significant results under our efforts. Every staff of the Company
endeavours to pursue a high standard of corporate governance and
ensure the fairness and integrity of our decision-marking process. We
make every effort in promoting high transparency of our governance and
providing open communication channels for all of our shareholders and
investors.

| would like to thank the Directors for their great efforts during the year, as
well as the management and staff for their utmost dedication, for it is their
diligent work that contributes to the realization of the established goals of
the Group. Last but not least, | would like to express my gratitude to all
shareholders and patrons for their continual trust, which is the cornerstone
of a brighter future of Shenzhou International.

Looking ahead, the Company will continue to aim at developing into
the world’s most competitive knitwear OEM, seeking opportunities to
strengthen our operations and devoting every effort to create value for

customers and sound rewards for shareholders.

Chairman of the Board
Ma Jianrong

Ningbo, China, 22 March 2008

PNEREEZERARAE —TTLFFR
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Diversify the products, explore quality clients
and optimize production process to
enhance the Group’s competitiveness
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Operating Environment

The year 2007 is the second year that the European Union (“the EU”)
and the United States (“the US”) fully implemented the quota system for
China’s textile imports. In September 2005, the Chinese government
promulgated certain provisional rules on a new quota allocation system
for textiles. Under this system, effective from 22 September 2005, China-
based textile manufacturers export to countries or regions that have (i)
imposed restrictions on China’s textile and apparel exports; or (i) entered
into agreements with China relating to affected categories of China-
manufactured textile and apparel products would be granted a quota
by the Ministry of Commerce of China in respect of each of the affected
market and affected category, and the quota was subject to review on an
annual basis. The principle of quota allocation in 2007 was similar to the
one in 2006, except the textile quotas are allocated in lower prices and
the granted quotas can be transferred by agreement.

During the year, China and the EU again reached a consensus on textile
trade. All the textile exports by China to the EU will not be subject to
any quota or quantity cap since 1 January 2008. However, both parties
agreed to adopt a “Dual Approval and Supervisory System” (& & & 7] 85
B HIE), under which China will impose export permits on 8 types of textile
products, namely T-shirts, pullovers, trousers, blouses, sheets, dresses,
brassieres and linen shirts, sold to the EU while the EU will implement an
automatic export permit system.

Shenzhou International Group Holdings Limited Annual Report 2007
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According to the statistics from China Customs, China’s textile and
apparel exports for 2007 totaled USD171.2 billion, an increase of 18.9%
as compared with the corresponding period of last year. Among such
exports, textiles and apparels exports amounted to USD56.1 billion and
USD115.1 billion respectively, grew by 15.0% and 20.9% as compared
with the corresponding period of last year. In 2007, China’s exports to 4
markets (the EU, the US, Japan and Hong Kong) amounted to USD90.98
billion in aggregated, accounting for 53.2% of the total textile export value,
among which exports to the EU amounted to USD28.20 billion with a
decrease of 1.7%, exports to the US amounted to USD24.93 billion with
a growth of 13.7%, exports to Japan amounted to USD19.70 billion with
an increase of 4.3%, and exports to Hong Kong amounted to USD18.15
billion with a growth of 1.0%.

According to the statistics published by the Customs General
Administration of China, China’s foreign trade for 2007 reached
USD2,173.8 billion, representing a net increase of USD413.1 billion or
23.5% as compared with the previous year, in which exports and imports
amounted to USD1,218.0 billion and 955.8 billion with a growth of 25.7%
and 20.8% respectively, realizing a trade surplus of USD262.2 billion.
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The continuous increase in trade surplus caused the Chinese government
to pay special attention to the balance of payments. On 18 June 2007,
the Chinese government adjusted the tax rebates policy for certain
exports with effect from 1 July 2007 by issuing “a notice concerning the
downward adjustments to the tax rebates for certain exports”, which
lowered the tax rebate rate for textile exports from 13% to 11%. On 23
July 2007, the Chinese government issued “the Catalogue of Products
under the Restricted Category in Processing Trade” (11T 2 5B 4|58
i B £%), imposing restriction on 1,853 types of processing trade exports
such as textile (excluding clothing) and furniture. At the end of December
in 2007, a new catalogue with 589 types of restricted products was issued.
It is expected that the Chinese government will further accelerate the
change in the components of foreign trade in 2008, with an aim to redress
the imbalance of the balance of payments. Measures to be taken include
tough restrictions on the export of energy-consuming and highly polluted
resource products, support to the export of products with autonomous
intellectual property and optimal expansion of domestic demand.

On 21 July 2005, the People’s Bank of China issued the “Announcement
on Reforms to Improve the Renminbi (“RMB”) Exchange Rate Regime”
(AN TEAREEREREFINENASE), announcing its decision
to establish a more flexible RMB exchange rate regime by abandoning
the RMB peg to US dollars and adopting a managed floating exchange
rate for RMB based on market demand and supply with reference to a
basket of currencies. As at 31 December 2007, RMB had appreciated by
6.9% as compared to 31 December 2006, while the exchange rate was
USD1:RMB8.2765 prior to the reform, with an accumulated appreciation
of approximately 13.3%. Looking back to the overall performance of
2007, the appreciation of RMB is accelerating.

In 2007, the international cotton price rose continuously due to reduction
in cotton planting area in the US, the dry weather in Australia and the
effect of supply and demand. During the year, the cotton price in China
fluctuated on a moderately rising trend. In 2007, cotton production in
China reached 6.728 million tons and the aggregate consumption was
10.886 million tons with imports amounting to 2.939 million tons. The
cotton price in China started to rise since the latter half of May 2007 due
to the relatively low cotton inventory. The Chinese government eased the
tension of supply shortage by selling 0.3 million tons of national cotton
reserve in July, which stabilized the market sentiment and hence the
cotton price.
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During the year, the Chinese government issued a new corporate income
tax law with effect from 1 January 2008 and issued another notice on
implementation measures on transitional policy of preferential corporate
income tax thereafter, stipulating that starting from 1 January 2008,
enterprises originally enjoying a preferential tax rate will transit to the
statutory tax rate gradually within five years after the implementation of the
new tax policy, pursuant to which enterprises enjoying a 15% corporate
income tax rate will be subject to a tax rate of 18%, 20%, 22%, 24% and
25% in 2008, 2009, 2010, 2011 and 2012 respectively while enterprises
with a existing 24% tax rate will be subject to a tax rate of 25% from 2008.
At the same time, since 1 January 2008, enterprises currently enjoying
fixed term preferential tax treatment like “full exemption for two years and
50% exemption for three years (% =& )" and “full exemption for five
years and 50% exemption for five years (FL% F 8 )" will continue to
hold the preferential treatment in accordance with the original tax law,
administrative regulations and related documents after the implementation
of the new tax law until the term expires. However, for the enterprises that
have not commenced to utilize the preferential tax treatment due to the
lack of profit, their preferential term starts from 2008.

In view of the potential overheating of the overall economy in China, the
Chinese government tightened its macroeconomic control measures
hence the loan interest rate has been rising. After six interest rises in 2007,
the one-year loan interest rate of China has already rose to 7.47%, leading
to the continuous increase in finance cost of Chinese enterprises. In 2008,
the food price in China will still be facing upward pressure and the prices
of pork, poultry and egg will remain high in the near future. Under such
circumstances, the People’s Bank of China may implement the differential
deposit reserve rate (ZRI|1F
rate will still be rising in 2008.

SE {4 3R again, meaning that the interest

The US Sub-prime crisis in 2007 caused a drastic turbulence to the
global financial market, resulting in recent weakness of the US economy,
including high inflation rate and sluggish performance of the real estate
and related market and this trend is spreading to other industries.
Although the US government implemented a series of policy recently to
cope with the crisis, there are still certain uncertainties in reversing the
poor economic situation of the US. The possible economic recession of
the US will definitely affect China’s textile exports to the country.
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Business Review

In 2007, Shenzhou International significantly accelerated its adjustment
in product mix, customer structure and market diversification with
satisfactory results. The business development during the year under
review is summarized as follows:

Continuous Substantial Growth in the Contribution from Sports
Wear

While securing the stable development of the casual wear business, the
Group boosted the contribution of sports wear to the Group’s turnover in
2007. During the year, the Group worked more closely with internationally
renowned sports brands such as NIKE, ADIDAS and PUMA, and started
the business cooperation with trendy sports brand, KAPPA. The factory
and apparel design centre designated for NIKE has been running
smoothly while the factory designated for ADIDAS has been completed
and commenced operation. Compared with 15.6% in 2006, sports wear
contributed to approximately 31.9% of the total sales for the year ended
31 December 2007.

Rapid Development of the China Market

Leveraging on the Group’s integrated competitiveness and benefited from
the selection of suppliers by the major sports wear clients during the post-
quota era and the increasing demand for sports wear in the Mainland
China, the Group grew rapidly in the China market. The 2008 Beijing
Olympics also generated an outstanding growth in demand for sports
wear. For the year ended 31 December 2007, sales in the Mainland
market accounted for 10.8% of the total sales, as compared to 6.0% in
2006. The impact of the constant appreciation of RMB and the decrease
in the export tax refund rate will, in a certain extent, be offset by the rapid
growth in the Group’s orders from domestic clients.

Expansion of Production Capacity and Ancillary Facilities

During the year under review, the Group continued to expand its dyeing
and finishing capacity by acquiring additional dyeing and finishing
equipments. To complement with the expansion in the dyeing and
finishing capacity, the Group also increased its knitting, printing and
embroidery and manufacturing processes during the year with a particular
focus on the manufacturing processes capacity. The factory designated
for ADIDAS commenced operation during the year, enabling the Group
to cope with the increasing orders from ADIDAS. With an aim to better
accommodate the needs of our customers, the Group has also set up a
printing and embroidery production line in its Cambodian factory.

Shenzhou International Group Holdings Limited Annual Report 2007
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Moving Towards Higher-end Markets

During the year, orders for fashionable and competition sports wear
showed a higher growth among those from renowned sports brands
such as NIKE and ADIDAS, boosting the share of the Group’s high-end
sports wear. With its achievement on fabric ODM, the Group was able
to gradually move its lady lingerie segment towards high-end markets.
During the year, the testing center of Ningbo Shenzhou Knitting Co., Ltd.,
the Group’s subsidiary, was awarded the National Laboratory Certification
(HAREEZEZAREZ) by the China National Accreditation Services for
Conformity Assessment (CNAS), enabling the Group to provide more
detailed and complicated fabrics and garment testing services to its
customers as well as facilitating its penetration into the EU and other
countries and regions that required higher environmental standards on
apparel products.

A More Reasonable Customer Structure

After over three years of effort, satisfactory progress on our strategy to
fine tune the customer structure has been achieved. Proportion of sales
to two major global sports brands have reached 25% of the Group’s total
turnover and continued to grow rapidly, effectively reducing its operational
risk arising from customer concentration.

Upgraded Ancillary Facilities

Further to a Bulk Water Supply Agreement with the local government of
Beilun District, Ningbo City in 2006, the Group, Ningbo Water Supply
General Company (E)& T B kK42 7)) and the Water Conservancy
Bureau of Beilun District, Ningbo City ()& M it &R /KF| ) entered into
a Water Supply Guarantee Supplementary Agreement during the year,
which signified our effort made to secure water supply and guarantees the
safe water supply for our long term development as it enables the Group
to effectively control the water utilization cost and, more importantly,
strategically secure our water supply. After years of effort, the Group
has also made considerable progress on stable supply of electricity,
steam and land and was particularly successful in developing its sewage
treatment facilities, ensuring the healthy and sustainable development of
our operation in all aspects.
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Financial Review

Sales

Sales for the year ended 31 December 2007 amounted to
RMB3,655,613,000, an increase of RMB676,083,000 or 22.7%
compared to RMB2,979,530,000 for the year ended 31 December 2006.
The growth was mainly driven by 1) the continuous and sharp increase
in the sales of sports wear; 2) the successful expansion into the global
distribution markets; and 3) the acceleration of the exploration of the
domestic market.

Sales of the Group analysed by product categories for 2007 and 2006 are
compared as follows:

BE+t-A=T—-HLEE

For the year ended 31 December

—EBLHF —TETX BE)
2007 2006 Change
ARBFT AR®TT AR®ETT

RMB’000 % RMB'000 %  RMB'000 %

REm By products
RRIAAARS Casual wear 2,248,981 615 2,374,491 79.7 (1255100  (5.3)
BENAMRS Sports wear 1,165,198 31.9 463,607 15.6 701,591  151.3
TR AR Lingerie 147,920 4.0 35,577 1.2 112,343 315.8
HAtngt Other knitting products 93,514 2.6 105,855 3.5 (12,341)  (11.7)
HERAT Total sales 3,655,613  100.0 2,979,530  100.0 676,083  22.7
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For the year ended 31 December 2007, the significant growth in
the contribution from sports wear was mainly due to the continuous
increase in OEM operation for renowned sports brands after the effective
implementation of the refined strategy to increase the proportion of high-
end products. Sports wear accounted for 31.9% of the Group’s total
sales for the year ended 31 December 2007, representing a continual
increase compared to 15.6% for the year ended 31 December 2006.

For the year ended 31 December 2006, sales from casual wear amounted
to RMB2,374,491,000, which decreased to RMB2,248,981,000
for the year ended 31 December 2007, representing a decrease of
RMB125,510,000 or 5.3%, mainly due to the decrease in the sales of low
value-added products as a result of improvements on product portfolio
and client base to guarantee the supply to major clients.
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Sales of lingerie for the year ended 31 December 2007 increased by
RMB112,343,000 or 315.8% to RMB147,920,000 from RMB35,577,000
in the year ended 31 December 2006. The increase is mainly attributable

#147,920,0007T © &1 T AR#112,343,000 to the increase in production of lingerie corresponding to the demand in
T EIRES15.8%  TEREERBAARTE  Japan.
FIFE SR « AN T AREEARFER AEE -
LAT%ZJSE B-ETE+FER-_TEXNEER  Sales of the Group analysed by regions for 2007 and 2006 are compared
HE DR HEELE as follows:
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For the year ended 31 December
—EELEF TEERF #H)
2007 2006 Change
AR® T ARETIT ARETIT
RMB’000 % RMB’000 % RMB’000 %
BRH% By markets
HAK Japan 2,178,725 59.6 2,250,287 75.5 (71,562) (3.2)
BOM Europe 515,602 14.1 339,337 11.4 176,265 51.9
EH The US 298,830 8.2 105,627 3.6 193,203 182.9
HA B xR Other countries 268,112 7.3 105,121 35 162,991 155.1
BEFR$4E/ Nt Sub-total for
international sales 3,261,269 89.2 2,800,372 94.0 460,897 16.5
NEHE Domestics sales 394,344 10.8 179,158 6.0 215,186 120.1
HE LA Total sales 3,655,613 100.0 2,979,530 100.0 676,083 22.7
EEEHAMESENER F 2 -_FF+5F In addition to the effort made for strengthening the market presence in
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Japan, the significant increase in the contribution to turnover from the
markets in Europe, the US and the other market consists of Korea, China,
Hong Kong and Australia in the year ended 31 December 2007 was
mainly attributable to the Group’s diversified strategy and the demand
from worldwide markets of certain clients. The markets in Europe, the
US and the other market accounted for 14.1%, 8.2% and 7.3% of the
Group’s total sales for the year ended 31 December 2007, compared to
11.4%, 3.6% and 3.5% for the year ended 31 December 2006.

Domestic sales of garments amounted to approximately RMB320,424,000
for the year ended 31 December 2007 ( For the year ended 31 December
2006: RMB101,206,000), mainly related to the increase in demand of high
end sportswear and the imminent 2008 Beijing Olympics, the increase in
supply of products to clients of renowned brand names for domestic sale.
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Cost of Sales and Gross Profit

The Group’s cost of sales for the year ended 31 December
2007 amounted to approximately RMB2,841,753,000 (2006:
RMB2,340,483,000). The gross profit margin of the Group’s sales for
2007 was 22.3%, which is approximately 0.9% higher as compared to
21.4% for 2006. The main reason for the increase in our gross profit
margin was the output of the staff newly recruited in year 2006 had in
principle reached standard level after their on-the-job training sessions
and the proportion of sales from products with low added-values had
been reduced through an effective adjustment in the product portfolio.
However, the abovementioned favorable factors was offset by the
continual appreciation of RMB and the 2% lower rate on export tax refund
starting from 1 July 2007.

Equity Attributable to the Company’s Equity Holders
As at 31 December 2007, the Group’s equity attributable
to the Company’s equity holders was RMB2,469,118,000
(2006: RMB2,061,802,000), of which non-current assets were
RMB2,203,185,000 (2006: RMB1,821,114,000), net current assets were
RMB369,656,000 (2006: RMB253,202,000), non-current liabilities were
RMB92,209,000 (20086: nil) and minority interests were RMB11,514,000
(2006: RMB12,514,000). The increase in equity attributable to the
Company’s equity holders was mainly due to the increase in retained
profits and the gain from foreign currency forward contracts.

Liquidity and Financial Resources

For the year ended 31 December 2007, net cash generated from the
Group’s operating activities amounted to approximately RMB307,017,000,
while that for 2006 was approximately RMB570,879,000. Net borrowings
(bank borrowings less cash and cash equivalents) of the Group as at
31 December 2007 amounted to RMB565,066,000, an increase of
RMB521,724,000 as compared to that as at 31 December 2006, which
amounted to RMB43,342,000. The increase was mainly due to increased
investments in plant and equipment, etc. in order to further improve
production capabilities to satisfy the needs of increasing orders.
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Cash and cash equivalents of the Group as at 31 December 2007
amounted to RMB233,384,000 (2006: RMB273,994,000). The
total balance of our borrowings was RMB798,450,000 (2006:
RMB317,336,000, all being short-term bank loans), in which short-term
bank loans amounted to RMB740,013,000 and long-term bank loans
amounted to RMB58,437,000. Equity attributable to equity holders of the
Company amounted to RMB2,469,118,000 (2006: RMB2,061,802,000).
The Group maintained a healthy liquidity position, with a debt to equity
ratio (total outstanding borrowings as a percentage of equity attributable
to the Company’s equity holders) of 32.3% (2006: 15.4%).

As at 31 December 2007, the majority of the borrowings of the Group
were subject to fixed interest rates. The Group did not enter into any
interest rate swaps to hedge against the risks associated with interest
rates.

Finance Costs and Taxation

For the year ended 31 December 2007, finance costs went up
from RMB15,081,000 for the year ended 31 December 2006 to
RMB34,279,000, mainly due to the additional bank borrowings to finance
the extension of plant and equipment contributed to the increase in
the corresponding interest expenses and the hike in RMB prime rate of
the People’s Bank of China. The Group’s USD and RMB loan interest
rates during the year ranged from 6.18% to 6.67% and 5.27% to 8.22%
respectively (2006: 5.27% to 6.49% and 4.70% to 5.58% respectively).

For the year ended 31 December 2007, the Group recorded an income
tax credit of RMB6,352,000 as compared to an income tax charge of
RMB19,001,000 for the year ended 31 December 2006, mainly due
to the recognition of a loss from derivative financial instruments of
RMB104,073,000 in the year 2007 and the corresponding recognition
of deferred income tax credit of RMB19,267,000. Furthermore, one of
our subsidiaries was entitled to a preferential CIT treatment of a 2-year
exemption and a 50% reduction in CIT for 3 years starting from 2007 (which
is the first year of the tax holiday) as well as an elimination of the current
tax charges of Ningbo Shenzhou Knitting Co., Ltd., a major subsidiary of
the Company, in the amount of RMB3,336,000 arising from a reduction of
local EIT and taxes refund for purchasing equipment produced in China.
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According to the “Notice by the PRC State Council on the Implementation
of the Grandfathering Preferential Policies under the PRC Enterprise
Income Tax Law”, the applicable tax rate in the coming years for our
manufacturing subsidiaries in Ningbo Economic & Technical Development
Zone will be 18% in 2008, 20% in 2009; 22% in 2010; 24% in 2011 and
25% in 2012. The entitlement of certain companies to the preferential tax
treatment of a 2-years exemption and a 50% reduction for 3 years may
subsist according to the original tax law and administrative regulation until
the expiry of the tax holiday.

Pledge of the Group’s Assets

As at 31 December 2007, deposits with certain banks with a total amount
of approximately RM184,000 (2006: RMB182,000) were pledged as
securities for certain trade financing facilities granted by the banks,
while plants and land use rights of the Group with a carrying amount of
RMB169,350,000 as at 31 December 2007 were also pledged to secure
a medium to long-term loan facilities of USD21,000,000 granted by the
Zhejiang branch of the Export-Import Bank of China. As at 31 December
2007, the Company has borrowed USD8,000,000 from the bank.

Use of the Company’s 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 (“Stock
Exchange”) in November 2005, after deducting related share issue
expenses therefrom, amounted to approximately HK$856 million. During
the period from the date of listing to 31 December 2007, part of such
proceeds had been utilized in accordance with the proposed use as set
out in the prospectus of the Company dated 15 November 2005 (the
“Prospectus”), as follows:

o approximately HK$185,716,000 (approximately RMB187,245,000)
for the acquisition of new dyeing and finishing equipment for the
Group’s production facilities in China;

o approximately HK$175,476,000 (approximately RMB172,705,000)
for the acquisition of new plant and equipment in China for the
production of functional fabrics mainly used in sports wear;
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o approximately HK$70,000,000 (approximately RMB70,072,000)
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;

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

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

As at 31 December 2007, the balance of the net proceeds of
approximately HK$20,808,000 had been deposited with banks in Hong
Kong and the PRC. The Directors intend to utilize such net proceeds in
the manner disclosed in the Prospectus.

Exposure to Exchange Risks

As the Group’s sales were mainly settled in United States Dollars whilst
its purchases were mainly settled in RMB, its costs and operating profit
were subject to exchange rate fluctuations. The Group adopted a policy
to hedge part of its exchange 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 USD revenue, purchases and capital expenditure
requirements, as well as market forecast of fluctuations in the USD to
RMB exchange rate.

To safeguard 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 an appropriate amount of USD
borrowings. As at 31 December 2007, out of our total bank borrowings,
USD borrowings amounted to RMB436,450,000 (USD59,750,000
based on the original currency) (31 December 2006: RMB177,336,000
(USD22,710,000 based on the original currency)). In addition, the Group
had entered into foreign currency forward contracts for hedging against
certain foreign exchange exposures, in particular, exposure to the forecast
sales denominated in USD. For the year ended 31 December 2007,
the total amount of the outstanding USD forward contracts designated
to hedge the exchange risk of the future sales was approximately
USD490,000,000.
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Employment, Training and Development

As at 31 December 2007, the Group had over 35,200 employees. Total
staff costs, including administrative and management staff, accounted
for approximately 19.4% of the Group’s sales during the year. The Group
remunerated its staff according to their performance, qualifications and
industry practices and conducted regular reviews of its remuneration
policy. Employees would receive bonuses and monetary awards based
on their ratings in annual performance appraisals. The Company 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 skills and product knowledge as well
as their knowledge of industry quality standards. All new staff members of
the Group are required to attend an introductory course. There were also
various types of training courses available to all the employees.

Capital Expenditure and Commitments

During the year, the Group’s total investments in property, plant
and equipment and land use rights amounted to approximately
RMB536,050,000, of which approximately 58% was used for the
acquisition of plant and equipment, approximately 38% was used for the
construction of new factory buildings, and the balance was used for the
purchase fixed assets.

As at 31 December 2007, the Group had capital commitments of
approximately RMB250,912,000 in connection with the acquisition and
construction of properties, plants and equipment, which will be financed
by internal resources.

Pursuant to an agreement entered between the Group and the
Government of Beilun District, Ningbo City, the Group would pay an
amount of RMB126 million to the local government, including relevant
pipeline constructing costs of approximately RMB26 million, in exchange
for a guaranteed constant water supply, at a preferential rate, for a
terms of 20 years. As at 31 December 2007, the Group has made a
prepayment of RMB50,000,000 and had outstanding commitments of
RMB76,000,000.

Contingent Liabilities
As at 31 December 2007, the Group had no significant contingent
liabilities.

Shenzhou International Group Holdings Limited Annual Report 2007



BB A Em AT

Management Discussion and Analysis

RRAT =R KA
MERBRAREFEAE - BENATE L
o AR TREREMEKAR ERERE
FERBEAERIEEME - RinRERIES
EXEN  BELRATESELRERD
BEIREB AR o ﬁ¢lﬁﬁﬁﬂ/im&%
EBMEA LR TBRNMBESEED
ﬁﬁ%%%%%%ﬁﬁIA~$%ﬂﬁ%ﬁﬂ
BT - RAFHETERME - RAEEFERIELR
fE - 2F - SmRERIRMZFRAFAEKX
BRI R T E R B REDY TR R MK
R BB IS E BB -

R PMEREEAE —TFEIER
Lﬁiﬁﬁﬁ%ﬁﬁ,wm BFES - RERERITA
T HBB I AEE - RFERITENR

R o

PIA - REBAELEEFEXRCEENEERER
BEAEZR T AR IR B BT AT X T BRI N

MR E-SHEERES  TPERE
miEhRREEEMNELHE TR
EmER  BEERMBERKF - BITTEM
fiL o

SERE—PBRAEN n@éﬁi&ﬁﬁ + Hl

BERHHEEROMR—BLETR  E—2
BT HIRERE - :ETJ\iﬂﬁﬁE%ADIDASE
FA 1R B9 EE REA @J}E PHIA - WIRASRXT
B EERER  WER SR RERLEE -

EPI%EE%*@J RZER —_TZEN\F—H—H

MIAEN  REME  ERHBREED
PSS %mwa N EEERENRILE

ZEERTHIT R &R/ BEM IER
¥ - BTAERNE  PERAEHNATIIEK

F E*1lﬁ£§£ﬂﬁ’]iﬂ$§ AR BEZED
SENEERERBRRN — @R ZEZ TR

GOFGEEE —JL/(—»‘E&E%%@]%@D‘JEXZKT%EL
TS REES - RREBE B EEERAER
FERMESRE - (BRES B N BB AESE—
BRI HHBERA o

Future Prospect and Strategies

Due to the ongoing appreciation of RMB, continuously rising labour cost,
decreasing export tax rebate and the increase in the cost of raw materials
in recent years, low-end garment OEMs in the coastal area of Eastern
China have been facing enormous pressure, forcing more and more
garment factories to relocate to mid-western China and Southeast Asian
countries. However, the coastal area of Eastern China has its unique
competitive edges, including a second-to-none comprehensive knitting
production chain, skilled and high-standard knitting labour, innovative
fabric technology, sound infrastructure and economies of scale within the
knitting industry. Recognizing its irreplaceable position, medium to high-
end garment OEMs are pouring into the region and this trend is going to
last in the foreseeable future.

Leveraging on its integrated competitiveness gained in the last two
decades, especially in the past five years, and benefited from the above
trends, we believe that Shenzhou International has become a leading
manufacturer of the industry.

In view of the above, we are confident that the Group will be able to
tackle the difficulties currently present in the industry under the Board'’s
development strategy as well as further optimizing its product mix,
customer structure, market distribution and production base, increasing
the product selling prices, stabilizing its profit margins and strengthening
its position in the industry.

The Group will further promote a vertical integration of processes from
weaving and knitting, dyeing and finishing, printing and embroidery
to cutting and sewing, and will continue to expand our garment
production capacity. In 2008, the Group will ensure the full utilization of
the production capacity of dedicated ADIDAS factory and improve the
production efficiency of each garment factory, so as to achieve a highly
efficient operation with large economies of scale.

China’s new labour contract law, which came into effect on 1 January
2008, generally has little impact on large enterprises with standardized
operation. The actual impact will be on small enterprises that do not
operate in compliance with the new rules and have low added-value. The
wage level in China is undeniably on the rise and the trend will continue.
Fortunately, the production efficiency of the Group is also increasing
in an acceptable pace, which will in a certain extent act as a buffer to
counteract the pressure on rising in labour cost. Going forward, the Group
will continue to expand its production capacity in Cambodia and contain
the total labour cost within an acceptable range.
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It is foreseeable that, fuelled by the momentum in 2007, the appreciation
of RMB is likely to accelerate in 2008. The Group is also feeling the
pressure from such appreciation and has therefore implemented various
measures as previously mentioned, which managed to maintain a
relatively stable profit margin for our products. One of the Group’s major
strategies to cope with RMB appreciation is to increase the proportion
of domestic sales. On the solid foundation laid in 2007, we are confident
that the Group’s sales in the Mainland China will grow tremendously in the
coming years.

Due to the reduction of cotton planting areas in the US and Brazil, we
forecast that the cotton price will remain at a relatively high level in
2008. During the past two years, prices of agricultural products such as
wheat, soybean and corn have gone up significantly. Both the global and
China’s cotton prices may have been underestimated. Such change in
the correlation relation between cotton and other agricultural products
may further push the cotton price upward. Meanwhile, affected by the
international trade environment, rising energy, raw material and labour
cost as well as the possible economic downturn in the US, the growth
in China’s textile and apparel exports is expected to slow down to
approximately 15%, which in turn will reduce the demand for cotton. In
general, the Group anticipates that the overall level of China’s cotton price
will continue to rise amid fluctuations in 2008, though a substantial rise
or fall is unlikely. Our corresponding strategy is to confirm the cotton yarn
supply plan with our suppliers as early as possible. It will not only ensure
the adequate supply at a stable price, and we will encourage the use of
chemical fibre. Under certain circumstances, chemical fibre may serve as
a substitute for cotton yarn. With the advancement in technology, some of
the shortcomings of chemical fibre such as absorbability, air permeability
and anti-electrostaticity have been resolved. Fuelled by oil price hike,
the price of terylene fibre is facing upward pressure. However, since the
excess production capacity of terylene fibre remains, the possibility of
seeing a sharp rise in its price in 2008 is relatively low. As the contribution
from sports wear to the Group’s turnover has considerably increased,
the use of terylene fibre will be further increased and hence offset part of
impact of rising cotton yarn price.
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The Group will continue to improve the quality of its causal wear and
establish a stable customer base and market network. The foundation
we laid in the past three years for the sports wear business will promote
better results for globally renowned sports brand customers such as
NIKE, ADIDAS, PUMA and KAPPA. Given the opportunities brought by the
2008 Beijing Olympics and the promising future of the PRC market, the
Group believes that the proportion of sales from sports wear will continue
to increase in the coming years and the contribution from this segment is
expected to exceed 50% after the next two years. Meanwhile, the sports
wear segment is apparently moving towards higher-end markets, which
will in turn push up the price and profit margins of its products. In addition,
with the advancement in fabric technology, we believe the outlook of the
Group’s lingerie segment will be promising. This will enable the Group to
diversify its operation and establish additional income sources.

The Group will continue to strengthen its position and explore the
potential in its principal market, Japan. As one of the strategies to cope
with RMB appreciation, the Group will put more efforts in developing the
Mainland China market in the coming years. On this basis, the EU, the
US and other traditionally non-quota markets such as Korea and Australia
will be developed in balance in order to avoid operational risk arising from
market concentration. This strategy will also help the Group to counteract
the possible economic downturn of the US.

To reinforce the Group’s position as the largest vertically integrated
knitwear manufacturer in China and respond to the changing demand
from customers, the Group intends to enhance its capabilities of new
fabrics development and garment design by further expanding its fabric
and garment design team and enhance its integrated competitiveness.
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Corporate Governance

The Group’s stated objective is to enhance its corporate value, focusing
on the solid growth in net profit and consistently stable in cash flow, to
ensure the Group’s long-term, sustainable development and to achieve

sound returns for shareholders. The Group is committed to raising its
corporate governance standards and increasing the transparency of
its operations. Such objective will be achieved by constantly improving
the quality of corporate governance of Shenzhou International through
continuing training for Directors as well as staff and the appointment of
external professional advisers.

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”) since 9 October 2005.

The Company had complied with all the code provisions of the CG Code
throughout the year ended 31 December 2007 .

The Board

The Group endeavours to enhance corporate efficiency and profitability
through the Board. The Directors recognise their collective and individual
responsibility to the shareholders and perform their duties diligently to
contribute to positive results for the Company and maximize returns for
shareholders.
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The Board currently comprises five Executive Directors and three
Independent Non-executive Directors, whose biographical details and
family relationships among certain Directors are set out in the section
headed “Biographical Details of Directors and Senior Management” on
pages 45 to 51. There is no other material financial, business or relevant
relationships among the 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.

Day-to-day management of the Group’s businesses is delegated to the
Executive Director or officer in charge of each division. The functions
and power that are so delegated are reviewed periodically to ensure
that they remain appropriate. Matters reserved for the Board are those
affecting the Group’s overall strategic policies, finances and shareholders
including financial statements, dividend policy, significant changes in
accounting policy, material contracts and major investments. All Board
members have separate and independent access to the Group’s senior
management to fulfill their duties. They also have full and timely access
to relevant information about the Group and are kept abreast of the
conduct, business activities and development of the Group. Independent
professional advice can be sought at the Group’s expense upon their
request.

All Directors are required to declare to the Board upon their first
appointment of the directorships or other positions they are concurrently
holding at other companies or organizations. These interests are updated
on an annual basis. A Director should declare his/her interests and
abstain from voting in respect of any proposal or transaction discussed by
the Board in which he/she is deemed by the Board to have a conflicting
interest.

Directors are requested to declare their direct or indirect interests, if any,
in any proposals or transactions to be considered by the Board at Board
Meetings and withdraw from the meetings as appropriate. The Company
follows guidelines (available at the “Corporate Governance” Section of
our website) at each financial reporting period to seek confirmation from
Directors in respect of any transactions of the Company or its subsidiaries
which are related to Directors or their associates. The identified significant
related party transactions are disclosed in the Notes to the Financial
Statements of the Annual Report.
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Chairman and Group General Manger

The Chairman of the Board and the Group General Manager have
separate and distinctive roles. The Chairman of the Board is responsible
for the overall management of the Board and significant operational
decisions of the Group, while the Group General Manager is responsible
for managing the day-to-day operations of the Group’s business.

Independence of Independent Non-executive Directors
Independent Non-executive Directors accounted for more than one
third of the members of the Board. The Independent Non-executive
Directors are outstanding executives or experts in the textile industry
who bring with them expertise in different areas. They provide adequate
control and balances for the Group to protect the overall interests of the
shareholders and the Group. The role of the Independent Non-executive
Directors is to provide independent and objective opinions to the Board
for its consideration and decisions. All independent Non-executive
Directors have submitted written confirmation of their independence and
compliance with the independence guidelines as set out in the Listing
Rules.

Board proceedings

Regular Board meetings are held to discuss the Group’s operation,
financial performance, corporate governance and future development. At
least 14 days prior notice and an agenda with supporting papers of no
less than 3 days of the Board meeting are given to directors to ensure
timely access the relevant information to discharge of their duties.

Minutes of the Board and Board Committees are taken by the Company
Secretary and, together with any supporting papers, are open for
inspection following reasonable notice by any Directors. Draft and final
versions of minutes are sent to all Directors for their comment and
records, respectively.

The Company held 5 full Board meetings for the year ended 31 December
2007, with all Directors attended, except for Mr. Dai Xingbo, who was
absent from 1 meeting as he has another business engagement.

Board meetings will be held at least four times a year with additional
meetings convened as and when necessary to determine overall strategic
directions and objectives and approve interim and annual results and
other significant matters.

Shenzhou International Group Holdings Limited Annual Report 2007



NN
PEEIRMS

Corporate Governance Report

FAR ERTEEEBELIFNTEERTEYL
% LEBEKER -

EsZE®

RERANRANRE SR GBEIAITR
EXecCY=EZEg  HBEXZES -
FNEEEMERZBE - ZFZBENK
MOKBRBIIFATES  UNBEE
ENBIM - -MEZESEHHMSEMNBRE
HERE AHEBRERKEHNALAMES

www.shenzhouintl.com °

PMEZEENHARHERABITERE - 8%
EerTHmMEESER INIREEEERE

R VAEFSREERZZUERR -

FMWEEg

R-TTRF+HANE  AARMBROEE
FRURIHHERR - HHWERGHRE—BH
TEEERMEABIFATEE  SRARSCH
S BEBSERERREE - BEMELR
HHEBRHER -

NN
/A

FHEZEeN T EEERAEETRSNERE
F B B8 o BN R SR S 2R - R ULV bt 3 i B
BRBLESRMAZARABREAZEFTSEM
HEEZ EFME2HEEREANTHHOR
i RS EENBSHIINMERERME
8 o

RAFREEFMECR R B IZRIBBREBAE RIT
EED - BREWSBRATRERFET - FibH
ZESREMSKFE - EFTEE  BERT
EREERE  BENEEEKE TR
RAEKFE o

FHEZEeR —TTLEARTREFE 2
BREHELE - FMEEERg LR ES
K EIE B H B o

During the year, the Chairman also held a separate meeting with all the
Independent Non-executive Directors to address business issues and
concerns.

Board Committees

To oversee particular aspects of the Company’s affairs and to assist in the
execution of its responsibilities, the Board has set up three Committees,
namely Audit Committee, Remuneration Committee and Nomination
Committee. The Committees have been structured to include a majority of
Independence Non-executive Directors as members in order to reinforce
independence. All of the Committees are governed by its respective
terms of reference, which are available on the Company’s website
www.shenzhouintl.com.

All Committees are provided with sufficient resources to discharge their
duties. The Committees report to the Board on a regular basis to discuss
significant issues and findings and to make recommendations to the
Board for making decisions.

Remuneration Committee

The Company has established a Remuneration Committee in compliance
with the CG Code on 9 October 2005, which 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. No director will take part in any discussion on his or
her own remuneration. The details of their fees are set out in note 8 to the
financial statements.

The Company’s objective for its remuneration policy is to maintain fair
and competitive packages based on business requirements and industry
practice. In order to determine the level of remuneration and fees paid
to members of the Board of Directors, market rates and factors such as
each director’s workload, responsibility, and job complexity are taken into
account.

The Remuneration Committee held 1 meeting with full attendance in
2007. At the meeting, it reviews the remuneration of Directors and senior
management.
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Nomination Committee

The Company has established a Nomination Committee on 9 October
2005, which 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.

The Nomination Committee held 1 meeting with full attendance in 2007.
At the meeting, it reviewed and recommended the reappointment of
retiring directors for shareholders’ approval at the Annual General Meeting
(HAGMH).

Appointment and Re-election of Directors

A person may be appointed as a member of the Board at any time
either by the shareholders in general meeting or by the Board upon
recommendation by the Nomination Committee.

In accordance with the Company’s Articles of Association, any Directors
appointed by the Board as additional Directors and to fill casual
vacancies shall hold office until the next AGM (in the case of an addition
to the Board) or until the next general meeting (in the case of filling a
casual vacancy), and are eligible for re-election by the shareholders. In
addition, all Directors are required to retire by rotation at least once every
three years at the AGM, subject to re-election by the shareholders. All
Independent Non-executive Director are appointed for specific terms for
not more than three years.

Each of the Directors on appointment to the Board, is given a
comprehensive training on corporate governance and the model code
for securities transaction. The Company will continue to provide ongoing
training for the Directors to ensure that they would be able to comply
with the stringent regulatory requirements. The Company has also
established and operated a “securities information” platform that allows
Directors to have timely information of the securities market and familiarize
themselves with the rules of the securities market, with a view to ongoing
enhancement of corporate governance standards.
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Audit Committee

The Company has established an Audit Committee in compliance
with Rules 3.21 to 3.23 of the Listing Rules on 9 October 2005, which
comprises three Independent Non-executive Directors, namely Mr. Dai
Xiangbo, Mr. Qian Feng and Mr. Zong Pingsheng. The Chairman of the
Audit Committee is Mr. Dai Xiangbo, whose expertise in accounting,
auditing and finance enables him to provide leadership for the Committee.

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 terms of reference of the Audit Committee are consistent with the
recommendations as set out in “A Guide for Effective Audit Committee”
published by the Hong Kong Institute of Certified Public Accountants (the
“HKICPA”) and the provisions of the CG Code.

The Audit Committee held 2 meetings with full attendance for the year
ended 31 December 2007. At the meetings, it reviewed the 2006 final
results, financial report and auditing issues, with the external auditors,
and the 2007 interim results, the activities of the Group’s internal audit
functions, the internal audit report on business operations.

Details of Director’s attendance at the AGM, Board and Board Committee
Meetings held in 2007 are set out in the following table. The overall
attendance rate of Directors at Board Meetings was 98.3%.
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The Board acknowledges of its responsibility to prepare the Company’s
accounts which give a true and fair view and in accordance with the
accounting standards generally accepted in Hong Kong as published by
the HKICPA. The Company has selected appropriate accounting policies
and has applied them consistently based on prudent and reasonable
judgments and estimates. The Directors endeavoured to make a fair
and comprehensive assessment of the Group’s current conditions and
prospects in the financial report.
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Internal Controls

The Board recognises its responsibility to maintain an appropriate internal
control system and to ensure accurate reporting of the Company’s state
of affairs to shareholders and the public in a timely manner.

The Group’s internal control system is designed to enhance operating
effectiveness and efficiency, to safeguard assets against misappropriation
and unauthorized disposition, to maintain appropriate accounting records
and financial reports that are true and fair, and to ensure compliance with
relevant laws and regulations. The system aims at providing a reasonable,
but not absolute, assurance against material misstatement or loss and
managing rather than eliminating operational risks.

The Board, through the Audit Committee, reviewed the internal control
system of the Group for the year ended 31 December 2007, which
covered controls over financial reporting, operations and compliance,
as well as risk management functions, and considered that the system
of internal controls in operation in the Group have been in place and
functioning effectively.

The Group has had in place for many years an integrated framework of
internal controls and its framework as illustrated below:

Under our framework, Management is primarily responsible for the design,
implementation, and maintenance of internal controls, while the Board of
Directors and its Audit Committee oversee the actions of Management
and monitor the effectiveness of the controls that have been put in place.

Internal Audit

The Internal Audit Department plays an important role in monitoring the
internal governance of the Company. The Internal Auditor reports directly
to the Chairman and has direct access to the Audit Committee. The
Department has unrestricted access to information that allows it to review
all aspects of the Company’s risk management, control and governance
processes. On a regular basis, it conducts audits on major activities and
process of the Group’s business and support units. It also conducts
special reviews or investigations of areas of concern identified by
Management or the Audit Committee. All audit reports are communicated
to the Audit Committee, Directors and key senior management.
Audit issues are tracked and followed up for proper implementation,
with progress reported to the Audit Committee, Directors and senior
management periodically.
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Control Environment

e Sets tone of organisation influencing control consciousness of its people

e Factors include integrity, ethical values, competence, authority and
responsibility

e Foundation for all other components of control
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Control Activities

e Policies/procedures that ensure management directives are carried out

* Range of activities including approvals, authorisations, verifications,
recommendations, performance reviews, asset security and segregation of
duties
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Information and Communication

* Pertinent information identified, captured and communicated in a timely manner

e Access to internal and externally generated information

* Flow of information that allows for successful control actions from instructions
on responsibilities to summary of findings for management action
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Monitoring

e Assessment of a control system’s performance over time
e Combination of ongoing and separate evaluations

e Management and supervisory activities

* Internal audit activities

External Auditors

The Group’s independent external auditor is Ernst & Young. The Audit
Committee is responsible for the appointment of the external auditors
and reviewing the non-audit functions performed by the external auditors
for the Group. In particular, the Committee will, prior to the execution
of contract with the external auditors and the commencement of their
duties, consider whether the non-audit functions will result in any potential
material conflict of interest.

Shenzhou International Group Holdings Limited Annual Report 2007



NN
PEEIRMS

Corporate Governance Report

HE_ZZE+HF+_A=+—HIEFERN @A
LK@ TN B AT A A S e A% SR TS B9
A & A RE1,650,0007T °

EXEQMBLOKETMEGANZEER B
REME  WEBENEERRBEFRE LERE
LRGN ST PTAAANA B RSN R BRAD

EENESFRS

ARBCHRM EMRAMEOCEMEITAE
RETESRHNEETRMNER AN AR AR
EXEEHFRHTRTUNTESFXZTH]) - &
EENEZERHEE RS STH - B
BEFELMAET - DREBEBA QAT H
REREFXENEFTSEHA @A - R
EETEERMEEMBEBE AR RIEFA LA
BERZMBIEBEFRZTAETT - UL EE
FREH - TEEFHEHABRENFA—E
B8 TRER 5T NIRRT

BREEEREAERRRAEENBSE AR
2T RIERTE -

RESZESR
EREBRIE R R E AR RN
EEIRIEIG - ADT

. PARERBEMRADERITHNRE -
S RBEBREER - MEEB MR
okt Sl SN

. REEAREHRIETEEBIMN =
EE_FRANRERRERTEE
EIR

The related remuneration for the audit services provided by Ernst &
Young to the Group for the year ended 31 December 2007 amounted to
RMB1,650,000.

The Board is satisfied with the audit fees, process and effectiveness
of Ernst & Young and has recommended their appointment as the
Company’s external auditors at the forthcoming AGM.

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”). A copy of the Securities Trading Code is
provided to all Directors on their appointment. Reminder will be issued
twice a year, being one month prior to the respective Board meetings
approving the Company’s interim results and annual results, reminding the
Directors that they are not allowed to trade on the Company’s securities
prior to the announcement of its results and that all transactions must
comply with the Securities Trading Code. Upon specific enquiries, all
Directors confirmed their strictly compliance with the relevant provisions of
the Securities Trading Code throughout the year.

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.

Price-Sensitive Information
With respect to procedures and internal controls for the handling and
dissemination of price-sensitive information, the Compamy:

. is aware of its obligations under the Listing Rules and the
overriding principle that information which is expected to be price-
sensitive should be announced immediately it is the subject of a
decision;

. conducts its affairs with close regard to the “Guide on Disclosure

of Price-sensitive Information” issued by the Hong Kong Stock
Exchange in 2002.
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Investors Relations and Communication

The Board recognises the importance of communication with its
shareholders. Annual and interim reports offer comprehensive operational
and financial performance information to shareholders and the AGM
provides a forum for shareholders to express their concerns directly to the
Board.

Our Investor Relations Department communicates with research analysts
and institutional investors in an on-going manner and provides them with
up-to-date and comprehensive information about the Group’s strategies
and development.

The Company also issues press releases from time to time throughout
the year and responds to requests for information and queries from the
investors. Current information on the Company including interim and
annual reports, announcements, press releases and presentations material
can be retrieved through our Company’s website www.shenzhouintl.com.
Information on the website is updated in a timely manner to ensure that
speed, fairness and transparency of our disclosure. We recognize that
not all shareholders and stakeholders have ready access to the internet.
For those who do not, hard copies of the Shenzhou Group website
information listed above are available free of charge upon request to the
Company Secretary.

Shareholders

Shenzhou has a policy of open communication and fair disclosure.
Disclosure is a key means to enhance our corporate governance
standards, in that it provides our shareholders and other stakeholders
with the information necessary for them to form their own judgment and
to provide feedback to us. We understand that more disclosure does
not necessarily result in increased transparency. The integrity of the
information provided is essential for building market confidence.

The Board and Senior Management recognize their responsibility to
represent the interests of all shareholders and to maximize shareholder
value. Therefore, we strongly encourage shareholders to put forward
proposals at an AGM or Extraordinary General Meeting (“EGM”)
include a written notice of those proposals could be addressed to the
Company Secretary at the registered office. Enquires may be put to the
Board by contacting either the Company Secretary through our hotline
852-2310-4919, email at james.yu@shenzhougroup.com.hk or directly by
questions at an AGM or EGM. Questions on the procedures for convening
or putting forward proposals at an AGM or EGM may also be put to the
Company Secretary by the same means.

We will continue to review and, where appropriate, improve on our
corporate governance practices in light of evolving experience, regulatory
requirements and international developments. Corporate Governance is
an evolving process. Good corporate governance is a journey, rather than
a final destination.
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Executive Director

Mr. Ma Jianrong (E#£%8), aged 43, is an Executive Director and
the Chairman of the Group. He is responsible for the overall business
development strategy of the Group and has over 27 years of experience
in the textile industry. Prior to joining the Group in 1989, he worked
for Shaoxing Cotton Mill (43##845#) and Hangzhou Linping Knitting
and Garment Plant (FNERF & 48 ARZERR). After joining the Group, Mr.
Ma served as the manager of the knitting and weaving department, a
deputy general manager and the general manager of Ningbo Shenzhou
Weaving Group Co., Ltd. (“Ningbo Weaving”), the earliest operating entity
of the Group. He has been acting as the chairman of Ningbo Shenzhou
Knitting Co., Ltd. (“Shenzhou Knitting”) since April 2005. Mr. Ma is a
deputy to the People’s Congress of Ningbo City and Zhejiang Province.
He was named “Charity Model of Ningbo (E%HZ&EZ# )" by Ningbo
Charity Association (ZXMZ&Z4®) in September 2003 and “Start-up
Entrepreneur of Zhejiang Province (#7/T & Bl % R)“ by the Enterprises
United Association of Zhejiang Province (#T/TA %S €) and the
Enterpreneurs Association of Zhejiang Province (T AP ERHE) in
April 2004.

Mr. Huang Guanlin (EE##k), aged 42, is an Executive Director and the
general manager of the Group. He is responsible for the daily operations
of the Group such as production, sales and marketing and has over 20
years of experience in the textile industry. Mr. Huang graduated from
Zhejiang University of Technology (#1/T T2 X2 majoring in chemical
industry management and engineering. Prior to joining the Group in 1989,
he worked for a silk knitting mill in Yuhang County, Zhejiang Province.
After joining the Group, Mr. Huang worked as the manager and a deputy
general manager of the production and operation department of Ningbo
Weaving. He has been acting as the general manager of Shenzhou
Knitting since April 2005. He is the brother-in-law of Mr. Ma Jianrong.

Mr. Ma Renhe (51=#0), aged 47, is an Executive Director and a deputy
general manager of the Group. He is responsible for dyeing and finishing
affairs of the Group and has over 31 years of experience in textile industry.
Prior to joining the Group in 1989, he worked for Shaoxing Cotton Mill and
Hangzhou Linping Knitting and Garment Plant. After joining the Group,
Mr. Ma worked as the manager and a deputy general manager of the
dyeing and finishing department of Ningbo Weaving. He has been acting
as a deputy general manager of Shenzhou Knitting since May 2002. He is
a cousin of Mr. Ma Jianrong (his father and Mr. Ma Jianrong’s father are
brothers).
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Mr. Chen Zhongjing (B #£&8), aged 45, is an Executive Director and
a deputy general manager of the Group. He is responsible for the daily
administrative affairs of the Group and has 26 years of management
experience in administrative affairs. Mr. Chen has obtained a certificate
of corporate human resources manager. He graduated from the
Correspondence College at the Party School of the Central Committee of
the Chinese Communist Party (“CCP”) (Fh LA e B sk IR E2B5) in 1993
majoring in politics and completed his postgraduate study in industrial
psychology (business administration) from Hangzhou University (7)1 A £2)
in 1998. He has been acting as a deputy general manager of Shenzhou
Knitting since September 2003. Mr. Chen is a deputy to the People’s
Congress of Beilun District, Ningbo City. Prior to joining the Group in
2008, he worked for the People’s Government of Ningbo City, and served
as the head of Beilun District Committee Office of CCP (fr HitmEZ&
MAZEE(F), a committee member of Beilun District Committee of CCP
in Ningbo City (P #it@EEE &% 8), secretary of Dagi Township
Committee of CCP (R £ KEEEZEZ B @ E£:0), a deputy head of the
Management Committee of Ningbo Beilun Technology Park (Z& 1L
B EREE €5 ET), the commander in-chief of the headquarters in
charge of the initial development of Beilun major mechanical and electrical
projects (It EAIR A AIH TIEEE #042454%), a deputy head of the
team co-ordinating major mechanical and electrical projects under the
Ningbo government (B)E M EAKEIE B BB/ MERAZEEEM)
and a deputy chief commander of the headquarters in charge of ancillary
work of major mechanical and electrical projects in Ningbo City ()& &
AWEIE R B E TIRIEE S RIEIEE).

Ms. Zheng Miaohui (E#E), aged 52, is an Executive Director and a
deputy general manager of the Group. She is responsible for the financial
management of the Group and has over 23 years of experience in
financial management. After joining the Group in 1988, Ms. Zheng served
as the manager and an assistant to the general manager of the finance
department of Ningbo Weaving. She has been acting as a deputy general
manager of Shenzhou Knitting since April 2005. Ms. Zheng is a deputy
to the People’s Congress of Beilun District, Ningbo City. In addition, she
was retained by Beilun District Accounting Association (ZFHitmEE
stE@) as a standing committee member and obtained an accountant
qualification certificate.
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Independent Non-executive Directors

Mr. Qian Feng ($£$%), aged 62, joined the Group in July 2005 as an
Independent Non-executive Director. Mr. Qian graduated in 1998 from
Shanghai Textile College (L8 #1%mSERE4), majoring in knitting
technology, and obtained a master’s degree in business administration
from Asia International Open University (Macau). He also obtained a
certificate of senior engineer. He is currently the vice-chairman of both
Shanghai Garment Industry Association (8 R#E77¥ 1% &) and Shanghai
Association of Foreign Economic and Trade Enterprises. Mr. Qian has
served as the vice president of China Worldbest Group Co., Ltd. (F [
#REE BFR/AF), the general manager of Shanghai Knitting Company
Limited (_E/88H4&%B R A 7)), the chairman of Shanghai Knitting (Group)
Company Limited (/884 (&£B)HR A7) and the managing director
of Shanghai Shenwo Industrial Company Limited (-8 B3k B 2 5B A 7).

Mr. Zong Pingsheng (R 4), aged 73, joined the Group in July 2005
as an Independent Non-executive Director. Mr. Zong was employed as a
teacher of the textile engineering faculty at Southern Yangtze University (JT
FAE) (formerly known as Wuxi College of Light Industry (#5588 T 22
B) and Wuxi University of Light Industry ({858 T X £2)). He obtained the
qualification of professor in 1987. Mr. Zong has been awarded a special
government allowance by the State Council in 1992.

Mr. Dai Xiangbo (E#£iK), aged 45, joined the Group in July 2005 as
an Independent Non-executive Director. He graduated from Jiangxi
University of Finance and Economics (T FABAAE K£2) in 1984, majoring in
industrial accounting, and completed his postgraduate study in Zhejiang
University in 2002, majoring in economics. Mr. Dai has obtained PRC
certified accountant and senior accountant certificates. He currently
serves as the deputy secretary of Zhejiang Certified Public Accountant
Association (I & EMesTEMiRE), a professor specially retained by
Zhejiang Finance School at Accounting College (T Bf & Efr @5t
B7) and a member of the Registration Committee (¥fIZ &%) of the
Chinese Institute of Cerfified Public Accountants. He also serves as an
independent director of Haitian International Holdings Ltd. (&< BFR 1A%
AR/ F]), Eastcompeace Smart Card Co., Ltd. (E{ZMFELSse RN E
FR/AR]) and Gem-year Industrial Co., Ltd. (B{ETZERMD AR AR]). Mr.
Dai served as the division head of the Industrial and Trade Audit Division
of the Audit Bureau in Zhejiang Province (1T 4 &+t B TR EatER), the
deputy director of the Audit Bureau in Xianju County, Zhejiang Province
T A I EBEET /) and the deputy head of the legal system division of
Audit Office in Zhejiang Province (1T & E5tEE AR ).
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Senior Management

Mr. Hu Jijun (#42E), aged 38, is a deputy general manager of the
Group. He is responsible for sales and marketing of the Group in
Japanese, European and U.S. markets and has 18 years of sales and
marketing experience in the Japanese knitwear market. After joining
the Group in September 1989, Mr. Hu worked at the production and
operation department of Ningbo Weaving as the deputy manager and an
assistant to the general manager, responsible for export sales. He has
been acting as a deputy general manager of Shenzhou Knitting since April
2005.

Mr. Chen Lan (&), aged 41, is a deputy general manager of the
Group, responsible for the procurement of raw materials, such as cotton
yarn, and information management, and has over 19 years of experience
in textile industry. After joining the Group in July 1989, he served as
the manager of the weaving department, the deputy manager of the
production and operation department, the manager of the raw materials
procurement department and an assistant to the general manager of
Ningbo Weaving and an assistant to the general manager of the Group.

Mr. Gu Chaoquan (EEER#E), aged 45, is a deputy general manager of
the Group, responsible for the production planning of the Group, and has
over 20 years of experience in textile industry. Prior to joining the Group
in 1989, he worked for the government of Beilun District, Ningbo City,
China. Mr. Gu served as the deputy head of the office, the manager of the
garment manufacturing department, the manager of the No. 1 garment
manufacturing department (£17%—3f), assistant to the general manager
of Ningbo Weaving and an assistant to the general manager of the Group.

Ms. Chen Zhifen (FR22%¥), aged 38, is a deputy general manager
of the Group, responsible for all garment manufacturing department,
and has over 18 years of experience in textile industry. After joining the
Group in April 1990, she worked as the section chief, the manager of its
garment manufacturing department, the manager of the No. 2 garment
manufacturing department, an assistant to the general manager of Ningbo
Weaving and an assistant to the general manager of the Group. During
the period from September 2000 to June 2003, Ms. Chen studied in
Naval University of Engineering (82 T2 X £8), majoring in management
engineering.

Shenzhou International Group Holdings Limited Annual Report 2007
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Mr. Jiang Tao (JI35), aged 40, is an assistant to the general manager of
the Group and the departmental manager of No. 1 sales department of
Shenzhou Knitting, and has 13 years of experience in knitting and weaving
industry. Mr. Jiang graduated from the faculty of English at Shanghai
University (/8X22), majoring in English for international trade. Prior to
joining the Group, he worked at Shanghai Dongfang Rimian Company
Limited (/835 HABR A R]). After joining the Group in October
1998, Mr. Jiang served as an assistant to the general manager of Ningbo
Weaving and was responsible for the sales to Uniglo.

Mr. Cui Jifeng (B42$#2), aged 43, is an assistant to the general manager
of the Group, responsible for technology and quantity affairs, and has
over 20 years of experience in textile industry. Prior to joining the Group
in 1990, he worked as the deputy factory manager of Ningbo Beilun
Garments Plant (225 b @ ARZE &) in charge of technology. Mr. Cui served
as the deputy manager of the production and operation department and
an assistant to the general manager of Ningbo Weaving.

Mr. Hu Yonghai (#87k), aged 40, is an assistant to the general
manager of the Group, responsible for the affairs of fabric technology,
and has over 19 years of experience in textile industry. He has obtained
the certificate of assistant economist. Mr. Hu graduated from Zhejiang
Industrial University (#7)T T % A £2) with a bachelor’s degree in industrial
management engineering. He joined the Group immediately after
graduation and worked as the assistant manager, deputy manager of
the production and operation department and an assistant to the general
manager of Ningbo Weaving, responsible for the affairs in connection with
fabrics and technology.

Mr. Yan Delin (5&#f), aged 52, is an assistant to the general
manager of the Group, in charge of the infrastructure and its Cambodian
operations of the Group and has over 20 years of experience in textile
industry. He has obtained the certificate of assistant economist. Prior
to joining the Group, Mr. Yan worked as the head of the equipment
division of Hangzhou Linping Knitting and Garment Plant, the head of its
office, and a deputy general manager of joint venture companies under
Yuhang Cooperative Office (i fEii A=), during which, he served
as the general manager of a Cambodian company under the Yuhang
Cooperative Office. After joining the Group in October 1999, Mr. Yan
worked as the deputy head of the office of Ningbo Weaving and has
been acting as an assistant to the general manager of Shenzhou Knitting
since May 2005. He graduated from the Correspondence College at the
Party School of the Central Committee of CCP majoring in economic
management.
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Mr. Pan Lianghua (&R %), aged 52, is an assistant to the general
manager of the Group, responsible for the knitting and weaving operations
of the Group, and has 33 years of experience in the textile industry. He
graduated from a self-study course of the China Central Radio and TV
University (FREHRAZ) in 1987, majoring in production operation
management. Mr. Pong has served as the deputy factory manager
of Shanghai Knitting’s 20th Plant (/&84 — 1), in charge of the
technology department, and the deputy head of the technology division
of EB=REBEET& M. After joining the Group in January 1999, he
served as the deputy manager of the dyeing and finishing department of
Ningbo Weaving and was responsible for production and quality control.

Mr. Chen Yuezhong (R & &), aged 38, is in charge of Investor Relations
Department of the Group and the secretary to the Board of Directors of
Shenzhou Knitting. He graduated from Beijing Institute of Business (1t
R ERT) with a bachelor’s degree in economics (auditing) in July 1992
and has obtained the certificates of the PRC certified public accountant,
the PRC registered tax agent and senior accountant and the operating
permit of the PRC public certified accountant engaged in securities and
futures-related business. Prior to joining the Group in January 2005,
he was a senior partner of Ningbo Tianjian Yongde United Accounting
Firm (B8 KEKER S @5 ST, the committee chairman of its
risk management committee and person-in-charge of Zhejiang Tianjian
Accounting Firm, Ningbo Branch (/I kf& & z+EhE7#FT), and has over
10 years of experience in acting as certified accountant. He also served
as a committee member of the evaluation committee for Mid-Level
Accounting Profession of Ningbo City (BFh &3t B b R TEEE
@Z 8) and a committee member of the expert evaluation committee for
Ningbo Far East Creditworthiness Assessment Company Limited (225 &=

REEHEBRAT).
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Mr. Wang Cunbo (E1Fi§), aged 35, is in charge of the Finance
Department of the Group and the financial controller of Shenzhou
Knitting. He graduated from Zhejiang University of Technology (#1/I L
2K E8), majoring in biology and chemical engineering, with a bachelor’s
degree in engineering in 1995. In the same year, Mr. Wang studied at
Zhejiang University of Technology where he obtained a master’s degree
in management in 1998. In addition, he has obtained the certificates of
the PRC certified public accountant, the PRC registered tax agent and
the PRC certified public valuer and senior accountant and the operating
permit of the PRC public certified accountant engaged in securities and
futures-related business. Prior to joining the Group in May 2004, he was
a partner of Ningbo Tianjian Yongde United Accounting Firm (28 X
KBRS @RI E /T, deputy general manager of Ningbo Yongde
Corporate Management and Consulting Firm (Z2)8 kK B ¥E R K AE S
FIT), and has over 7 years of experience in acting as certified accountant.

Company Secretary

Mr. Yu James (R2{H) aged 32, is the Company Secretary of the
Company and the Financial Controller of the Group. He is a qualified
accountant and has about ten years of experience in auditing, advisory
business services and finance management. Mr. Yu graduated from The
California State University with a Bachelor’s Degree of Accountancy in the
United States of America. He is a member of The American Institute of
Certified Public Accountants. Prior to joining the Group in May 2007, he
worked in the Assurance and Advisory Business Services department of
Ernst & Young, Certified Public Accountants and at CLP Holdings Limited.
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The Directors of Shenzhou International Group Holdings Limited (the
“Company”) have pleasure in submitting their report together with
the audited financial statements of the Company and its subsidiaries
(collectively the “Group”) for the year ended 31 December 2007 .

Principal Activities and Geographical Analysis of
Operations

The principal activity of the Company is investment holding. The primary
activities of the subsidiaries are set out in note 18 to the financial
statements.

An analysis of the Group’s performance for the year by business and
geographical segments is set out in note 4 to the financial statements.

Results and Dividends

The results of the Group for the year ended 31 December 2007 and the
state of affairs of the Company and of the Group as at that date are set
out in the financial statements on page 67 to 143.

The Directors recommend a payment of a final dividend of HK$0.16
(equivalent to approximately RMBO0.15) per share for the year ended 31
December 2007, subject to shareholders’ approval at the forthcoming
annual general meeting to be held on 19 May 2008, to the shareholders
whose names appeared on the Register of Members of the Company at
the close of business on 14 May 2008.

No interim dividend was declared for the six months ended 30 June 2007.

There was no arrangement under which a shareholder of the Company
has waived or agreed to waive any dividend during the year ended 31
December 2007.

Reserves

Details of movements in the reserves of the Company and of the Group
during the year are set out in note 29 to the financial statements and in
the consolidated statement of changes in equity, respectively.

Donations
Charitable and other donations made by the Group during the year
amounted to RMB1,527,000.

Shenzhou International Group Holdings Limited Annual Report 2007
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Property, Plant and Equipment
Details of the movements in property, plant and equipment of the Group
are set out in note 15 to the financial statements.

Share Capital
There were no movements in either the Company’s authorised or issued
share capital during the year.

Distributable Reserves

Distributable reserves of the Company as at 31 December 2007,
calculated in accordance with the Companies Law Cap. 22 (Law 3 of
1961, as consolidated and revised) of the Cayman Islands, amounted to
RMB253,549,000, of which RMB186,531,000 has been proposed as final
dividend for the year.

Pre-emptive Rights

There is no provision for pre-emptive rights under the Company’s articles
of association and there was no restriction under the laws of Cayman
Islands, which would oblige the Company to offer such rights on a pro-
rata basis to existing shareholders during new shares issue.

Summary Financial Information
A summary of the results, assets and liabilities of the Group for the last
five financial years is set out on page 144.

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 during the year ended 31
December 2007.

Share Option Scheme
No share option scheme was operated by the Company as at 31
December 2007.
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Directors
The Directors during the year and up to the date of the report were:

Executive Directors:
Mr. Ma Jianrong

Mr. Huang Guanlin
Mr. Ma Renhe

Mr. Chen Zhongjing
Ms. Zheng Miaohui

Independent Non-executive Directors:
Mr. Qian Feng

Mr. Zhong Pingsheng

Mr. Dai Xiangbo

In accordance with Article 87(1) of the Company’s Articles of Association,
Mr. Ma Jianrong, Mr. Chen Zhongjing and Mr. Dai Xiangbo shall retire by
rotation at the forthcoming annual general meeting and, being eligible,
offer themselves for re-election.

The Independent Non-executive Directors are appointed for terms of three
years. The Company has received annual confirmations of independence
from Mr. Qian Feng, Mr. Zhong Pingsheng and Mr. Dai Xiangbo and as at
the date of this report still considers them to be independent.

Directors’ Service Contracts

Each of the Executive Directors has a service contract with the Company
for a term of three years and is subject to termination, at any time, by
either party giving the other party not less than three months’ prior written
notice.

Each of the Independent Non-executive Directors has a service contract
with the Company for a term of three years and is subject to termination,
at any time, by the Independent Non-executive Director giving not less
than three months’ prior written notice.

Under the service contracts, each of the Executive Directors is entitled
to an annual discretionary management bonus as the Remuneration
Committee of the Board may approve, provided that the aggregate
amount of the discretionary management bonuses payable to all Executive
Directors in respect of any financial year of the Group would not exceed
5% of the net profits of the Group after taxation and minority interests and
less the aggregate amount of the discretionary management bonuses but
before non-recurring items for the relevant financial year.

Shenzhou International Group Holdings Limited Annual Report 2007
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Directors’ Interests in Contracts

Save as disclosed under the heading “Connected transactions” below
and “Related party transactions” in note 35 to the financial statements, no
Director had a material interest, either directly or indirectly, in any contract
of significance to the business of the Group to which the Company, or any
of its holding companies, subsidiaries or fellow subsidiaries was a party
during the year.

Directors’ Interests in Competing Business

During the year ended 31 December 2007, none of the directors of the
Company had any interest in any competing business with the Company
or any of its subsidiaries.

Biographical Details of Directors and Senior
Management

Brief biographical details of directors of the Company and senior
management of the Group are set out on page 45 to 51.

Directors’ and Chief Executives’ Interests and
Short Positions in the Shares of the Company

As at 31 December 2007, 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 was taken
or deemed to be held by any such director or chief executive 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 Rules Governing the Listing of Securities on the Stock
Exchange (the “Listing Rules”), were as follows:
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Long positions in ordinary shares of the Company

Notes: (5D T

ERITRA
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Percentage of

the Issued

Capacity and Share Capital

Name Notes Nature of Interest Number of Shares of the Company

B ESE 1 NCIE: £ 900,792,000 72.35

Mr. Ma Jianrong 1 Corporate interests 900,792,000 72.35

mAMEE 2 UNSIL 117,000,000 9.40

Mr. Huang Guanlin 2 Corporate interests 117,000,000 9.40
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2.

As at 31 December 2007, 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). Apart from his interest
disclosed above, Mr. Ma Jianrong indicated in its latest disclosure form that as
at 20 February 2008, he was interested in, inter alia, 792,000 shares through
his wholly-owned subsidiary, CRN (HK) Ltd. 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.

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

Save as disclosed above, as at 31 December 2007, 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 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.

At no time during the year 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.
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Substantial Shareholders’ Interests and Short
Positions in the Shares of the Company

RZEZ+F+_A=+—H  THAL(K At31 December 2007, the following persons who held interests of 5% or

RBAEFHRINEAR T*ETJZ‘%M%&H;@TWW

more of the issued share capital of the Company, other than directors of

FIGIRAFEE 2R LMt 85 A A the Company, were recorded in the register of members required to be
BITRR A% A 2 SN kept by the Company pursuant to Section 336 of the SFO:
REQATEERPZ2HE Long position in ordinary shares of the Company
HARATS BT
Z8 M =E S RERER RHEEAE RAE 2 Lt (%)
Percentage of
the Issued
Capacity and Share Capital
Name Notes Nature of Interest Number of Shares of the Company
2R 1 EmlaA 900,000,000 72.29
Excelbright 1 Beneficial owner 900,000,000 72.29
tim 152 E=BA 900,000,000 72.29
Worldon 1and 2 Beneficial owner 900,000,000 72.29
Genesis Asset 3 HELE 62,977,000 5.06
Managers, LLP 3 Investment Manager 62,977,000 5.06
B E - Notes:
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3.  Genesis Asset Managers, LLPABYFE=77 ° 3.

B EGenesis Asset Managers LLPR=ZZF
+TFENATHEARRZERRBRE - &%
62,977,000 1% 17 LAGenesis Asset Managers,
LLPEE B © %A alHEAffiliated Managers
Group, Inc. % E H60% & R - ﬁAffiIiated
Managers Group, Inc. B RKED#Em B R
7o

Affiliated Managers Group, Inc. (NYSE: AMG) &
RBOFEFZ S e BEER AR

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 31 December 2007, the entire issued share capital of Excelbright was held
by Worldon.

As at 31 December 2007, 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.

Genesis Asset Managers, LLP is an independent third party. Based on
the disclosure of interests forms filed by Genesis Asset Managers, LLP on
17 August 2007, these 62,977,000 shares are registered in the name of
Genesis Asset Managers, LLP, a majority owned subsidiary of Affiliated
Managers Group, Inc., which owned 60% of the voting rights in Genesis Asset
Managers, LLP.

Affiliated Managers Group, Inc. (NYSE: AMG) is an asset management
company listed in the New York Stock Exchange.
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Save as disclosed above, as at 31 December 2007, 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.

Management Contracts

No contracts concerning the management and administration of the whole
or any substantial part of the business of the Company were entered into
or existed during the year.

Major suppliers and customers

The percentages of purchases and sales for the year ended 31 December
2007 attributable to the Group’s major suppliers and customers are as
follows:

HERBEZ HEHERHZ

B 7tk (%) B 7t (%)

Percentage Percentage

of Purchases (%) of Sales (%)

SAMtERBE The largest supplier/customer 10 42
AAREER, BEAE Five largest suppliers/customers combined 28 78
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None of the Directors, their associates or any shareholder (which to the
knowledge of the directors owns more than 5% of the Company’s share
capital) had an interest in the major suppliers or customers at all times
during the year.

Connected Transactions

Certain related party transactions as disclosed in note 35 to the financial
statements also constituted connected transactions under the Listing
Rules, required to be disclosed in accordance with Chapter 14A of the
Listing Rules. The following transactions between certain connected
parties (as defined in the Listing Rules) and the Company have been
entered into and/or are ongoing for which relevant disclosure had been
made by the Company in the Prospectus and announcements.
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Connected transactions

On 21 December 2007, Ningbo Shenzhou Knitting Co., Ltd.
(“Shenzhou Knitting”), a wholly-owned subsidiary of the Company,
entered into the Bohai Road Land Use Right Transfer Agreement,
the Bohai Road Industrial Complex Transfer Agreement, the
Dagang Land Use Right Transfer Agreement and the Dagang
Industrial Complex Transfer Agreement with Ningbo Shenzhou
Properties Co., Ltd. (“Shenzhou Properties”). The consideration
for the acquisition of the land use rights of Bohai Road, the
Bohai Road Industrial Complex (together with the ancillary land,
collectively referred to as the “Bohai Property”), the land use
right of Dagang and the Dagang Industrial Complex (together
with the ancillary land, collectively referred to as the “Dagang
Property”) is RMB12,500,000, RMB8,700,000, RMB3,500,000
and RMB14,800,000 respectively. On 21 December 2007, Tuteng
Textile (Ningbo) Co., Ltd (“Ningbo Tuteng”), a wholly-owned
subsidiary of the Company, entered into the Huanghai Road Land
Use Right Transfer Agreement and the Huanghai Road Industrial
Complex Transfer Agreement with Shenzhou Properties. The
consideration for the acquisition of the land use rights of Huanghai
Road and the Huanghai Road Industrial Complex (together
with the ancillary land, collectively referred to as the “Huanghai
Property”) is RMB18,000,000 and RMB95,500,000 respectively.

These considerations have been determined after arm’s length
negotiation between the parties thereto and is based on the
valuation reports as of 18 December 2007 prepared by an
independent valuer appointed by the Company. The Bohai
Property, the Dagang Property and the Huanghai Property will be
used by the Group as a warehouse for raw materials, a dormitory
for employees and plants for cutting and sewing in the apparel
manufacturing process respectively.

Shenzhou Properties is owned as to 80% by Mr. Ma Jianrong,
an Executive Director, and as to 20% by Ningbo Rongrong
Industrial Investment Co., Ltd (“Rongrong Industrial”), an associate
and therefore is a connected person of the Company by virtue
of Rule 14A.11(4) of the Listing Rules. The acquisitions of the
Bohai Property, the Dagang Property and the Huanghai Property
(collectively referred to as the “Acquisitions”) thus constitute
connected transactions of the Company. As the aggregate
consideration of the transfer agreements is RMB153,000,000,
the applicable percentage ratio exceeds 2.5% and the total
consideration exceeds HK$10,000,000, the Acquisitions are
subject to the reporting, announcement and approval from the
independent shareholders requirements in accordance with Rule
14A.32 of the Listing Rules. On the extraordinary general meeting
held on 18 February 2008, the Acquisitions have been approved
by the independent shareholders and the connected transactions
will be completed in 2008.
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Continuing connected transactions

a.

Lease of certain production premises and facilities
Shenzhou Knitting and Shenzhou Properties entered into
a lease agreement (the “Original Lease Agreement”) on 9
October 2005, pursuant to which Shenzhou Properties
leased to Shenzhou Knitting the apparel production
properties for a period commencing on 1 June 2005 and
expiring on 31 December 2007, with a right of renewal
exercisable by Shenzhou Knitting for a further term of three
years at or below the prevailing market rate (the “Principal
Lease Agreement”). The Principal Lease Agreement is
terminable by Shenzhou Knitting giving no less than
three months’ notice to Shenzhou Properties. The rental
so charged by Shenzhou Properties is determined by
reference to the market rates for leasing similar properties
and production facilities from independent third parties
under normal commercial terms during the course of
ordinary business in Ningbo, China. Shenzhou Properties,
which is owned as to 80% by Mr. Ma Jianrong, an
Executive Director, and as to 20% by Rongrong Industrial,
an associate and therefore a connected person of the
Company by virtue of Rule 14A.11(4) of the Listing Rules.
During the year, rentals paid to Shenzhou Properties by the
Group amounted to RMB8,468,000.

Since the Original Lease Agreement has expired on 31
December 2007, Shenzhou Knitting has entered into a new
lease agreement (“New Lease Agreement”) with Shenzhou
Properties on 21 December 2007, for a term commencing
on 1 January 2008 and expiring on 31 December 2010,
with a right of renewal exercisable by Shenzhou Knitting
for a further term of three years at or below the prevailing
market rate. The New Lease Agreement is terminable by
Shenzhou Knitting giving no less than three months’ notice
to Shenzhou Properties. The rental charged by Shenzhou
Properties is determined by reference to the market rates
for leasing similar properties and production facilities from
independent third parties under normal commercial terms
during the course of ordinary business in Ningbo, China.
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Supply of steam

Shenzhou Knitting and Ningbo Mingyao Environmenta
Thermal Power Co., Ltd. (“Mingyao Electric Company”)
entered into a steam supply agreement on 9 October
2005, pursuant to which Mingyao Electric Company agreed
to supply steam to the Group for a period commencing
on 9 October 2005 and expiring on 31 December 2007
(the “Original Steam Supply Agreement”). Under the
Steam Supply Agreement, Mingyao Electric Company
has undertaken to maintain sufficient and stable supply of
steam to the Group at all times and has granted priority
to the Group to satisfy its demand for steam from time to
time. As Mingyao Electric Company does not have its own
piping system connected to the Group, the relevant parties
have agreed that Mingyao Electric Company may first sell
its steam to an independent A-share company listed on the
Shanghai Stock Exchange (the “A-Share Company”) which
would then re-sell the steam to the Group. The steam
price per ton to be charged by the A-Share Company
to the Group will be at the price charged by Mingyao
Electric Company to the A-Share Company. Pursuant to
the Steam Supply Agreement, the steam price per ton
charged by Mingyao Electric Company is determined by
reference to the prevailing market price of steam supplied
by independent steam suppliers located in the Ningbo
Economic and Technology Development Zone of China,
but in any event, the steam price per ton to be charged
by Mingyao Electric Company shall not be higher than the
prevailing market price of steam in the development zone.
Either party may terminate the Steam Supply Agreement by
giving 30 days’ written notice to the other party. Mingyao
Electric Company is owned as to 48% by Worldon and as
to 52% by Ningbo Mingyao Investment Co., Ltd., a party
not connected with any of the directors, chief executives,
substantial shareholders of the Company or any of its
subsidiaries, or any of their respective associates. Mingyao
Electric Company is a connected person by virtue of Rule
14A.11(4) of the Listing Rules. During the year, the steam
expenses paid to Mingyao Electric Company by the Group
amounted to RMB36,656,000.
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Since the Original Steam Supply Agreement has expired
on 31 December 2007, Shenzhou Knitting has re-entered
into a steam supply agreement (the “New Steam Supply
Agreement”) with Mingyap Electric Company on 21
December 2007, for a period commencing on 1 January
2008 and expiring on 31 December 2010. Either party
may terminate the Steam Supply Agreement by giving
30 days’ written notice to the other party. The steam
price per ton charged by Mingyao Electric Company is
determined by reference to the prevailing market price of
steam supplied by independent steam suppliers located
in the Ningbo Economic and Technology Development
Zone of China, but in any event, the steam price per ton
to be charged by Mingyao Electric Company shall not be
higher than the prevailing market price of steam in the
development zone. As the applicable percentage ratio
under the New Steam Supply Agreement exceeds 2.5%
and the total consideration exceeds HK$10,000,000, it is
subject to the reporting, announcement and approval from
the independent shareholders requirements in accordance
with Rule 14A.32 of the Listing Rules. On the extraordinary
general meeting held on 18 February 2008, the New Steam
Supply Agreement has been approved by the independent
shareholders.

Provision of blanket cutting and sewing services
Shenzhou Knitting and Ningbo Shenzhou Dagang
Knitwear Co., Ltd. (“Shenzhou Dagang”) entered into a
processing services agreement (the “Original Processing
Services Agreement”) on 9 October 2005, pursuant to
which Shenzhou Dagang agreed to provide or procure
other companies to provide certain blanket cutting and
sewing services to the Group for a period commencing on
9 October 2005 and expiring on 31 December 2007 on
normal commercial terms which are no less favourable than
those available from independent third parties. Shenzhou
Dagang, which is owned as to 80% by Worldon and as
to 20% by Rongrong Industrial, is a connected person
by virtue of Rule 14A.11(4) of the Listing Rules. During
the year, the processing services fees paid to Shenzhou
Dagang by the Group amounted to RMB3,112,000.



EEEWE
Report of the Directors

AR RN TREHER —FFL
F+A=1T—H2H - Mt
BER _ZTLF+ A" +—
HEABIHBER T TR %
E(TFTRRBHE ) - #hnT
REHENERRE —TTN\F
—H—BRE-T-FF+=H
=t+—Ri - HRETNERNEL
=TT PR — AR R AFRARAT

~
VAR

HEaLEYR
$Mﬁ%ﬁ_77£¢+ﬂna
MAMEEFREEMERA
Uiﬁ@%ﬁ@TDﬂJ—
HERE ([ R E R
Z]) B EERERQAE
R ERNER B S = HiRE
*&ﬁ%ﬁﬂm$%l$%ﬁm
R o PR FE R AR
E§f77£¢+ﬂnaﬁ%
EZ-TTE+F+H=1+—H
IE - EFEBERAT  APITE
EEMMEEZRRERREE
REAMEEZ REREXED
RIBEEB7.5% K 12.5% s - 1B
B ETARBIE14A 1) 1K - =
FAREMARBEEAL - KRF
BN AEBEREARERAF
IRV EBEEAARK
20,851,0007T °

BHRRERMHHEERZEER =
TELF+-_A=1T—H2H
BNHBER _TTLF+ =
A+ —RHEERBEMAAE
T RRYBHERE ek
MR R Z]) - ey
EmHEHNBRHE — T N\F—
A-BEE-T-FTF+-A
=t+—Hi EFEEKMAFE
NBERBILE =T IREN— KRB
XERAAEE TR HESE
£t o

Since the Original Processing Services Agreement has
expired on 31 December 2007, Shenzhou Knitting has
entered into a new processing services agreement (the
“New Processing Services Agreement”) with Shenzhou
Dagang on 21 December 2007, for a period commencing
on 1 January 2008 and expiring on 31 December 2010 on
normal commercial terms which are no less favourable than
those available from independent third parties.

Supply of packaging materials

Shenzhou Knitting and Shaoxing County Huaxi Packaging
Materials Company Limited (“Huaxi Packaging Company”)
entered into a supply agreement (the “Original Packaging
Material Supply Agreement”) on 9 October 2005, pursuant
to which Huaxi Packaging Company agreed to supply
packaging materials to the Group from time to time on
normal commercial terms which are no less favourable
than those available from independent third parties.
The Packaging Material Supply Agreement is for a term
commencing on 9 October 2005 to 31 December 2007.
Huaxi Packaging Company is owned as to 87.5% by
Mr. Huang Guanquan, who is the brother of Mr. Huang
Guanlin, an Executive Director, and as to 12.5% by Mr.
Huang Fuchang, who is the father of Mr. Huang Guanlin.
Huaxi Packaging Company is a connected person by
virtue of Rule 14A.11(4) of the Listing Rule. During the year,
the amount paid to Huaxi Packaging Company by the
Group for the purchases of packaging materials totalled to
RMB20,851,000.

Since the Original Packaging Material Supply Agreement
has expired on 31 December 2007, Shenzhou Knitting has
entered into a new packaging material supply agreement
(the “New Packaging Material Supply Agreement”) with
Huaxi Packaging Company on 21 December 2007, for a
period commencing on 1 January 2008 and expiring on 31
December 2010, for the supply of packaging materials by
Huaxi Packaging Company to the Group from time to time
on normal commercial terms which are no less favourable
than those available from independent third parties.
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The aforesaid continuing connected transactions have been
reviewed by the Independent Non-executive Directors.
The Independent Non-executive Directors confirmed that
the aforesaid transactions had been entered into (1) in the
ordinary and usual course of business of the Group; (2)
either on normal commercial terms or on terms no less
favourable to the Company than terms available to or from
independent third parties; and (3) in accordance with the
relevant agreements governing such transactions on terms
that are fair and reasonable and in the interests of the
shareholders of the Company as a whole.

Based on the work performed, the auditors of the
Company have provided a letter and confirmed that the
aforesaid continuing connected transactions (1) have been
approved by the board of directors of the Company; (2)
are in accordance with the pricing policies of the Group;
(3) have been entered into in accordance with the terms
of the relevant agreements governing the transactions;
and (4) have not exceeded the caps allowed by the Stock
Exchange.

Sufficiency of Public Float

Based on information that is publicly available to the Company and within

the knowledge of the directors, at least 25% of the Company’s total issued

share capital was held by the public as at the date of this report.

Auditors

PricewaterhouseCoopers, Certified Public Accountants had resigned

as auditors of the Company and its subsidiaries with effect from 21

September 2007. Ernst & Young, Certified Public Accountants was then

appointed by the directors to fill the casual vacancy so arising. A resolution

for the appointment of Ernst & Young as auditors of the Company will be

proposed at the forthcoming annual general meeting.

By Order of the Board

Chairman
Ma Jianrong

Ningbo, China, 22 March 2008
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To the shareholders of
Shenzhou International Group Holdings Limited
(Incorporated in Cayman Islands with limited liability)

We have audited the financial statements of Shenzhou International
Group Holdings Limited (the “Company”) and its subsidiaries (collectively
referred to as the “Group”) set out on pages 67 to 143, which comprise
the consolidated and company balance sheets as at 31 December 2007,
and the consolidated income statement, the consolidated statement of
changes in equity and the consolidated cash flow statement for the year
then ended, and a summary of significant accounting policies and other
explanatory notes.

Directors’ Responsibility for the Financial
Statements

The directors of the company are responsible for the preparation and
the true and fair presentation of these financial statements in accordance
with Hong Kong Financial Reporting Standards issued by the Hong Kong
Institute of Certified Public Accountants and the disclosure requirements
of the Hong Kong Companies Ordinance. This responsibility includes:
designing, implementing and maintaining internal control relevant to the
preparation and the true and fair presentation of financial statements
that are free from material misstatement, whether due to fraud or error;
selecting and applying appropriate accounting policies; and making
accounting estimates that are reasonable in the circumstances.

Auditors’ Responsibility

Our responsibility is to express an opinion on these consolidated financial
statements based on our audit. Our report is made solely to you, as a
body, and for no other purpose. We do not assume responsibility towards
or accept liability to any other person for the contents of this report.

We conducted our audit in accordance with Hong Kong Standards
on Auditing issued by the Hong Kong Institute of Certified Public
Accountants. Those standards require that we comply with ethical
requirements and plan and perform the audit to obtain reasonable
assurance as to whether the financial statements are free from material
misstatement.
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An audit involves performing procedures to obtain audit evidence about
the amounts and disclosures in the financial statements. The procedures
selected depend on the auditors’ judgement, including the assessment
of the risks of material misstatement of the financial statements, whether
due to fraud or error. In making those risk assessments, the auditors
consider internal control relevant to the entity’s preparation and true
and fair presentation of the financial statements in order to design audit
procedures that are appropriate in the circumstances, but not for the
purpose of expressing an opinion on the effectiveness of the entity’s
internal control. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of accounting estimates
made by the directors, as well as evaluating the overall presentation of the
financial statements.

We believe that the audit evidence we have obtained is sufficient and
appropriate to provide a basis for our audit opinion.

Opinion

In our opinion, the financial statements give a true and fair view of the
state of affairs of the Company and of the Group as at 31 December
2007 and of the Group’s profit and cash flows for the year then ended
in accordance with Hong Kong Financial Reporting Standards and have
been properly prepared in accordance with the disclosure requirements of
the Hong Kong Companies Ordinance.

Ernst & Young
Certified Public Accountants
Hong Kong

22 March 2008

Shenzhou International Group Holdings Limited Annual Report 2007



NN =N

Consolidated Balance Sheet
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31 December 2007

—EELHF ZETRF
2007 2006
Bt AR®TT ARETT
Notes RMB’000 RMB’000
FRBEE NON-CURRENT ASSETS
L E YN Property, plant and equipment 15 1,973,982 1,638,031
e AR Land use rights 16 151,993 132,374
REAFAN IR Long-term prepayment 17 50,000 50,000
M\ EE Intangible assets 521 _
R IEEE Deferred tax assets 27 26,689 709
BIERBEE Total non-current assets 2,203,185 1,821,114
REBEE CURRENT ASSETS
VERY Inventories 19 695,509 428,196
FEURBR X Trade receivables 20 325,771 204,875
AN - ZS REM Prepayments, deposits and
FEUW IR other receivables 21 99,270 60,762
PTESmTA Derivative financial instruments 25 286,617 4,583
EEHER Pledged deposits 184 182
IETERHBR=EA 2 Bank deposits with initial term of
RITHER over three months 60,000 =
HERIRESZEEBY Cash and cash equivalents 22 233,384 273,994
EmENEE Total current assets 1,700,735 972,592
REBEE CURRENT LIABILITIES
RN EE Trade and bills payables 23 305,887 259,845
H i e~ 008 N B 5T ROE Other payables and accruals 24 119,959 142,165
PTAESRTE Derivative financial instruments 25 161,754 -
FFERITRAEMBEE Interest-bearing bank and
other borrowings 26 740,013 317,336
FERTRAE A 5B Due to related parties 33 1,009 44
e IE Tax payable 2,457 =
wrEEaG Total current liabilities 1,331,079 719,390
REBEEFE NET CURRENT ASSETS 369,656 253,202
REERRDEE TOTAL ASSETS LESS CURRENT
LIABILITIES 2,572,841 2,074,316
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Consolidated Balance Sheet
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31 December 2007

—EELF ZETRF
2007 2006
Bt ARBTT ARETT
Notes RMB’000 RMB’000
FEREBERE NON-CURRENT LIABILITIES
FTESRITREMBEE Interest-bearing bank and
other borrowings 26 58,437 -
EEFIITEEE Deferred tax liabilities 27 33,772 -
EIEREAE Total non-current liabilities 92,209 -
BEFHE Net assets 2,480,632 2,074,316
= EQUITY
BAGREREA Equity attributable to equity holders
PElLRER of the parent
B EITIRA Issued capital 28 129,717 129,717
B Reserves 29(a) 2,152,870 1,744,457
BRI HANG B Proposed final dividend 13 186,531 187,628
2,469,118 2,061,802
LERRER Minority interests 11,514 12,514
BRELS Total equity 2,480,632 2,074,316
=4 EHEM
Ma Jianrong Huang Guanlin
T HiTEF
Chairman Executive Director
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31 December 2007

—RELF —EEAF
2007 2006
Bt AR®TT ARETT
Notes RMB’000 RMB’000
FRBEE NON-CURRENT ASSETS
KRB AR ZIRE Investments in subsidiaries 18(a) 727,454 727,454
HBTHEBRARIZER Loans to subsidiaries 18(b) 807,963 866,896
EERTBEE Deferred tax assets 27 26,689 -
BIERENEE Total non-current assets 1,562,106 1,594,350
REBEE CURRENT ASSETS
H b ek Other receivables 21 365,991 379,373
HERIBESEEY Cash and cash equivalents 22 6,859 6,941
EEEEE Total current assets 372,850 386,314
REBAE CURRENT LIABILITIES
FERTH B R RIEIE Due to subsidiaries 24,750 14,693
HAb BRI Other payables 24 351 3,203
PTESBMIA Derivative financial instruments 25 161,754 =
EREaE Total current liabilities 186,855 17,896
RBEEFRE NET CURRENT ASSETS 185,995 368,418
BEFE Net assets 1,748,101 1,962,768
= EQUITY
BEITIRA Issued capital 28 129,717 129,717
[ Reserves 29(b) 1,431,853 1,645,423
R A EAAL B Proposed final dividend 13 186,531 187,628
R Total equity 1,748,101 1,962,768
BFEx E=RAMK
Ma Jianrong Huang Guanlin
FiE HITEE
Chairman Executive Director
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Consolidated Income Statement

RZZZLF+=A=1+—H
31 December 2007

2007 2006
=T ARET T ARET T
Notes RMB’000 RMB’000
WA REVENUE 5 3,655,613 2,979,530
SHE AR Cost of sales (2,841,753) (2,340,483)
EF Gross profit 813,860 639,047
E AU A R Wz Other income and gains 5 15,680 12,239
$HE Mo AR Selling and distribution costs (47,648) (34,744)
TS Administrative expenses (257,395) (185,935)
Hibfx Other expenses (88,482) (6,279)
BERA Finance costs 7 (34,279) (15,081)
R A A PROFIT BEFORE TAX 6 401,736 409,247
FR1B Tax 11 6,352 (19,001)
FERE PROFIT FOR THE YEAR 408,088 390,246
AN AL Attributable to:
ISNEI g =Y =N Equity holders of the parent 12 406,882 389,031
DERR R Minority interests 1,206 1,215
408,088 390,246
’RE DIVIDENDS
¥R RERPR 5 Proposed final dividend 13 186,531 187,628
BRAREBERBREFEA EARNINGS PER SHARE ATTRIBUTABLE
EEERER TO ORDINARY EQUITY HOLDERS
OF THE PARENT 14
AR Basic AR¥0.337T AR#0.317T
—FERH — For profit for the year RMBO0.33 RMB 0.31
e Diluted
— FEE A — For profit for the year TiEFEAN/A TiE AN/A

Shenzhou International Group Holdings Limited Annual Report 2007
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Consolldated Statement of Changes in Equity

BEZTLF+-_A=1+—HIFE
Year ended 31 December 2007

BARRERHE AL
Attributable to equity holders of the parent
EERE EX Bk HH
BRARA ROBER  HHRE MEE  EBRE  REEN KBRS & RREE BRs
Share Statutory  Exchange Proposed
Issued  premium  Hedging surplus  fluctuation  Retained final Minority Total
capital  account reserve reserve reserve profits dividend Total interests equity
M ARETR ARETR ARETR ARMTR AR&TR ARETR ARETR ARETr ARSTT AR&TR
Note  RMB000  RMB'O00O  RMB'000  RMB'000  RMB000  RMB'000  RMB'000  RMB'000  RMB'000  RMB'000
(Fizo8) (BizE20(a)) (F&E29(a)()
(note 28) (note 29(a)()) (note 29(al(il)
RIEENE
A=A
a3 Balance at 1 January 2006 129,717 762,499 - 330,634 (1,370) 454,639 25903 1,702,022 12152 1,714,174
[EH A% Exchange realignment - - - - (3,348) - - (3,348) - (3,348)
EENER Totalincome and expense
ERLEE for the year recognised
BIARER  directlyin equity - - - - (3,348) - = (3,348) - (3,348)
EEHE Profit for the year - - - - - 389,081 - 389,081 1215 390,246
FREIMA Total income and expense
BY for the year = = = = (3348) 389,031 - 385683 1215 386,89
FALNARE  Dividends paid to the
EERE Company’s shareholders - - - - - - (5903 (25909 - (5909
AP EER Dividends paid to minority
RS shareholders = = = = = = = = (853) (853)
KE—ZZ/F  Proposed final 2006
HR S, dividend 13 - - = - - (187,628) 187,628 = = =
SEERDRT  Tnsler fom retaned profts - - - 2,237 - (2,237) - - - -
RZBERE
+ZA=+—H At31 December 2006 129,717 762,499 = 332,871 (4,718) 653,805 187,628 2,061,802 12514 2,074,316
RZZTHE
—A-R
28 Balance at 1 January 2007 129,717 762,499 = 332,871 (4,718) 653,805 187,628 2,061,802 12514 2,074,316
BeneE Net gains on cash
HBEEE  fowhedges' - - 19591 - - - - 195951 - 195,951
& 5 % Exchange realignment = - = = (7,889) - = (7,889) - (7,889)
BEMERIEA  Totalincome and expense
ZEEERA  forthe year recognised
kEY directly in equity = - 195951 = (7,889) = - 188062 - 183062
FREAE Profitfor the year - - - - - 406882 - 408,882 1206 408,088
ERBINA Total income and expense
kEX for the year - - 195,951 - (7,889) 406,882 - 594,944 1,206 596,150
FARARE  Dividends paid tothe
EARE Company's shareholders = - = = - - (187628 (187,628 - (187628)
AP 8RR Dividends paic to minority
EARE shareholders = - = = - - = = (2,206) (2,206)
BE-ZELE  Proposed final 2007
KRS diidend 13 = = = = - (186531) 186,581 = = =
ERAREEF  Transfer from retained profits - - - 92,527 - (s - - - -
R-BZtE
TZH=1—H At31December 2007 129,217 762,499 195,951 425,398 (12,607) 781,629 186,531 2,469,118 11,514 2,480,632

* FANERERZRSRES PlkE -
%%ﬁAEMmm@mmm RAF
& Y25 E 58 A R #515,817,000CE &
DEEURA °

Et

The net gain on cash flow hedges during the year, recognised in equity
was RMB211,768,000. During the year, net gain of RMB15,817,000 was
reclassified to revenue.
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Consolidated Cash Flow Statement
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Year ended 31 December 2007

—EELF ZETRF
2007 2006
Bt AR®T T ARETTT
Notes RMB’000 RMB’000
REEBRERERE CASH FLOWS FROM OPERATING
ACTIVITIES
B A Profit before tax 401,736 409,247
SEE Adjustments for:
BEMAK Finance costs 7 34,279 15,081
FE WA Interest income 5 (1,560) (3,421)
HEYE - BEK Loss on disposal of items of
HREIEE 2B property, plant and equipment 6 135 444
RN EEIBFRE Fair value losses, net:
METE-TFE Derivative instruments — transactions
HABIR LIRS not qualifying as hedges 6 104,073 -
e Depreciation 6 174,034 141,775
T Hb (S AR 5 Amortisation of land use rights 6 1,981 1,348
H A & i Amortisation of other intangible assets 6 31 =
714,709 564,474
ZEEm Increase in inventories (267,313) (61,995)
FERTRRFRIE N Increase in trade receivables (120,896) (11,315)
FERFOE - e REAEY (Increase)/decrease in prepayments,
AL ), B deposits and other receivables (44,929) 7,099
e BR T e ARIE AN Increase in trade and bills payables 46,042 115,066
H i A RIE & Increase/(decrease) in other payables
fEEtREE i, CRd) and accruals 17,039 (2,475)
FEST R A T FRIBIE N Increase in amount due to
related parties 965 41
BEEFER (Increase)/decrease in pledged
(3ghm), @ deposit 2 2,128
KEEEFBRS Cash generated from operations 345,615 613,023
EAFLE Interest paid (34,279) (15,620)
ENFIEH Profits tax paid (4,319) (26,524)
IR IS IR 4R EE Net cash inflow from operating activities 307,017 570,879
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Year ended 31 December 2007

—EELF ZETREF
2007 2006
Bzt ARETT ARBFTT
Notes RMB’000 RMB’000
REXBABRERE CASH FLOWS FROM INVESTING
ACTIVITIES
2 F B, Interest received 5 1,560 3,421
BEYE  BEIXEEEB Purchases of items of property,
plant and equipment (538,315) (471,757)
HEYE  BENKEEER Proceeds from disposal of items
B EIE of property, plant and equipment 1,931 1,609
L B+t {55 AR A2 Purchases of land use rights (21,600) (63,608)
R EATE S FRIEIE N Increase of long-term prepayment - (50,000)
Ui E Mt B = Purchase of other intangible assets (552) -
Wi —RMEAF] Acquisition of a subsidiary 34 (16,467) (3,033)
TSR T A FIH Maturity of derivative financial instruments (1,061) -
WIETF s e = 8 A 2 $R1T (Increase)/decrease of bank deposits
FROEMm) R with initial term of over three months (60,000) 21,695
EEHIR SR L R Net cash outflow from investing activities (634,504) (561,673)
METHFERERE CASH FLOWS FROM FINANCING
ACTIVITIES
FERITE R New bank loans 1,369,254 1,159,257
EBIRTTER Repayment of bank loans (888,140) (1,400,658)
FERTREE AT F0IE R Decrease in due to related parties
—3EE 518E - non-trade related - (22,139)
ERSNGIECEES=F PN Dividends paid to equity holders
TR of the parent (187,628) (25,903)
B0 BRS E R A AR . Dividends paid to minority shareholders (1,119) (853)
BEFRSHRESARACRd) Net cash inflow/(outflow) from
HER financing activities 292,367 (290,296)
RERREEEY NET DECREASE IN CASH AND
W FRE CASH EQUIVALENTS (35,120) (281,090)
FRERRESEEY Cash and cash equivalents at beginning
of year 273,994 559,801
[EREH) v w255 Effect of foreign exchange rate
changes, net (5,490) (4,717)
FRAESRAEEEY CASH AND CASH EQUIVALENTS
AT END OF YEAR 233,384 273,994
RERREEEY ANALYSIS OF BALANCES OF CASH
REER D AT AND CASH EQUIVALENTS
HE NMIRTT4ES Cash and bank balances 227,554 266,843
SHATE IR Short-term deposits 5,830 7,151
22 233,384 273,994
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Year ended 31 December 2007

2.1
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2.1

Corporate 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 address of its
registered office is Cricket Square, Hutchins Drive, P.O. Box 2681,
Grand Cayman KY1-1111, Cayman Islands. The Company’s
shares have been listed on the Main Board of the Stock Exchange
of Hong Kong Limited (the “Main Board”) since 24 November
2005.

The Company and its subsidiaries (collectively referred to as the
“Group”) are principally engaged in the manufacturing and sale
of knitwear products (the “Knitwear Business”). Details of the
principal subsidiaries of the Group are set out in note 18.

In the opinion of the directors, the ultimate holding company of the
Company is Worldon (Hong Kong) Limited (“Worldon”), a company
incorporated in Hong Kong. The intermediate holding company
of the Company is Excelbright Overseas Limited (“Excelbright”), a
company incorporated in the British Virgin Islands.

Basis of Preparation

These financial statements have been prepared in accordance
with Hong Kong Financial Reporting Standards (“HKFRSs”) (which
include all Hong Kong Financial Reporting Standards, Hong Kong
Accounting Standards (“HKASs”) and Interpretations) issued by the
Hong Kong Institute of Certified Public Accountants, accounting
policies generally adopted in Hong Kong and the disclosure
requirements of the Hong Kong Companies Ordinance. They
have been prepared under the historical cost convention, except
for derivative financial instruments which have been measured at
fair value. These financial statements are presented in Renminbi
(“RMB”) and all values are rounded to the nearest thousand except
when otherwise indicated.

Basis of consolidation

The consolidated financial statements include the financial
statements of the Company and its subsidiaries for the year ended
31 December 2007. The financial statements of the subsidiaries
are prepared for the same reporting year as the parent company,
using consistent accounting policies.

All significant intercompany transactions and balances within the
Group are eliminated on consolidation.
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2.1

2.2

Basis of Preparation (continued)

Basis of consolidation (continued)

The results of subsidiaries are consolidated from the date of
acquisition, being the date on which the Group obtains control,
and continue to be consolidated until the date that such control
ceases.

Minority interests represent the interests of outside shareholders
not held by the Group and are presented separately in the income
statement and within equity in the consolidated balance sheet,
separately from parent shareholders’ equity.

Impact of New and Revised HKFRSs

The Group has adopted the following new and revised HKFRSs for
the first time for the current year’s financial statements. Except for
in certain cases, giving rise to new and revised accounting policies
and additional disclosures, the adoption of these new and revised
standards and interpretation has had no material effect on these
financial statements.

HKFRS 7 Financial Instruments: Disclosures

HKAS 1 Amendment Capital Disclosures

HK(IFRIC)-Int 8 Scope of HKFRS 2

HK(FRIC)-Int 9

HK(FRIC)-Int 10

Reassessment of Embedded Derivatives

Interim Financial Reporting and
Impairment
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2.2

Impact of New and Revised HKFRSs (continued)

The principal effects of adopting these new and revised HKFRSs

are as follows:

(a)

(b)

(c)

HKFRS 7 Financial Instruments: Disclosures

This standard requires disclosures that enable users of
the financial statements to evaluate the significance of
the Group’s financial instruments and the nature and
extent of risks arising from those financial instruments.
The new disclosures are included throughout the financial
statements. While there has been no effect on the financial
position or results of operations of the Group, comparative
information has been included/revised where appropriate.

Amendment to HKAS1 Presentation of Financial
Statements - Capital Disclosures

This amendment requires the Group to make disclosures
that enable users of the financial statements to evaluate the
Group’s objectives, policies and processes for managing
capital. These new disclosures are shown in note 31 to the
financial statements.

HK(IFRIC)-Int 8 Scope of HKFRS 2

This interpretation requires HKFRS 2 to be applied to any
arrangement in which the Group cannot identify specifically
some or all of the goods or services received, for which
equity instruments are granted or liabilities (based on a
value of the Group’s equity instruments) are incurred by
the Group for a consideration, and which appears to be
less than the fair value of the equity instruments granted
or liabilities incurred. As the Group currently has no such
transactions, the interpretation has had no effect on these
financial statements.
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2.2

Impact of New and Revised HKFRSs (continued)

(d)

(e)

HK(IFRIC)-Int 9 Reassessment of Embedded
Derivatives

This interpretation requires the date to assess whether an
embedded derivative is required to be separated from the
host contracted and accounted for as a derivative is the
date that the Group first becomes a party to the contract,
with reassessment only if there is a change to the contract
that significantly modifies the cash flows. As the Group’s
existing policy of accounting for derivatives complies with
the requirements of the interpretation, the interpretation has
had no effect on these financial statements.

HK(IFRIC)-Int 10 Interim Financial Reporting and
Impairment

The Group has adopted this interpretation as of 1 January
2007, which requires that an impairment loss recognised
in a previous interim period in respect of goodwill or an
investment in either an equity instrument classified as
available-for-sale or a financial asset carried at cost is not
subsequently reversed. As the Group had no impairment
losses previously reversed in respect of such assets, the
interpretation has had no impact on the financial position or
results of operations of the Group.
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23 CHEMEEREM2Z2ERE 23 Impact of issued but not yet effective

BREEz2TE HKFRSs
AREEWVARNEEVEHREXER TS The Group has not applied the following new and revised HKFRSS,
MR B R AE B2 FTE] REIERT B A that have been issued but are not yet effective, in these financial
G 2ER o statements.
BEgFHER] B RR 2 &R HKAS 1 (Revised) Presentation of Financial Statements *
F1R(EEET)
BAEVBREED KEHE HKFRS 8 Operating Segments
FE85R
B ESR] ERNP®N HKAS 23 (Revised) Borrowing Costs '
2358 (K&1E5T)
52 (ERIMHGHRE FEMBRS HK(FRIC)-Int 11 HKFRS 2 — Group and Treasury Share
ZEZEg) AR ZE25% Transactions 2
— 2B f%l&ff%
HX{/'\/\
E5 (BRI EHE REKEETHH HK(FRIC)-Int 12 Service Concession Arrangements 4
ZEZEg)
—R2EE12%
E85 (BRI BHE BREEYIE HK(FRIC)-Int 13 Customer Loyalty Programmes 3
ZEZEY) sT&ls
—REF135
EB (BRI EHRE FHe:H4%EL HK(IFRIC)-Int 14 HKAS 19 — The Limit on a Defined
ZEZEg) F195—RE Benefit Asset, Minimum Funding
—REE 145 BRI EE Requirements and their Interaction ¢
REE - &K
BeHRER
HAAGBER
1 REZEZNF—A—BAx &R 1 Effective for annual periods beginning on or after 1 January
i 2 FEHR AR 2009
2 R-_EE+F=HF—Hk2&H 2 Effective for annual periods beginning on or after 1 March
162 R HARRI AR 2007
g REZZEZENFLA—AZERH 8 Effective for annual periods beginning on or after 1 July
95 2 F I HARE A AR 2008
4 REZZEZENF—A—BAx2ERH 4 Effective for annual periods beginning on or after 1 January
i 2 FEHR AR 2008
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2.3

Impact of issued but not yet effective
HKFRSSs (continued)

HKAS 1 separates owner and non-owner changes in equity.
The statement of changes in equity will include only details of
transactions with owners, with all non-owner changes in equity
presented as a single line. In addition, the Standard introduces
the statement of comprehensive income: it presents all items of
income and expense recognised in profit or loss, together with all
other items of recognised income and expense, either in one single
statement, or in two linked statements. The Group is still evaluating
whether it will have one or two statements.

HKFRS 8, which will replace HKAS 14 Segment Reporting,
specifies how an entity should report information about its
operating segments, based on information about the components
of the entity that is available to the chief operating decision maker
for the purposes of allocating resources to the segments and
assessing their performance. The standard also requires the
disclosure of information about the products and services provided
by the segments, the geographic areas in which the Group
operates, and revenue from the Group’s major customers. The
Group expects to adopt HKFRS 8 from 1 January 2009.

HKAS 23 has been revised to require capitalisation of borrowing
costs when such costs are directly attributable to the acquisition,
construction or production of a qualifying assets. The Group is
in the process of making an assessment of the impact of this
standard upon initial application.

HK(IFRIC)-Int 11 requires arrangements whereby an employee is
granted rights to the Group’s equity instruments, to be accounted
for as an equity-settled scheme, even if the Group acquires the
instruments from another party, or the shareholders provide the
equity instruments needed. HK(IFRIC)-Int 11 also addresses the
accounting for share-based payment transactions involving two
or more entities within the Group. As the Group currently has no
such transactions, the interpretation is unlikely to have any financial
impact on the Group.
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2.3

Impact of issued but not yet effective
HKFRSs (continued)

HK(IFRIC)-Int 12 requires an operator under public-to-private
service concession arrangements to recognise the consideration
received or receivable in exchange for the construction services
as a financial asset and/or an intangible asset, based on the terms
of the contractual arrangements. HK(IFRIC)-Int 12 also addresses
how an operator shall apply existing HKFRSs to account for
the obligations and the rights arising from service concession
arrangements by which a government or a public sector entity
grants a contract for the construction of infrastructure used to
provide public services and/or for the supply of public services. As
the Group currently has no such transactions, the interpretation is
unlikely to have any financial impact on the Group.

HK(IFRIC)-Int 13 requires that loyalty award credits granted to
customers as part of a sales transaction are accounted for as a
separate component of the sales transaction. The consideration
received in the sales transaction is allocated between the loyalty
award credits and the other components of the sale. The amount
allocated to the loyalty award credits is determined by reference
to their fair value and is deferred until the awards are redeemed or
the liability is otherwise extinguished.

HK(IFRIC)-Int 14 addresses how to assess the limit under HKAS
19 Employee Benefits, on the amount of a refund or a reduction in
future contributions in relation to a defined benefit scheme that can
be recognised as an asset, in particular, when a minimum funding
requirement exists.

As the Group currently has no customer loyalty award credits and
defined benefit scheme, HK(IFRIC)-Int 13 and HK(IFRIC)-Int 14 are
not applicable to the Group and therefore are unlikely to have any
financial impact on the Group.
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2.4

Summary of Significant Accounting Policies
Subsidiaries

A subsidiary is an entity whose financial and operating policies the
Company controls, directly or indirectly, so as to obtain benefits
from its activities.

The results of subsidiaries are included in the Company’s income
statement to the extent of dividends received and receivable. The
Company’s investments in subsidiaries are stated at cost less any
impairment losses.

Goodwill

Goodwill arising on the acquisition of subsidiaries represents the
excess of the cost of the business combination over the Group’s
interest in the net fair value of the acquirees’ identifiable assets
acquired, and liabilities and contingent liabilities assumed as at the
date of acquisition.

The carrying amount of goodwill is reviewed for impairment
annually or more frequently if events or changes in circumstances
indicate that the carrying value may be impaired. For the purpose
of impairment testing, goodwill acquired in a business combination
is, from the acquisition date, allocated to each of the Group’s
cash-generating units, or groups of cash-generating units, that
are expected to benefit from the synergies of the combination,
irrespective of whether other assets or liabilities of the Group are
assigned to those units or groups of units.

Impairment is determined by assessing the recoverable amount of
the cash-generating unit (group of cash-generating units) to which
the goodwill relates. Where the recoverable amount of the cash-
generating unit (group of cash-generating units) is less than the
carrying amount, an impairment loss is recognised. An impairment
loss recognised for goodwill is not reversed in a subsequent
period.

Where goodwill forms part of a cash-generating unit (group of
cash-generating units) and part of the operation within that unit is
disposed of, the goodwill associated with the operation disposed
of is included in the carrying amount of the operation when
determining the gain or loss on disposal of the operation. Goodwill
disposed of in this circumstance is measured based on the relative
values of the operation disposed of and the portion of the cash-
generating unit retained.
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Summary of Significant Accounting Policies
(continued)

Impairment of non-financial assets other than goodwill
Where an indication of impairment exists, or when annual
impairment testing for an asset is required (other than inventories,
deferred tax assets and financial assets), the asset’s recoverable
amount is estimated. An asset’s recoverable amount is calculated
as the higher of the asset’s or cash-generating unit’s value in
use and its fair value less costs to sell, and is determined for an
individual asset, unless the asset does not generate cash inflows
that are largely independent of those from other assets or groups
of assets, in which case, the recoverable amount is determined for
the cash-generating unit to which the asset belongs.

An impairment loss is recognised only if the carrying amount of an
asset exceeds its recoverable amount. In assessing value in use,
the estimated future cash flows are discounted to their present
value using a pre-tax discount rate that reflects current market
assessments of the time value of money and the risks specific to
the asset. An impairment loss is charged to the income statement
in the period in which it arises.

An assessment is made at each reporting date as to whether there
is any indication that previously recognised impairment losses may
no longer exist or may have decreased. If such indication exists,
the recoverable amount is estimated. A previously recognised
impairment loss of an asset other than goodwill is reversed only if
there has been a change in the estimates used to determine the
recoverable amount of that asset, but not to an amount higher
than the carrying amount that would have been determined (net
of any depreciation/amortisation), had no impairment loss been
recognised for the asset in prior years.
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2.4 Summary of Significant Accounting Policies

(continued)
Related parties
A party is considered to be related to the Group if:

(@) the party, directly or indirectly through one or more
intermediaries, (i) controls, is controlled by, or is under
common control with, the Group; (i) has an interest in the
Group that gives it significant influence over the Group; or (iii)
has joint control over the Group;

(b) the party is an associate;

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

(d) the party is a member of the key management personnel of
the Group or its parent;

(e) the party is a close member of the family of any individual
referred to in (a) or (d); or

M the party is an entity that is controlled, jointly controlled or
significantly influenced by or for which significant voting
power in such entity resides with, directly or indirectly, any
individual referred to in (d) or (e).

Property, plant and equipment and depreciation

Property, plant and equipment, other than construction in
progress, are stated at cost less accumulated depreciation and
any impairment losses. The cost of an item of property, plant
and equipment comprises its purchase price and any directly
attributable costs of bringing the asset to its working condition and
location for its intended use. Expenditure incurred after items of
property, plant and equipment have been put into operation, such
as repairs and maintenance, is normally charged to the income
statement in the period in which it is incurred. In situations where
it can be clearly demonstrated that the expenditure has resulted
in an increase in the future economic benefits expected to be
obtained from the use of an item of property, plant and equipment,
and where the cost of the item can be measured reliably, the
expenditure is capitalised as an additional cost of that asset or as
a replacement.
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Summary of Significant Accounting Policies
(continued)

Property, plant and equipment and depreciation (continued)
Depreciation is calculated on the straight-line basis to write off the
cost of each item of property, plant and equipment to its residual
value over its estimated useful life. The principal estimated useful
lives of property, plant and equipment are as follows:

Buildings 20 years
Plant and machinery 10 years
Furniture and fixtures 5 years
Motor vehicles 5 years

Where parts of an item of property, plant and equipment have
different useful lives, the cost of that item is allocated on a
reasonable basis among the parts and each part is depreciated
separately.

Residual values, useful lives and depreciation method are
reviewed, and adjusted if appropriate, at each balance sheet date.

An item of property, plant and equipment is derecognised upon
disposal or when no future economic benefits are expected from
its use or disposal. Any gain or loss on disposal or retirement
recognised in the income statement in the year the asset is
derecognised is the difference between the net sales proceeds
and the carrying amount of the relevant asset.

Construction in progress represents buildings, plant and
machinery under construction or pending installation, which is
stated at cost less any impairment losses, and is not depreciated.
Cost comprises the direct costs of construction during the period
of construction. Construction in progress is reclassified to the
appropriate category of property, plant and equipment when
completed and ready for use.

Intangible assets (other than goodwill)

Intangible assets with finite lives are amortised over the useful
economic life and assessed for impairment whenever there is
an indication that the intangible asset may be impaired. The
amortisation period and the amortisation method for an intangible
asset with a finite useful life are reviewed at least at each balance
sheet date.

Software

Purchased software is stated at cost less any impairment losses
and are amortised on the straight-line basis over their estimated
useful lives of five years.
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2.4

Summary of Significant Accounting Policies
(continued)

Operating leases - as lessee

Leases where substantially all the rewards and risks of ownership
of assets remain with the lessor are accounted for as operating
leases. Rentals payable under the operating leases are charged
to the income statement on the straight-line basis over the lease
terms.

Land use rights

All land in the Mainland China is state-owned and no individual
land ownership rights exist. The Group acquired the right to use
certain land and the consideration paid for such right are recorded
as land use rights, which are amortised over the use terms of 30
to 50 years using the straight-line method.

Investments and other financial assets

Financial assets in the scope of HKAS 39 are classified as financial
assets at fair value through profit or loss, loans and receivables,
held-to-maturity investments and available-for-sale financial assets,
as appropriate. When financial assets are recognised initially, they
are measured at fair value, plus, in the case of investments not
at fair value through profit or loss, directly attributable transaction
costs.

The Group assesses whether a contract contains an embedded
derivative when the Group first becomes a party to it, and assesses
whether an embedded derivative is required to be separated from
the host contract when the analysis shows that the economic
characteristics and risks of the embedded derivatives are not
closely related to those of the host contract. Reassessment
only occurs if there is a change in the terms of the contract that
significantly modifies the cash flows that would otherwise be
required under the contract.

The Group determines the classification of its financial assets after
initial recognition and, where allowed and appropriate, re-evaluates
this designation at the balance sheet date.

All regular way purchases and sales of financial assets are
recognised on the trade date, that is, the date that the Group
commits to purchase or sell the asset. Regular way purchases or
sales are purchases or sales of financial assets that require delivery
of assets within the period generally established by regulation or
convention in the marketplace.
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2.4 Summary of Significant Accounting Policies

(continued)

Investments and other financial assets (continued)

Financial assets at fair value through profit or loss

Financial assets at fair value through profit or loss include financial
assets held for trading and financial assets designated upon
initial recognition as at fair value through profit or loss. Financial
assets are classified as held for trading if they are acquired for the
purpose of sale in the near term. Derivatives, including separated
embedded derivatives, are also classified as held for trading unless
they are designated as effective hedging instruments. Gains or
losses on these financial assets are recognised in the income
statement. The net fair value gain or loss recognised in the income
statement does not include any dividends or interest earned on
these financial assets, which are recognised in accordance with
the policy set out for “Revenue recognition” below.

Where a contract contains one or more embedded derivatives,
the entire hybrid contract may be designated as a financial asset
at fair value through profit or loss, except where the embedded
derivative does not significantly modify the cash flows or it is clear
that separation of the embedded derivative is prohibited.

Financial assets may be designated upon initial recognition as at
fair value through profit or loss if the following criteria are met: (j)
the designation eliminates or significantly reduces the inconsistent
treatment that would otherwise arise from measuring the assets
or recognizing gains or losses on them on a different basis;
(i) the assets are part of a group of financial assets which are
managed and their performance evaluated on a fair value basis,
in accordance with a documented risk management strategy; or
(iii) the financial asset contains an embedded derivative that would
need to be separately recorded.

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed
or determinable payments that are not quoted in an active market.
Such assets are subsequently carried at amortised cost using
the effective interest method less any allowance for impairment.
Amortised cost is calculated taking into account any discount
or premium on acquisition and includes fees that are an integral
part of the effective interest rate and transaction costs. Gains and
losses are recognised in the income statement when the loans and
receivables are derecognised or impaired, as well as through the
amortisation process.
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2.4

Summary of Significant Accounting Policies
(continued)

Investments and other financial assets (continued)
Held-to-maturity investments

Non-derivative financial assets with fixed or determinable
payments and fixed maturity are classified as held-to-maturity
when the Group has the positive intention and ability to hold to
maturity. Held-to-maturity investments are subsequently measured
at amortised cost less any allowance for impairment. Amortised
cost is computed as the amount initially recognised minus principal
repayments, plus or minus the cumulative amortisation using the
effective interest method of any difference between the initially
recognised amount and the maturity amount. This calculation
includes all fees and points paid or received between parties to
the contract that are an integral part of the effective interest rate,
transaction costs and all other premiums and discounts. Gains
and losses are recognised in the income statement when the
investments are derecognised or impaired, as well as through the
amortisation process.

Available-for-sale financial assets

Available-for-sale financial assets are non-derivative financial
assets in listed and unlisted equity securities that are designated
as available for sale or are not classified in any of the other two
categories. After initial recognition, available-for-sale financial assets
are measured at fair value, with gains or losses recognised as a
separate component of equity until the investment is derecognised
or until the investment is determined to be impaired, at which
time the cumulative gain or loss previously reported in equity is
included in the income statement. Interest and dividends earned
are reported as interest income and dividend income, respectively
and are recognised in the income statement as “Other income”
in accordance with the policies set out for “Revenue recognition”
below. Losses arising from the impairment of such investments
are recognised in the income statement as “Impairment losses
on available-for-sale financial assets” and are transferred from the
available-for-sale investment revaluation reserve.

When the fair value of unlisted equity securities cannot be reliably
measured because (a) the variability in the range of reasonable
fair value estimates is significant for that investment or (b) the
probabilities of the various estimates within the range cannot
be reasonably assessed and used in estimating fair value, such
securities are stated at cost less any impairment losses.
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Summary of Significant Accounting Policies
(continued)

Investments and other financial assets (continued)

Fair value

The fair value of investments that are actively traded in organised
financial markets is determined by reference to quoted market
bid prices at the close of business at the balance sheet date.
For investments where there is no active market, fair value is
determined using valuation techniques. Such techniques include
using recent arm’s length market transactions; reference to the
current market value of another instrument which is substantially
the same; a discounted cash flow analysis and other valuation
models.

Impairment of financial assets

The Group assesses at each balance sheet date whether there is
any objective evidence that a financial asset or a group of financial
assets is impaired.

Assets carried at amortised cost

If there is objective evidence that an impairment loss on loans
and receivables carried at amortised cost has been incurred,
the amount of the loss is measured as the difference between
the asset’s carrying amount and the present value of estimated
future cash flows (excluding future credit losses that have not
been incurred) discounted at the financial asset’s original effective
interest rate (i.e., the effective interest rate computed at initial
recognition). The carrying amount of the asset is reduced either
directly or through the use of an allowance account. The amount
of the impairment loss is recognised in the income statement.
Loans and receivables together with any associated allowance are
written off when there is no realistic prospect of future recovery.

If, in a subsequent period, the amount of the impairment loss
decreases and the decrease can be related objectively to an event
occurring after the impairment was recognised, the previously
recognised impairment loss is reversed by adjusting the allowance
account. Any subsequent reversal of an impairment loss is
recognised in the income statement, to the extent that the carrying
value of the asset does not exceed its amortised cost at the
reversal date.
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2.4

Summary of Significant Accounting Policies
(continued)

Impairment of financial assets (continued)

Assets carried at amortised cost (continued)

In relation to trade and other receivables, a provision for
impairment is made when there is objective evidence (such as
the probability of insolvency or significant financial difficulties of
the debtor and significant changes in the technological, market
economic, or legal environment that have an adverse effect on the
debtor) that the Group will not be able to collect all of the amounts
due under the original terms of an invoice. The carrying amount
of the receivables is reduced through the use of an allowance
account. Impaired debts are derecognised when they are assessed
as uncollectible.

Assets carried at cost

If there is objective evidence that an impairment loss on an
unquoted equity instrument that is not carried at fair value because
its fair value cannot be reliably measured or a derivative asset that
is linked to and must be settled by delivery of such an unquoted
equity instrument has been incurred, the amount of the loss is
measured as the difference between the asset’s carrying amount
and the present value of estimated future cash flows discounted
at the current market rate of return for a similar financial asset.
Impairment losses on these assets are not reversed.

Available-for-sale financial assets

If an available-for-sale asset is impaired, an amount comprising
the difference between its cost (net of any principal payment and
amortisation) and its current fair value, less any impairment loss
previously recognised in the income statement, is transferred
from equity to the income statement. A provision for impairment
is made for available-for-sale equity investments when there has
been a significant or prolonged decline in the fair value below
its cost or where other objective evidence of impairment exists.
The determination of what is “significant” or “prolonged” requires
judgement. Impairment losses on equity instruments classified as
available for sale are not reversed through the income statement.
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Summary of Significant Accounting Policies
(continued)

Derecognition of financial assets

A financial asset (or, where applicable, a part of a financial asset or
part of a group of similar financial assets) is derecognised where:

. WEZBEEERESRE Z#EFE . the rights to receive cash flows from the asset have
i expired;
. AEBREWEZEBEEERS R . the Group retains the rights to receive cash flows from
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the asset, but has assumed an obligation to pay them in
full without material delay to a third party under a “pass-
through” arrangement; or

o the Group has transferred its rights to receive cash flows
from the asset and either (a) has transferred substantially
all the risks and rewards of the asset, or (b) has neither
transferred nor retained substantially all the risks and
rewards of the asset, but has transferred control of the
asset.

Where the Group has transferred its rights to receive cash flows
from an asset and has neither transferred nor retained substantially
all the risks and rewards of the asset nor transferred control of
the asset, the asset is recognised to the extent of the Group’s
continuing involvement in the asset. Continuing involvement
that takes the form of a guarantee over the transferred asset is
measured at the lower of the original carrying amount of the asset
and the maximum amount of consideration that the Group could
be required to repay.

Where continuing involvement takes the form of a written and/
or purchased option (including a cash-settled option or similar
provision) on the transferred asset, the extent of the Group’s
continuing involvement is the amount of the transferred asset
that the Group may repurchase, except in the case of a written
put option (including a cash-settled option or similar provision) on
an asset measured at fair value, where the extent of the Group’s
continuing involvement is limited to the lower of the fair value of the
transferred asset and the option exercise price.
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2.4

Summary of Significant Accounting Policies
(continued)

Financial liabilities at amortised cost (including interest-
bearing loans and borrowings)

Financial liabilities including trade and other payables, an amount
due to the ultimate holding company and interest-bearing loans
and borrowings are initially stated at fair value less directly
attributable transaction costs and are subsequently measured
at amortised cost, using the effective interest method unless the
effect of discounting would be immaterial, in which case they are
stated at cost. The related interest expense is recognised within
“finance costs” in the income statement.

Gains and losses are recognised in the income statement when
the liabilities are derecognised as well as through the amortisation
process.

Financial liabilities at fair value through profit or loss
Financial liabilities at fair value through profit or loss include
financial liabilities held for trading and financial liabilities designated
upon initial recognition as at fair value through profit or loss.

Financial liabilities are classified as held for trading if they are
acquired for the purpose of sale in the near term. Derivatives,
including separated embedded derivatives, are also classified as
held for trading unless they are designated as effective hedging
instruments. Gains or losses on liabilities held for trading are
recognised in the income statement. The net fair value gain or loss
recognised in the income statement does not include any interest
charged on these financial liabilities.

Where a contract contains one or more embedded derivatives,
the entire hybrid contract may be designated as a financial liability
at fair value through profit or loss, except where the embedded
derivative does not significantly modify the cash flows or it is clear
that separation of the embedded derivative is prohibited.
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Summary of Significant Accounting Policies
(continued)

Financial liabilities at fair value through profit or loss
(continued)

Financial liabilities may be designated upon initial recognition as at
fair value through profit or loss if the following criteria are met: (j)
the designation eliminates or significantly reduces the inconsistent
treatment that would otherwise arise from measuring the liabilities
or recognising gains or losses on them on a different basis; (ii)
the liabilities are part of a group of financial liabilities which are
managed and their performance evaluated on a fair value basis, in
accordance with a documented risk management strategy; or (iii)
the financial liability contains an embedded derivative that would
need to be separately recorded.

Derecognition of financial liabilities
A financial liability is derecognised when the obligation under the
liability is discharged or cancelled or expires.

When an existing financial liability is replaced by another from the
same lender on substantially different terms, or the terms of an
existing liability are substantially modified, such an exchange or
modification is treated as a derecognition of the original liability
and a recognition of a new liability, and the difference between
the respective carrying amounts is recognised in the income
statement.

Derivative financial instruments and hedging

The Group uses derivative financial instrument such as forward
currency contracts to hedge its risks associated with foreign
currency fluctuations. Such a derivative financial instrument is
initially recognised at fair value on the date on which a derivative
contract is entered into and are subsequently remeasured at
fair value. Derivatives are carried as assets when the fair value is
positive and as liabilities when the fair value is negative.

Any gains or losses arising from changes in fair value on derivatives
that do not qualify for hedge accounting are taken directly the
income statement.

The fair value of forward currency contracts is calculated by
reference to current forward exchange rates for contracts with
similar maturity profiles.
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2.4

Summary of Significant Accounting Policies
(continued)

Derivative financial instruments and hedging (continued)

For the purpose of hedge accounting, hedges are classified as:

o fair value hedges when hedging the exposure to changes
in the fair value of a recognised asset or liability or an
unrecognised firm commitment (except for foreign currency
risk); or

. cash flow hedges when hedging the exposure to variability
in cash flows that is either attributable to a particular risk
associated with a recognised asset or liability or a highly
probable forecast transaction, or a foreign currency risk in
an unrecognised firm commitment.

At the inception of a hedge relationship, the Group formally
designates and documents the hedge relationship to which the
Group wishes to apply hedge accounting, the risk management
objective and its strategy for undertaking the hedge. The
documentation includes identification of the hedging instrument,
the hedged item or transaction, the nature of the risk being
hedged and how the Group will assess the hedging instrument’s
effectiveness in offsetting the exposure to changes in the hedged
item’s fair value or cash flows attributable to the hedged risk.
Such hedges are expected to be highly effective in achieving
offsetting changes in fair value or cash flows and are assessed on
an ongoing basis to determine that they actually have been highly
effective throughout the financial reporting periods for which they
were designated.

Hedges which meet the strict criteria for hedge accounting are
accounted for as follows:

Fair value hedges

The change in the fair value of a hedging derivative is recognised in
the income statement. The change in the fair value of the hedged
item attributable to the risk hedged is recorded as a part of the
carrying amount of the hedged item and is also recognised in the
income statement.

For fair value hedges relating to items carried at amortised cost,
the adjustment to carrying value is amortised through the income
statement over the remaining term to maturity. Any adjustment
to the carrying amount of a hedged financial instrument for which
the effective interest method is used is amortised to the income
statement.
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Summary of Significant Accounting Policies
(continued)

Derivative financial instruments and hedging (continued)

Fair value hedges (continued)

Amortisation may begin as soon as an adjustment exists and shall
begin no later than when the hedged item ceases to be adjusted
for changes in its fair value attributable to the risk being hedged.
If the hedged item is derecognised, the unamortised fair value is
recognised immediately in the income statement.

When an unrecognised firm commitment is designated as a
hedged item, the subsequent cumulative change in the fair value of
the firm commitment attributable to the hedged risk is recognised as
an asset or liability with a corresponding gain or loss recognised in
the income statement. The changes in the fair value of the hedging
instrument are also recognised in the income statement.

Cash flow hedges

The effective portion of the gain or loss on the hedging instrument
is recognised directly in equity, while the ineffective portion is
recognised immediately in the income statement.

Amounts taken to equity are transferred to the income statement
when the hedged transaction affects the income statement, such as
when a forecast sale occurs.

If the forecast transaction is no longer expected to occur, the
amounts previously recognised in equity are transferred to the
income statement. If the hedging instrument expires or is sold,
terminated or exercised without replacement or rollover, or if
its designation as a hedge is revoked, the amounts previously
recognised in equity remain in equity until the forecast transaction
or firm commitment occurs.

Inventories

Inventories are stated at the lower of cost and net realisable
value. Cost is determined on the weighted average basis and,
in the case of work in progress and finished goods, comprises
direct materials, direct labour and an appropriate proportion of
overheads. Net realisable value is based on estimated selling
prices less any estimated costs to be incurred to completion and
disposal.

Shenzhou International Group Holdings Limited Annual Report 2007
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2.4

Summary of Significant Accounting Policies
(continued)

Cash and cash equivalents

For the purpose of the consolidated cash flow statement, cash and
cash equivalents comprise cash on hand and demand deposits,
and short term highly liquid investments that are readily convertible
into known amounts of cash, are subject to an insignificant risk
of changes in value, and have a short maturity of generally within
three months when acquired, less bank overdrafts which are
repayable on demand and form an integral part of the Group’s
cash management.

For the purpose of the balance sheets, cash and cash equivalents
comprise cash on hand and at banks, including term deposits with
initial terms of three months or less, which are not restricted as to
use.

Income tax

Income tax comprises current and deferred tax. Income tax is
recognised in the income statement, or in equity if it relates to
items that are recognised in the same or a different period directly
in equity.

Current tax assets and liabilities for the current and prior periods
are measured at the amount expected to be recovered from or
paid to the taxation authorities.

Deferred tax is provided, using the liability method, on all
temporary differences at the balance sheet date between the
tax bases of assets and liabilities and their carrying amounts for
financial reporting purposes.

Deferred tax liabilities are recognised for all taxable temporary
differences, except:

o where the deferred tax liability arises from the initial
recognition of an asset or liability in a transaction that is not
a business combination and, at the time of the transaction,
affects neither the accounting profit nor taxable profit or
loss; and
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2.4 Summary of Significant Accounting Policies

(continued)

Income tax (continued)

o in respect of taxable temporary differences associated with
investments in subsidiaries, associates and interests in joint
ventures, where the timing of the reversal of the temporary
differences can be controlled and it is probable that the
temporary differences will not reverse in the foreseeable
future.

Deferred tax assets are recognised for all deductible temporary
differences, carryforward of unused tax credits and unused tax
losses, to the extent that it is probable that taxable profit will be
available against which the deductible temporary differences, and
the carryforward of unused tax credits and unused tax losses can
be utilised, except:

o where the deferred tax asset relating to the deductible
temporary differences arises from the initial recognition of
an asset or liability in a transaction that is not a business
combination and, at the time of the transaction, affects
neither the accounting profit nor taxable profit or loss; and

o in respect of deductible temporary differences associated
with investments in subsidiaries, associates and interests
in joint ventures, deferred tax assets are only recognised to
the extent that it is probable that the temporary differences
will reverse in the foreseeable future and taxable profit will
be available against which the temporary differences can
be utilised.

The carrying amount of deferred tax assets is reviewed at each
balance sheet date and reduced to the extent that it is no longer
probable that sufficient taxable profit will be available to allow all or
part of the deferred tax asset to be utilised. Conversely, previously
unrecognised deferred tax assets are reassessed at each balance
sheet date and are recognised to the extent that it is probable that
sufficient taxable profit will be available to allow all or part of the
deferred tax asset to be utilised.

Deferred tax assets and liabilities are measured at the tax rates
that are expected to apply to the period when the asset is realised
or the liability is settled, based on tax rates (and tax laws) that have
been enacted or substantively enacted at the balance sheet date.

Shenzhou International Group Holdings Limited Annual Report 2007
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(continued)

Income tax (continued)

Deferred tax assets and deferred tax liabilities are offset if a legally
enforceable right exists to set off current tax assets against current
tax liabilities and the deferred taxes relate to the same taxable
entity and the same taxation authority.

Government grants

Government grants are recognised where there is reasonable
assurance that the grant will be received and all attaching
conditions will be complied with. When the grant relates to
an expense item, it is recognised as income over the periods
necessary to match the grant on a systematic basis to the costs
that it is intended to compensate. Where the grant relates to an
asset, the fair value is credited to a deferred income account and is
released to the income statement over the expected useful life of
the relevant asset by equal annual instalments.

Revenue recognition

Revenue is recognised when it is probable that the economic
benefits will flow to the Group and when the revenue can be
measured reliably, on the following bases:

(@) from the sale of goods, when the significant risks and
rewards of ownership have been transferred to the buyer,
provided that the Group maintains neither managerial
involvement to the degree usually associated with
ownership, nor effective control over the goods sold;

(b) rental income, on a time proportion basis over the lease
terms;

(c) interest income, on an accrual basis using the effective
interest method by applying the rate that discounts the
estimated future cash receipts through the expected life of
the financial instrument to the net carrying amount of the
financial asset; and

(d) dividend income, when the shareholders’ right to receive
payment has been established.
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Summary of Significant Accounting Policies
(continued)

Employee benefits

The Group’s contribution to the defined contribution retirement
schemes are expensed as incurred. The Group has no legal or
constructive obligations to pay further contributions if the schemes
do not hold sufficient assets to pay all employees the benefits
relating to employee in the current and prior periods.

Borrowing costs
Borrowing costs are recognised as expenses in the income
statement in the period in which they are incurred.

Dividends

Final dividends proposed by the directors are classified as a
separate allocation of retained profits within the equity section
of the balance sheet, until they have been approved by the
shareholders in a general meeting. When these dividends have
been approved by the shareholders and declared, they are
recognised as a liability.

Foreign currencies

These financial statements are presented in RMB. Each entity in the
Group determines its own functional currency and items included
in the financial statements of each entity are measured using that
functional currency. Transactions in foreign currencies are initially
recorded in the functional currency rates ruling at the date of
the transactions. Monetary assets and liabilities denominated in
foreign currencies are retranslated at the functional currency rate
of exchange ruling at the balance sheet date. All differences are
taken to profit or loss with the exception of differences on foreign
currency borrowings that provide a hedge against a net investment
in a foreign entity. These are taken directly to equity until the
disposal of the net investment, at which time they are recognised
in profit or loss. Tax charges and credits attributable to exchange
differences on those borrowings are also dealt with in equity. Non-
monetary items that are measured in terms of historical cost in a
foreign currency are translated using the exchange rates as at the
dates of the initial transactions. Non-monetary items measured at
fair value in a foreign currency are translated using the exchange
rates at the date when the fair value was determined. Any goodwiill
arising on the acquisition of a foreign operation and any fair value
adjustments to the carrying amounts of assets and liabilities arising
on the acquisition are treated as the assets and liabilities of the
foreign operation and translated at the closing date.
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2.4 Summary of Significant Accounting Policies

(continued)

Foreign currencies (continued)

The functional currency of the Company is Hong Kong dollars
(“HK$"). The functional currency of certain subsidiaries located
outside Mainland China are currencies other than RMB. As at the
reporting date, the assets and liabilities of these companies are
translated into the presentation currency of the Group (RMB) at the
exchange rates ruling at the balance sheet date, and their income
statements are translated at the weighted average exchange rates
for the year. The exchange differences arising on the translation
are taken directly to a separate component of equity.

Significant Accounting Judgements and
Estimates

The preparation of the Group’s financial statements requires
management to make judgements, estimates and assumptions
that affect the reported amounts of revenues, expenses, assets
and liabilities, and the disclosure of contingent liabilities, at the
reporting date. However, uncertainty about these assumptions and
estimates could result in outcomes that could require a material
adjustment to the carrying amounts of the assets or liabilities
affected in the future.

Estimation uncertainty

The key assumptions concerning the future and other key sources
of estimation uncertainty at the balance sheet date, that have a
significant risk of causing a material adjustment to the carrying
amounts of assets and liabilities within the next financial year, are
discussed below.

(a) Useful lives of plant and equipment

The Group’s management determines the estimated useful
lives and consequently related depreciation charges.
This estimate is based on the historical experience of the
actual useful lives of plant and equipment of similar nature
and functions. It could change significantly as a result of
technical innovations and competitor actions in response
to severe industry cycles. Management will increase
the depreciation charge where useful lives are less than
previously estimated lives, or it will write-off or write-down
technically obsolete or non-strategic assets that have been
abandoned or sold.
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BEESTHE KA ) 3. Significant Accounting Judgements and
Estimates (continued)
fstZ T RERE(E) Estimation uncertainty (continued)
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The Group assesses annually whether property, plant
and equipment and land use rights have any indication
of impairment, in accordance with the accounting
policy stated in note 2.4 to the financial statements. The
recoverable amounts of property, plant and equipment
have been determined based on value-in-use calculations,
while that of land use rights has been determined with
reference to independent valuations. These calculations
and valuations require the use of judgement and estimates.

Estimated impairment of receivables

The Group records impairment of receivables based on
an assessment of the recoverability of accounts and bills
receivable and other receivables. Provisions are applied
to accounts and bills receivable and other receivables
where events or changes in circumstances indicate that
the balances may not be collectible. The identification of
doubtful debts requires the use of judgement and estimates.
Where the expectation is different from the original estimate,
such difference will impact carrying value of accounts and
bills receivable and other receivables and doubtful debt
expenses in the period in which such estimate has been
changed.

Estimated write-downs of inventories to net realisable
value

The Group writes down inventories to net realisable value
based on an assessment of the realisability of inventories.
Write-downs on inventories are recorded where events or
changes in circumstances indicate that the balances may
not be realised. The identification of write-downs requires
the use of judgement and estimates. Where the expectation
is different from the original estimate, such difference will
impact carrying value of inventories and write-downs of
inventories in the years in which such estimate has been
changed.
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Segment Information

The Group is principally engaged in one business segment,
the manufacture and sale of knitwear products, and most of its
operations and assets are located in Mainland China. Therefore,
no business segment or geographical segment is presented.

Revenue, Other Income and Gains

Revenue, which is also the Group’s turnover, represents the net
invoiced value of goods sold, after allowances for returns and
trade discounts.

An analysis of revenue, other income and gains is as follows:

REE
Group
—ETtF —ETRE
2007 2006
AR®TT ARETTT
RMB’000 RMB’000
A Revenue
HEEY Sale of goods 3,655,613 2,979,530
Haug A Other income
T8 #68 Bl Government grants* 14,116 4235
RITH B WA Bank interest income 1,560 3421
E Others 4 _
15,680 7,656
& Gains
N BEWEFEE Fair value gains, net:
PTETAE-TFE Derivative instruments — transactions
HHERZR 5 not qualifying as hedges - 4,583
15,680 12,239

BUT B = 2T B4 TASEZ
2D - U 48 BY 30 B S (EART A PR {6
e RAE

Government grants mainly represent bonus granted by
local government to the Group. There are no unfulfilled
conditions or contingencies relating to the government
grants.

PNEREEERAERAE —TTLFFR

101



102

B FS R ot

Notes to Financial Statements

HE-TTLFE+-A=+—BLFE

Year ended 31 December 2007

6. FRBLAIRIE

AEB 2 BHAFBEE R GEA)

6. Profit before Tax

The Group’s profit before tax is arrived at after charging/(crediting):

—ETLF

2007

Bt AR¥T T
Notes RMB’000 RMB’000
DHEEFEERARN Cost of inventories sold 2,686,812 2,233,723
e Depreciation 15 174,034 141,775
TSR 4 3 5 PR+ Recognition of land use rights * 16 1,981 1,348
E b4 A A Amortisation of other intangible assets ** 31 =

BEREERERMN 2 Minimum lease payments under
HEMRSFHIA - operating leases:

B3 Buildings 19,200 13,263
BN & Auditors’ remuneration 1,791 2,000
BERAIFX Employee benefits expense

(BREESME (including directors’ remuneration
(Bf3E8)) - (note 8)):

TERF® Wages and salaries 668,361 521,909

RIRET BB Pension scheme contributions 30,686 18,963

H bt A Other welfares 9,031 7,017

708,078 547,889
MEH (Wzs) EstgsEsE***  Foreign exchange (gain)/loss, net *## (15,726) 6,139
WREEEr EH FE Write-down of inventories to net
realisable value 148 -
DREMEE),BIEE5 : Fair value (gain)/loss, net:
PTETIA - TREEH Derivative instruments — transactions

B2 3 Gy not qualifying as hedges *** 104,073 (4,583)
RITHBUA Bank interest income (1,560) (3,421)
HEYE  BER Loss on disposal of items of property,

REEE 2B plant and equipment 135 444
2 REER 2 T FEAEEFTA * The recognition of land use rights for the year is included in

REBERZ[TTREMIA -

oo KERHMENEESEDT o
NG BRRZ[TTRERIA

ik EHEBUARITETAEZFER o
ARERE) BREFARA
BERZ[EME A -

income statement.

consolidated income statement.

statement.
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“Administrative expenses” on the face of the consolidated

The amortisation of other intangible assets for the year is
included in “Administrative expenses” on the face of the

The foreign exchange differences, net and fair value
(gains)/loss of derivative instruments are included in
“Other expenses” on the face of the consolidated income
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7. REKK 7. Finance Costs
AEE
Group
—EEF ZEEX
2007 2006
AR¥T T AREETTT
RMB’000 RMB’000
BARAFRNBEBEEZ Interest on bank loans, overdrafts and
RITER - BIR other loans wholly repayable within five years
HiER 2 FIE 34,279 15,081
8. EEM< 8. Directors’ Remuneration
BIE LR R BB R REHIZE 16115 Directors’ remuneration for the year, disclosed pursuant to the
ks NEE s ESMEWT ¢ Listing Rules and Section 161 of the Hong Kong Companies
Ordinance, is as follows:
AEE
Group
—EEF ZEERF
2007 2006
AR®TT ARETT
RMB’000 RMB’000
ik Fees 180 180
e FEUMREYAE Salaries, allowances and benefits in kind 2,698 2,670
RORGTEIH IR Pension scheme contributions 18 18
2,716 2,688
2,896 2,868
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8. EEM&€»
@ HITEERBYFHITES

Directors’ Remuneration (continued)
(a) Executive directors and independent non-executive

directors
e 2 BIRGHE
e REYUAR R & 4a%E
Salaries,
allowances Pension
and benefits scheme Total
Fees in kind contributions remuneration
AR¥ETT AR¥ETR AR%¥TR AR%TxR
RMB’000 RMB’000 RMB’000 RMB’000
“ETLEF 2007
HTES: Executive directors:
J=opex: Bintant Mr. Ma Jianrong - 740 6 746
HEAMEE Mr. Huang Guanlin - 583 4 587
BCMEE Mr. Ma Renhe - 447 4 451
PRABREAE Mr. Chen Zhongjing - 445 4 449
BhyEr+ Ms. Zheng Miaohui - 439 - 439
- 2,654 18 2,672
B IEITES Independent non-executive
directors:
555 e Mr. Qian Feng 60 8 - 68
REELE Mr. Zong Pingsheng 60 18 - 78
=6 Mr. Dai Xiangbo 60 18 - 78
180 44 - 224
180 2,698 18 2,896
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Year ended 31 December 2007

8. EEME» 8. Directors’ Remuneration (continued)
(a) BTEERBIUEHTEE(E) (a) Executive directors and independent non-executive

directors (continued)

B RIREHE

e REDHE #HK [ et
Salaries,
allowances Pension
and benefits scheme Total
Fees inkind  contributions  remuneration

ARBTT ARBTT ARETT ARETR
RMB’000 RMB’000 RMB’000 RMB’000

—EERF 2006
HTES: Executive directors:
g3 Pintany Mr. Ma Jianrong - 739 6 745
BEMEE Mr. Huang Guanlin = 583 4 587
BERESE Mr. Ma Renhe - 447 4 451
BRABREE Mr. Chen Zhongjing - 444 4 448
b+ Ms. Zheng Miaohui - 427 - 427
= 2,640 18 2,658
B IERTES Independent non-executive
directors:
555 lad Mr. Qian Feng 60 10 - 70
REASE Mr. Zong Pingsheng 60 10 - 70
HEREE Mr. Dai Xiangbo 60 10 - 70
180 30 - 210
180 2,670 18 2,868
FRVEEFNEXRBREE A There was no arrangement under which a director waived or
ZEHE o agreed to waive any remuneration during the year.
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Year ended 31 December 2007

9. IHEEmFHES 9. Five Highest Paid Employees
FRNRAEERTHEERERA(ZE The five highest paid employees during the year included two
TRF NB)ES BE2HMEFE (2006: four) directors, details of whose remuneration are set out in
B EXiTe - HER=R(ZFZTX note 8 above. Details of the remuneration of the remaining three
F:—R)IIEEESTHNEEZHE (2006: one) non-director, highest paid employees for the year are as
BT : follows:

AEH
Group
—EELF —EERF
2007 2006
AR¥ET T ARETT
RMB’000 RMB’000
e  EMEREYE Salaries, allowances and benefits in kind 1,742 456
BRI Pension scheme contributions 10 8
1,752 464
e N TERZIEESHZSHHE The number of non-director, highest paid employees whose
5 AZ: remuneration fell within the following bands is as follows:
EEAH
Number of employees
—EEF ZETREF
2007 2006
= %1,000,000/87C Nil to HK$1,000,000 3 1
10. EHKEF 10. Retirement Benefits
—EEF ZEERF
2007 2006
BaiE Nk Income statement charge for
—RREFE R (T EEe) — Retirement benefit contributions (note 6) 20,289 18,963
REBRTPR AL 2 2BEE XY %A The retirement benefits of full time employees of the Group in
T E B 7 R IRSET &I FTIRE @ IHB% Mainland China are covered by various government-sponsored
Z£HE KEBBIREET B S pension plans under which the premiums and welfare benefit
T AP AT BB T LR ARER contributions that should be borne by the Group are calculated
RERBEAMHR - WREBBRETE R based on percentages of the total salary of employees, subject
4 o to a certain ceiling, and are paid to the relevant government
authorities.
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10.

11.

RIBERREEEF 2

AR B I RIE R B A TE 2 A B RGN
BERRRERZERHEDNESRAKE
FEtEl([aEEstE ) 2 EB2HE 1]
FEHRFBREERE - HRHRERE
Age o XEB AL - ARERTE
RIBIRPIEASNR RN BRRIR -
BRESHECEEFABYEEZES
N BAKENEESREAR - ARE
B E WA AR TR & 5T 8 F h S REs
TEBNES -

RRIBREFEMAL 2 2 BB QA
BN (RIEER) AR A B ([ ERIMRIEEE )
AREAEENRECREREREF S
AR A BN - RIBE HKE 2
HP - BERIZEARFZHK -

B XAt 2 RSN - AREREBAAYE
HipRARRENSEF B 2EE -

B
HE-TRLFR-FEAFT A
St BLFEZAEHELEERS

10. Retirement Benefits (continuea)

11.

The Group also participates in a defined contribution Mandatory
Provident Fund retirement benefits scheme (the “MPF Scheme”)
in Hong Kong under the Mandatory Provident Fund Schemes
Ordinance, for those employees who are eligible to participate in
the MPF Scheme. Contributions are made based on a percentage
of the employees’ basic salaries and are charged to the income
statement as they become payable in accordance with the
rules of the MPF Scheme. The assets of the MPF Scheme are
held separately from those of the Group in an independently
administered fund. The Group’s employer contributions vest fully
with the employees when contributed into the MPF Scheme.

Shenzhou (Cambodia) Co., Ltd. (“Shenzhou Cambodia”), a wholly-
owned subsidiary incorporated in the Kingdom of Cambodia, is
required to contribute amounts based on employees’ salaries
to the retirement benefit scheme as stipulated by the relevant
local authority. The employees are entitled to the Company’s
contributions subject to the regulation of the local authority.

The Group has no further obligation for post-retirement benefits or
housing funds beyond contributions in respect of the above.

Tax
The major components of income tax expense for the years ended
31 December 2007 and 2006 are:

TEH
Group
—EELF —EERF
2007 2006
AR®T T ARETT
RMB’000 RMB’000
FRE R P2 2 E H Current Mainland China corporate
FRERi ([ NEER ) income tax (“CIT”) 13,197 19,434
FERERIE (FI7E27) Deferred taxation (note 27) (19,549) (433)
(6,352) 19,001
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Year ended 31 December 2007

11.

BB %)
BENSEESHEERE(—AANE
EITIR)EANE  AAFIEEHSHS

RESRTHREAG  FEHBLEE
I ESRAYNCIEZN/NGIE 3 3 SN B
AW IR ERT - ARARRRE
BREER  MEARBEELZAE
ARBAERIZ17.5% 2 BIARHNFE
MEH - ARARRRAFEILER
BRELEZRABRIB(ZFTZTAF :
&) - F A EA BB RIS TR -

RIBRBRELZEFERM 2 — N\ HFEH
SEEATE(BEEREAERARE] &
FREBIFR R SR A RDAREMA S 2 BIFR R 5
NAAERREHAEY - BRESNK
s M 2 BB o Eit - PR
& B 2 B SRt AL 2 MY B A Bl kR R
BERRR([KZFE])BEM o

REDOL - RRBEIBEEMKL 2
BB AR EMNRIEE)BRARAR
0% B R MM PTISHL - WM & IO E R
FRERRYRER -

REBEMELZ 2EMB AR HMNE
HAERRFTEHMNE S |)AZ17.5%H)
BRERNBBEL 2 AT ERVAE
BAIE - IRNFARMNEZLERE
BEETAEREIE  RUEAEL
MEMARRB(ZTTRF &) -

PR BIURBERK AL 2 Y 8 2 R 712 16.5%
E33%HEHMBEMEH © BRERAK
THEEODBERRR(KRTERODIN
H e rp BB AL ROINEIRE B
EZMBARCETEARERRANEE
BRI R BREEE AR INE
BRECRZABBARESR - KA EE
NEE(REBEHEBEFELEEIMER
AMBRER 2R RE)REMFREE
RRLEMEN  HR=FUNZFFLEX
PSR BE

11.

Tax (continued)

Pursuant to section 6 of the Tax Concessions Law (1999 Revision)
of the Cayman Islands, the Company has obtained an undertaking
from the Governor-in-Council that no law which is enacted in
the Cayman Islands imposing any tax to be levied on profits or
income or gain or appreciation shall apply to the Company or its
operations. As the Company carries on business in Hong Kong, it is
subject to a Hong Kong profits tax rate of 17.5% on the estimated
assessable profits arising in Hong Kong. No provision of Hong
Kong profits tax has been made as the Company had no assessable
profits arising in Hong Kong during the year (2006: Nil).

Pursuant to the International Business Companies Act, 1984
(“IBC Act”) of the British Virgin Islands, International Business
Companies incorporated pursuant to the IBC Act enjoy a complete
exemption from income tax. This includes an exemption from
capital gains tax, and all forms of withholding tax. Accordingly, Top
Always Investments Ltd. (“Top Always”), a subsidiary incorporated
in British Virgin Island, is not subject to tax.

Shenzhou (Cambodia) Co., Ltd, a wholly-owned subsidiary
incorporated in the 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.

Shenzhou Trading Co., Ltd. (“Shenzhou Trading”), a wholly-owned
subsidiary incorporated in Hong Kong, is subject to a profits tax
rate of 17.5% on the estimated assessable profits arising in Hong
Kong. No provision of Hong Kong profits tax has been made as
Shenzhou Trading had no assessable profits arising in Hong Kong
during the year (2006: Nil).

The subsidiaries established in Mainland China are subject to
CIT rates ranging from 16.5% to 33%. Except for Ningbo Dagian
Import & Export Co., Ltd. (“Dagian Import & Export”), other
subsidiaries, being incorporated as foreign investment enterprises
in Mainland China, have obtained approvals from the relevant tax
authorities in Mainland China for their entitlement to exemption
from CIT for the first two years and 50% reduction in CIT 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.
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Year ended 31 December 2007

11.

12.

13.

HE e 11.  Tax (continueq)
B _ZEZ+FR_ZTTF+_-H A reconciliation between tax expense and the product of
=T —HIFERIBERT ESFEE accounting profit multiplied by the PRC’s domestic tax rate for the

AR BRI R AR HRRANT

years ended 31 December 2007 and 2006 is as follows:

REE
Group
—EEF ZEERF
2007 2006
AR®TT AREEFTT
RMB’000 RMB’000
FRiSti A& &t ) E Accounting profit before income tax 401,736 409,247
B BAE TS E33% At the PRC'’s statutory income tax rate of 33%
(ZZTRF : 33%) (2006: 33%) 132,573 135,052
FTE
A
TR BT R BRI RIS 2E  Tax effect of profits entitled to tax exemption (139,697) (116,699)
IR Expenses not deductible for tax 772 648
(6,352) 19,001

& QA RERFE AR RE 12. Profit attributable to Equity Holders of the

Parent
Eﬁ?ﬁ:;ﬁgtﬁ‘f’:ﬂ =t+—HIFE The consolidated profit attributable to equity holders of the
ZERNAIRERE AEGLEEH }F'ﬁ (2 parent for the year ended 31 December 2007 includes a profit of
FEFE A R #56,343,000T ( ZEZ X RMB56,343,000 (2006: RMB196,984,000) which has been dealt

F : AR#196,984,0007T) © ERAR
A SRR AR IR (M 5E29(0)) ©

with in the financial statements of the Company (note 29(b)).

i B 13. Dividends
¥ /N
Company
—EELHF —EBERF
2007 2006
AR®T T ARETT
RMB’000 RMB’000
R R BRRG B AR @A Proposed final dividend of HK0.16
0.16 BT (HARE (approximately RMBO.15) (2006: HK$0.15)
015 (ZEERF ¢ per ordinary share
0.15%7T) 186,531 187,628
NEE 2 R ARPRBBERARRRE The proposed final dividend for the year is subject to the approval
RIEERFAFTASHE - of the Company’s shareholders at the forthcoming annual general

meeting.
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14. BRAREERBRESEARE
HEREF
SIREARRF TR A R LB ARIERS
BAEEEERAERAERE RTER
R AIAE TG o

RAREFTESRERNRE RN 2 WA K

14.

Earnings per Share attributable to Ordinary
Equity Holders of the Parent

Basic earnings per share amounts are calculated by dividing
the profit for the year attributable to ordinary equity holders of
the parent by the weighted average number of ordinary shares
outstanding during the year.

The following reflects the income and share data used in the basic

D ERRELT : and diluted earnings per share calculations:
= = %
2007 2006
AR®BTT ARETT
RMB’000 RMB’000
B Earnings
UNGIESEL T 2=V PN Profit attributable to ordinary equity holders
FE(SRE of the parent 406,882 389,031
RHEE
Number of Shares
—ZTEF ZEERF
2007 2006
TR TR
Thousands Thousands
gy Shares
AR ESIRERNET Weighted average number of ordinary
AR N9 EK shares used in the basic earnings
per share calculation 1,245,000 1,245,000

BRI EAMEYE 2 EER - A
2 EREERA -

Diluted earnings per share is not presented as there were no
dilutive ordinary shares.
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15. Y% - BENEE 15. Property, Plant and Equipment
rEHE
Group
BRR
BF BERES "B ERKE HEERIR @zt
Furniture
Plant and Motor and Construction
Buildings  machinery vehicles fixtures in progress Total

ARBTRE ARMTR ARMTR ARBTR ARMTT ARETR
RMB'000  RMB'000  RMB'000 ~ RMB'000  RMB'000  RMB'000

“EBtE+-A=1-H 31 December 2007

WZEEE+-A=+—HK  At31 December 2006 and

“EZtE-A-H: at 1 January 2007:
XA Cost 566,129 1,380,390 23,136 52,148 103,609 2,125,412
ZEHERRE Accumulated depreciation
and impairment (37,764) (412,000) (10,773) (26,844) - (487,381)
REFE Net carrying amount 528,365 968,390 12,363 25,304 103,609 1,638,031
eSS o3y sl = At 1 January 2007, net of
BHRRHTERAE accumulated depreciation
and impairment 528,365 968,390 12,363 25,304 103,609 1,638,031
e Additions 19,137 306,459 6,700 14,447 167,707 514,450
= Disposals - (1,821) (129) (116) - (2,066)
FEMERE Depreciation provided
during the year (28,660)  (135,464) (3,502) (6,408) - (174,034)
B Transfers 160,426 - - - (160,426) -
P A% Exchange realignment (909) (1,421) (52) (17) - (2,399)
WZEE+E+-A=+—H '  At31 December 2007, net of
EMAZHTERRE accumulated depreciation
and impairment 678,359 1,136,143 15,380 33,210 110,890 1,973,982
WZZTHFE+-A=+—H:  At31 December 2007:
XA Cost 744,734 1,679,068 28,530 65,459 110,890 2,628,681
ZEHTERRE Accumulated depreciation
and impairment (66,375)  (542,925) (13,150) (32,249) - (654,699)
REFE Net carrying amount 678,359 1,136,143 15,380 33,210 110,890 1,973,982
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15. Y% BERSE &) 15. Property, Plant and Equipment continued)
A&E
Group
iR
BT HRERES e EERE  ERIR &t
Furniture
Plant and Motor and  Construction
Buildings  machinery vehicles fixtures  in progress Total

ARBTL ARETRL ARETR ARETT ARETRT ARETR
RMB00O ~ RVMB'000  RMB'000  RMB'000  RMB'000  RMB'000

ZEEXETZA=1-H 31 December 2006

RZET E—A-R: At 1 January 2006:
KA Cost 451,083 1,084,519 16,249 39,458 40518 1,631,777
SIMERAE Accumulated depreciation
and impairment (15,456) (312,586) (8,363) (20,185) - (356,560)
FmFE Net carrying amount 435,577 771,933 7,886 19,303 40518 1275217
RZEEE-A-R" At 1 January 2006, net of
BHRRTE A accumulated depreciation
and impairment 435,577 771,933 7,886 19,303 40,518 1,275,217
AE Additions 14,017 289,412 7,090 13,027 179,620 508,166
WE—ZHBE AR Acquisition of a subsidiary - - - - 4,844 4,844
HE Disposals - (2,016) (37) - - (2,053)
EENERE Depreciation provided
during the year (22,335) (109,876) (2,550) (7,014) = (141,775)
EE3c Transfers 101,580 19,793 - - (121373) -
N RE Exchange realignment (474) (856) (26) (12) = (1,368)
NZZEE E+-A=1—H '  At31December 2006, net of
BEMRRTE A accumulated depreciation
and impairment 528,365 968,390 12,363 25,304 103,609 1,638,031
RZBE E+-A=+—H:  At31 December 2006:
A Cost or valuation 566,129 1,380,390 23,136 52148 103609  2,125412
SIMERAE Accumulated depreciation
and impairment (37,764) (412,000) (10,773) (26,844) - (487,381)
FFE Net carrying amount 528,365 968,390 12,363 25,304 103,609 1,638,031
R-ZZ+F+_F=1+—H  ~&£H At 31 December 2007, certain buildings of the Group with a net
REFELN A AR169,350,0007T(= book value of approximately RMB169,350,000 (2006: Nil) were
TERF:BMZATEFEER U pledged to secure general banking facilities granted to the Group
ERETAEE 2 —MRRITRE (K5 (note 26).
26) o

Shenzhou International Group Holdings Limited Annual Report 2007



BT SR R MR T
Notes to Financial Statements

HE—TTLE+-A=+—AILFE
Year ended 31 December 2007

16.

17.

b f5E A

REBZ T AERKREEHERT
Z TN T ESHIE - HAREES TN
T

16.

Land Use Rights

The Group’s land use rights represent prepaid land lease
payments under operating leases and their carrying amounts are
analysed as follows:

AEE
Group
—EELF ZEERF
2007 2006
AR®TT ARETT
RMB’000 RMB’000
PR Cost:
Rn—H—H As at 1 January 135,185 56,921
INE Additions 21,600 63,608
WE—RWEB AR Acquisition of a subsidiary - 14,656
Rt+—-—A=+—8H As at 31 December 156,785 135,185
Kty ¢ Accumulated amortisation:
n—A—H As at 1 January 2,811 1,463
FERAE Provided for the year 1,981 1,348
Rt+—-—A=+—8H As at 31 December 4,792 2,811
BREVFE - Net book value:
Rt+—-—A=+—8H As at 31 December 151,993 132,374
Kn—H—H As at 1 January 132,374 55,458

AR i AR P BIARKE - I
AR B S 15 A o

REFEMNARIE
BEASEEEFTILERBEFR-F
SREMARI L 2 A RAER - =
b E KR B SR T B R KAR
RARIN 2 Min R - NEEEE
B E BT 2T A K # 126,000,000
T ARFBRHERBSKEREE &
BR20F ([FKH#E]) - BE_ZZTLF
TZA=1+—8  FEEEXNTARE
50,000,0007T °

17.

The land use rights of the Group are situated in Mainland China
and are held under medium lease terms.

Long-term Prepayment

Pursuant to an agreement entered into by the Group and the
Government of Beilun District, Ningbo City, in April 2006 and
two supplementary agreements entered into by the Group,
Ningbo Beilun Water Conservancy Bureau and Ningbo Water
Supply General Company, the Group has agreed to pay the local
government an amount of RMB126 million in exchange for a
guaranteed constant water supply for a period of 20 years (“Water
Usage Right”). As at 31 December 2007, the Group has paid
RMB50,000,000.
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Investments in Subsidiaries and Loans to

18. RHMBAR2RERHATH 18.

BATRZER Subsidiaries
(a) RB AR ZRE (a) Investments in subsidiaries
¥ YN
Company
—ETLEF —ETRAF
2007 2006
ARET T ANRETTT
RMB’000 RMB’000
JE ETRRD - ¥&AKAN  Unlisted shares, at cost 727,454 727,454

TEMBRARZFIBOT ¢ Particulars of the principal subsidiaries are as follows:
KAREL
MR BER NPl TEEBR
£ EARRZER BRIRE Ei 54 T
Percentage of
equity attributable
Place of incorporation Issued to the Company Principal activities and
Name and kind of legal entity share capital Direct Indirect place of operation
e ABRAES 80,002%7T 100% - REAR
AREARRA
Top Always British Virgin Islands, US$30,002 Investment holding
limited liability company
ERDMHEARAR IR - 105,100,000 = 100% RPBIAESER
(TeiMstal) NEBELR HEHBRRERD
Ningbo Shenzhou Mainland China, wholly US$105,100,000 Manufacture and sale
Knitting Co., Ltd. foreign-owned enterprise of knitwear products
(“Shenzhou Knitting’) in Mainland China
EREESBOERRAR  PEKE. 2,100,000 - 100% RPEAREDER
(TR ) NEBERK HESHRREER
Ningbo Shixing Knitwear Mainland China, wholly US$2,100,000 Print and sale of
Printing Co., Ltd. foreign-owned enterprise knitwear products
(“Shixing Printing”) in Mainland China
ERGLNTARAR HEIARE - 140,000% 7T = 100% RAEAEEZER
(Tl ) NEBELR HEHBRRERD
Ningbo Lele Printing Co., Ltd. ~ Mainland China, wholly US$140,000 Print and sale of
(‘Lele Printing’) foreign-owned enterprise knitwear products
in Mainland China
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Investments in Subsidiaries and Loans to

18. RMBLATA2RERSTH 18.

BARIZEF &) Subsidiaries (continued)
FAREL
MR IR iuNzpilsd TERBR
£ EARRZER BETRE ER 5t e
Percentage of
equity attributable
Place of incorporation Issued to the Company Principal activities and
Name and kind of legal entity share capital Direct Indirect place of operation
ERRGRRERA N 10,000,0005 7T = 91% B RRERE
([RaEE]) mHSERE iﬁ%ﬂéﬁtﬁﬁ%ﬁ‘m
Ningbo Yongmian Mainland China, foreign US$10,000,000 Manufacture and sale
Fashion Garment Co., Ltd. equity joint venture of knitwear products
(“Yongmian Fashion”) in Mainland China
ERRERRERAR N 5,000,000 7T = 91% B RRERE
(MepgasE ) PR ELE iﬁ%ﬁ%&ﬁ&%ﬁ‘@u
Ningbo Shendie Fashion Mainland China, foreign US$5,000,000 Manufacture and sale
Co., Ltd. equity joint venture of knitwear products
(“Shendie Fashion”) in Mainland China
BM(RER)ERAA] RERTHE 30,000,000% 7 - 100% RRBREERHE
NEBELR staREER
Shenzhou (Cambodia) Co., Ltd.  Kingdom of Cambodia, US$30,000,000 Manufacture and sale
wholly foreign-owned of knitwear products
enterprise in Cambodia
ERATHRmERAR REIARE - 50,000000%7 - 100% RPEARERE
(TATF4k]) NEBELR iﬁ%ﬁéﬁtﬁﬁ%ﬁ‘%m
Ningbo Dagjan Knitting Mainland China, wholly US$50,000,000 Manufacture and sale
Co., Ltd. (‘Dagian Knitting”) foreign-owned enterprise of knitwear products
in Mainland China
BRIMHAERAD  EAR 1050 000%7E - 0% REEAERE
([t ]) HEBELR bulfréatﬁﬁ%féuu
Ningbo Linlin Knitting Mainland China, wholly US$1,050,000 Manufacture and
Co., Ltd. (“Linlin Knitting”) foreign-owned enterprise process of knitwear
products in
Mainland China
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18. KRB AR 2RERHATH 18.

Investments in Subsidiaries and Loans to

BATRZER &) Subsidiaries (continued)
KAREL
MR IR NPl TEXBR
£ EARRZER BEIRE ER 54 T
Percentage of
equity attributable
Place of incorporation Issued to the Company Principal activities and
Name and kind of legal entity share capital Direct Indirect place of operation
BRERRHERAT PEARE 4000000272 - 100%  RPEABLER
([ ElbAREs)) WEBERR MTstEmREER
Tuteng Textile (Ningbo) Mainland Chin, US$4,000,000 Manufacture and
Co., Ltd. (‘Tuteng Textile”) wholly foreign- process of knitwear
owned enterprise products in
Mainland China
ATEHA EIARE - AR%1,500,0007 - 100% RPEAEE L DB
ARELAR
Dagjian Import & Export Mainland China, limited RMB1,500,000 Import and export
liability Company of commodities in
Mainland China
BlE S BB 10047 - 100% REBELOAR
ARELAR
Shenzhou Trading Hong Kong, limited liability HK$100 Import and export
company of commodities in
Hong Kong
KE(BR)RERRAT BB 10047 - 100% REER
BRELAT
Top Always (Hong Kong) Hong Kong, limited liability HK$100 Investment holding

Investments Limited

company

FRINTEERREANFEREBAE

FENENAEEEEFEEALD

P /NI = VNG

(b) MHETHEITZER

R-TTLE+=A=1+-8 "
KIMBARZAAER(-T
TR AR¥866,896,0007T)
B AEER - %A REATER
HAsk B7B7E A] RGBSR ©

The above table lists the subsidiaries of the Company which, in the
opinion of the directors, principally affected the results for the year
or formed a substantial portion of the net assets of the Group.

(b) Loans to subsidiaries
As at 31 December 2007, all loans to subsidiaries (2006:
RMB866,896,000) were unsecured, interest free and
settlement is neither planned nor likely to occur in the
foreseeable future.
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19. F& 19. Inventories

TEH

Group
—EELE ZETRF
2007 2006
AR¥TR ARETT
RMB’000 RMB’000
R Raw materials 128,165 134,229
ERE Work in progress 308,659 278,713
SR Finished goods 258,685 15,254
695,509 428,196

20. FEUWERR 20. Trade Receivables

rEH

Group
—EEF ZEERF
2007 2006
ARETT ARETT
RMB’000 RMB’000
FEURBRZX Trade receivables 325,771 204,875
RE Impairment _ _
325,771 204,875
REBERIDHEASHBET - Hf Majority of the Group’s sales are covered by letter of credit. The
FIE—RMB1E6EAZEERH - remaining amounts are generally granted with credit terms of one

to six months.
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Year ended 31 December 2007

20. EWERR#)

20.

REER  REZREAHFEZREER

Trade Receivables (continued)
An aged analysis of the trade receivables as at the balance sheet

FERE DATUOR ¢ date, based on the invoice date, is as follows:
REHE
Group
—BetE —mmir
2007 2006
ARET T ARETTT
RMB’000 RMB’000
618 B I Within 6 months 324,294 204,717
6fE A A £ Over 6 months 1,477 158
325,771 204,875

I AR 2R B 2 FE U R SR BR e 20 A 20

The aged analysis of the trade receivables that are not considered

I to be impaired is as follow:

EE

Group
—EEF ZETRF
2007 2006
ARET T ARET T
RMB’000 RMB’000
I R EA ORI E Neither past due nor impaired 320,590 204,612
#HE DR =1EH Less than 3 months past due 3,704 104
BEA=EA MU E Over 3 months past due 1,477 158
325,771 204,874

BN RECEFPER -

I AR EESRE 2 8 W SRR S5 A 3

EEHME I HRE 2 U GIREE T8
VEFBR  ZERFRAKENRZ
FOERR 4F - ENBELR - ARRES
ZEERDBAR R F 28R - WHA
FhE B E R ERE - AEE L E
% ERERFT B EAER R E R

EEEZRRH -

Receivables that were neither past due nor impaired relate to
customers for whom there was no recent history of default.

Receivables that were past due but not impaired relate to a
number of independent customers that have a good track record
with the Group. Based on past experience, the directors of the
Company are of the opinion that no provision for impairment is
necessary in respect of these balances as there has not been
a significant change in credit quality and the balances are still
considered fully recoverable. The Group does not hold any
collateral or other credit enhancements over these balances.
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20. EWERF (&)

RZZBZELF+A=+—8  BKEK

20. Trade Receivables (continuea)

At 31 December 2007, the trade receivables were denominated in

AN T EEBEHE - the following currencies:
2007 2006

—ETtHE —ETRF
FE% ARWZERH RE¥ AREESE
Original RMB Original RMB
currency equivalent currency equivalent
T AR®TR T ARBTR
in ’000 RMB’000 in’000 RMB’000
E Us$ 33,424 244,146 22,359 174,596
AR RMB 81,625 81,625 30,279 30,279
325,771 204,875

FEUPR R 2 FREERE QA ERE -

21. ERE - ZeRHEMEWK

The carrying amounts of the trade receivables approximate to their

fair values.

21. Prepayments, Deposits and Other

IE Receivables
TEE b /N
Group Company
—EELE  ZTERE  EZtF  ZETRHF
2007 2006 2007 2006
ARETRT ARETT AR¥ETR ARETR
RMB’000 RMB’000 RMB’000 RMB’000
BRFERES Prepayments and deposits
— R EMR — Purchase of raw materials 42,745 10,421 - -
—BEHOf S — Purchase of export quotas 3,716 6,813 - =
—ENAHEERES - Prepaid rental and deposits 22,030 = - -
—HAt - Others 743 931 - _
FEU IR E R IR VAT refund receivable 10,471 22,713 - -
AU Bl BNERFTSF Current income tax recoverable - 6,421 - _
FEURRE B Dividends receivable - = 365,898 379,273
H A el I Other receivables 19,565 13,463 93 100
99,270 60,762 365,991 379,373
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21. EANFE - &K HMmEIW 21. Prepayments, Deposits and Other
I8 () Receivables (continuea)
FatEEHEGEY NSORE o Fillss None of the above assets is either past due or impaired.
SRPTEL S B 15 & B B 3 R 0 48 /K < Re 8% The financial assets included in the above balances relate to
ZIENFIBER - receivables for which there was no recent history of default.
FERRIE - e MEMEWEIE 2 RE The carrying amounts of prepayments, deposits and other
BEEEAAEES - receivables approximate to their fair values.
22. RERBEESEEY 22. Cash and Cash Equivalents
rEE PN
Group Company
—EELE  ZTTRE  ZEELE  ZEERF
2007 2006 2007 2006
AR¥ETT ARETT AR¥TT ARETR
RMB’000 RMB’000 RMB’000 RMB’000
& RIRITEEER Cash and bank balances 227,554 266,843 1,029 6,941
HEATER Short-term deposits 5,830 7,151 5,830 =
HERIREEEY Cash and cash equivalents 233,384 273,994 6,859 6,941
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22,

23.

RERBEEEW @)
REER  AEERARB(TAR
DA EZRSRRITEHABARKE
185,276,000 L (ZZZEF : AR
222,148,0007T) ° AR T BB K
BRAEEMEE - Am - BRERBERM 2
INEBBIEDINEE  SERMNEEE
RE  NEEEAEFEBIRER AT
R EB 2 RITIHEARE LR AEME
ﬁﬁg °

RITFFIRRIT 2B RFERMEAZE
M RERIA S - H 2 EBFFHIA—H
EZEAANSFZITRSMEEE - ATX
SEZARREF/RKME - WIRHERE
HIE SN R BRERALG, - RITAEREFA
RO B RGLEZEERIFIRTT - ]
T RBESFEMREERE QA EM

++

Eo

ERERA R RE
REEHE - RIEHE BB H 2 R
REERRBMATT -

22,

23.

Cash and Cash Equivalents (continuea)

At the balance sheet date, the cash and bank balances of
the Group denominated in Renminbi (“RMB”) amounted to
RMB185,276,000 (2006: RMB222,148,000). The RMB is not freely
convertible into other currencies, however, under Mainland China’s
Foreign Exchange Control Regulations and Administration of
Settlement, Sale and Payment of Foreign Exchange Regulations,
the Group is permitted to exchange RMB for other currencies
through banks authorised to conduct foreign exchange business.

Cash at banks earns interest at floating rates based on daily bank
deposit rates. Short term time deposits are made for varying
periods of between one day and three months depending on the
immediate cash requirements of the Group, and earn interest at
the respective short term time deposit rates. The bank balances
are deposited with creditworthy banks with no recent history of
default. The carrying amounts of the cash and cash equivalents
approximate to their fair values.

Trade and Bills Payables
An aged analysis of the trade and bills payables as at the balance
sheet date, based on the invoice date is as follows:

rEH

Group
—EELF ZETRF
2007 2006
AR%Tx ARBETTT
RMB’000 RMB’000
0=6fE A 0 to 6 months 305,844 258,088
6lEAE14 6 months to 1 year 3 811
1FZE24F 1 year to 2 years - 20
2F A+ Over 2 years 40 26
305,887 259,845

RNEREZBETAR - BENRAKRE
EERmMEREARERE

The trade and bills payables are non-interest bearing. The carrying
amounts of the trade and bills payables approximate to their fair
values.
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24, HbESFIEREFRIE 24. Other Payables and Accruals
rEH P NG
Group Company
“BELE T REFE  ZEELF  ZTITRF
2007 2006 2007 2006
ARETT ARETT AR¥ETR ARETR
RMB’000 RMB’000 RMB’000 RMB’000
KPke Customer deposits 1,803 2,988 - =
FExtY Accrued expenses 95,749 78,704 - -
BEVE BELREZ Payables for purchase of
AREE property, plant and equipment 7,003 30,868 - -
BHAREIR RES Guarantee deposits related to
construction projects 1,226 4,400 - -
WE—RMB AR Z Payable for acquisition of
ANEE a subsidiary - 16,467 - _
HAfERFIR Other taxes payable 9,525 1497 _ _
FER DB Z R Dividends payable to minority
shareholders 1,087 = - =
HibfETIE Other payables 3,566 7,241 351 3,203
119,959 142,165 351 3,203
HEMENRIBRET A REEREE The carrying amounts of the other payables and accruals
RNAERE ° approximate to their fair values.
25. {THE€@mIA 25. Derivative Financial instruments
—ETtHE
2007
rEH NG
Group Company
BE afE &E afE
Assets Liabilities Assets Liabilities
ARETT AR¥TR AR¥ETR AR®Txn
RMB’000 RMB’000 RMB’000 RMB’000
RHIEEA Y Forward currency contracts 286,617 161,754 - 161,754
REEE®AYN ZREMERE AR EHE The carrying amounts of forward currency contracts are the same
[ e as their fair values.

Shenzhou International Group Holdings Limited Annual Report 2007



BT RS R MR T
Notes to Financial Statements

HE-FTLE+-A=t+—RL5E
Year ended 31 December 2007

25.

TTEEMTIT A

EHEESH -REREE
R-ZEZ+F+_A=1+—H K&EE
BFEETREEEH s EAIETER
HZRGINEFIHE 2 $RA % -

AEECRBEHAKHENMERE
PEBANZEY - AREEFE =
ZENFR_FTTNFEYPERHEE
HAREREZHHMIER AR TH
BY - YEHRBERRDZFEARE
195,951,0007T#% T 71l 5 S5t A S
i -

25.

Derivative Financial instruments (continueq)
Forward currency contracts — cash flow hedges

At 31 December 2007, the Group held certain forward currency
contracts designated as hedges in respect of expected future
sales to overseas customers.

The terms of the forward currency contracts have been negotiated
to match the terms of the expected future sales. The cash flow
hedges relating to expected future sales in the year 2008 and
2009 were assessed to be highly effective and a net unrealised
gain of RMB195,951,000 was included in the hedging reserve as
follows:

—EEF

2007

ARET T

RMB’000

STASREE 2 AR BEW SRS Total fair value gains included in the hedging reserve 223,292
AR AW 2 BEERIR (M5E27) Deferred tax on fair value gains (note 27) (27,341)
WEREP 7 AEIH FEE Net unrealised on cash flow hedges 195,951

BN AEBEFISBERPEKS
B EBHETFAERENA KNG
X o FEDRER-ITETREZAR
{E5| BE 1B A R#104,073,000t (=%
TNF - Yz ARME4,583,0000T) ' B
FFARFEERE

In addition, the Group has entered into various forward currency
contracts to manage its exchange rate exposures which did
not meet the criteria for hedge accounting. Changes in the fair
value of non-hedging currency derivatives amounting to loss of
RMB104,073,000 were charged to the income statement during
the year (2006: gain of RMB4,583,000).
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26. FTERTEERHEMES

26. Interest-bearing Bank and Other Borrowings

F5E
Group
ZEELF
2007
ERAI=(E) I8 ARMTR
Effective
interest

rate (%) Maturity ~ RMB’000

ZITRE
2006
BRANZ(E) IHE  ARETR
Effective
interest
rate (%) Maturity RMB'000

i) Current
RITER Bank loans
— i - unsecured 548-8217 ZEBENE 362,000 502-648 Z—TTLF 227,067
2008 2007
RITER Bank loans
—EER - unsecured RABTRERER —BENE 318,013  MABTREREE —TTtE 90,269
+0.85-1.50 2008 +0.75-1.00 2007
Libor +0.85-1.50 Libor +0.75-1.00
740,013 317,336
FRE Non-current
At EHR Other secured
BITEH bank loans hERT —2EhE 58,437 -
FA¥FEE+1.0 2009
Libor+10 ZZ-Zf
2010
798,450 317,336
AEE
Group
:Sgtfﬁ —FER
2007 2006
AR®T T ARETTT
RMB’000 RMB’000
= Analysed into:
AR TYIAEEER 2 Bank loans and overdrafts repayable:
RITERREX :
1EFRFIRER Within one year or on demand 740,013 317,336
FoF In the second year 27,896 _
FE3F In the third year 30,541 _
798,450 317,336
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26. TESRITEEREMESE %  26. Interest-bearing Bank and Other Borrowings
(continued)
(a) REBNRFEB 2 AIRREER (@) The group has the following undrawn borrowing facilities at
B year end:
REE
Group
—EELF ZETX
2007 2006
AR®T T AREEFTT
RMB’000 RMB’000
FENAI 1,384,947 1,540,181
b)) AEEBEBETRITEEUNLAEER (b)  Certain bank borrowings of the Group are secured by
ZEFIEZRBER  ER& mortgages over the Group’s buildings, which had an
FEACCEABENBARE aggregate carrying value at the balance sheet date of
169,350,000 ( ZEZ X F approximately RMB169,350,000 (2006: Nil) (note 15).
) (FIzE15) o
(© BETFTREBELZE AR (0 Except for certain current bank borrowings with an
362,000,0007T Z RITEEIAA aggregate amount of RMB362,000,000 which are
REFHEIN - FTEBENUEITE denominated in Renminbi, all borrowings are in United
(ERC States dollars.
27. EEBIIE 27. Deferred Tax

B BRI AT BN EAR 1R & E 2
BN IR B B - BIREREN S &
R —B MR IER T » RIAT AR P

SHEERBETAEHE -

Deferred income tax assets and liabilities are offset when there is a
legally enforceable right to offset current tax assets against current
tax liabilities and when the deferred income taxes relate to the
same fiscal authority.

A%E E
Group Company
“ETtE ZETRF —EZEF  ZETRHE
2007 2006 2007 2006

ARBTR ARETT ARETR AREBTR
RMB’000 RMB'000  RMB’000 RMB'000

BT IBEE Deferred tax assets 27,680 921 - -
ELEHEaR Deferred tax liabilities (34,763) (212) (26,689) =
ELETIAE EFE Deferred tax liabilities, net (7,083) 709 (26,689) =
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27. EEHIE &)

27. Deferred Tax (continued)

REEBBERRERAOT : Reflected in the balance sheet as follows:
TEE b N
Group Company
—ETEFE  ZETRF  ZEZEFE  ZETSRF
2007 2006 2007 2006
ARETT ARETT AR¥ETT ARETT
RMB’000 RMB’000 RMB’000 RMB’000
EERIBEE Deferred tax assets 26,689 709 _ _
EERIBEE Deferred tax liabilities (33,772) = (26,689) =
R IB A &5 Deferred tax liabilities, net (7,083) 709 (26,689) =

EIEFAISTHAR B B EIT -

The gross movement on the deferred income tax accounts is as

follows:
rEH NG
Group Company
“EELFE  ZETRE  EELFE  ZE2TRHE
2007 2006 2007 2006
AR®BTRT ARETT AR%BTr ARETE
RMB’000 RMB’000 RMB’000 RMB’000
F) At the beginning of year 709 276 - -
SARFEERZRZ Deferred tax credited to the
BRI (MEE11) income statement during the year
(note 11) 19,549 433 26,689 =
RAFERERIRZ Deferred tax debited to equity
EIERIA (FI3E25) during the year (note 25) (27,341) - - _
R At the end of year (7,083) 709 26,689 =
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27.

ERERIE (%)
EEHBERERABERERN 28 (K
S RILEIBRBE AR R B 5)
m

(@) EEFRSHEE

27. Deferred Tax (continued)
The movement in deferred tax assets and liabilities during the year,
without taking into consideration the offsetting of balances within
the same tax jurisdiction, is as follows:

(a) Deferred income tax assets

F5E
Group
FEHE  BEHE
MRRNE#EAE HHE HEE
FERBAE2EE a7 A 7 Ht EH)
Loss available Effect of Effect of
for offset tax rate tax rate
against future  changeon  change on
taxable profits impairment  provisions Others Total
ARETT ARETT ARETT ARETE ARETR
RMB'000  RMB'000 RMB'000 RMB'000 RMB'000

RZEE F—A-H At 1 January 2006 - 502 414 25 1,031
RAEEERENR 2 Deferred tax charged to the income
RIEHIE statement during the year - (110) - - (110)
R=FZTAFE+-F=F+—H At31December 2006 - 482 414 % 921
REFEBRERIA/ Deferred tax credited/(charged) to the
(10%) ZEER R income statement during the year 26,689 44 51 (25) 26,759
RZBELE+ZA=1+—H At31December 2007 26,689 526 465 - 27,680
b N
Company
AT ARIKSE A&
PESR B 2 E5 18
Loss available
for offset against
future taxable profits
AREETTT
RMB’000
RZZEE+F—A—ABK At 1 January 2007 & 1 January 2006
—EERF—H—H =
SARFERERR ZIELERIE Deferred tax credited to the income statement
during the year 26,689
RZZEZE+LF+_HA=+—H2z  Gross deferred tax assets at 31 December 2007
RIEIEEERE 26,689
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27. EZEFHIE (&)
b) EEFEREE

Statements

27. Deferred Tax (continued)
(b) Deferred income tax liabilities

HeRe FEHER
PR PTETIR et
Non-hedging
Cash flow currency
hedges derivatives Total
ARETTT ARET T ARETIT
RMB’000 RMB’000 RMB’000
R-ZTZTRE—A—HB  At1January 2006 - 755 755
STARFERRERZ Deferred tax credited to the income
ELFE statement during the year - (643) (643)
RZBERF+=R At 31 December 2006
== - 212 212
RAFEERRNGZ Deferred tax charged to the income
IR 18 statement during the year - 7,210 7,210
RAEEERR 2 Deferred tax debited to equity
EEFIE during the year 27,341 - 27,341
R-ZEZtF+=H At 31 December 2007
=1—H 27,341 7,422 34,763
28. WA 28. Share Capital
i3] —EEtE “EENE
Shares 2007 2006
BETT ARET R BT ARETTL
HK$’000 RMB’000 HK$'000 RMB’000
ETE Authorised:
3,000,000,0000( ZZ /<4 3,000,000,000 (2006: 3,000,000,000)
3,000,000,0008% ) SR EE ordinary shares of HK$0.10 each
010872 LR 300,000 312,000 300,000 312,000
BRETRER : Issued and fully paid:
1,245,000,0008% (=25 /R F 1,245,000,000 (2008: 1,245,000,000)
1,245,000,0008% ) SR E E ordinary shares of HK$0.10 each
0.108 T2 BRR 124,500 129,717 124,500 129,717

Shenzhou International Group Holdings Limited Annual Report 2007



B s 2= MY 5T
Notes to Financial Statements

HE-FTLE+-A=+—RL5E
Year ended 31 December 2007

29. f&f&

(@ &&£H

AEER B A RBEFEZ B
CRNEEHE 2R H B ®mER

B71H

(i)

ASEDE -

EEBBRABRE(EER
BOEE )

RIBPERNBERPEAKR
PER B A B 2 B ER AR
8 BHEAENEB AR
AR E ARG R
AlEE 2 BREFE10%
BMARZEBHLES
B RS ED S
REEHB AR MR
50% &1k ° BBVETE AR
NEE A ARE IR AR
R MERAERR ZERBE
B EMAIA 225% °

R RE

PEE 53R Bh i e PR MR RC 8 XL
BEBIN B R E B
BREEZELZR -

29. Reserves

(a)

Group

The amounts of the Group’s reserves and the movements
therein for the current and prior years are presented in the
consolidated statement of changes in equity on page 71 of
the financial statements.

(i) Statutory surplus reserve (“SSR”)

In accordance with the Company Law of the PRC
and the articles of association of the Mainland China
Subsidiaries, the Mainland China Subsidiaries are
each required to allocate 10% of their profit after
tax, as determined in accordance with the PRC
generally accepted accounting principles, to the
SSR until the reserve reaches 50% of the registered
capital of the Mainland China Subsidiaries. Part
of the SSR may be converted to increase paid-
up capital, provided that the remaining balance
after the capitalisation is not less than 25% of the
registered capital.

(i) Exchange fluctuation reserve
The exchange fluctuation reserve is used to record
exchange differences arising from the translation of
the financial statements of foreign subsidiaries.
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20. fRfE#=)

29.

Reserves (continued)

(b) AT (b) Company
g X RE Rk
HEE BRARR wE  REEN RERR st
Share Exchange Proposed
premium Capital fluctuation Retained final
account  surplus  reserve profits  dividend Total
M ARETT ARETRT ARETT ARETT ARETT ARBTR
Notes RMB'000  RMB'000 RMB'000 RMB'000 RMB'000  RMB'000
“ZETE—-H—H Balanceat 1 January 2006 762,499 727,430 (1,370) 187,850 25903 1,702,312
&tk
I Exchange realignment - - (40,342) - - (40,342)
FEFE Profit for the year - - - 196,984 - 196,984
HFAARMRE2  Dividends paid to the
RE Company’s shareholders - - - - (25903) (25,903)
ZEENFRK Proposed final 2006
KBRS Dividend 13 - - - (187,628) 187,628 =
RZEEF At 31 December 2006
+-A=+—-H 762,499 727,430 (41,712) 197,206 187,628 1,833,051
b H = Exchange realignment - - (83,382) - - (83,382)
FEME Profit for the year - - - 56343 - 56343
AFAATRE,  Dividends paid to the
& Company’s shareholders - - - - (187,628) (187,628)
“TTEFRR Proposed final 2007
RERRS, Dividend 13 - - - (186,531) 186,531 -
R=B2tE At 31 December 2007
+=A=1+-H 762,499 727,430 (125,094) 67,018 186,531 1,618,384
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30.

BERES 2EMTA

REER - TRBR SR T A ZREE

30. Financial Instruments by Category
The carrying amounts of each of the categories of financial

m instruments as at the balance sheet date are as follows:
B EE Financial assets
8]
Group
= =
2007 2006
BRASERA ERR BARERA EFR
BEZMBEE s & RRciBEE  EWGUE @t
Financial Financial
assets assets
at fair value Loans at fair value Loans
through profit and through profit and
orloss receivables Total orloss  receivables Total
ARBTT  ARBTR AR¥TR ARETR ARETR ARETR
RMB’000 RMB’000 RMB’000 RMB'000 RMB'000 RMB'000
FENERS Trade receivables - 325,771 325,771 - 204,875 204,875
fTESBIA Derivative financial instruments 63,325 - 63,325 4,583 - 4,583
BHEAER Pledged deposits - 184 184 - 182 182
et 88 Bank deposits with initial term
=R ZBAER of over three months - 60,000 60,000 - - -
BeRBELEEN Cash and cash equivalents - 233,384 233,384 - 273,994 273,994
63,325 619,339 682,664 4,583 479,051 483,634
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30. BREREsZEMIT A &) 30. Financial Instruments by Category (continued)
g =R Financial liabilities
58
Group
ZBRLE “TTRE
2007 2006
REBHKA TREESHRA
BEEEZ iEZ BEEEL HEY
g 3=V g 3=V ast AR HEaE @
Financial Financial Financial Financial
liabilities liabilities at liabilities liabilities at
held for  amortised held for amortised
trading cost Total trading cost Total
ARETRE ARBTR ARMTR ARETT ARETT ARETR
RMB’000 RMB’000 RMB’000 RMB'000 RMB'000 RMB'000
R ES Trade and bills payable - 305,887 305,887 - 259,845 259,845
EREEALZE  Duetorelated parties - 1,009 1,009 - 44 44
TESRIA Derivative financial instruments 161,754 - 161,754 = = =
SHERTEERAM  Interest-bearing bank and
e other borrowings - 740,013 740,013 - 317,336 317,336
HibERZ0E Other payables - 21,181 21,181 - 56,073 56,073
161,754 1,068,090 1,229,844 = 633,298 633,298
MR EREEEERBER 31. Financial Risk Management Objectives and

31.

BROTET RSN AEEZERMTAEE
BRERTERRREAREHRER © %
FEMTATBREERAKELES
FIRER - ARBENBEMBHBEER
BE - PN EERES 2 BRUSRR R
FEFTRRAR ©

AEETETTETARS TEBHE
EHEEEH - BNREERAKELE
EE s HERE -

AEEcRIAEA 2 T2AMANE
Rk - SNERE - FERRMABES
Rz - EFEEHMMIHEBRAEE L
AR IR - BRBCRN T3 - A
SERBITETAZ SRR
WRMEE2.4 °

Policies

The Group’s principal financial instruments, other than derivatives,
comprise bank loans and cash and short term deposits. The main
purpose of these financial instruments is to raise finance for the
Group’s operations. The Group has various other financial assets
and liabilities such as trade receivables and trade payables, which
arise directly from its operations.

The Group also enters into derivative transactions, including
principally forward currency contracts. The purpose is to manage
the currency risks arising from the Group’s operations.

The main risks arising from the Group’s financial instruments are
interest risk, foreign currency risk, credit risk and liquidity risk. The
board reviews and agrees policies for managing each of these
risks and they are summarised below. The Group’s accounting
policies in relation to derivatives are set out in note 2.4 to the
financial statements.
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31.

BERREEEERBE 2  31.

Policies (continuea)

IEST
AEEFAHTSNEEDRAREES
AEETERBAGEN -

Interest rate risk

with a floating interest rate.

TRINREMBEMEHTEZER
T BEN XS EHEAKE N A AE R
B 2 FRED -

Financial Risk Management Objectives and

The Group’s exposure to the risk of changes in market interest
rates relates primarily to the Group’s long term debt obligations

The following table demonstrates the sensitivity to a reasonable
possible change in interest rates, with all other variables held
constant, of the Group’s profit before tax and the Group’s equity.

Group
HATAIE

B &M CED) RS

EFH TR Increase/  #&in, (E4)

Increase/ (decrease) Increase/

decrease in in profit (decrease)

basis points before tax in equity

% AREFT ARETTT

% RMB’000 RMB’000
b 3 2007

AR 5 If interest rate increases +5 (1,714) (1,714)

TR R 5 If interest rate decreases -5 1,714 1,714
—EBER 2006

WF=E 5 If interest rate increases +5 (754) (754)

WFZE T If interest rate decreases -5 754 754
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Year ended 31 December 2007

31.

BiEEEEEBZEREEK®  31. Financial Risk Management Objectives and
Policies (continuea)
SPEE = e Foreign currency risk
AEBHERSHEBERE - ZER KK The Group has transactional currency exposures. Such exposures
BUMEEEBARARE 2IEEBAAET arise from sales denominated in US$ by operating units of
HEITZHE - REBH8I%(—ZFE R which the functional currencies are RMB. Approximately 89%
F 4% )HENETTEIE  YHZSE (2006: 94%) of the Group’s sales are denominated in US$ and
REBEIT c AEEERETELLS undertaken by these operating units. The Group requires the major
ERAREREY - LUBKRTEHIHE operating unit to use forward currency contracts to eliminate the
SHEME 2 IMNERB foreign currency exposures on the forecast future sales.
RAEB 2K - AiR¥EHRIAEB 2 BifE It is the Group’s policy to negotiate the terms of the hedge
EEEDROTET A8 - DESHEKX derivatives to match the terms of the hedged item to maximise
ERARK © hedge effectiveness.
RIZEZT+F+_A=1+—"H x&H At 31 December 2007, the Group held forward currency contracts
¥ 4 (E18490,000,000F T 2 R & ¥ of US$490,000,000 designated as hedges in respect of expected
B4 BT HBEEBBEREIINEFHE future sales to overseas customers.
EZEHRE o
TRINTEMBEMEHTE 21BN The following table demonstrates the sensitivity to a reasonably
T - GEINEIER A ge S EE AN K BT possible change in foreign currency exchange rates, with all other
RIAE HRREST(AREBEER variables held constant, of the Group’s profit before tax (due to
BEZARENRE) - changes in the fair value of monetary assets and liabilities).
HEEEE T HEAFIEZTE
Increase/decrease in Effect on profit
foreign currency rate before tax
ARBTT
RMB’000
—EBLE 2007
AR R ETTHE If RMB strengthens against US$ +5% (67,558)
MARKHETEE If RMB weakens against US$ -5% 67,558
—EERE 2006
WAREEETHE If RMB strengthens against US$ +5% (92,079)
MARE Y ETHE If RMB weakens against US$ -5% 92,079
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31.

HM¥RREEEERBE 2)

FERR

AEBERNMARERREZF=TTE
IR - BAKBZHEK - MAKZRE
EHETRSZEF - WAKBEER
B - I - REBEREEREURHK
RiER  AASEmE 2 ERERIT T
EX o HRASEARBAEEEL 2 T6E
ERHEZR S - BROFEEEEHEE
ERREE  BRIAEET TSR TEE

ERAEEEMBMBEE(BRERER
RETER - i ERFRARIE R AR
B ABSZUBEE)ELXZFER
% AREEH 2 EERRKRERZY
THRRFA - AR &R ERBERZ
FTAZKMEEA -

AR AREERNEREEBRIFZE=
TEARS - RLBAERR - 8
BETREERER RXZHTER - K
SELTEEAKFEERR

BERASEREREERZ EERRE
—HE(CBIE - RYHRKRME20H

7=

31.

Financial Risk Management Objectives and
Policies (continuea)

Credit risk

The Group trades only with recognised and creditworthy third
parties. It is the Group’s policy that all customers who wish to
trade on credit terms are subject to credit verification procedures.
In addition, receivable balances are monitored on an ongoing
basis and the Group’s exposure to bad debts is not significant. For
transactions that are not denominated in the functional currency of
the relevant operating unit, the Group does not offer credit terms
without the specific approval of the Head of Credit Control.

With respect to credit risk arising from the other financial assets
of the Group, which comprise cash and short term deposits,
other receivables and financial assets at fair value through profit
or loss, the Group’s exposure to credit risk arises from default of
the counterparty, with a maximum exposure equal to the carrying
amount of these instruments.

Since the Group trades only with recognised and creditworthy
third parties, there is no requirement for collateral. Concentrations
of credit risk are managed by customer/counterparty. There are no
significant concentrations of credit risk within the Group.

Further quantitative data in respect of the Group’s exposure to

credit risk arising from trade receivables are disclosed in note 20
to the financial statements.
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31. BIXERREEEERBE 2

REBESRR
AEEEBRBRRERBDEST S TAERE
B2 RRAR - BRTIAZEESHT
AR HEE (DI R) < BIHI A
ARREXBEARERE -

REER - REETHET MM Rt
W AEENGARZHHEMAL D

31.

Financial Risk Management Objectives and
Policies (continuea)

Liquidity risk

The Group monitors its risk to a shortage of funds using a recurring
liquidity planning tool. This tool considers the maturity of both its
financial instruments and financial assets (e.g. trade receivables)

and projected cash flows from operations.

The maturity profile of the Group’s financial liabilities as at the
balance sheet date, based on the contracted undiscounted

T payments, was as follows:
r£E
Group
= e
2007
6fEAZ
REX  DH6fER  PM2fEA 122% 2FLE @t
Less than 6 to less than 1t02 Over
Ondemand  6months 12 months years 2 years Total
ARBTT ARBTRT AR%TR ARMTR ARETRT AR%T:R
RMB'000 RMB'000 RMB’000 RMB'000  RMB'000  RMB’000
SEBRTEEREM  Interest-bearing bank
B8 and other borrowings - 579,350 160,663 27,896 30,541 798,450
ENEZRERE Trade and bills payables - 305,844 3 - 40 305,887
Hit ez Other payables 21,181 - - - - 21,181
TEERIE Derivative financial instrument 161,754 - - - - 161,754
182,935 885,194 160,666 27,896 30,581 1,287,272
ZELRE
2006
6lEAZ
BREX  DR6EA  LRM2(EA 1206 2FPE @t
Lessthan 6o less than 1102 Over
On demand 6months 12 months years 2 years Total
ARETT ARBTT ARETR ARETRT ARETT ARETR
RVMB'000  RMB'000  RMB'000  RMB'000  RMB'000  RMB'000
SBRTEEREM  Interest-bearing bank
e and other borrowings - - 317,336 - - 317,336
RGeS Trade and bills payables - 258988 811 20 6 250845
H it 2 Other payables 56,073 - - - - 56,073
56,073 258,988 318,147 20 26 633,254

Shenzhou International Group Holdings Limited Annual Report 2007



B SR R MR T
Notes to Financial Statements

HE—TTLE+-A=+—AILFE
Year ended 31 December 2007

31.

HREMREEEERBE 2

EXEE

REBEAERZ TEARERBER
SERFBREZRNDERRIFERL
o PUXFEEBRAERFREAE
8o

REERBEERAGEHERERFER
BRI o RIEFIARERERE K
SEAEARRARFIRMN RS - MR
RBEBERNLBITHR -HE_TT+
F+-_A=+—HER=ZEZEXF+=-A
=+—HIEFE - EEEE  BERZIE
Fr A A E) o

AEBRBEABBEL X (AEBEFE
BRENBEMESFHE)ELRER - &
BFRBETRRITEE BAERERK
T HMENRIBEREFTRIENUR
EREEALHE  BREIESEE
) - EABEDIRRRERE AEGE
o ORE R c NEER - BABE
LT

31.

Financial Risk Management Objectives and
Policies (continuea)

Capital management

The primary objective of the Group’s capital management is to
safeguard the Group’s ability to continue as a going concern and
to maintain healthy capital ratios in order to support its business
and maximise shareholder value.

The Group manages its capital structure and makes adjustments
to it, in light of changes in economic conditions. To maintain or
adjust the capital structure, the Group may adjust the dividend
payment to shareholders, return capital to shareholders or issue
new shares. No changes were made in the objectives, policies
or processes during the years ended 31 December 2007 and 31
December 2006.

The Group monitors capital using a gearing ratio, which is net debt
divided by the total capital plus net debt. The net debt includes
interest-bearing bank borrowings, trade and bills payables, other
payables and accruals, due to related parties, less cash and
cash equivalents. Capital includes equity attributable to the equity
holders of the parent less the hedging reserve. The gearing ratios as
at the balance sheet dates were as follows:
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31.

BEREEBEENRBEK %)  31. Financial Risk Management Objectives and

Policies (continuea)

BEXEHE (&) Capital management (continued)
REME
Group
—EELF ZEER
2007 2006
ARET T ARET T
RMB’000 RMB’000
FTRIRTTIEE Interest-bearing bank borrowings 798,450 317,336
ERERRERE Trade and bills payables 305,887 259,845
E e FRIE K FERTERIE Other payables and accruals 119,959 142,165
FEREE A L FE Due to related parties 1,009 44
W HERIREEEY Less: Cash and cash equivalents (233,384) (273,994)
BERIFER Net debt 991,921 445,396
IRIEFEB AJEIG S Equity attributable to equity holders 2,469,118 2,061,802
R Hedging reserve (195,951) =
KRHBEEREE Total adjusted capital 2,273,167 2,061,802
BARRERFE Capital and net debt 3,265,088 2,507,198
BAREELE Gearing ratio 30% 18%
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32. &I

(a)

(b)

REHERE
AEBERBETAHHELEHER
HEEEETHAZEMERK
Eo

R-FFLE+=A=+-8 "
ARBRET T O E RS
NZARBIEB LB -

32. Commitments

(@)

Operating lease commitments
The Group leases certain of its office premises and plant
under non-cancellable operating lease arrangements.

At 31 December 2007, the Group had total future
aggregate minimum lease payments under non-cancellable
operating leases as follows:

AEE
Group
—EEF ZEERF
2007 2006
ARET T AREETTT
RMB’000 RMB’000
1R Within one year 13,511 10,508
F2EFEHF In the second to fifth years, inclusive
(BHEEEMT) 51,036 7,141
5% 1% After five years 34,667 =
99,214 17,649
BAERE (b) Capital commitments
rEH
Group
—EEF ZETREF
2007 2006
ARET T AREETFTT
RMB’000 RMB’000
BRI B REAE Contracted, but not provided for:
FEE T EA#ELA K Acquisition of land use rights and property,
M - BEK&E*  plant and equipment 224,474 104,681
EEYE - BEK  Construction of property, plant and equipment
B 26,438 84,889
250,912 189,570

R-ZTTLF  AEEHEHBEAL
BREEAMNBEEBRAR(TEMNE
EDFITUETALD  LRBRNEE
U B 42 (E A R ¥ 153,000,0007T 2 &
TLinfFRE VMERBE - %Z
BHERR R REER A ([
RERARE])EBSIE - FAE
B ZEANEBR_TETNEF=
A+ N\B8T2ARABBRERERIKR
BREHE

During the year 2007, the Group entered into certain contracts
with a related party, Ningbo Shenzhou Properties Co., Ltd.
(“Shenzhou Properties”) to acquire certain land use rights, property
and plant with an aggregate amount of RMB153,000,000 from the
latter. The contracts were subject to approval by the extraordinary
general meeting (“EGM”) of the Company. The contracts were
subsequently approved by the EGM of the Company on 18
February 2008.
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32. EiEE) 32. Commitments (continueq)
(c) Ak #E ()  Water use right
AEE
Group
—EELF ZETA
2007 2006
ARETT ARKETT
RMB’000 RMB’000
FR7KHE(BI3E17) Water use right (note 17) 76,000 76,000
(d KFERBHEXEN (d)  Outstanding forward foreign exchange contracts
R-BEZLHF+_A=+—8 As at 31 December 2007, the Group had commitments in
REERERTEEPINES respect of outstanding forward foreign exchange contracts
4 A1EAZ22E A AEE to sell US$490,000,000 (2006: US$123,500,000) for
490,000,000 TT( ZZFE/NF ¢ approximately RMB3,588,555,000 (2006: approximately
123,500,000 7T ) AR ER 49 A RMB958,796,000) within periods ranging from 1 month to
FR#3,588,555,0007T (Z T Z R 22 months.
F : HHARH958,796,0007T)
33. HAEE 33. Contingent Liabilities
REER - AEESAR A EERE At the balance sheet date, neither the Group nor the Company
RIARBIE - had any significant contingent liabilities.
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34.

35.

HRERTMERME

WiE — M E L E]
RZZEZERF+_A=++RH  K&HE
] — 4 58 = 77 W B [ e AR A 2 B AR S -
WERBER-_ZZLFBEN -

34.

Notes to the Consolidated Cash Flow
Statment

Acquisition of a subsidiary

On 27 December 2006, the Group acquired 100% of the
share capital of Tuteng Texitle from a third party. The purchase
consideration has been fully paid in the year 2007.

ZEERFE
2006
ARBFIT
RMB’000
BERE : Purchase consideration:
—BfNRE — Cash paid 30,327
—ERNRE —Consideration payable 16,467
BUERE Total purchase consideration 46,794
Fri g & =5 E Details of net assets acquired
BT are as follows:
RE RIRTTHER Cash and bank balance 27,294
s R Land use rights 14,656
VI - BB R Property, plant and equipment 4,844
Pl i & = FE Net assets acquired 46,794
NNz WERE Purchase consideration settled in cash 30,327
BB AR 2R Cash in subsidiary acquired (27,294)
WHEEE 2 R Cash outflow on acquisition 3,033
BEALRS 35. Related Party Transactions

WE— D BRENERRERES S —77
RBEEM B R EERRITEEARTE
7 RIS BARERRE - WEBT X
R—J74%H] - AR IERRIE -

(a) AEEXZEEABZHE:

Parties are considered to be related if one party has the ability,
directly or indirectly, to control the other party or exercise
significant influence over the other party in making financial and
operation decisions. Parties are also considered to be related if
they are subject to common control.

(a) Compensation of key management personnel of the Group:

rEE
Group
—EELE ZTEERF
2007 2006
AR¥T R ARETTT
RMB’000 RMB’000
EENSREIEAE  Remuneration of directors and
B senior management 8,289 8,221
EHESHE 2E—PHBEHR Further details of the directors’ emoluments are included in
W5 TRERMIES © note 8 to the financial statements.
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35. BEALRZ®
b) HEREEATZRS
BRAMBREREIRY XS
N REERERDEEEAT
ETTHEARS -

35.

Related Party Transactions (continued)

(b) Transactions with related parties
In addition to the transactions detailed elsewhere in these
financial statements, the Group had the following material
transactions with related parties during the year:

o BRAERARNRREE
PR BB A8 %L ©

e EREOEGARMALT
R BHTEE 5B
LB

AREA L 2 REREEIRE
ERARMEIEREPREHZA
FA AR S RFETT -

rEH
Group
—EEF ZETREF
2007 2006
AR¥T T ARETT
RMB’000 RMB’000
mEMEZEEE Lease of property, plant and equipment
M - BENE from Shenzhou Properties* 8,468 8,468
PR IR IR (R Purchase of steam supply from Ningbo
HEAR AR Mingyao Environmental Thermal Power
([ERRENTE | ) Co., Ltd. (“Mingyao Electric Company”)**
g2 &R 36,656 29,563
RN AEEHE  Processing services provided by
BRAE (M Ningbo Shenzhou Dagang Knitwear
KR Co., Ltd.(“Shenzhou Dagang”)*
NIRRT 3,112 539
mAEEFEFR KR  Purchase of packing materials from
BRAR([ZER Shaoxing County Huaxi Packaging
BEMATE]])**x Materials Company Limited
FREE m s R (“Huaxi Packaging Company”)##* 20,851 17,017
% MNEZERBEMKBHA * Shenzhou Properties and Shenzhou Dagang are
UNEILS ¢ S2al /N Rt I controlled by the Company’s ultimate holding

company.

* Mingyao Electric Company is owned as to 48% by
the Company’s ultimate holding company.

*#x  Huaxi Packaging Company is controlled by the
relatives of one of the Company’s executive
director.

The purchases and lease from the related parties were
made according to the published prices and conditions
offered by the related companies to their major customers.
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35.

36.

37.

BEALTRZE 35.

() HEHBEEALZEER
AEBEAMEALANUNTER

Related Party Transactions (continued)
(c) Balances with related parties
The Group had the following significant balances with its

wEER related parties:
rEE
Group
—ETF ZETRF
2007 2006
AR¥TR ARETT
RMB’000 RMB’000
FEfSEIEALTZIE  Due to related parties
— B 5B — Trade related
HPR A E A A Huaxi Packaging Company 1,009 13
B RN R Ningbo Shenzhou Shitong Knitwear
HEBAR AR Co., Ltd. (“Shenzhou Shitong”) *
(TERMtHEsE ) * - 31
1,009 44
< FRMN 3B R AR A R B Ak 42 & Shenzhou Shitong is controlled by the Company’s ultimate

NG L

ol 3% 36.

REAFEIFR—B - ETLES
FEEFHE -

A B 7 R 3R 37.

EEenN T N\F=A -+ _HitkE
IR AE T EE AR TSR o

holding company.

Comparative Amounts
Certain comparative amounts have been reclassified to conform
with the current year’s presentation.

Approval of the Financial Statements
The financial statements were approved and authorised for issue
by the board of directors on 22 March 2008.
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Financial Information Summary

(BrABEBIN - FREEBRBARETIT)

(Amounts expressed in RMB’000 unless otherwise stated)

REBRBAMERRAFEEREAEARE
BBREREZEAMEEUREE AERIH

R EELEE TN T -

A summary of the published results and assets, liabilities and minority
interests of the Group for the last five financial years, prepared on the
basis as set out herein, is set out below:

BE+-A=+-BLFE /Rt=A=t+-H

For the year ended 31 December/As at 31 December

“EELF ZTERX —TTHE —TTME —TT=
2007 2006 2005 2004 2003
ARETR ARET T ARET T ARET T ARETT
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
E Results
I @N Revenue 3,655,613 2,979,530 2,482,984 2,116,907 1,887,848
AR Finance costs (34,279) (15,081) (53,164) (20,347) (18,308)
[EME—REE NAEE  Share of results of
an associate - = (7) (68) 27
B AT ER IR E Profit before income tax 401,736 409,247 355,774 620,445 304,008
FREHiRY Income tax expense 6,352 (19,001) (2,429) (33,550) (20,501)
FEEFH Profit for the year 408,088 390,246 353,345 586,895 283,507
AR A LB Attributable to:
FRAIRERE A Equity holders of
the parent 406,882 389,031 351,487 587,539 244,728
DN G EX T Minority Interests 1,206 1,215 1,858 (644) 38,779
408,088 390,246 353,345 586,895 283,507
BE BEBRIY Assets, Liabilities and
IR RS Minority Interests
BEE Total assets 3,903,920 2,798,706 2,540,541 2,571,403 1,902,301
meE Total liabilities (1,423,288) (719,390) (826,367) (1,268,075) (979,722)
DER R R Minority Interests (11,514) (12,514) (12,152) (31,968) (21,752)
2,469,118 2,061,802 1,702,022 1,271,360 900,827
iz AEEEE_TE=FR_ZTZTNF+=-F Note: The summary of the consolidated results of the Group for each of the two

ST RIEMEFESFZRARENER
RZEE=FR-_TTNF+_A=+—H
ZEERABEBEEEAANARMTIEE
HAZZTRF+—A+RAZERER -
BEAMEHREANEERITEBNZZV R
FE—BHFEMNHRR  WEARAREEZZT
TRE+-_A=+—BHIEFEFHRAH 2E
2T REBBE_ZTENFR_TZ+
F+_A=t+ALMETESEZLEAE
B UBRR-_ZEEAFR-_TTLHF+_A
=T RAZEREE  AERSHEREER
TN SRR BT B R 1438 ©

years ended 31 December 2003 and 2004 and of the assets and liabilities as
at 31 December 2003 and 2004 have been extracted from the Company’s
prospectus dated 15 November 2005. Such summary was prepared as if
the current structure of the Group had been in existence throughout these
financial years and is presented on the basis as set out in the annual report
of the Company for the year ended 31 December 2005. The consolidated
results of the Group for each of the two years ended 31 December 2006
and 2007 and the consolidated assets, liabilities and minority interests of
the Group as at 31 December 2006 and 2007 are those set out on pages
67 to 143 of the financial statements.
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