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SUMMARY

OVERVIEW

We were the largest manufacturer of edible collagen sausage casing products in the PRC from 2006
to 2008, according to the ranking published by China Meat Association ("B A& fh &) N, We trade
under our brand name “Shenguan” ([ #7&£ |) and our key production technologies in relation to edible
collagen sausage casings have been registered as patents with the SIPO. We are the first company to
obtain such patent registrations in the PRC. We are also accredited with ISO9001: 2000 Quality
Management System and HACCP Standards, and have obtained FDA registration for the export of our
products to the United States.

We are principally engaged in the manufacture and sale of edible collagen sausage casing products
in the PRC. To maintain our market leading position in the PRC, we are also committed to the research
and development of our products and manufacturing processes. As at the Latest Practicable Date, we had
106 production lines in operation at our two production bases in Wuzhou with an aggregate annual
production capacity of approximately 2,417 million meters of collagen sausage casings. For the years
ended 31 December 2006, 2007 and 2008 and the six months ended 30 June 2009, our revenue amounted
to RMB178.3 million, RMB259.3 million, RMB454.1 million and RMB317.2 million, respectively.

Our products can generally be classified into two main categories, namely Western-style sausage
casing and Chinese-style sausage casing. Set out below is a breakdown of our sales by product categories

during the Track Record Period:

Revenue by Product Categories

Year ended 31 December Six months ended 30 June
2006 2007 2008 2008 2009
RMB’000 % RMB’000 % RMB’000 % RMB’000 % RMB’000 %
Western-style collagen
sausage casing 122,578 68.8 198,791 76.7 395,511 87.1 170,087 87.5 291,673 92.0
Chinese-style collagen
sausage casing 55,701 31.2 60,500 23.3 58,542 12.9 24,382 12.5 25,525 8.0
Total 178,279 100.0 259,291 100.0 454,053 100.0 194,469 100.0 317,198 100.0

We have established our leading market position in our major market, the PRC, through the
development of a comprehensive range of edible collagen sausage casing products, the expansion of our
production capacities, the innovation of technologies and the continuous improvement in the quality of
our products. Revenue generated in the PRC accounted for 92.6%, 90.6%, 95.1% and 95.1% of our total
revenue for the years ended 31 December 2006, 2007 and 2008 and the six months ended 30 June 2009,
respectively. Our major customers in the PRC are medium to large scale sausage manufacturers. We also
generate sales to overseas markets including the U.S., Malaysia and South America.

Note: According to China Meat Association (7[5 A4 1# &), the ranking is based on its set of criteria including, but not limited

to, total assets, revenue, market share and market reputation.
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We have achieved rapid business growth during the Track Record Period. Our profit before tax
increased from RMB86.1 million for the year ended 31 December 2006 to RMB213.6 million for the year
ended 31 December 2008, representing a CAGR of approximately 57.5%. We were named by Forbes

Magazine, an international financial periodical, as one of the top 100 “China Up and Comers 2009 (2009

KA W i By g h /A3 (P ).

OUR COMPETITIVE STRENGTHS

We consider our principal competitive strengths to be the following:

(1)

(it)

(iii)

(iv)

)

(vi)

we are well-positioned to benefit from the growth of the processed meat product industry in
the PRC;

we have successfully developed and possess patented production technologies and will

continue to improve and maintain our production technologies at advanced level,

we have a very strong position in the collagen sausage casing industry in the PRC, and our

brand name is well recognized as a source of high quality products by our target clients;

we have a strong relationship with our customers including reputable manufacturers of

sausages and processed meat products in the PRC;

we have adopted stringent quality and food safety controls for our collagen sausage casing

products; and

we have an experienced and competent management team with proven ability to deliver

strong performance.

OUR BUSINESS STRATEGIES

We plan to aggressively exploit the growth in the PRC’s processed meat market by pursuing the

following business strategies:

()

(ii)

(iii)

(iv)

strengthen our leading position in the PRC’s rapidly growing collagen sausage casing

market and increase our market share;

leverage our patented technologies and existing production capacity to develop new

products, and pursue higher cost efficiency on a larger scale;

strengthen our existing customer base and develop new markets globally; and

further enhance our cost structure and operational efficiency.
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SUMMARY

SUMMARY HISTORICAL FINANCIAL INFORMATION

Our financial information included in this document has been prepared in accordance with Hong
Kong Financial Reporting Standards, or HKFRS. The following tables provide a summary of combined
financial data about our Company. We have derived the combined financial data for each of the three
years ended 31 December 2006, 2007 and 2008 and the six months ended 30 June 2009 from our audited
combined financial statements set forth in the Accountants’ Report in Appendix I to this document. The
summary combined financial data should be read together with, and is qualified in its entirety by

reference to, these combined financial statements, including the related notes.

Combined statements of comprehensive income

Six months ended

Year ended 31 December 30 June

2006 2007 2008 2008 2009
(Amount in RMB’000)
REVENUE 178,279 259,291 454,053 194,469 317,198
Cost of sales (75,678) (123,082) (203,971) (84,762) (120,774)
Gross profit 102,601 136,209 250,082 109,707 196,424
Other income and gains 2,579 4,747 3,882 1,943 3,921
Selling and distribution costs (4,579) (5,740) (7,153) (3,410) (5,196)
Administrative expenses (12,952) (17,550) (23,109) (11,220) (28,061)
Other expenses (386) (1,603) (1,240) (49) (86)
Finance costs (1,138) (1,074) (8,836) (4,112) (4,211)
PROFIT BEFORE TAX 86,125 114,989 213,626 92,859 162,791
Tax 2,136 13,647 (16,812) (6,855) (14,544)
PROFIT FOR THE YEAR/PERIOD 88,2601 128,636 196,814 86,004 148,247
Other comprehensive income - - - - 31

TOTAL COMPREHENSIVE INCOME
FOR THE YEAR/PERIOD 88,261 128,636 196,814 86,004 148,278

Attributable to:

Equity holders of our Company 84,817 120,932 172,853 77,529 129,066
Non-controlling interests 3,444 7,704 23,961 8,475 19,212
88,261 128,636 196,814 86,004 148,278
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Summary statements of financial position data

At 31 December At 30 June
2006 2007 2008 2009
(Amount in RMB’000)

Non-current assets 139,399 207,179 271,298 411,780
Current assets 94,053 129,512 194,609 433,822
Current liabilities 51,714 79,244 119,174 505,283
Non-current liabilities 18,000 66,000 56,038 170,142

Equity attributable to equity holders
of our Company 153,931 179,981 250,080 165,029
Non-controlling interests 9,807 11,466 40,615 5,148

Summary statements of cash flow data

Six months

Year ended 31 December ended 30 June
2006 2007 2008 2008 2009
(Amount in RMB’000)
Net cash inflow from
operating activities 91,507 108,105 265,840 91,207 163,664
Net cash outflow from
investing activities (51,668) (60,376) (86,646) (34,164) (198,245)
Net cash inflow/(outflow)
from financing activities (26,409) (49,341) (107,754) 12,830 207,024

PROFIT FORECAST FOR THE YEAR ENDING 31 DECEMBER 2009

(@]

DIVIDENDS

Subject to the Companies Law, through a general meeting we may declare dividends in any
currency but no dividend shall be declared in excess of the amount recommended by the Board. Our
Articles of Association provide that dividends may be declared and paid out of our profit, realized or
unrealized, or from any reserve set aside from profits which our Directors determine is no longer needed.
With the sanction of an ordinary resolution, dividends may also be declared and paid out of a share
premium account or any other fund or account which can be authorized for this purpose in accordance

with the Companies Law.
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Except insofar as the rights attaching to, or the terms of issue of, any Share(s) may otherwise
provide, (i) all dividends shall be declared and paid according to the amounts paid up on our Shares in
respect whereof the dividend is paid but no amount paid up on a Share in advance of calls shall for this
purpose be treated as paid up on our Share and (ii) all dividends shall be apportioned and paid pro rata
according to the amount paid up on our Shares during any portion or portions of the period in respect of
which the dividend is paid. Our Directors may deduct from any dividend or other monies payable to any
member or in respect of any Shares all sums of money (if any) presently payable by him to us on account

of calls or otherwise.

In addition, the declaration of dividends is subject to the discretion of our Directors, and the

amounts of dividends actually declared and paid will also depend upon the following factors:

. our earnings and profitability;

. our general business conditions;

o our financial condition;

. our operating requirements;

. our capital requirements;

. cash demand and cash flow;

. interests of our Shareholders; and

. any other factors which our Board may deem relevant.

Our future dividend payments to our Shareholders will also depend upon the availability of
dividends declared and distributed by our subsidiaries in the PRC. The PRC laws require that dividends
be paid out of the net profit calculated according to PRC accounting principles, which differ in many
aspects from HKFRS. The PRC laws also require enterprises located in the PRC to set aside part of their
net profit as statutory reserves before they distribute dividends. These statutory reserves are not available
for distribution as cash dividends. Distributions from our subsidiaries may also be restricted if they incur
losses or by any restrictive covenants in bank credit facilities or other agreements that we or our

subsidiaries may enter into in the future.

Any dividends on our Shares will be declared and paid in Hong Kong dollars on a per Share basis.

Any final dividend for a fiscal year will be subject to our Shareholders’ approval.

Our future dividend policy is that approximately 30% to 50% of our profits available for
distribution will be recommended for distribution for each financial year. We may distribute our
distributable profits from July 2009 to December 2009 (if any) to our Shareholders after the [@]. There is

no assurance that dividends of any amount will be declared or distributed in any year.
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SUMMARY

Our subsidiaries proposed RMB80.9 million, RMB117.6 million, RMB187.0 million and
RMB140.3 million in dividends to their then shareholders for profit generated during the years ended 31
December 2006, 2007 and 2008 and six months ended 30 June 2009, respectively. Historically, we made
payment of dividends based on our business and financial conditions as well as interests of the
shareholders of the subsidiaries at that time. All dividends payable for each year or period during the
Track Record Period will be settled before [@]. The principal source of funding for such dividend

payments was the cash inflow generated from our operations.
FUTURE PLANS AND USE OF PROCEEDS

(@]
RISK FACTORS

Our Group’s operations are subject to a number of risks, a detailed discussion of which is set out in
the section headed “Risk Factors” in this document.
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Risks Relating to Our Business

- Our current production capacity limits our ability to increase our revenue; increasing our
production capacity will require capital expenditure and management attention

- Our future production expansion projects may not achieve the intended economic benefits

- Our business depends on a stable and adequate supply of raw materials, which is subject to
price volatility and other risks

- We may face competition from international competitors or competition from other
substitutes for edible collagen sausage casing products which may affect our profits

- We may not be able to manage production cost-effectively

- We have experienced high growth during the Track Record Period and may not be able to
maintain similar growth levels in the future

- Product liability claims against us could result in significant costs or negatively affect our
reputation and could adversely affect our results of operations

- We may not maintain sufficient insurance coverage for the risks associated with our business
operations

- Our business is dependent on our manufacturing facilities. Severe damages to or shutdown
of operations at any of our major manufacturing facilities may have a material adverse effect
on our business, financial condition and results of operations

- We derive a substantial portion of our sales from the PRC. Any substantial changes in the
domestic demand of our products in the PRC may adversely affect our performance and

profitability

- We depend on a limited number of customers for a substantial portion of our revenue and a
loss of any one of our major customers could cause an adverse effect on our revenue

- As substantially all of our income is derived from the sales of edible collagen sausage casing
products, any adverse change in the demand for such products would have a material adverse
impact on our profitability

- We may fail in the development of new products

- We may not be able to adequately protect our intellectual property rights

- If there is any material change in our senior management or research and development team,
our business may be affected

- We cannot guarantee that our dividend policy will remain at the similar level declared and
paid during the Track Record Period

- The national and regional economies may be adversely affected by an outbreak of
epidemics, thereby affecting our business, financial condition and results of operation
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Legal

Risks

- The global financial markets have experienced significant deterioration and volatility
recently, which have had negative repercussions on the global economy and, as a result, may

adversely affect our business operations
and Regulatory Risks Relating to Our Industry
- Change in the existing food hygiene laws may affect our business

- Compliance with the laws, regulations or enforcement policies in the PRC or future changes

therein may affect our business
Relating to the PRC

- Changes in the economic, political and social conditions in the PRC could adversely affect

our business

- A recently enacted PRC tax law could increase the enterprise income tax rate applicable to
our operating businesses in China, which could have a material adverse effect on our results

of operations

- We may be deemed a PRC tax resident enterprise under the EIT Law and its implementation

regulations and be subject to PRC taxation on our worldwide income

- Interest and dividends payable by us to our foreign investors and gain on the sale of our
ordinary shares may become subject to withholding taxes under PRC tax laws, which may
materially and adversely affect your investment in our Shares

- Governmental control of currency conversion may affect the value of your investment

- Fluctuations in the exchange rate of RMB may adversely affect our business, financial
condition and results of operations

- Uncertainty with respect to the PRC legal system could affect our operations
- PRC regulation of direct investment and loans by offshore holding companies to PRC
entities may delay or limit our ability to use the proceeds of the [@] to make additional

capital contributions or loans to our PRC operating businesses

- It may be difficult to enforce against us, our Directors or our senior management in the PRC
any judgments obtained from non-PRC courts
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DEFINITIONS

In this document, unless the context otherwise requires, the following defined terms and

expressions shall have the following meanings:

“Access Asia” Access Asia Limited, an industry research company and an
Independent Third Party

“Access Asia Report” the report headed “Fresh & Processed Meat in China 2009:
A Market Analysis” published by Access Asia

“Accountants’ Report” the accountants’ report on our Group for the years ended 31
December 2006, 2007 and 2008 and the six months ended
30 June 2009 prepared by Ernst & Young, the text of which
is set out in Appendix I to this document

“Articles” or “Articles of Association” the articles of association of our Company adopted on 19
September 2009, a summary of which is set out in
Appendix VI to this document

“associate(s)” has the meaning ascribed to it under the [@]
“Board” the board of Directors
“Brighten Lane” Brighten Lane Limited (52 & A R/A 7)), a company

incorporated in the BVI with limited liability on 2 January
2009, the entire issued share capital of which is owned by
Mr. Low, and a shareholder holding approximately 20.84%
equity interest in Rich Top Future, one of our Controlling
Shareholders

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

“BVI” the British Virgin Islands

“C.T. Company” C.T. Company (BIAAFLHMIZF]), an entity registered in
California, the U.S. and owned by Mr. Wei at relevant
times, and a former shareholder of Wuzhou Shenguan

“C&F” Commerce & Finance Law Offices (4 i il S5 15 FT), our
PRC legal adviser

“CAGR” compound annual growth rate

“Companies Law” the Companies Law, Cap 22 (Law 3 of 1961, as
consolidated and revised) of the Cayman Islands
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“Cheng Sheng” Cheng Sheng International Company Limited, a company
incorporated in the BVI with limited liability on 18
October 2007, the entire issued share capital of which is
owned by Mr. Wei, and a Shareholder holding
approximately 1.62% equity interest in our Company upon

(@]

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

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

“Company” or “our Company” Shenguan Holdings (Group) Limited (#1755 (42 ) A
P/ 7]), a company incorporated in the Cayman Islands
with limited liability on 24 February 2009, or where the
context refers to any time prior to its incorporation, those
businesses and operations which were assumed by it
pursuant to the Reorganization, or where the context
requires, any of the businesses and operations that is or was
carried on by any member of our Group

“connected person(s)” has the meaning ascribed to it under the [@]

“Controlling Shareholder(s)” has the meaning ascribed thereto under the [@] and for the
purpose of this document, means Ms. Zhou, Hong Kong
Shenguan, Glories Site, Xian Sheng and Rich Top Future

“CT Agency Agreement” the agency agreement dated 22 September 2009 entered
into between C.T. Company and Wuzhou Shenguan to
engage C.T. Company to act as our agent for locating new
clients of our Group in South America

“CT Sale and Purchase Agreement” the sale and purchase agreement dated 19 September 2009
entered into between C.T. Company (as purchaser) and
Wuzhou Shenguan (as seller) for the sales of our products

“Director(s)”’ director(s) of our Company

“DTZ” DTZ Debenham Tie Leung Limited, an independent
professional property valuer

“Ernst & Young” Ernst & Young, our reporting accountants

10—
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“Euro”

“Excel Gather”

“Exceltech”

“Exceltech Sale and Purchase
Agreement”

“FDA”

“First Acquisition Agreement”

“Forever Gather”

“Full Win”

“GBP”

“GDP”

“GFA”

“Glories Site”

the official currency of the European Union’s Eurozone

Excel Gather Limited (GBEAMRAH), a company
incorporated in Hong Kong with limited liability on 13
February 2009 and an indirect wholly-owned subsidiary of
our Company

Exceltech Enterprise (# R T2 3), a sole proprietorship
registered in Malaysia and owned by Mr. Low at relevant
times, and a former shareholder of Wuzhou Shenguan

the sale and purchase agreement dated 19 September 2009
entered into between Exceltech (as purchaser) and Wuzhou
Shenguan (as seller) for the sale of our products

The United States Food and Drug Administration

the sale and purchase agreement dated 5 November 2004
entered into among SASAC Wuzhou and Wuzhou
Zhongheng (as vendors), and Exceltech and C.T. Company
(as purchasers), in relation to the sale and purchase of the
entire ownership rights, including all assets and liabilities,
of Wuzhou Protein Factory

Forever Gather Limited (GfHAFRAF]), a company
incorporated in Hong Kong with limited liability on 26
February 2009 and an indirect wholly-owned subsidiary of
our Company

Full Win Consultants Limited (W& B AERAFD), a
company incorporated in the BVI with limited liability on 2
January 2009 and a direct wholly-owned subsidiary of our
Company

pound sterling, the lawful currency of the United Kingdom
of Great Britain and Northern Ireland

gross domestic product

gross floor area

Glories Site Limited (il #A B/ ) (formerly known as
Glories Site Limited (A FRZATA)), a company
incorporated in the BVI with limited liability on 3 March

2009, a direct wholly-owned subsidiary of Hong Kong
Shenguan, and one of our Controlling Shareholders

—11 =



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

Proof Information Pack.

DEFINITIONS

“GREEN Application Form(s)”

EEINNT3

“Group”, “our Group”,
“We” Or “us”

“Guangxi”

“HK$” or “HK dollars”

“HKFRS”

“Hong Kong”

“Hong Kong Shenguan”

“Independent Third Party(ies)”

“Jumbo Gain”

“Junye Sale and Purchase Agreement”

“Latest Practicable Date”

“Memorandum”

“MOFCOM”

the application form(s) to be completed by HK eIPO White
Form Service Provider designated by our Company

our Company and its subsidiaries

W e AR H I  (Guangxi Zhuang Autonomous
Region, the PRC)

Hong Kong dollars, the lawful currency of Hong Kong
Hong Kong Financial Reporting Standards

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

Shenguan Biology Science & Technology Investment
Company Limited (fiddMWFRHEKERRAE), a
company incorporated in Hong Kong with limited liability
on 22 November 2005, the entire issued share capital of
which is owned by Ms. Zhou, and one of our Controlling
Shareholders

person(s) or parties who, to the best knowledge and belief
of our Directors after having made all reasonable enquiries,
are not connected persons of our Company

Jumbo Gain Developments Limited (Gel#5 %% /& A FR/AF)
(formerly known as Jumbo Gain Developments Limited (#£
Hr#% e A /A7), a company incorporated in the BVI
with limited liability on 2 January 2009 and a direct
wholly-owned subsidiary of our Company

the sale and purchase agreement dated 19 September 2009
entered into between Wuzhou Shenguan (as purchaser) and
Wuzhou Junye Printing Material (as seller) for the sale of
inner packaging materials

21 September 2009, being the latest practicable date for the
purpose of ascertaining certain information contained in

this document prior to its publication

the memorandum of association of our Company adopted
on 19 September 2009

HhEE N RILANE RS (Ministry of Commerce of the
PRC)
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DEFINITIONS

“Mr. Low”

“Mr. Sha”

“Mr. Wei”

“Ms. Zhou”

“PRC Government” or
“State”

“Reorganization”

“Rich Top Future”

“RMB” or “Renminbi”

“SAFE”

“SASAC Wuzhou”

“Second Acquisition Agreement”

Mr. Low Jee Keong (¥ T % %:/E), a non-executive
Director

Mr. Sha Shuming (W& JE4:), the spouse of Ms. Zhou
Mr. Wei Cheng, a director of Wuzhou Shenguan

Ms. Zhou Yaxian (J&EE1lZ =), the Chairman of our
Company, an executive Director and one of our Controlling
Shareholders

mu (#A), a unit of area commonly used in China. 1 mu =
666.67 square meters

the central government of the PRC, including all
governmental subdivisions (including provincial,
municipal and other regional or local government entities)

the reorganization of our Group in preparation for the [@],
the details of which are set out in Appendix VII to this
document

Rich Top Future Limited (& # AR F]), a company
incorporated in the BVI with limited liability on 19
February 2009 and is owned as to approximately 65.45%
by Glories Site, approximately 20.84% by Brighten Lane
and approximately 13.71% by Sky Green, and one of our
Controlling Shareholders

the lawful currency of the PRC

Hh R B 4 A EAE B JR) (the State Administration of Foreign
Exchange of China), the PRC governmental agency
responsible for matters relating to foreign exchange
administration

hE E M N R BN A E R EAEE
5 ®r(State-owned Assets Supervision and Administration
Commission of The People’s Government of Wuzhou,
Guangxi, the PRC)

the sale and purchase agreement dated 30 November 2004
entered into among Exceltech and C.T. Company (as
vendors) and Wuzhou Shenguan (as purchaser), in relation
to the sale and purchase of the entire ownership rights,
including all assets and liabilities, of Wuzhou Protein
Factory
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DEFINITIONS
“SFC” the Securities and Futures Commission of Hong Kong
“SFO” the Securities and Futures Ordinance, Chapter 571 of the

Laws of Hong Kong, as amended, supplemented or
otherwise modified from time to time

“Share(s)” the ordinary share(s) in the share capital of our Company
with a nominal value of HK$0.01 each

“Shareholder(s)” holder(s) of our Shares

“Share Option Scheme” the share option scheme conditionally adopted by our
Company on 19 September 2009, the principal terms of
which are set out in the paragraphs headed “Share Option
Scheme” in Appendix VII to this document

“Shenguan Biological” R T A 9EE 2R P B SEBR ¥ AT BR A W] (Wuzhou Shenguan
Biological Industrial Development Limited), a company
established in the PRC with limited liability on 8 April
2008 and a non-wholly owned subsidiary of our Company

“Shengguan BVI” Shengguan Limited (&7 A PR/ 7]), a company incorporated
in the BVI with limited liability on 21 April 2008 and is
owned as to 57.21% by Xian Sheng, 25.80% by Wealthy
Safe and 16.99% by Cheng Sheng

“Shenguan Industrial” Shenguan Industrial Company Limited (#7eE 2A R2A
A]), a company incorporated in the BVI with limited
liability on 21 April 2008 and a direct wholly-owned
subsidiary of our Company

“Shenguan Investments” Shenguan Investments Company Limited (#f 7 #% & A R 24
A]), a company incorporated in Hong Kong with limited
liability on 30 April 2008 and an indirect wholly-owned
subsidiary of our Company

“Shensheng Jiaoyuan” RN T p AR B IR R AT R A Al (Wuzhou Shensheng
Collagen Products Limited), a company established in the
PRC with limited liability on 29 April 2009 and a
non-wholly owned subsidiary of our Company

“SIPO” FREE N R I A KAk ERER  (State Intellectual
Property Office of the PRC), the PRC governmental agency
responsible for matters relating to intellectual properties
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DEFINITIONS

“Sky Green”

“sq.ft.”

113 ’

sq.m.

“[@]” or “Hong Kong
[.]”

“subsidiary(ies)”

“Substantial Shareholder(s)”

“Track Record Period”

“Takeovers Code”

“US$” or “U.S. dollars”

“U.S.” or “United States”

“Wealthy Safe”

“WTO”

“Wuzhou”

“Wuzhou Government”

Sky Green Limited (KA /A 7)), a company incorporated
in the BVI with limited liability on 3 March 2009, the
entire issued share capital of which is owned by Mr. Wei,
and a shareholder holding approximately 13.71% equity
interest in Rich Top Future, one of our Controlling
Shareholders

square feet(s)
square meter(s)

The (@] of Hong Kong Limited, a wholly-owned subsidiary
of the Hong Kong Exchanges and Clearing Limited

has the meaning ascribed to it under section 2 of the
Companies Ordinance

has the meaning ascribed thereto under the [@] and for the
purpose of this document, referring to Ms. Zhou, Hong
Kong Shenguan, Glories Site, Xian Sheng and Rich Top
Future

the years ended 31 December 2006, 2007 and 2008 and the
six months ended 30 June 2009

the Codes on Takeovers and Mergers and Share
Repurchases issued by the SFC

United States dollars, the lawful currency of the United
States

the United States of America, its territories, its possessions
and all areas subject to its jurisdiction

Wealthy Safe Management Limited, a company
incorporated in the BVI with limited liability on 28 March
2008, the entire issued share capital of which is owned by
Mr. Low, and a Shareholder holding approximately 2.47%
equity interest in our Company upon [@]

The World Trade Organization
Wuzhou City, Guangxi, the PRC

R B S AE N T N EBUR (The People’s Government of
Wuzhou, Guangxi)
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DEFINITIONS

“Wuzhou Huaqiang” F& M 258 & 5 A FR/AF (Wuzhou Huagiang Food
Company Limited), a sino-foreign cooperative joint
venture established in the PRC on 26 May 1993, which was
owned as to 75% by Wuzhou Shenguan and 25% by
Exceltech before its de-registration on 31 December 2006

“Wuzhou Junye Printing Material” 0 % 2 AR BN R A PR 2 7] (Wuzhou Junye Trademark
Printing Material Co., Ltd.), a company established in the
PRC with limited liability on 21 January 2001, the
registered capital of which is owned as to 90% by Mr. Sha
and 10% by Mr. Sha Junqi (277 %54E), the son of Mr.
Sha and Ms. Zhou, and therefore a connected person of our
Company

“Wuzhou Protein Factory” F& JH T 28 A M5 A< (Wuzhou Protein Casing Factory), a
State-owned factory established in July 1989

“Wuzhou Sanjian” J& VG AG N = Hi W BEATBR/A F] (Guangxi Wuzhou Sanjian
Medicine Co. Ltd.), a company established in the PRC with
limited liability on 11 December 2002 and the registered
capital of which is owned as to 97.67% by Mr. Sha and
2.33% by Mr. Sha Weiming (W& B 554), a cousin of Mr.
Sha, and therefore a connected person of our Company

“Wuzhou Shenguan” M A e B 1 B A BRA R (Wuzhou Shenguan Protein
Casing Co., Ltd.), a sino-foreign equity joint venture
enterprise established in the PRC on 26 November 2004,
the registered capital of which is owned as to 97% by our
Group and 3% by Wuzhou Xiansheng, and a non-wholly
owned subsidiary of our Company

“Wuzhou Xiansheng” B T 5t B B D 2 1 ol S IR BS A PR A W] (Wuzhou
Xiansheng Collagen Technologies Advisory Services
Company Limited), a company established in the PRC with
limited liability on 28 May 2006, the registered capital of
which is owned as to 36.80% by Mr. He Xiangji (fil#£ i 5¢
4, 35.60% by Ms. Zhou, 4.60% by Mr. Ru Xiquan (%fi %
A42E), 4.60% by Ms. Cai Yueqing (28 1%t 1), 4.60%
by Mr. Shi Guicheng (Jifi & i5EE), 4.60% by Mr. Mo
Yunxi (33 5 /52E), 4.60% by Mr. Li Baowei (ZRARMESEA),
4.60% by Ms. Li Ying (422 1), and a minority shareholder
holding 3.00% equity interest in Wuzhou Shenguan

“Wuzhou Xingke” JE PG IN ERE T AR A (Guangxi Wuzhou Xingke
Electronic Company Limited), a company established in the
PRC with limited liability on 31 December 2005 and a
non-wholly owned subsidiary of our Company which was
under de-registration process as at the Latest Practicable Date
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DEFINITIONS

“Wuzhou Zhongheng” JEE VG A N e 4R F R A A PR A F] (Guangxi Wuzhou
Zhongheng Group Co., Ltd.), a company established in the
PRC with limited liability, the issued A shares of which are
listed on the Shanghai Stock Exchange (Shanghai Stock
Code: 600252) and an Independent Third Party

“Xian Sheng” Xian Sheng Limited (/& ABAF), a company
incorporated in the BVI with limited liability on 5 June
2008, a wholly-owned subsidiary of Hong Kong Shenguan
and one of our Controlling Shareholders

“Xiansheng Division” R AL B 2 1 B A A4 #0558 (Wuzhou Xiansheng
Collagen Technologies Advisory Division), a partnership
established in the PRC on 24 November 2004, which was
owned as to 95.40% by Ms. Zhou and 4.60% by Ms. Cai
Yueqing (%5 H W% 1) before its de-registration on 8
October 2006

“Zhongjing Zongheng” At o Hp KR4 R SC T 95 BE (Beijing Zhongjing Zongheng
Economic Research Institution), an industry and market
research and project consultancy services provider, and an
Independent Third Party

“Zhongjing Zongheng Report” the report headed €2009-2010%F H [ 55 4< B 5 7 85 W 7%
T B4 ) (“Market research and forecast report on the
sausage casings market in the PRC for 2009 — 20107)
published by Zhongjing Zongheng

“%” per cent.

In this document, unless otherwise stated, certain amounts denominated in Renminbi have been
translated into HK dollars or U.S. dollars and vice versa at an exchange rate of RMB1.00 = HK$1.137 or
RMB6.816 = US$1.00, respectively, and certain amounts denominated in U.S. dollars have been
translated into HK dollars and vice versa at an exchange rate of US$1.00 = HK$7.750, in each case, for
illustration purposes only. Such conversions shall not be construed as representations that amounts in
Renminbi or U.S. dollars were or may have been converted into those currencies and vice versa at such

rates or any other exchange rates.
Certain amounts and percentage figures included in this document have been subject to rounding
adjustments. Accordingly, figures shown as totals in certain tables may not be an arithmetic aggregation

of the figures preceding them.

In this document, if there is any inconsistency between the Chinese names of the entities or

enterprises established in China and their English translations, the Chinese names shall prevail.
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GLOSSARY

“artificial casing”

“biotechnology”

“cellulose”

“Chinese-style sausage casing”

(h XA

“collagen”

bl

“collagen sausage casing’

“glycerol”

“HACCP”

“ISO”

“natural casing”

“sausage casing”

“Western-style sausage casing”

(P A)

a sausage casing which is not a natural casing, usually
made of collagen, cellulose or plastic

the technology for improving the quality of products, or
refining the breed of plants or animals using living
organisms or substances from living organisms or the
technology for cultivation of micro-organisms for specific
purposes, or the process of industrializing biological
creatures, systems or processes

a natural substance that forms the cell walls of all plants
and trees and is used in the manufacturing of food
products, drugs, plastics, paper and other products

Chinese-style sausage casing including wind-dried sausage

casing (JEFZ FIGAK)

a helical fiber protein consisting of a bundle of three
peptide chains and that forms approximately 20% to 30%
of animals’ connective tissues

a sausage casing that is made from collagen materials

a colorless, odorless and viscous liquid chemical compound
widely used in food manufacturing and pharmaceutical
formulations

Hazard Analysis And Critical Control Point, a management
system in which food safety is addressed through the analysis
and control of biological, chemical, and physical hazards from
raw material production, procurement and handling, to
manufacturing, distribution and consumption of the finished
products

International Organization for Standardization standards for
quality management which are primarily concerned with what
an organization does to ensure that its products conform to
customer and applicable regulatory requirements and which set
requirements for what an organization must do to manage
processes influencing product quality

a sausage casing made from the intestine of an animal

the tubular material for enclosing different types of fillings of
sausages

Western-style sausage casing including colored sausage casing

(& BB A<), smoked sausage casing (B R 5 4<) and fresh
meat sausage casing (% B %H 115 4<)
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FORWARD-LOOKING STATEMENTS

This document contains forward-looking statements, including, but without limitation to, the
words and expressions such as “expect”, “believe”, “plan”, “intend”, “estimate”, “anticipate”, “may”,
“seek”, “will”, “would” and “could” and the negative of these words or other similar expressions or
statements, in particular, in the sections entitled “Business”, “Financial Information” and “Future Plans
and Use of Proceeds” in this document in relation to future events, business or other performance and
development, the future development of our industry and the future development of the general economy
of our key markets and globally.

These statements are based on numerous assumptions regarding our present and future business
strategy and the environment in which we will operate in the future. These forward-looking statements
reflecting our current views with respect to future events are not a guarantee of future performance and
are subject to certain risks, uncertainties and assumptions, including the risk factors described in this

document, and the following:

. our business and operating strategies and our ability to implement such strategies;

. our capital expenditure and expansion plans;

. our ability to further develop and manage our expansion projects as planned;

. our operations and business prospects;

. various business opportunities that we may pursue;

o our financial condition;

. the availability and costs of bank loans and other forms of financing;

. our dividend policy;

. the regulatory environment of our industry in general;

. the performance and future developments of the sausage casing market in the PRC where we

conduct our operation;

. the general outlook of the sausages market in the PRC and the world;

. changes in political, economic, legal and social conditions in the PRC, including the

specific policies of the PRC Government and the local authorities in the regions where we

operate;
. changes in competitive conditions and our ability to compete under these conditions;
. changes in currency exchange rates; and
. other factors beyond our control.
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FORWARD-LOOKING STATEMENTS

The forward-looking events and circumstances discussed in this document might not occur in the
way we expect, or at all. Accordingly, you should not place undue reliance on any forward- looking
information. All forward-looking statements contained in this document are qualified by reference to the

cautionary statements set out in this section.
In this document, statements of or references to the intentions of our Company or any of our

Directors are made as at the date of this document. Any such intentions may potentially change in light of
future developments.
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RISK FACTORS

RISKS RELATING TO OUR BUSINESS

Our current production capacity limits our ability to increase our revenue; increasing our
production capacity will require capital expenditure and management attention

As we currently operate much of our equipment at or near its full capacity, our ability to respond to
increasing demand for our products and growth in our revenue is limited by our production capacity.
Therefore, for us to make significant increases to our revenue will require us to expand such production
capacity. Successful expansion of our capacity will require significant capital expenditure. In addition, it
will require us to properly select, install and integrate our new production lines with our existing
operations, and hire, train and manage additional production personnel to successfully increase our
production capacity. Delays for any reason in our plans to increase our capacity would limit our ability to
increase our sales volume. In addition, if we fail to increase production and do not have sufficient

capacity to satisfy the demand for our products, our relationship with customers could be harmed.
Our future production expansion projects may not achieve the intended economic benefits

As we currently operate at or near our full production capacity, significant future growth in our
revenue will require expansion of our production facilities, which in turn will require substantial capital
expenditure. For the year ended 31 December 2008, we made capital expenditure of RMB110.9 million in
connection with the expansion of our operations, of which RMB73.5 million was made in connection
with the construction of our new production plant at Wuzhou Industrial Park (F5JN i T.25 [ &), We
estimate that capital expenditure for the expansion of production capacity in 2009 and 2010 will amount
to an aggregate of RMB715.4 million. The construction of new facilities is subject to various potential
problems and uncertainties, and may be delayed or adversely affected by a number of factors beyond our
control, including the failure to obtain regulatory approvals and permits, delays in the delivery or
installation of equipment by our suppliers, difficulties in integrating new equipment with our existing
facilities, shortages in materials or labor, defects in design or construction, diversion of management
resources, or insufficient funding or other resource constraints. Moreover, actual costs for construction
may exceed our budgets. As a result of construction delays, cost overruns, changes in market
circumstances or other factors, we may not be able to achieve the intended economic benefits from the
construction of new facilities, which in turn may materially and adversely affect our business, prospects,

financial condition and results of operations.
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RISK FACTORS

Our business depends on a stable and adequate supply of raw materials, which is subject to price
volatility and other risks

Our production volume and production costs are dependent on our ability to source at acceptable
prices and maintain a stable and sufficient supply of raw materials such as cattle’s inner skins and
packaging materials. We procure all our raw materials in domestic markets. If we are unable to obtain raw
materials in the quantities and of a quality that we require, the volume or quality of our production and
our revenue may be adversely affected. We expect that our raw material price will continue to fluctuate
and be affected by inflation in the future. Price changes to our raw materials may result in unexpected
increases in production and packaging costs, and if we are unable to manage these costs or to increase the

prices of our products to offset these increased costs, our profitability will decrease.

The principal raw material we use for production of edible collagen sausage casing products is
cattle’s inner skins, which we purchase from the suppliers in the PRC. We cannot be sure that our supply
of cattle’s inner skins will not be disrupted. For example, if there is any outbreak of mad-cow disease,
foot and mouth disease or any other epidemic that impacts cattle in the PRC, cattle’s inner skins may not
be obtainable from our PRC suppliers and we may be forced to purchase cattle’s inner skins from

overseas suppliers at a higher cost. Accordingly, our business and profitability may be adversely affected.

We may face competition from international competitors or competition from other substitutes for
edible collagen sausage casing products which may affect our profits

The PRC market for processed meat products is growing rapidly and therefore may attract
international competitors looking for sales expansion. Some of our overseas competitors may take
measures such as establishing production lines in the PRC or reducing price of their products to gain
entry into the PRC market. This may cause us to experience downward pressure on our price and profit

margins.

We may also face competition from other substitute products for edible collagen sausage casing
products such as natural sausage casing or the development of new sausage-wrapping technologies such
as co-extrusion technologies which enable sausages to become casing-free. If our customers prefer any of
the substitutes for edible collagen sausage casing products over our products, or the substitute products
are able to be produced at lower price than our products, or the development of new technologies
otherwise achieves maturity and receives market acceptance, our business and profitability may be

adversely affected.

We may not be able to manage production cost-effectively

A number of factors, many of which are beyond our control, may cause delays in the delivery of our
products, or increase our cost of production, which may negatively affect our profitability. These factors
include manufacturing difficulties, supply disruptions and defects in raw materials or equipment. In
addition, our profit margins are significantly influenced by our ability to maintain high production yields
and capacity utilization. If we are unable to streamline and improve the efficiency of our production
facilities or if we face technological difficulties in our production processes, it may adversely impact our

ability to maintain our cost competitiveness.
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RISK FACTORS

During the Track Record Period, we maintained a high level of utilization at our production
facilities in Wuzhou. However, we commenced production at our new production plant in Wuzhou in
November 2008 and we cannot assure you that we will be able to maintain the high utilization rates that
have allowed to achieve cost effective production in the future. In extended periods of low demand, we
may experience relatively low capacity utilization rates in our operations which may have a material
adverse effect on our business, prospects, financial condition and results of operations.

We have experienced high growth during the Track Record Period and may not be able to maintain
similar growth levels in the future

We have experienced significant growth and expansion over the Track Record Period. In 2007 and
2008, we increased our production capacity by 50.0% and 51.1%, and our sales by 45.4% and 75.1%,
respectively. While we plan to continue to devote significant attention and resources to the expansion of
our operations and revenue, we may not be able to continue this rate of growth in future periods. As a
result, investors should not place undue reliance on our past performance.

We expect our future growth to place significant demand on us and require us to continuously
evolve and improve our operational, financial and internal controls across the organization. In particular,
our continued expansion will increase the challenges involved in:

. effectively managing larger scale production;
. attracting, training, motivating and retaining qualified personnel;
. adhering to health, safety, environment, and quality and process execution standards that

meet our clients’ expectations;
. managing the logistics, utility and supply needs of our expanded operations; and
. maintaining adequate control over our expenses.

In addition, maintaining our future growth will also depend on other extrinsic factors such as the
global economy and market trends. As we cannot be sure that our efforts will be successful or external
factors will remain favorable to us in the future, we may not achieve the growth and profitability targets
we have set for our company.

Product liability claims against us could result in significant costs or negatively affect our
reputation and could adversely affect our results of operations

We supply products used in the production of food, and also manufacture and sell a limited amount
of dried meat products under our brand name “Shenguan” ([ 7% ] ). As we operate in the food industry,
we may be subject to liabilities arising from food contamination. For example, we may encounter product
liability claims by consumers and receive administrative warnings from government authorities in
connection with the quality of our products. If food contamination incidents occur in our production or
delivery processes, we may be required to pay compensation to consumers, pay administrative fines and
penalties and be ordered to suspend or cease production. Any such incident would likely generate
negative publicity, resulting in a loss of consumer confidence and goodwill, which in turn may lead to a
reduction in our sales and profitability. Further, we could be subject to such claims or liabilities based on
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RISK FACTORS

contamination caused by the suppliers from whom we purchase raw materials, or caused by our customers
that use our products in the manufacture of their products and sell to their end customers. However, there
is no guarantee that in any action for food contamination or other product liability actions, that such
suppliers or customers would be found liable, or if found liable, that they would have the resources to
satisfy any judgements or fines, in which case we may be forced to meet such obligations. We do not
maintain any product liability insurance that would help us to cover the costs of any potential product
liability claims as such insurance is not compulsory in the PRC and is not in accordance with industry
practice. Although we have never experienced any warranty or product liability claims, we cannot assure
you that we will not experience material losses arising from product liability claims in the future.

We may not maintain sufficient insurance coverage for the risks associated with our business
operations

Risks associated with our production and sale of collagen sausage casing products include damage
to production facilities, environmental pollution, transportation damages and delays, food safety and
risks posed by natural disasters, any or all of which may affect our business operations. Further, we may
be unable to obtain or maintain insurance policies covering risks associated with natural disasters,
business interruption or environmental damages arising from our production activities. Therefore, if we
incur any losses which are not covered by our insurance policies, or the amount of compensation we
receive from our insurer is significantly less than our actual loss, our financial condition could be
adversely affected.

Our business is dependent on our manufacturing facilities. Severe damages to or shutdown of
operations at any of our major manufacturing facilities may have a material adverse effect on our
business, financial condition and results of operations

We currently conduct all of our operations at our manufacturing facilities at Wuzhou. Our facilities
are subject to operation risks, such as the breakdown or failure of our major equipment, power supply or
maintenance, performance below expected levels of output or efficiency, obsolescence, labor disputes,
natural disasters, industrial accidents and the need to comply with the directives of relevant government
authorities. The occurrence of any of these risks could affect our operating results. In particular, Wuzhou
has been among the areas most adversely affected by flooding in Guangxi, and we cannot assure you that
flooding which may occur in the future will not cause our production facilities to suffer damage or will
not otherwise interrupt our operations. Because all of our production facilities are located in the two
production plants in Wuzhou in close proximity, any condition which halted or severely restrained
production in that location, such as flooding, earthquake, fire or weather conditions, may result in a
material adverse effect on our results of operations and if continued, our business prospects.

We are required to carry out planned shutdowns of our plants for maintenance, statutory
inspections and testing. We also shut down plants for capacity expansion and equipment upgrades.
Although we take precautions to minimize the risk of any significant operational problems at our
facilities, our business, financial condition and results of operations may be adversely affected by any
disruption of operations at our facilities, whether caused by any of the factors mentioned above or
otherwise.

We derive a substantial portion of our sales from the PRC. Any substantial changes in the domestic
demand of our products in the PRC may adversely affect our performance and profitability

During the Track Record Period, our sales were mainly derived from the PRC market. We
anticipate that our sales in the PRC will continue to represent a significant proportion of our total revenue

_24 _



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

RISK FACTORS

in the near future. Accordingly, our operating results and financial position are largely subject to the
economic, political, social and legal developments in the PRC as well as changes in the domestic demand
for our products in the PRC. There is no assurance that such changes in the PRC will not adversely affect
our performance and profitability.

We depend on a limited number of customers for a substantial portion of our revenue and a loss of
any one of our major customers could cause an adverse effect on our revenue

We are dependent on a limited number of customers for a substantial portion of our business. For
the years ended 31 December 2006, 2007 and 2008 and the six months ended 30 June 2009,
approximately 40.3%, 42.6%, 56.7% and 60.3% of our revenue, respectively, were derived from sales to
our top five customers. During the same period, our single largest customer accounted for approximately
13.9%, 19.9%, 37.8% and 44.4%, respectively, of our total revenue. We expect that we will continue to
depend on a relatively limited number of customers for a significant portion of our revenue because of the
concentration of demand for our services. The ability to maintain close and satisfactory relationship with
our customers is important to the future success of our business. None of our customers is presently
obligated to purchase our sausage casing products or provide us with binding forecasts of purchases for
any period. If any of our significant customers reduce, delay or cancel their orders, our revenue may be
reduced.

As substantially all of our income is derived from the sale of edible collagen sausage casing
products, any adverse change in the demand for such products would have a material adverse
impact on our profitability

As the PRC’s largest manufacturer of edible collagen sausage casing products, we generate
substantially all of our income from manufacturing and selling these products and we expect that we will
continue to generate significantly all of our income from sales of these products in the near term. We
therefore depend significantly on the growth in the demand for sausage and other processed meat
products for the growth in our business. We compete with other manufacturers of collagen sausage casing
products, as well as alternative products, for our sales in the PRC and globally. Given our reliance on this
one product line, our results of operations would be negatively impacted if there were adverse changes in
the demand for these products or if our target customers chose to purchase these products from other
suppliers.

We may fail in the development of new products

The processed meat product industry in which we compete is growing and experiencing changes in
consumer preference and demand. As a result, we must strive to stay abreast of product trends in order to
maintain our competitive position. In addition, we must continuously refine our manufacturing processes
and technology to improve our production efficiency and capacity utilization. To achieve these goals, our
expenses in research and development for the years ended 31 December 2006, 2007, 2008 and the six
months ended 30 June 2009, amounted to RMB1.6 million, RMB11.1 million, RMB23.1 million and
RMB11.7 million, respectively. We cannot assure you that we will be successful in developing new
products that our customers may require, or acquiring any new technologies required to produce such
products. In addition, we may devote considerable time, management attention and expenditures to
develop new products that ultimately do not achieve commercial success in our market place. If we invest
heavily in developing a new product which cannot be successfully completed or does not achieve market
acceptance, our ability to grow our revenue and profitability may be adversely affected.
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We may not be able to adequately protect our intellectual property rights

We have developed trademarks, patents, know-hows, processes, technologies and other intellectual
property rights that are of significant value to us. In particular, we have obtained registered patents in the
PRC for certain production methods we employ in manufacturing our products, which will expire in 2015
and 2016. There can be no assurance that any of our intellectual property rights will not be challenged,
misappropriated or circumvented by third parties. In addition, the legal regime governing intellectual
property in the PRC is still evolving and the level of protection of intellectual property rights in the PRC
may differ from those in other jurisdictions. In the event that the steps we have taken and the protection
provided by law do not adequately safeguard our intellectual property rights, we could suffer losses in
profits due to the sales of competing products that exploit our intellectual property rights.

If there is any material change in our senior management or research and development team, our
business may be affected

Our success, to a great extent, has been attributable to the expertise and experience of our senior
management and our research and development team in the collagen sausage casing industry. Moreover,
our daily operation and performance rely heavily on our senior management, while the development and
reliability of our products and production processes rely closely on our research team. Should there be
any material change in the composition of our senior management or research and development team, our
business operation may be adversely affected.

We cannot guarantee that our dividend policy will remain at the similar level declared and paid
during the Track Record Period

During the Track Record Period, our subsidiaries proposed dividends in an aggregate amount of
approximately RMBS80.9 million, RMB117.6 million, RMB187.0 million and RMB140.3 million,
respectively, to their then shareholders for profit generated during the years ended 31 December 2006,
2007 and 2008 and the six months ended 30 June 2009, respectively. The dividend payments were
financed by cash generated from our operating profits. Potential investors should note that such prior
dividend distributions should not be considered as interpretation of our dividend policy. We expect that
future proposals on dividend distribution will be based on our profitability, financial condition, cash
demand and cash flow and other relevant factors as assessed at the time dividends are considered.

Details of our dividend policies are set out in the paragraph headed “Dividends” under the section
headed “Financial Information” in this document.

The national and regional economies may be adversely affected by an outbreak of epidemics,
thereby affecting our business, financial condition and results of operation

The outbreak of any severe communicable disease in the PRC or elsewhere could have a material
adverse effect on the overall business sentiment and environment in the PRC. This situation in turn may
have a material adverse effect on domestic consumption and, possibly, the PRC’s overall GDP growth. As
substantially all of our revenue is currently derived from our PRC operations, any contraction or
slowdown in the growth of domestic consumption or GDP may materially and adversely affect our
business, prospects, financial condition and results of operations. In addition, if our employees are
affected by any severe communicable disease, we may be required to close our facilities or institute other
measures to prevent the spread of the disease, which may materially and adversely affect or disrupt our
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production. The spread of any severe communicable disease in the PRC may also affect the operations of
our customers and suppliers, which may in turn have a material adverse effect on our business and
profitability.

The recent outbreak of Influenza A (HIN1), also widely known as “swine flu”, has caused deaths
worldwide. Countries and territories including Hong Kong have officially reported cases of Influenza A
(HIN1) infection. The increasing number of Influenza A (HIN1) infected cases in certain Asian countries
and territories could indicate a significant epidemic, which would limit local and cross-border business
activities and threaten the prospects of economic recovery in those areas. It is unclear whether the
outbreak will become more aggressive or will wane in the near future. Any prolonged outbreak of
Influenza A (HIN1) or other severe communicable disease in the PRC or elsewhere could have a material
adverse effect on our business, prospects, financial condition or results of operations.

The global financial markets have experienced significant deterioration and volatility recently,
which have had negative repercussions on the global economy and, as a result, may adversely affect
our business operations

Certain recent adverse financial developments have impacted the global financial markets. These
developments include a general slowing of economic growth both in the U.S. and globally, substantial
volatility in equity securities markets, and volatility and tightening of liquidity in credit markets. While
it is difficult to predict how long these conditions will exist and which markets may be affected, these
developments could continue to present risks for an extended period of time for our Company, including
a potential slowdown in our sales to customers, increase in interest expenses on our bank borrowings, or
reduction of the amount of banking facilities currently available to us. If this economic downturn
continues, our business, financial condition and results of operations may be adversely affected.

LEGAL AND REGULATORY RISKS RELATING TO OUR INDUSTRY
Changes in the existing food hygiene laws may affect our business

Food manufacturers in the PRC are subject to PRC food hygiene laws and regulations. These food
hygiene laws require all enterprises engaged in the production of food products to obtain a hygiene
license for each of their production facilities. They also set out hygiene standards with respect to food and
food additives, packaging and containers, information to be disclosed on the packing as well as hygiene
requirements for food production and sites, facilities and equipment used for the transportation and sale
of food. The People’s Republic of China Food Safety Law (1% A\ RILANE & 5 %4 )) (the “Food
Safety Law”) was passed on the 28 February 2009, and took effect on 1 June 2009. In general, the Food
Safety Law raised the hygiene requirements and elevated the level of governmental supervision. For
example, under the Food Safety Law:

. all food additives will have to be tested and proven safe by the risk assessment principles set
up by the PRC Government before they can be used;

. chemicals other than specifically permitted additives are forbidden in food production;

. no food product is exempt from inspection by the relevant food safety supervision authority;
and

. all food manufacturers will have to suspend production immediately and recall all products

in the market if their products fail to meet the required safety standard.
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As the Food Safety Law is relatively new, we are still in the process of identifying what impact it
may have on our business. Our failure to comply with the Food Safety Law or other food hygiene laws in
the PRC or other jurisdictions in which we manufacture, distribute, or sell our products may result in
fines, suspension of operations, loss of hygiene licenses and, in more extreme cases, criminal
proceedings against us and our management. In the event that relevant authorities increase the stringency
of such laws, our production and distribution costs may increase.

Compliance with the laws, regulations or enforcement policies in the PRC or future changes therein
may affect our business

As a PRC operating company, our production activities and operations are subject to national,
provincial and municipal laws and regulations in the PRC, including, among others, environmental,
safety and health regulations with which we are required to comply. Failure to comply with these
regulations may result in fines and/or suspension or revocation of our licenses or permits to conduct our
business. Given the magnitude and complexity of these regulations, compliance with them may be
difficult or involve significant financial and other resources to establish efficient compliance and
monitoring systems. In addition, these regulations are constantly evolving. There can be no assurance
that the PRC Government will not impose additional or stricter laws or regulations, compliance with
which may cause us to incur significant costs, which we may be unable to pass on to our customers. We
may incur increased costs or be required to modify our operations to comply with such requirements as a
result of any such change and our business may be affected.

Environmental protection is an area of regulation that is continuously evolving in the PRC, and our
violation of environmental laws could have a material and adverse impact on our operations and
profitability. If an enterprise fails to report or provides false information about the environmental
pollution it caused, it may receive a warning or be penalized. Failure to eliminate or control pollution
within the timeframe required by regulators may result in fees for excessive discharge, imposition of a
fine, or suspension or closure of our operations. We believe we comply with all relevant PRC
environmental protection laws and regulations. Nevertheless, there can be no assurance that the PRC
Government will not change the existing laws and regulations or make additional or stricter laws and
regulations on environmental protection, compliance of which may cause us to incur significant capital
expenditure. There is no assurance that we will be able to comply with any such law or regulation as may
be amended or promulgated in the future.

RISKS RELATING TO THE PRC
Substantially all of our assets are located in the PRC and substantially all of our revenue is
generated in the PRC. Accordingly, our business, results of operations and financial condition are subject

to a significant degree to the economic, political and legal developments in the PRC.

Changes in the economic, political and social conditions in the PRC could adversely affect our
business

The economy of the PRC differs from the economies of most developed countries in many respects,
including but not limited to:

. structure;

o level of government involvement;
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o level of development;

o growth rate;

. level and control of capital investment;
. control of foreign exchange; and

. allocation of resources.

While the PRC economy has grown significantly in the past 20 years, growth has been uneven, both
geographically and across the various sectors of the economy. The PRC Government has implemented
various measures to encourage economic growth and guided the allocation of resources. Some of these
measures benefit the overall PRC economy, but may also negatively affect our operations. For example,
our financial condition and results of operations may be adversely affected by the PRC Government’s
control over capital investments or any changes in tax regulations or foreign exchange controls that are
applicable to us.

The PRC economy has been transitioning from a planned economy to a more market-oriented
economy with socialist characteristics. However, a substantial portion of the productive assets in China
are still owned and controlled by the PRC Government. For the past two decades, the PRC Government
has implemented economic reform measures emphasizing the utilization of market forces in the
development of the PRC economy. Although we believe these reforms will have a positive effect on our
overall and long-term development, we cannot predict whether changes in the PRC’s economic, political
and social conditions, laws, regulations and government policies will have any adverse effect on our
current or future business, results of operations or financial condition.

A recently enacted PRC tax law could increase the enterprise income tax rate applicable to our
operating businesses in China, which could have a material adverse effect on our results of
operations

On 16 March 2007, the new PRC Enterprise Income Tax law ({H % A & AN 425 r 158175 )) (the
“EIT Law”) was enacted, which became effective on 1 January 2008 and replaced the previous two
separate tax legal regimes for foreign invested enterprises (“FIEs”) and Chinese domestic companies. The
EIT Law adopts a uniform tax rate of 25% for all enterprises, including FIEs, and revokes many of the
previous tax exemption, reductions and preferential treatments which were applicable to FIEs. However,
any enterprises that were established before the promulgation of the EIT Law that are entitled to
preferential tax treatments for a fixed period will continue to be entitled to such preferential tax
treatments until the expiration of such period. If the fixed period has not commenced because of losses, it
shall be deemed to commence on 1 January 2008. As a result, the applicable tax rate to certain of our
existing PRC operating businesses have increased from 15% to the unified tax rate of 25% under the EIT
Law.

Moreover, the EIT Law provides that a withholding income tax rate of 10% will be applicable to
dividends payable to foreign investors that are “non-resident enterprises” to the extent such dividends
have their source within China unless the jurisdiction of such foreign investor has a tax treaty with China
that provides a different withholding arrangement.
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We may be deemed a PRC tax resident enterprise under the EIT Law and its implementation
regulations and be subject to PRC taxation on our worldwide income

The EIT Law and its implementation regulations currently in force provide that if a non-PRC
incorporated enterprise invested by a Chinese enterprise or a group of Chinese enterprises as its majority
shareholder has its “de facto management organization” located within the PRC, such enterprise may be
recognized as a PRC tax resident enterprise and thus may be subject to enterprise income tax at the rate of
25% on its worldwide income.

As at the Latest Practicable Date, the relevant PRC tax rules have not clarified whether and under
what conditions a foreign enterprise controlled by Chinese national(s) will be regarded as a PRC tax
resident enterprise and currently, it is uncertain whether the PRC local tax authority will make such
determination. Thus, in the case of our Company, although certain members of our Group’s management
and all the Company’s executive directors reside in the PRC, there have been no official tax rules
promulgated regarding the determination of the “de facto management organization” for foreign
enterprises which are controlled by Chinese nationals (including companies like ourselves).

Furthermore, the Notice of the State Administration of Taxation on Issues about the Determination
of Chinese-Controlled Enterprises Registered Abroad as Resident Enterprises on the Basis of Their Body
of Actual Management (No. 82 [2009] of the State Administration of Taxation) (€ [B A5 40t i o & #2 f
A ZE AR T IR BB R A R o S IR A S A O P L) 28 0 (I %6 [20091825%)) (the “CCE Notice”)
currently in force has only clarified the conditions under which a foreign company invested by a Chinese
enterprise or a group of Chinese enterprises as its majority shareholder would be considered as having its
“de facto management organization” located in the PRC.

As such, we believe our Company is not a PRC tax resident enterprise falling within the definition
of the CCE Notice because our Company is controlled by Chinese nationals and there is no Chinese
enterprise or group of Chinese enterprises investing in our Company as our Company’s majority
shareholder.

If the PRC tax rules later clarify that any of our Group’s non-PRC entities is a deemed PRC tax
resident enterprise, such deemed PRC tax resident enterprise would be subject to enterprise income tax of
25% on its worldwide income (including dividend income receivable from its subsidiaries), which
excludes the dividends receivable directly from another PRC tax resident. Currently we cannot assure you
that we will not be treated as a “PRC tax resident enterprise” under the EIT Law and related
implementation regulations and not be subject to the enterprise income tax at the rate of 25% on our
income generated both inside and outside the PRC.

Interest and dividends payable by us to our foreign investors and gain on the sale of our ordinary
shares may become subject to withholding taxes under PRC tax laws, which may materially and
adversely affect your investment in our Shares

Under the EIT Law and implementation regulations issued by the State Council, PRC withholding
tax at the rate of 10% is applicable to interest and dividends payable to investors that are “non-resident
enterprises,” which do not have an establishment or place of business in China, or which have such
establishment or place of business but the relevant income is not effectively connected with the
establishment or place of business, to the extent such interest or dividends have their sources within
China. Similarly, any gain realized on the transfer of shares by such investors is also subject to 10% PRC
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withholding tax if such gain is regarded as income derived from sources within China. If we are
considered a PRC “resident enterprise,” it is unclear whether the interest or dividends we pay with respect
to our ordinary shares, or the gain our non-PRC shareholders may realize from the transfer of our
ordinary shares, would be treated as income derived from sources within China and be subject to PRC tax.
However, Hong Kong, where our intermediate holding companies are incorporated, has entered into a
treaty that reduces the withholding tax rate to 5% on dividends received by Hong Kong companies from
their PRC subsidiaries under certain conditions.

If we are required under the EIT Law to withhold PRC income tax on interest or dividends payable
to our non-PRC shareholders that are “non-resident enterprises,” or if you are required to pay PRC
income tax on the transfer of our ordinary shares, the value of your investment in our ordinary shares may
be materially adversely affected. A recently enacted PRC tax law could affect tax exemptions on
dividends received by us, and our shareholders and increase our enterprise income tax rate.

Governmental control of currency conversion may affect the value of your investment

The PRC Government imposes restrictions on converting RMB into foreign currencies, which will
limit our transactions involving foreign currencies and adversely affect our ability to transfer funds to and
receive dividends from our PRC subsidiaries. Since we generate most of our revenue in RMB, our PRC
subsidiaries need to convert a portion of their revenue into foreign currencies to pay dividends to us.
Under the existing foreign exchange regime in the PRC, conversion of RMB into foreign currencies for
payment of dividends is subject to the procedural requirements of the SAFE. Any foreign exchange
transactions for capital expenditure on equipment or merchandise also require prior approvals from the
SAFE. If we are unable to obtain such approvals, our capital expenditure plans and, consequently, our
ability to grow our business, could be affected. Moreover, changes in the PRC foreign exchange
regulations may adversely affect our ability to transfer funds to and receive dividends from our PRC
subsidiaries.

Fluctuations in the exchange rate of RMB may adversely affect our business, financial condition
and results of operations

The value of RMB against other foreign currencies is subject to changes in the PRC Government’s
policies and international economic and political developments. Under the current unified floating
exchange rate system, the conversion of RMB into foreign currencies, including Hong Kong and U.S.
dollars, has been based on rates set by the People’s Bank of China, which are quoted daily based on the
inter-bank foreign exchange market rates on the previous day and current exchange rates on the world
financial markets. Since 1994, the official exchange rates for the conversion of RMB to Hong Kong and
U.S. dollars have generally been stable. However, with effect from 21 July 2005, the PRC Government
reformed the exchange rate regime by moving into a managed floating exchange regime based on market
supply and demand with reference to a basket of currencies. As a result, the RMB appreciated against
Hong Kong and U.S. dollars by approximately 2.0% on the same date. On 23 September 2005, the PRC
Government widened the daily trading band for RMB against non-U.S. dollar currencies from 1.5% to
3.0% to improve the flexibility of the new foreign exchange system. It is uncertain if the exchange rates
of Hong Kong and U.S. dollars against RMB will further fluctuate. In the event of significant changes in
the exchange rates of Hong Kong and U.S. dollars against RMB, our ability to make dividend payments in
foreign currencies may be adversely affected. In addition, we may deposit the unused proceeds from the
[@®] in bank accounts without converting them into RMB assets. In the event that the appreciation of
Renminbi against U.S. dollar and Hong Kong dollar continues, we may record a negative amount in the
exchange reserve, which will decrease our total equity attributable to equity holders.
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Uncertainty with respect to the PRC legal system could affect our operations

As substantially all of our businesses are conducted, and substantially all of our assets are located,
in the PRC, our operations are governed principally by PRC laws and regulations. The PRC legal system
is based on written statutes, and prior court decisions can only be cited as references. Since 1979, the
PRC Government has promulgated laws and regulations in relation to economic matters such as foreign
investment, corporate organization and governance, commerce, taxation, foreign exchange and trade,
with a view to developing a comprehensive system of commercial law. However, China has not developed
a fully integrated legal system and recently enacted laws and regulations may not sufficiently cover all
aspects of economic activities in the PRC. In particular, because these laws and regulations are relatively
new, and because of the limited volume of published decisions and their non-binding nature, the
interpretation and enforcement of these laws and regulations involve uncertainties. In addition, the PRC
legal system is based in part on government policies and internal rules (some of which are not published
on a timely basis or at all) that may have a retroactive effect. As a result, we may not be aware of our
violation of these policies and rules until some time after the violation. In addition, any litigation in the
PRC may be protracted and result in substantial costs and diversion of resources and management
attention.

PRC regulation of direct investment and loans by offshore holding companies to PRC entities may
delay or limit our ability to use the proceeds of the [@] to make additional capital contributions or
loans to our PRC operating businesses

Any capital contributions or loans that we, as an offshore company, make to our PRC operating
businesses are subject to PRC regulations. For example, any of our loans to our PRC operating businesses
cannot exceed the difference between the total amount of investment our PRC operating businesses are
approved to make under relevant PRC laws and their respective registered capital, and must be registered
with the local branch of the SAFE as a procedural matter. In addition, our capital contributions to our
PRC operating businesses are subject to the approval of local administration for industry and commerce
or other relevant local authorities. We cannot assure you that we will be able to obtain these approvals on
a timely basis, or at all. If we fail to obtain such approvals, our ability to make equity contributions or
provide loans to our PRC operating businesses or to fund their operations may be negatively affected,
which could adversely affect their liquidity and their ability to fund their working capital and expansion
projects and meet their obligations and commitments.

Furthermore, the SAFE promulgated a new circular in August 2008 with respect to the
administration of conversion of foreign exchange capital contribution of foreign invested enterprises into
RMB. Pursuant to this new circular, RMB converted from foreign exchange capital contribution can only
be used for the activities within the approved business scope of such foreign invested enterprise and
cannot be used for domestic equity investment or acquisition unless otherwise allowed by PRC laws or
regulations. As a result, we may not be able to increase the capital contributions of our operating
subsidiaries and subsequently convert such capital contribution into RMB for equity investment or
acquisition in China.

It may be difficult to enforce against us, our Directors or our senior management in the PRC any
judgments obtained from non-PRC courts

Substantially all of our assets are located within the PRC. China does not have treaties with many
countries that provide for the reciprocal recognition and enforcement of judgments of courts, and
specifically does not have treaties with Japan, the United States and the United Kingdom. Therefore, it
may be difficult for you to enforce against us, any of our Directors or our senior management in the PRC
any judgments obtained from non-PRC courts.
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Residential Address Nationality
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— 34—

Nationality

Chinese

Chinese

Chinese



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

DIRECTORS AND PARTIES INVOLVED

PARTIES INVOLVED

Legal advisers to our Company as to Hong Kong law
Loong & Yeung
Suites 2201-2203
22/F, Jardine House
1 Connaught Place
Central
Hong Kong

as to PRC law

Commerce & Finance Law Offices
6/F, NCI Tower

A12 Jianguomenwai Avenue
Beijing

PRC

as to Cayman Islands law
Conyers Dill & Pearman
Cricket Square

Hutchins Drive

P. O. Box 2681

Grand Cayman KY1-1111
Cayman Islands

Reporting Accountants Ernst & Young
Certified Public Accountants
18/F, Two International Finance Centre
8 Finance Street
Central
Hong Kong

Property valuer DTZ Debenham Tie Leung Limited
16/F, Jardine House
1 Connaught Plaza
Central
Hong Kong
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Wuzhou, Guangxi
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THE ECONOMY OF THE PRC
Economic growth of the PRC

The PRC is one of the world’s fastest growing economies. According to the National Bureau of
Statistics of China (13 A RILFNEH K451 )5), in 2007, the GDP of the PRC was approximately
RMB?24,953 billion, representing a CAGR of approximately 16.42% as compared to the GDP of the PRC
of approximately RMB13,582 billion in 2003. From 2003 to 2007, the per capita GDP also increased
from approximately RMB10,542 per annum to approximately RMB18,934 per annum, representing a
CAGR of approximately 15.77%. The following chart sets forth the nominal GDP and per capita GDP of
the PRC from 2003 to 2007:

Nominal GDP and per capita GDP of the PRC (2003-2007)
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Source: National Bureau of Statistics of China (17 # A B IE 1[5 2 5 4 71 )
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Growth in disposable income of urban and rural households in the PRC

Personal disposable income from urban and rural households in the PRC has been increasing
together with economic growth. According to the National Bureau of Statistics of China (H 3£ A & A7
Bl K %t w1 JR)), from 2003 to 2007, the per capita annual disposable income of urban households in the
PRC increased from approximately RMBS8,472 to approximately RMB13,786, representing a CAGR of
approximately 12.94%. The per capita annual net income of rural households in the PRC increased from
approximately RMB2,622 in 2003 to approximately RMB4,140 in 2007, representing a CAGR of
approximately 12.10%. The following chart sets forth the per capita annual disposable income of urban

households and the per capita annual net income of rural households in the PRC from 2003 to 2007:
Per capita annual income of urban and rural households in the PRC (2003-2007)
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Urbanization in the PRC

The PRC’s economic growth has led to the urbanization of the country in recent years. According
to the National Bureau of Statistics of China ("3 A R LA B [ %K 451 /%), the urbanization rate of the
PRC, defined as the urban population as a percentage of the total population, increased from
approximately 40.5% in 2003 to approximately 44.9% in 2007. We believe that this trend of urbanization
will lead to increased consumer spending as per capita disposable income is higher in cities than rural

areas in the PRC. We expect that this trend will have a positive impact on our business.

The following chart sets forth the growth of the urban population and the urbanization rate in
China from 2003 to 2007:

Urbanization in the PRC (2003-2007)
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Source: National Bureau of Statistics of China (17 # A B IE 1[5 2 5 4 71 )
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Growth in food consumption of urban households in the PRC

Rising disposable income of urban households has contributed to the growth in per capita food
consumption in the PRC. According to the National Bureau of Statistics of China (H 3£ A & A0 5] [ X
%% JR), from 2003 to 2007, the annual per capita food consumption expenditures of urban households
increased from approximately RMB2,417 in 2003 to approximately RMB3,628 in 2007, representing a
CAGR of approximately 10.7%. The chart below sets forth the annual per capita food consumption
expenditure of urban households in the PRC from 2003 to 2007:

Annual per capita food consumption expenditure of urban households in the PRC (2003-2007)
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Growth in consumption of meat, poultry and processed products of urban households in the PRC

According to the National Bureau of Statistics of China (H#E A & 361 H] B & i 51 7)), from 2003
to 2007, the annual per capita expenditure of urban households in the PRC on meat, poultry and processed
products increased from approximately RMB473 to approximately RMB703, representing a CAGR of
approximately 10.41%. The following chart sets forth the annual per capita expenditure of urban
households in the PRC on meat, poultry and processed products expenditure from 2003 to 2007:

Annual per capita expenditure of urban households in the PRC on meat, poultry and
processed products (2003-2007)
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Source: National Bureau of Statistics of China (13N R[5 [ 5 55 i1 /)

INTRODUCTION OF SAUSAGE CASINGS AND COLLAGEN SAUSAGE CASINGS

Introduction of sausage casings

Sausage casings are raw materials which contain the filling of sausages. They may be edible or
inedible. In terms of raw materials used, sausage casings may be broadly classified into natural sausage
casings and artificial sausage casings. Natural sausage casings are made from layers of intestines of
livestock such as pig, sheep and cow. Artificial sausage casings are made from collagen, cellulose or
polyvinyl chloride, of which only collagen sausage casings are edible.
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According to China Sausage Casing Net ("B 4<#H), in terms of raw materials used, edible
sausage casings may be classified into the following categories:

Types Raw materials
Natural sausage casings Salted sausage casings Livestock intestines

Dried sausage casings Livestock intestines
Artificial sausage casings Collagen sausage casings Cattle’s inner skins

Functions of sausage casings

Sausage casings serve as packaging materials for sausages. According to China Sausage Casing
Net (B 5K #4), sausage casings can perform the following functions:

(1) to prevent sausages from being damaged during the manufacturing processes;
(i)  to form and standardize the shape of sausages; and
(iii)  to prolong the shelf life of sausages.

During the production process of sausages, processed meat is stuffed into the casings. Sausages are
then further packed for subsequent storage and delivery.

Introduction of collagen sausage casings

Collagen is a kind of long, fibrous structural protein, and is the main colloid in connective tissues
in animal skins and the main protein in mammal skins. Tough bundles of collagen are a major component
of most tissues. Collagen has great tensile strength and provides skin strength and elasticity, and plays a

role in tissue development.

Collagen sausage casings are similar to natural sausage casings in certain attributes, such as being
elastic, and able to endure heat during cooking due to their high tensile strength. Accordingly, collagen

sausage casings are used by many sausage manufacturers.

The following sets forth the position of collagen sausage casing manufacturers in the industrial

chain of the sausage industry in the PRC:

Distributors and

Suppliers of cattle’s Manufacturers of Sausage wholesalers of .
X X . Retail outlets
inner skins collagen sausage casings manufacturers processed meat
products
* Supply inner skins » Extract collagen from *  Use collagen * Distribute *  Sell processed
from cattles cattle’s inner skins sausage casings to processed meat products (including
e Manufacture collagen wrap sausages meat products sausages) to
sausage casings ¢ Sell sausages to (including retail customers in
traders and sausages) to supermarkets and
distributors retailers convenient stores

—43 —



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

INDUSTRY OVERVIEW

As the demand for sausages in the PRC has increased, the demand for sausage casings has grown
accordingly. However, the requirements for the production technologies and product quality of sausage
casings are becoming increasingly stringent. The manufacturers of sausage casings have been looking for
other types of sausage casings to substitute for natural sausage casings. Collagen sausage casings, which
can provide consistent quality as well as flexible size, thickness and length, are well suited to automated
production of sausages and thus are being widely adopted by more and more medium to large scale
sausage manufacturers in the PRC.

Advantages of collagen sausage casings as compared to natural sausage casings

As compared to natural sausage casings, collagen sausage casings have the following distinct
advantages:

(i) Quality and diameter uniformity

Collagen sausage casings: (i) have various specifications in terms of length, diameter and
thickness; (ii) have unique texture; (iii) have higher strength; (iv) have unique bite; and (v) provide
a high level of consistency and uniformity of product.

(ii)  Economies of scale in production

Due to the special characteristics of collagen sausage casings, they are suitable for being
used in highly automated mass production. This is favored by sausage manufacturers who focus on
improving production efficiency and expanding production capacity. The supply of raw materials
used in the manufacture of natural sausage casings is relatively less stable as compared with
collagen sausage casings, and it is more difficult to manufacture natural sausage casings at uniform
shapes. As such, the supply of natural sausage casings may not meet the demand of large scale
production of sausages.

(iii)  Multi-functionality

Apart from meat sausages, collagen sausage casings can also be used to wrap for different
types of food such as fruit and vegetable products, and can be manufactured in various
specifications to meet different customer needs.

(iv)  Easy to be packed, stored and transported

Due to the even texture and high level of consistency and uniformity, collagen sausage
casings can be easily compressed into tubular shape or wound into rolls when being packed. Thus,
they require less space for storage and transportation compared to natural sausage casings. The
tubular collagen sausage casings after compression can be further cut into segments of required
length or weight and packed at different sizes. Furthermore, collagen sausage casings can be stored
and transported at room temperature without special treatment (such as salting) and have a shelf
life of two to three years. The characteristics of collagen sausage casings remain unchanged with
the change of temperature in the environment.

We believe that collagen sausage casings, due to their distinct advantages as mentioned
above, will gradually capture a larger share in the sausage casing market in the PRC.
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