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Expected Price Determination Date™ .. ... ... ... ... ... ..... ... Thursday, 15 December 2011
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of interest in the International Placing, level of applications in
the Hong Kong Public Offer and basis of allotment
of the Hong Kong Offer Shares under the Hong Kong
Public Offer to be published in the South China Morning Post
(in English) and the Hong Kong Economic Times (in Chinese)
and on our Company’s website at www.chinaweavingmaterials.com
and the website of the Stock Exchange at www.hkexnews.hk on .. Wednesday, 21 December 2011

Results of applications and Hong Kong identity card/passport/
Hong Kong business registration numbers of successful
applicants under the Hong Kong Public Offer to be available
through a variety of channels as described in the section headed
“How to Apply for Hong Kong Offer Shares
— Results of Allocations” including our Company’s website
at www.chinaweavingmaterials.com and the website of
the Stock Exchange at www.hkexnews.hk from .............. Wednesday, 21 December 2011

Results of allocations for the Hong Kong Public Offer
will be available at www.iporesults.com.hk,
with a “search by ID” function . .......................... Wednesday, 21 December 2011

Dispatch of share certificates on or before> « ™ .. ... ... Wednesday, 21 December 2011
Dispatch of White Form e-Refund payment instruction on or before”’ . Wednesday, 21 December 2011
Dispatch of refund cheques on or before!® « ™ ... ... Wednesday, 21 December 2011

Dealings in the Shares on the Main Board
expected to commence at ... ... ... 9:00 a.m. on Thursday, 22 December 2011
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All times refer to Hong Kong local time.

If there is a “black” rainstorm warning or a tropical cyclone warning signal number 8 or above in force in Hong Kong at any
time between 9:00 am and 12:00 noon on 15 December 2011, the application lists will not open or close on that day. Please
refer to the section headed “How to Apply for Hong Kong Offer Shares — Effect of Bad Weather Conditions on the Opening
of the Application Lists” in this Prospectus. If the application lists do not open and close on 15 December 2011, the dates
mentioned in this section headed “Expected Timetable” may be affected. We will make a press announcement in such event.

Applicants who apply for the Hong Kong Offer Shares by giving electronic application instructions to HKSCC should
refer to the section headed “How to Apply for Hong Kong Offer Shares — How to Apply by Giving Electronic Application
Instructions to HKSCC” in this Prospectus.

The Price Determination Date, being the date on which the Offer Price is to be determined, is expected to be on or about 15
December 2011 and, in any event, not later than 20 December 2011. If, for any reason, the Offer Price is not agreed between
the Sole Lead Manager (on behalf of the Underwriters) and us by 20 December 2011, the Global Offering (including the
Hong Kong Public Offer) will not proceed and will lapse.

Share certificates for the Offer Shares will only become valid certificates of title at 8:00 am on 22 December 2011 provided
that the Global Offering has become unconditional in all respects and the Underwriting Agreements have not been
terminated in accordance with their terms. If the Global Offering does not become unconditional or the Underwriting
Agreements are terminated in accordance with their terms, we will make an announcement as soon as possible.

e-Refund payment instructions/refund cheques will be issued in respect of wholly or partially unsuccessful applications
pursuant to the Hong Kong Public offer and also in respect of wholly or partially successful applications in the event that
the final Offer Price is less than the price payable per Offer Share on application. Part of the applicant’s Hong Kong identity
card number or passport number, or, if the application is made by joint applicants, part of the Hong Kong identity card
number or passport number of the first-named applicant, provided by the applicant(s) may be printed on the refund cheque,
if any. Such data would also be transferred to a third party for refund purpose. Banks may require verification of an
applicant’s Hong Kong identity card number or passport number before cashing the refund cheque. Inaccurate completion
of an applicant’s Hong Kong identity card number or passport number may lead to delay in encashment of or may invalidate
the refund cheque.

Applicants who have applied on WHITE Application Forms for 1,000,000 or more Hong Kong Offer Shares under the
Hong Kong Public Offer and have indicated in their Application Forms that they wish to collect any refund cheques and
share certificates in person, may do so from our Hong Kong Share Registrar, Computershare Hong Kong Investor Services
Limited between 9:00 am to 1:00 pm on 21 December 2011. Applicants being individuals who opt for personal collection
must not authorise any other person to make collection on their behalf. Applicants being corporations who opt for personal
collection must attend by their authorised representatives bearing letters of authorisation from their corporation stamped
with the corporation’s chop. Both individuals and representatives of corporations must produce, at the time of collection,
identification and (where applicable) documents acceptable to Computershare Hong Kong Investor Services Limited at the
time of collection. Applicants who have applied on YELLOW Application Forms for 1,000,000 or more Hong Kong Offer
Shares under the Hong Kong Public offer may collect their refund cheques, if any, in person but may not elect to collect
their share certificates which will be deposited into CCASS for the credit of their designated CCASS participants’ stock
accounts or CCASS investor participant stock accounts, as appropriate. The procedures for collection of refund cheques for
YELLOW Application Form applicants are the same as those for WHITE Application Form applicants. Applicants who
apply for Hong Kong Offer Shares by giving electronic application instructions to HKSCC should refer to the paragraph
headed “How to Apply by Giving Electronic Application Instructions to HKSCC” under the section headed “How to Apply
for Hong Kong Offer Shares” in this Prospectus for details. Uncollected share certificates (if applicable) and refund
cheques (if applicable) will be dispatched by ordinary post at the applicants’ own risk to the addresses specified in the
relevant Application Forms. Further information is set out in the section headed “How to Apply for Hong Kong Offer Shares
— Dispatch/Collection of Share Certificates and Refund Monies” in this Prospectus.

Particulars of the structure of the Global Offering, including the conditions thereto, are set out in

the section headed “Structure of the Global Offering” in this Prospectus.
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SUMMARY

This summary aims to give you an overview of the information contained in this Prospectus.
Since it is a summary, it does not contain all the information that may be important to you. You should
read this Prospectus in its entirety before you decide to invest in the Offer Shares.

There are risks associated with any investment. Some of the particular risks in investing in the
Offer Shares are set out in the section headed “Risk Factors” of this Prospectus. You should read that
section carefully before you decide to invest in the Offer Shares.

OVERVIEW

We are a manufacturer of polyester yarns, polyester-cotton blended yarns and cotton yarns in
Jiangxi Province.

We offer a comprehensive range of pure yarn and blended yarn products in the PRC, mainly
producing fine-count and medium-count yarns, to meet the various product specifications of our
customers. We offer more than 15 combinations of blended yarn products, some of which have advanced
features, such as combed cotton fibres and knotless, to provide our yarns with additional functional
properties. According to the classification of industrial enterprises in the industry by the National Bureau
of Statistics of China, cotton textile companies of over 100,000 spindles are considered as large-scaled
businesses. As at 30 June 2011, our production capacity was approximately 321,000 spindles, which
could be allocated to produce any of our yarn products according to our production plan from time to
time. According to the China Textile Industry Development Reports, Jiangxi Province is ranked ninth in
the PRC for the year ended 31 December 2010 in terms of aggregate yarn production volume, which
accounted for 2.7% of national yarn production volume in 2010. Our yarn production volume was 58,443
tonnes for the year ended 31 December 2010. Our Directors estimate that our market share in terms of
yarn production volume in 2010 was approximately 7.8% of Jiangxi Province and approximately 0.2% of
China.

Our Expansion Plan

We plan to further diversify our product portfolio to include the production of coloured
polyester-cotton blended yarns and open-end spun yarns. We plan to construct two workshops with an
aggregate production capacity of approximately 60,000 spindles for the production of coloured
polyester-cotton blended yarns and 20,000 spindles for the production of open-end spun yarns. We expect
to implement our production capacity expansion plan in two phases. The first phase is expected to be
completed by the second quarter of 2012 to increase our production capacity by approximately 20,000
spindles for open-end spun yarns, and the second phase is expected to be completed by the end of the first
quarter of 2013 to increase our production capacity by approximately 60,000 spindles for colour
polyester-cotton blended yarns. We expect to generate additional revenue from the introduction of new
products to our portfolio.

Our Location

We are strategically located in Fengtian Economic Development Zone of Fengxin County, Yichun
City, Jiangxi Province, allowing us to enjoy a steady supply and low cost of labour, electricity and water,
which are crucial to our production process. We also benefit from developed infrastructure and
convenient access to roadway, railway and waterway transportation, thereby reducing our logistics and
transportation costs, and enabling us to offer our customers timely delivery at competitive prices.

1=
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Our Suppliers

We engage in the manufacture and sale of yarn products. Our main raw materials are polyester
staple fibre and raw cotton. We source our polyester staple fibres mainly from Jiangsu Province and
Fujian Province for the production of our polyester yarns and polyester-cotton blended yarns. We use
both domestic and overseas raw cotton in our polyester-cotton blended yarns and cotton yarns production.
We generally do not enter into any long-term supply agreement with our raw material suppliers, except
for certain framework supply agreements with a few suppliers. As such, we are free to source raw
materials from a number of suppliers. We believe that this enables us to source raw materials that are
available to us at the highest quality and the most competitive pricing.

Our Procurement and Pricing Strategy

We believe our procurement strategy allows us to maintain flexibility in terms of product choice
and pricing and effectively manage our cost of sales. Our yarn products are produced through the process
of ring spinning, it is then packaged, sold and transported to end customers. Our pricing strategy is based
on a variety of factors, including raw material prices, production costs and market conditions, our
inventory level and the quality of the yarn products required by our customers. The prices of our raw
materials fluctuated during the Track Record Period. We could generally pass on a certain degree of
fluctuation in the cost of raw materials to our customers during the three years ended 31 December 2008,
2009 and 2010 as shown by the significant increases in our gross profit margins from 5.5% to 13.1% and
further to 16.1%, respectively. During the six months ended 30 June 2011, we did not fully pass on such
increase for certain sales of our yarn products due to market conditions such as the rapid increase in the
market price of raw cotton, and our effort to maintain good relationship with our customers and our
competitiveness, especially in the polyester-cotton blended yarn market.

In the event of anticipated significant decrease in the market price of our yarn products, we may
reduce our level of finished goods inventory to reduce our exposure to adverse movement in market price
of our yarn products, and therefore we may not be able to fully pass on the cost of raw materials to our
customer. Our management monitors market prices of our raw materials and our level of finished goods
inventory to keep itself abreast of the latest development in outlook of market conditions in respect of
such prices. Depending on the outlook of market conditions, we would increase or decrease our purchase
of raw materials and the level of our raw material inventory from time to time in anticipation of increases
or decreases in raw material prices, respectively, to mitigate the impact of such price fluctuations. We
typically deliver our yarn products within one to two days after we enter into sales orders, as we
implement inventory policies to maintain at least the required level of raw material inventory and the
required level of finished goods inventory, respectively, at our storage facilities. Our customers typically
pay our selling price before we deliver our yarn products, although we may grant credit periods of up to
90 days on a case-by-case basis. We outsource the transportation of our yarn products within China to
third-party logistics service providers.
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Our Equipment, Machinery and Production Facility

We use advanced equipment and machinery to produce our products. We import automatic winding
machines, which are key to our production process, from Italian textile machinery manufacturers. We
have invested in our plant and machinery to enhance our production capabilities. As at 30 June 2011, the
original cost of all our plant and machinery in production was approximately RMB291.0 million, of
which approximately RMB108.1 million, or 37.1%, was spent on equipment and machinery imported
from Italy. Our production facilities operate 24 hours a day with three shifts and for 358 days per year.
Our production facilities operated at an average utilisation rate of 95.2%, 98.1%, 93.6% and 91.2% for
the years ended 31 December 2008, 2009 and 2010 and the six months ended 30 June 2011, respectively.
We will continue to further expand our product offerings, improve our product quality and increase our
production efficiency, and all of which contribute to our overall profitability.

Our Customers

Our customers are primarily fabric and textile manufacturers who use our yarn products to produce
and supply fabrics and textiles to manufacturers of apparel and other consumer products, such as fabrics
and textiles used in home furnishing and clothing. We have a large and diversified customer base. All of
our customers are based in the PRC and mainly situated in Zhejiang Province, Guangdong Province,
Jiangxi Province and Jiangsu Province, from where over 46%, 26%, 6% and 1% of our revenue,
respectively, for each year/period during our Track Record Period were generated. For the three years
ended 31 December 2008, 2009 and 2010 and the six months ended 30 June 2011, we had approximately
1,360, 1,490, 1,700 and 1,190 customers, respectively. During the Track Record Period, all of our sales
were conducted by our sales department directly with our customers. We enter into individual sales orders
with our customers for sales of our products. We believe our sales strategy allows us to tailor our product
features and meet the specifications of our customers.

Our Management Team

We are led by an experienced management team, which possesses extensive industry knowledge
and has been instrumental to our development. Our management team has won recognitions and awards in
the textile industry. The dedication of our senior management team has contributed to the stability of our
senior management. Most of our senior management members have an established track record in the
textile industry, enabling us to build our production facilities and ramp up our production capacities in a
short period of time to become the leading enterprise in the textile industry in Jiangxi Province in terms
of revenue.

Our Competitive Environment

We mainly compete with domestic and international polyester yarn and polyester-cotton blended
yarn manufacturers based on product quality, product differentiation, brand recognition, production
capacity, production technology and proximity to customers. We believe that substantial capital
commitments are normally required in order to stay competitive in the yarn industry. In particular,
construction of yarn production facilities require substantial capital commitments to achieve production
volumes that provide a reasonable economic return, and new market entrants without a track record face
obstacles in obtaining customer acceptance.
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COMPETITIVE STRENGTHS
We believe that our growth is largely attributable to the following competitive strengths:
. We benefit from our strategic location and enjoy competitive operating cost;

. Our advanced equipment and machinery and high utilisation rate of our production facilities
enable us to produce quality products efficiently and cost-effectively;

. We are a leading enterprise in the textile industry in Jiangxi Province capable of producing
significant quantities of yarn products and achieving economies of scale;

. We have a diverse product portfolio that enables us to adapt quickly to changing market
demands; and

. We are led by an experienced management team with extensive industry knowledge and
experience, and a proven track record.

BUSINESS STRATEGIES

Our goal is to maintain our leading position in the textile industry in Jiangxi Province in terms of
revenues and to continue to increase our market presence in China. We will continue to seek opportunities
for further business growth and prospect. We plan to achieve our goal through the following strategies:

. Further diversify our product portfolio to include the production of coloured
polyester-cotton blended yarns and open-end spun yarns, which contribute to an
environmentally friendly and energy-efficient textile industry;

. Expand our production capacities through further expansion and selective acquisitions;

. Further expand production capacity and improve our production efficiency and product
quality; and

. Further enhance our marketing network and strengthen our relationships with suppliers and
customers to enhance our brand awareness and reputation.
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SUMMARY HISTORICAL FINANCIAL INFORMATION

The selected financial information from our combined statement of comprehensive income and
combined statement of cash flows for the years ended 31 December 2008, 2009 and 2010 and the six
months ended 30 June 2011, as well as our combined statement of financial position as at 31 December
2008, 2009 and 2010 and 30 June 2011, set forth below are derived from our Accountants’ Report
included in Appendix I to this Prospectus, and should be read in conjunction with the Accountants’
Report and the “Financial Information” section.

Summary Combined Statement of Comprehensive Income

Six months

Year ended 31 December ended 30 June
2008 2009 2010 2010 2011
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
(Unaudited)

Revenue. .................. 545,292 663,438 930,666 411,161 526,559
Costofsales. . .............. (515,119) (576,205) (781,294) (350,465) (453,737)
Gross profit . . .............. 30,173 87,233 149,372 60,696 72,822
Investment and other income. . . . 6,018 10,927 7,027 2,141 1,939
Fair value change on

held-for-trading investment . . . (3,451) — — — —
Distribution and selling expenses. (10,129) (12,041) (12,902) (6,695) (5,368)
Administrative expenses . . . . . .. (7,076) (9,020) (9,932) (4,465) (9,725)
Other expenses. . .. .......... — — — — (5,973)
Financecosts . . ............. (14,417) (10,907) (16,009) (7,434) (8,432)
Profit and total comprehensive

income for the year/period

attributable to owners of the

Company ................ 1,118 66,192 117,556 44,243 45,263

RMB (cents) RMB (cents) RMB (cents) RMB (cents) RMB (cents)
(Unaudited)

Earnings per share
—Basic....... ... L L 0.15 8.83 15.67 5.90 6.04

The increase in our revenue from the year ended 31 December 2008 to the year ended 31 December
2009 was primarily due to the increase in sales volume of our yarn products. The increase in our revenue
from the year ended 31 December 2009 to the year ended 31 December 2010 was mainly due to the
increase in the average unit selling price of our yarn products, primarily due to the increases in the
average unit purchase prices of our raw materials, as well as the increase in our sales volume following
the recovery of market demand after the economic downturn in 2009. The increases in sales volume
between 2008 and 2010 was primarily attributable to our enlarged customer base as a result of our
business development efforts as well as our production capacity expansion during the relevant periods.
The increase in our revenue from the six months ended 30 June 2010 to the six months ended 30 June
2011 was generally attributable to the increases in the average unit selling prices of our yarn products,

_5_
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primarily driven by the strong demand for polyester-related yarns stimulated by the substantial increase
in the price of raw cotton, which is the raw material for cotton yarns and may be partially substituted by
polyester-related yarns in the production of textiles and fabrics.

Six months
Year ended 31 December ended 30 June
2008 2009 2010 2010 2011
% % % % %
(Unaudited)
Gross profit margin. . . . .. 5.5 13.1 16.1 14.8 13.8

The substantial increase in our gross profit margin from 5.5% for the year ended 31 December
2008 to 13.1% for the year ended 31 December 2009 was mainly due to the decrease in cost of polyester
staple fibre by 18.1% from 2008 to 2009 as a result of lower crude oil price. Our gross profit margin
further increased to 16.1% for the year ended 31 December 2010, mainly due to the increase in the
average unit selling prices of our polyester yarns and polyester-cotton blended yarns driven by the strong
demand in the domestic market for polyester and polyester-blended yarns and the reduction in the number
of our production staff as a result of automation of our equipment and machinery. Our gross profit margin
decreased from 14.8% for the six months ended 30 June 2010 to 13.8% for the six months ended 30 June
2011. This was mainly due to the increase in our cost of cotton and polyester staple fibre as a result of the
increase in their market prices and our decision to refrain from passing on all raw material cost increase
to our customers in order to maintain good relationship with our customers and our competitiveness in the
polyester-cotton blended yarn market. For details of our gross profit margins during the Track Record
Period, please refer to paragraph headed “Financial Information — Principal Components Of Combined
Statement Of Comprehensive Income — Gross Profit and Gross Profit Margin”.

Six months
Year ended 31 December ended 30 June
2008 2009 2010 2010 2011
% % % % %
(Unaudited)
Net profit margin ....... 0.2 10.0 12.6 10.8 8.6

The significant increase in our net profit margin from 0.2% for the year ended 31 December 2008
to 10.0% for the year ended 31 December 2009 was primarily due to the significant increase in our gross
profit as a result of reasons set out above, our investment and other income and decrease in our finance
costs, and partially offset by the increase in our distribution and selling expenses, mainly due to the
increase in transportation expense as a result of the increase in our sales volume, and the increase in
administrative expenses, mainly due to the increase in other taxation related to use of land due to our
expansion of operations. The increase in our net profit margin from 10.0% for the year ended 31
December 2009 to 12.6% for the year ended 31 December 2010 was primarily due to the significant
increase in our gross profit due to reasons set out above, and partially offset by the increase in our
distribution and selling expenses, mainly due to the increase in transportation expenses as a result of the
increase in our sales volume, administrative expenses, mainly due to the increase in business
development and entertainment expenses and bank charges and other handling fees and finance costs,
mainly due to the increase in our interest expense as a result of the increase in our bank borrowings and
finance lease obligation. The decrease in our net profit margin from 10.8% for the six months ended 30
June 2010 to 8.6% for the six months ended 30 June 2011 was primarily due to the decrease in our gross
profit as a result of the reasons set out above, and also an increase in administrative expenses and other
expenses, which comprise expenses in relation to the Listing.
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Summary Combined Statement of Financial Position

As at 31 December As at 30 June
2008 2009 2010 2011
RMB’000 RMB’000 RMB’000 RMB’000
Non-current assets . ............. 395,052 406,045 425,768 432,601
Current assets . .. ............... 236,174 229,655 299,432 186,721
Current liabilities .. ............. 465,901 409,818 480,554 341,206
Net current liabilities ........... (229,727) (180,163) (181,122) (154,485)
Total assets less current liabilities . . 165,325 225,882 244,646 278,116
Non-current liabilities . .. ......... 7,014 44,279 31,287 19,493
Netassets .................... 158,311 181,603 213,359 258,623
Total equity attributable to owners
of the Company .............. 158,311 181,603 213,359 258,623

As at 31 December 2008, 2009 and 2010 and 30 June 2011, we recorded net current liabilities of
RMB229.7 million, RMB180.2 million, RMB181.1 million and RMB154.5 million, respectively. We had
continuous net current liabilities during the Track Record Period, mainly due to our historical use of note
payables and the drawdown of short-term bank borrowings to finance the capital expenditures for the
expansion of production capacity and to fund the working capital as a result of the expansion of
production capacity since 2008, in particular, for the construction of our production facilities and
purchase of equipment and machinery. Starting from 2009 onwards, we increased the use of short-term
bank borrowings and reduced the use of note payables to finance our working capital and capital
expenditures.

As at 31 October 2011, we had cash and bank balances of RMB101.1 million. As at the Latest
Practicable Date, we had unutilised bank facilities of RMB180.0 million, which consisted of long-term
bank facilities of RMB140.0 million, expiring in November 2014, and short-term bank borrowings of
RMB40.0 million, expiring in April 2012. Our Directors confirm that we were in compliance with all loan
covenants throughout the Track Record Period and up to the Latest Practicable Date. We expect to service
our indebtedness and capital commitments and to meet our other presently known and foreseeable
funding requirements through cash generated from our operations, net proceeds from the Global Offering
and short-term bank borrowings and long-term bank facilities from commercial banks. If we cannot
service our indebtedness and capital commitments and to meet our other funding requirements, we will
delay the implementation of the second phase of our expansion plan by suspending the construction of
workshops, infrastructure, equipment and machinery allocated towards the production of coloured
polyester-cotton blended yarns until we secure sufficient financing. In such event, we may be required to
scale back our planned capital expenditures, which may adversely affect our ability to achieve economies
of scale and implement our planned growth strategy. As at the Latest Practicable Date, we had capital
commitment of RMB53.3 million for our production capacity expansion plan, including for the
acquisition of land use rights of RMB18.7 million and purchase of equipment and machinery of RMB34.6
million.

As at the Latest Practicable Date, we had obtained: (i) long-term bank facilities in the aggregate
principal amount of RMB140.0 million in November 2011, the entire amount of which remained
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unutilised; and (ii) written confirmations from our banks, which had agreed to renew certain of our
short-term bank borrowings expiring within one year in the aggregate principal amount of RMB202.0
million, at interest rates from 6.3100% to 7.2565%, upon their maturity. As advised by our PRC legal
adviser, Commerce & Finance, the confirmations signed by certain banks to renew the short-term bank
borrowings upon expiry are legal and valid letters of intent under the PRC laws. The proposed renewal of
short-term bank borrowings are subject to agreement by the parties on the relevant interest rates at the
time when the relevant loan agreements are entered into and provision of the relevant security interest as
requested by the relevant banks. There is no unusual condition or feature specifically imposed on us for
the proposed renewal of such short-term bank borrowings. The relevant banks do not have any obligation
to renew the relevant short-term bank borrowings before their respective definitive agreements are
entered into.

We had not experienced any material obstacle in obtaining financing and renewing our bank
facilities during the Track Record Period and up to the Latest Practicable Date, despite our net current
liability positions as we have maintained good credit history and relationship with our banks, from which
we have been able to obtain bank facilities on competitive terms, and that we have been able to meet our
repayment obligations in respect of our bank facilities. Our Directors believe that after taking into
account our operating cash flows, the net proceeds from the Global Offering, proceeds from our
short-term bank borrowings and long-term bank facilities, we will have sufficient working capital for our
operations in the next 12 months from the date of this Prospectus.

Summary Combined Statements of Cash Flows

Year ended 31 December Six months ended 30 June
2008 2009 2010 2010 2011
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
(Unaudited)

Net cash generated from/

(used in) operating

activities .. ............ 106,482 (15,585) 87,961 13,465 68,825
Net cash (used in)/generated

from investing activities . . . (180,272) 2,040 (5,557) 16,832 (36,292)
Net cash generated from/

(used in) financing

activities .. ............ 95,040 33,488 (15,054) (731) (112,850)
Net increase/(decrease) in

cash and

cash equivalents ........ 21,250 19,943 67,350 29,566 (80,317)
Cash and cash equivalents

at the beginning of

year/period ............ 4,971 26,221 46,164 46,164 113,514
Cash and cash equivalents

at the end of year/period . . 26,221 46,164 113,514 75,730 33,197

Our operating cash flows fluctuated significantly during the Track Record Period. We generated
net cash inflow of RMB106.5 million from our operating activities in 2008 mainly due to our efforts to
strengthen our cash position during the financial crisis in 2008 by increasing the use of note payables for
our purchases and reducing our inventory level. We recorded net cash outflow of RMB15.6 million from
our operating activities in 2009, mainly due to an increase in inventory level to meet customers’ demand
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and significant cash outflow of RMB7.4 million from our operating activities for the settlement of note
payables. In 2010, our operating cash flows improved and we generated net cash inflow of RMBS88.0
million from our operating activities, primarily as a result of an increase in cash generated from our
operating profit. Our operating cash flows increased during the six months ended 30 June 2011 compared
with the same period in 2010, primarily as a result of a reduction in our inventory level and partially
offset by the settlement of our note payables with our suppliers.

Our cash flow generated from/used in operating activities are generally impacted by the movement
in our working capital. With respect to purchase of raw materials, we are usually required to make
advance payments or issue note payables to our suppliers as payment for our purchases before raw
materials are received. For some of our purchases, our suppliers may allow a credit period on a
case-by-case basis with an average credit period on purchase of goods of 30 days, and on note payables of
up to 180 days. With respect to sale of goods, our customers typically pay our selling price one or two
days before we deliver our yarn products, although we may grant credit periods of up to 90 days on a
case-by-case basis. We operate a continuous procurement and production cycle such that we maintain raw
material inventory and finished goods inventory to ensure that the raw materials and finished goods are
sufficient to satisfy our production and sales, respectively, for at least a certain number days which our
management determines to be optimal for our operations. In addition to funds generated from our
operations, we also use note payables and short-term bank borrowings to finance our working capital
needs. Therefore, any tightening of the monetary policy in the PRC may adversely affect the availability
and cost of note payables and short-term bank borrowings and thereby negatively impact our liquidity or
increase our finance cost.

Despite our net cash outflow from operating activities for the year ended 31 December 2009, we
are of the view that our cash flows will be sustainable after the Listing. As discussed above, our net cash
outflow for the year ended 31 December 2009 was mainly due to the increase in our inventory level in
anticipation of a price increase in the average purchase price of raw cotton and the settlement of note
payables. These factors are not expected to recur on a regular basis. Taking into account that: (i) except
the net cash outflow in 2009, we recorded net cash inflows throughout the Track Record Period; (ii) the
proceeds from the Global Offering will further strengthen our financial position; and (iii) the flexibility
of our production capacity expansion plan.

Projected Capital Expenditure

For the years ending 31 December 2011, 2012 and 2013, our capital expenditures are expected to
primarily consist of expenditures related to construction of workshops and facilities, acquisition of new
equipment and machinery. We plan to construct new workshops for the production of colour
polyester-cotton blended yarns and open-end spun yarns.

Based on our current plan, we estimate that an aggregate expected future capital expenditure of
approximately RMB401.4 million, comprising RMB29.4 million, RMB272.3 million and RMB99.7
million, respectively, for the years ending 31 December 2011, 2012 and 2013, will be required to fund the
construction of our new workshops. We expect to finance the aggregate projected capital expenditure
through cash generated from our operations, net proceeds from the Global Offering and short-term bank
borrowings and long-term bank facilities and to utilise the aggregate projected capital expenditure over a
period of approximately 16 months depending on market conditions. For details of our production
capacity expansion plan and expected future capital expenditure, see “Business — Production Process,
Facilities and Capacities — Production Facilities and Capacities” and “Financial Information — Capital
Expenditures”.
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NON-COMPLIANT BILL FINANCING

From May 2008 to August 2009, we obtained additional funding for our business operations
through issuing bank acceptance notes that were within the credit limits stipulated by the endorsing banks
and supported by the initial deposits by us, but were used for purposes other than the payment for the
purchases from relevant suppliers as stipulated in the relevant credit agreements. Such bill financing
arrangement did not comply with the terms of the credit agreements and Article 10 of the PRC Negotiable
Instruments Law and were made without the prior written approval from the relevant Endorsing Banks.
As the discount rates of bank acceptance notes are normally lower than the prevailing interest rates for
short-term bank loans, to take advantage of these lower interest rates, we used bill financing
arrangements to fund a portion of our business operations.

The funding for our business operations obtained from the banks through such bill financing
arrangements for the year ended 31 December 2008 and 2009 was estimated to be approximately
RMB124.4 million and RMB26.0 million, respectively. Based on relevant prevailing interest rates of
short-term bank loans, and for illustrative purposes only, we estimated that our savings in interest
payments from the non-compliant bill financing arrangements were approximately RMB1.1 million and
RMB 1.3 million for the year ended 31 December 2008 and 2009, respectively. We ceased engaging in bill
financing arrangements in August 2009 and all bank acceptance notes involved in such bill financing
arrangements were fully settled by February 2010.

Our PRC legal adviser, Commerce & Finance, advised us that: (i) due to the fact that the relevant
banks and third parties have not incurred any loss, we will not have any liability under any civil claim
arising from such bill financing arrangements; (ii) our Directors and senior management will not be
personally liable for any civil claim; and (iii) there are no relevant PRC laws or regulations, nor are there
any relevant rule promulgated by the People’s Bank of China or the China Banking Regulatory
Commission imposing administrative or criminal liability in respect of bill financing arrangements. We
have formulated and implemented a series of measures to ensure that our bill financing arrangements will
not occur in the future. We have also engaged independent internal control advisers who assisted us to
strengthen our internal control system and implement various rectifying measures. For further details, see
“Business — Non-Compliant Bill Financing — Strengthening Our Internal Control System and
Corporate Governance Measures”.

GLOBAL AND CHINA ECONOMIC OUTLOOK

In 2009, the United States, Europe and certain countries in Asia, including China, experienced
economic slowdowns. In 2011, the credit rating of the United States was downgraded by Standard & Poor
from AAA to AA-plus rating and certain European countries continue to suffer from an ongoing
sovereign debt crisis. The global economic slowdown and financial crisis will affect global economic
activity and potentially affect economic growth in China, such as the potential credit crisis in China
arising from the liquidity issues for corporations in Wenzhou of Zhejiang Province. Growth in demand for
our yarn products is largely driven by the growth in fabric and textile industries in China. The potential
slowdown of economic growth in China may ultimately affect the demand for yarn products in China,
which may adversely affect our sales volumes, average unit selling prices of our yarn products, business
prospects, financial condition and results of operations. In addition, a continuation of the global financial
crisis may also result in a low level of liquidity in many financial markets, including China, and increased
volatility in credit and equity markets, which may adversely affect our ability to secure financing to fund
our production capacity expansion plan.
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As at the Latest Practicable Date, our Directors were not aware of any material cancellation of the
confirmed purchase orders or default in payment by our customers, slowing down of sales or difficulty in
obtaining or withdrawal of the bank facilities resulting from recent economic downturn in the United
States and some European countries as well as the Wenzhou debt crisis. In addition, we did not experience
any increase in interest rates and our existing loans were not recalled as at the Latest Practicable Date.
The average selling prices of our yarn products between 31 October 2011 and the Latest Practicable Date
remained in line with our assumptions in respect of such prices for the purpose of our profit forecast.
Despite these global and China economic volatility, our Directors believe that such prices will not
significantly deviate from our assumptions in respect of such prices for the purpose of our profit forecast
for the period between the Latest Practicable Date and 31 December 2011.

PROFIT FORECAST

Our Directors believe that, in the absence of unforeseen circumstances and on the basis and
assumption as set out in “Appendix III — Profit Forecast” to this Prospectus, our forecast consolidated
profit after taxation but before extraordinary items for the year ending 31 December 2011 is unlikely to
be less than RMB59.0 million (equivalent to HK$73.8 million).

The forecast consolidated net profit of our Company for the year ending 31 December 2011 is
lower than our audited consolidated net profit for the year ended 31 December 2010, while the revenue of
our Company for the year ending 31 December 2011 is expected to be generally in line with that of the
previous year, mainly because of a decrease in our gross profit margin primarily due to the increase in the
price of our raw materials for the year ending 31 December 2011, especially for raw cotton, and the
increase in our administrative expenses in connection with the Global Offering, which we expect for the
year ending 31 December 2011. As at the Latest Practicable Date, our Directors were not aware of any
extraordinary item which have arisen or are likely to arise in respect of the year ending 31 December 2011
that would affect the prospective financial information presented.

On a pro forma fully diluted basis and on the assumption that we had been listed since 1 January
2011 and a total of 1,000,000,000 Shares were issued and outstanding following the completion of the
Global Offering (taking no account of any Shares which may be issued upon exercise of the
Over-allotment Option), the forecast earnings per Share for the year ending 31 December 2011 is unlikely
to be less than RMBO0.059 (equivalent to HK$0.074), representing a price-earnings multiple of 8.1 times
and 9.9 times if the Offer Price is HK$0.60 per Share and HK$0.73 per Share, respectively.

The texts of letters from our reporting accountants, and from the Sole Sponsor in respect of the
profit forecast are set out in “Appendix III — Profit Forecast” to this Prospectus.

SENSITIVITY ANALYSIS

The average selling prices of our yarn products and the average unit purchase prices of our raw
materials fluctuated during the Track Record Period. For details of the fluctuation of the average unit
selling prices of our yarn products during the Track Record Period, please see the table in the section
headed “Financial Information — Factors Affecting Our Financial Condition and Results of Operations
— Pricing of Our Products and Product Mix” in this Prospectus. For details of the fluctuation of our
average unit purchase prices of our raw materials during the Track Record Period, please see the table in
the section headed “Financial Information — Factors Affecting Our Financial Condition and Results of
Operations — Cost of Raw Materials” in this Prospectus. The changes in the average unit selling prices of
our yarn products and the average unit purchase prices of our raw materials have affected our results of
operation in the past and may have an impact on our profit in the future. For details of such historical
effects, see the section headed “Financial Information” in this Prospectus.
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The sensitivity analysis below illustrates the impact of hypothetical changes in: (i) the average unit
selling price of our yarn products, with reference to the historical volatility of our average unit selling
prices during the Track Record Period; and (ii) the average unit purchase price of our raw materials, with
reference to the historical volatility of our average unit purchase prices during the Track Record Period,
on our forecast profit before and after tax and the resulting forecast profit after tax for the year ending 31
December 2011:

Percentage change in the average unit
selling price of our yarn products” #50%  +25%  +10%  +5% 0% -5% -10% -25% -50%

Impact on our forecast profit before tax

for the year ending 31 December 2011

(RMB million) . ... ............ 98.1 49.1 19.6 9.8 — (9.8)  (19.6)  (49.1)  (98.1)
Impact on our forecast profit after tax

for the year ending 31 December 2011

(RMB million) . ... ............ 73.6 36.8 14.7 7.4 — (74 (147)  438) (929

(Percentage) . . ... ... .. ... 1247%  624%  249%  12.5% —  (125%) (24.9%) (74.2%) (157.5%)
Resulting forecast profit after tax

for the year ending 31 December 2011

(RMB million) . .. ... ... .. ... 132.6 95.8 737 66.4 59.0 51.6 443 15.2 (339

Percentage change in the average unit
purchase price of our raw materials'®’ +50%  +25%  +10% +5% 0% 5% -10% -25% -50%

Impact on our forecast profit before tax

for the year ending 31 December 2011

(RMB million) . . .. ........ ... (68.9) (345  (13.8) (6.9) — 6.9 13.8 345 68.9
Impact on our forecast profit after tax

for the year ending 31 December 2011

(RMB million) . . .. ............ (63.7)  (29.3)  (10.3) (5.2) — 52 10.3 259 517

(Percentage) . . ... ... ... ... (108.1%) (49.7%) (17.5%)  (8.8%) — 88% 17.5% 439%  87.6%
Resulting forecast profit after tax

for the year ending 31 December 2011

(RMB million) . . .. ... ... .. @7 298 48.7 539 59.0 64.2 69.3 849 1107

Notes:

(1) Compared to the average unit selling price of our yarn products for the two months ending 31 December 2011.

(2) Compared to our average unit purchase price of our of raw materials for the two months ending 31 December 2011.

The table above includes forward-looking information and is for illustrative purposes only. For
details see “Forward-looking Statements” in this Prospectus. For risks relating to the average selling
prices of our products and the average unit purchase prices of our raw materials, see “Risk Factors —
Risks Relating to Our Business — Our Financial Performance May Be Affected by Fluctuations in Raw
Material Prices as We May Not Be Able to Pass on the Increase in Raw Material Costs to Our Customers”
and “Risk Factors — Risks Relating to our Business — We May Not Be Able to Maintain the Increasing
Trend of Our Gross Profit Margins or to Maintain Our Net Profit Margins at the Levels We Recorded
During the Track Record Period.”
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OFFER STATISTICS

Based on an Offer Based on an Offer
Price of HK$0.60 per Price of HK$0.73 per
Share Share
Market capitalisation of our Shares™ . ... ... ... ... .. HK$600.0 million ~ HK$730.0 million
Unaudited pro forma adjusted consolidated net
tangible asset value per Share® . ... ............. HK$0.44 HK$0.48
Notes:
(1) All statistics in this table are based on the assumption that the Over-allotment Option is not exercised, no share is

issued/repurchased according to the Issuing Mandate and the Repurchase Mandate, and any option which may be granted
under the Share Option Scheme is not exercised. The calculation of market capitalisation is based on 1,000,000,000 Shares
expected to be in issue and outstanding following the Global Offering.

(2) The unaudited pro forma adjusted consolidated net tangible asset value per Share is calculated after making the adjustments
referred to in Appendix II and based on 1,000,000,000 Shares expected to be in issue and outstanding following the Global
Offering.

DIVIDEND AND DIVIDEND POLICY

Jinyuan declared to its shareholders dividends of RMB42.9 million and RMB85.8 million for the
years ended 31 December 2009 and 2010, respectively. Jinyuan did not declare any dividend for the year
ended 31 December 2008 and the six months ended 30 June 2011. Jinyuan paid these declared dividends
of RMB42.9 million and RMB85.8 million in January 2010 and January 2011, respectively. Our
Company was incorporated in the Cayman Islands on 4 May 2011. As at 30 June 2011, no distributable
reserves were available in cash for distribution to our Shareholders.

The payment and the amount of any dividend, if paid, will depend on the results of operations, cash
flows, financial condition, statutory and regulatory restrictions on the payment of dividends by us, future
prospects and other factors that we may consider relevant. Holders of the Shares will be entitled to
receive such dividends pro rata according to the amounts paid up or credited as paid up on the Shares. The
declaration, payment, and amount of dividends will be subject to our discretion.

Our PRC subsidiary may pay dividends only out of its accumulated distributable profits, if any,
determined in accordance with its articles of association, and the accounting standards and regulations in
China. Furthermore, pursuant to the relevant PRC laws and regulations applicable to our subsidiary in the
PRC, our PRC subsidiary is required to set aside a certain amount of its accumulated after-tax profits
each year, if any, to fund statutory reserves. These reserves may not be distributed as cash dividends.

Dividends may be paid only out of our distributable profits as permitted under the relevant laws. To
the extent profits are distributed as dividends, such portion of profits will not be available to be reinvested
in our operations. There can be no assurance that we will be able to declare or distribute any dividend in
the amount set out in any plan of the Board or at all. The dividend distribution record in the past may not
be used as a reference or basis to determine the level of dividends that may be declared or paid by us in the
future.

Subject to the factors described above, the Board of Directors currently intends to recommend at

the relevant shareholders meetings an annual dividend of not less than 20% of the net profit available for
distribution to the Shareholders in the foreseeable future.

—14 -



SUMMARY

FUTURE PLANS AND USE OF PROCEEDS

See the section headed “Business — Business Strategies” in this Prospectus for a detailed
description of our future plans.

The net proceeds from the Global Offering, after deducting underwriting fees and estimated
expenses payable by our Company in connection thereto, are estimated to be approximately HK$135.0
million, assuming that the Over-allotment Option is not exercised and assuming an Offer Price of
HK$0.665 per Share, being the mid-point of the proposed Offer Price range of HK$0.60 to HK$0.73 per
Share. We intend to use such net proceeds as follows:

. Approximately RMB44.2 million, equivalent to HK$55.2 million or 40.9% towards
equipment and machinery for production of coloured polyester-cotton blended yarns with a
production capacity of approximately 60,000 spindles;

. Approximately RMB31.0 million, equivalent to HK$38.7 million or 28.7% towards
equipment and machinery for production of open-end spun yarns with a production capacity
of approximately 20,000 spindles;

. Approximately RMB21.0 million, equivalent to HK$26.2 million or 19.4% towards payment
for construction of new production facility, not including the cost of land use rights;

. Approximately RMB1.1 million, equivalent to HK$1.4 million or 1.0% towards further
enhance our marketing network, brand awareness and reputation; and

. Approximately RMB10.8 million, equivalent to HK$13.5 million or 10.0% towards working
capital and general corporate purposes.

If the Offer Price is set at the high-end or low-end of the proposed offer price range, the net
proceeds of the Global Offering (assuming that the Over-allotment Option is not exercised) will increase
or decrease by approximately HK$15.8 million, respectively. In such event, we will increase or decrease
the allocation of the net proceeds to the above purposes on a pro rata basis.

If the Over-allotment Option is exercised in full, the net proceeds from the Global Offering will
increase to approximately HK$159.2 million, assuming an Offer Price of HK$0.665 per Share, being the
mid-point of the proposed Offer Price range. If the Offer Price is set at the high-end or low-end of the
proposed Offer Price range, the net proceeds of the Global Offering (including the proceeds from the
exercise of the Over-allotment Option) will increase or decrease by approximately HK$18.1 million,
respectively. We intend to apply the additional net proceeds to the above uses in the proportions stated
above.

To the extent that the net proceeds of the Global Offering are not immediately applied to the above

purposes, it is our present intention that such net proceeds will be deposited into interest-bearing bank
accounts with licensed banks and/or financial institutions in Hong Kong or in the PRC.
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RISK FACTORS

Our Directors believe that there are certain risks involved in our business operations and the
investment in the Global Offering. A detailed discussion of the risk factors is set out in the section headed
“Risk Factors” in this Prospectus. These risks can be categorised as follows:

Risks Relating to our Business

. We may not be successful in effectively and efficiently implementing our business plans and
we may not achieve our desired results from the implementation of such plans.

. Our financial performance may be affected by fluctuations in raw material prices as we may
not be able to pass on the increase in raw material costs to our customers.

. We rely on a small number of suppliers for a significant portion of our raw material
purchases.
. We may be unable to secure enough capital to implement our expansion plans in full and to

finance our increased working capital requirements.

. We may not be able to maintain the increasing trend of our gross profit margins or to
maintain our net profit margins at the levels we recorded during the Track Record Period.

. We recorded net current liabilities positions during the Track Record Period.
. We were previously involved in bill financing transactions through issuance of note
payables and endorsement of note receivables that were not fully in compliance with the

relevant credit agreements and PRC Negotiable Instrument Law.

. We are exposed to credit risks of our customers and do not have access to all credit
information of our customers to determine their credit worthiness.

. We generally do not enter into long-term contracts with our customers and are thus subject
to uncertainty and potential volatility with respect to our revenue from period to period.

. Our sales are geographically concentrated in Guangdong Province and Zhejiang Province.
. Our success and continued growth are dependent on our key management team.

. We rely on a stable supply of labour at reasonable cost.

. We may face disruptions in our production.

. We rely on external supplies of electricity and water for our production processes.

. Failure to maintain an effective quality control system may result in loss.

. The preferential EIT rate we have enjoyed may not recur.

. We complied with regulations and policies of social insurance funds and housing funds only

to the extent required by the local authority during the Track Record Period, which have
different interpretation and implementation of the national laws and policies on the same
matter.
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. Our operations are subject to uncertainties and we may not have sufficient insurance
coverage for all the risks related to our operations.

. We may not be able to adequately protect our intellectual property rights or may
inadvertently infringe upon third party intellectual property rights.

. Our policies in respect of management of financial risks may not be sufficient or effective.
Risks Relating to the Industry
. Our business depends on China’s economic and the global economic growth.

. We operate in a highly competitive industry and we may lose our business opportunity in the
market if we do not compete successfully.

. Import quotas, higher tariffs or other trade barriers imposed by the United States, the
European Union or other WTO member nations on the textile industry may have a material
adverse impact on our results of operations.

. Anti-dumping investigations and trade protection measures conducted by other countries on
cotton or polyester yarns may have an adverse effect on our operations.

Risks Relating to the PRC

. Fluctuations in consumer spending in the PRC may significantly affect our business and
financial performance.

. Adverse changes in the PRC economic, political and social conditions as well as laws and
government policies, may materially and adversely affect our business, financial condition,
results of operations and growth prospects.

. PRC foreign exchange control may limit our ability to utilise our revenue effectively and
affect our ability to receive dividends and other payments from our PRC subsidiaries.

. The value of Renminbi and foreign currencies we trade in may fluctuate and may affect our
results of operations.

. The PRC economy may experience inflationary pressure and the potential inflation may
affect our business.

. We may be deemed as a PRC resident enterprise under the EIT Law and be subject to the
PRC taxation on our worldwide income, which may significantly increase our income tax
expenses and materially decrease our profitability.

. Gains on the sales of our Shares by foreign investors and dividends on our Shares payable to
foreign investors may become subject to PRC income taxes.

. We will be required to record a deferred PRC withholding tax liability if we intend to

distribute dividends from our PRC subsidiary to our offshore holding company, which will
adversely impact our financial results.
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. Negative publicity on PRC products may adversely affect our business and reputation.

. The PRC environmental laws and regulations may change and our environmental
compliance liabilities and costs may increase.

. Any outbreak of severe communicable diseases in the PRC may cause suspension of our
operations and affect the economic condition of the PRC which may, in turn, affect our
operations.

. Changes and uncertainties in the PRC legal system may have an adverse effect on our
operations.

Risks Relating to the Global Offering

. There has been no prior public market for our Shares and an active trading market may not
develop.
. The liquidity, trading volume and trading price of our Shares may be volatile, which could

result in substantial losses for Shareholders.
. Prior dividend distributions are not an indication of our future dividend policy.

. Our Controlling Shareholders may exert substantial influence over our Group and may not
act in the best interest of the other Shareholders.

. Shareholders’ interests may be diluted as a result of additional equity fund-raising.

. Future sales of a substantial number of our Shares in the public market could materially
adversely affect the prevailing market price of our Shares.

. The costs of share options to be granted under the Share Option Scheme may adversely
affect our results of operations and any exercise of the options granted will result in dilution
to our Shareholders.

. You may face difficulties in protecting your interests under Cayman Islands law.

. The current market conditions may not be reflected in the statistical information provided in
this Prospectus.

. Investors should not place undue reliance on industry and market information and statistics
from official government publications contained in this Prospectus.

. Investors should not place undue reliance on information derived from research reports
contained in this Prospectus.
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DEFINITIONS

In this Prospectus, unless the context otherwise requires, the following expressions have the

following meanings:

“Application Form(s)”

“Articles of Association” or
“Articles”

“associate(s)”

“Baoyuan”

]

“Board” or “Board of Directors’

“Business Day”

“B VI”

“CAGR”

]

“Capitalisation Issue’

“CBRC”

“CCA”

“CCASS”

“CCASS Clearing Participant”

white application form(s), yellow application form(s) and green
application form(s), or where the context so requires, any one or
both of them, relating to the Hong Kong Public Offer;

the articles of association of our Company adopted on 3
December 2011 and as amended from time to time, a summary of
which is set out in Appendix V to this Prospectus;

has the meaning ascribed thereto under the Listing Rules;

Jiangxi Baoyuan Colourful Textile Co., Ltd. (VL.V§ & IF & % A R
/3 ¥l), a company established in the PRC on 8 January 2008 and is
an Independent Third Party;

the board of Directors of our Company as at the date of this
Prospectus;

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;

the British Virgin Islands;
compound annual growth rate;

the issue of 749,000,000 Shares upon capitalisation of certain
sums standing to the credit of the share premium account of our
Company referred to in the paragraph headed “Resolutions in
writing of all the Shareholders passed on 3 December 2011”
under the section headed “Further information about our
Company and our Subsidiaries” in Appendix VI to this
Prospectus;

China Banking Regulatory Commission ("B $R17 3 BB M %
B,

China Cotton Association (HFEM/EW &), a non-profit
organisation in the area of cotton and engaged in cotton
production, purchase, processing and operation, cotton textile
enterprises and cotton research;

the Central Clearing and Settlement System established and
operated by HKSCC;

a person admitted to participate in CCASS as a direct clearing
participant or general clearing participant;
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“CCASS Custodian Participant”

“CCASS Investor Participant”

“CCASS Participant”

“CEO”
“CFO”

“Changle Jinyuan”

“Changle Yuanlong”

“China” or “PRC”

“China National Textile and
Apparel Council”

“China Statistical Yearbook 2011”

“China Textile Industry
Development Reports”

“Commerce & Finance”

“Companies Law”

a person admitted to participate in CCASS as a custodian
participant;

a person admitted to participate in CCASS as an investor
participant who may be an individual or joint individuals or a
corporation;

a CCASS Clearing Participant, a CCASS Custodian Participant or
a CCASS Investor Participant;

Chief Executive Officer;
Chief Financial Officer;

Fujian Changle Jinyuan Textiles Limited (i & & &4 &R %)
kA B/~ 7)), a company established in the PRC on 25 March
1999 which, other than Zheng Baozhen (¥§E #i%) (the uncle of Mr.
Zheng and Zheng Yongxiang, both Directors) holding 15% of its
equity interests and being its general manager, has no connection
with our Controlling Shareholders, Directors and their respective
associates;

Fujian Changle Yuanlong Knitting Limited (& & & = 44 1 T & &f
#i A R/ 1), a company established in the PRC on 21 April 2006
and Chen Ailan (ﬁ"ﬁ%), the wife of Mr. Zheng, holding 25% of
its equity interests;

the People’s Republic of China excluding, for the purpose of this
Prospectus, Hong Kong, the Macau Special Administrative
Region and Taiwan;

a national industry organisation authorised by the PRC
Government providing business consultation, constructing of
market intelligence system and facilitating market development
for the textile industry in the PRC (4B £ %% T3 W &);

an official publication issued annually by the National Bureau of
Statistics of China (% ¥ N R ILANE B K 451 R), a department
within the government of the PRC (Bl #i5H4F 8 2011);

the national textile industry development reports for the years
ended 31 December 2006, 2007, 2008, 2009 and 2010 ([ %7 4%
TR R );

Commerce & Finance Law Offices;

the Companies Law, Cap.22 (Law 3 of 1961, as consolidated and
revised) of the Cayman Islands;
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“Companies Ordinance”

“connected person(s)”

“Controlling Shareholders”

“Corporate Reorganisation”

“Covenantors”

“Da Yu Investments”

“Deed of Indemnity”

“Deed of Non-Competition”

“Development Plans for Textile
Industry”

“Director(s)”
G‘EIA7’
“EIT??

“EIT Law”

the Companies Ordinance (Chapter 32 of the Laws of Hong
Kong);

has the meaning ascribed thereto under the Listing Rules;

has the meaning ascribed thereto in the Listing Rules and unless
the context requires otherwise, refers to Popular Trend and Mr.
Zheng, who, together, will control the exercise of approximately
46.76% voting rights in the general meeting of our Company
immediately after completion of the Global Offering and the
Capitalisation Issue (assuming that the Over-allotment Option is
not exercised);

the corporate reorganisation of our Group conducted in
preparation for the Listing, details of which are set out in the
paragraph headed “Corporate Reorganisation” under the section
headed “History and Corporate Structure” in this Prospectus;

Popular Trend, Mr. Zheng and Zheng Yongxiang;

Da Yu Investments Limited, a company incorporated in BVI on 10
May 2006, the entire issued share capital of which is owned by
Mr. Lin;

a deed of indemnity dated 9 December 2011 entered into between
the Covenantors and our Company (for itself and as trustee for its
subsidiaries), under which the Covenantors have given certain
indemnities in favour of our Company containing, among others,
the indemnities referred to in the paragraph headed “Other
Information — Estate Duty, Tax and Other Indemnities” in
Appendix VI in this Prospectus;

a deed of non-competition dated 3 December 2011 entered into by
the Covenantors in favour of our Company, details of which are
disclosed in the section headed “Relationship with Controlling

Shareholders” in this Prospectus;

development plans for the textile industry in the PRC issued by
the General Office of the State Council of the People’s Republic
of China (%% T2 o 8 Al 4iz B AR &)

the directors of our Company as at the date of this Prospectus;
the U.S. Energy Information Administration;
enterprise income tax payable under the EIT Law;

the enterprise income tax law of the PRC (9 3¢ A & 311 [# 1> 2
i3 Bi%);

- 21 -



DEFINITIONS

“Enterprises With Scale”

“Equipment Tax Reduction”

“Facility One”

“Facility Two”

“Fengxin Investment”

“Fengxin Real Estate”

“Flourish Talent”

“GDP”

“Global Offering”

“Green Application Form(s)”

“HK$” or “HK dollar(s)” and
“cent(s)”

“HKICPA”

“HKSCC”

enterprises each with an annual revenue of more than RMBS5.0
million;

Jinyuan’s EIT reduction related to the purchase of domestic
manufactured equipment and machinery for the years ended 31
December 2006 and 2007 of a total tax reduction of RMB38.4
million, approved by the Jiangxi Administration of State Taxation
of Yichun City;

the first production facility built on our Company’s production
base;

the second production facility built on our Company’s production
base;

Fengxin County Changxin Investment Development Limited (7=
HriRR B G R AR/ F]), a company established in the PRC

on 3 September 2007 and Chen Xiuyin (Bf 75 $R), a director of our
subsidiary Jiangxi Jinyuan, holding 60% of its equity interests;

Fengxin Baocheng Real Estate Limited (Z=:#7 & 37 Hi & A R A
F]), a company established in the PRC on 10 October 2009 and
Zheng Yongxiang, our Director, holding 51% of its equity
interests;

Flourish Talent Group Limited, a company incorporated in BVI
on 12 January 2011, the entire issued share capital of which is
owned by Mr. Sze;

gross domestic products;

the Hong Kong Public Offer and the International Placing;

the application form(s) to be completed by White Form eIPO
Service Provider;

Hong Kong dollar(s) and cent(s) respectively, the lawful currency
of Hong Kong;

Hong Kong Institute of Certified Public Accountants;

Hong Kong Securities Clearing Company Limited;
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“HKSCC Nominees”

“Hong Kong”

“Hong Kong Offer Shares”

“Hong Kong Public Offer”

]

“Hong Kong Underwriters’

“Hong Kong Underwriting
Agreement”

“IFRS”

“Independent Third Party(ies)”

“Integrity Technology”

“International Placing”

“International Placing Shares”

“International Underwriters”

HKSCC Nominees Limited, a wholly-owned subsidiary of
HKSCC;

the Hong Kong Special Administrative Region of the PRC;

the 25,000,000 Shares being initially offered by us for
subscription pursuant to the Hong Kong Public Offer subject to
re-allocation as described in the section headed “Structure of the
Global Offering” in this Prospectus;

the offer of the Hong Kong Offer Shares for subscription by the
public in Hong Kong for cash at the Offer Price, on and subject to
the terms and conditions described in this Prospectus and the
Application Forms;

the underwriters of the Hong Kong Public Offer listed in the
section headed “Underwriting — Underwriters — Hong Kong
Underwriters” in this Prospectus;

the underwriting agreement relating to the Hong Kong Public
Offer entered into, among others, between our Company, the
Controlling Shareholders, the Sole Global Coordinator and the
Hong Kong Underwriters dated 9 December 2011;

International Financial Reporting Standard(s);

an individual(s) or a company(ies) who or which is/are
independent of and not connected with (within the meaning of the
Listing Rules) our Directors, chief executive or substantial
shareholders (within the meaning of the Listing Rules) of our
Company, our subsidiaries or any of their respective associates,
and not otherwise a connected person of our Company;

Integrity Technology Investment Ltd., a company incorporated in
BVI on 25 January 2011, the entire issued share capital of which
is owned by Ms. Chow;

the conditional placing by the International Underwriters of the
International Placing Shares, as further described in the section
headed “Structure of the Global Offering”;

the 225,000,000 Shares (subject to re-allocation and the
Over-allotment Option as described in the section headed
“Structure of the Global Offering” in this Prospectus) being
initially offered by us for subscription pursuant to the
International Placing together, where relevant, with any
additional Shares to be issued pursuant to the exercise of the
Over-allotment Option;

the underwriters of the International Placing;
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“International Underwriting
Agreement”

“Issuing Mandate”

s

“Jiangxi Jinyuan” or “Jinyuan’

“Jinlun Company”

“Jolly Success”

“Latest Practicable Date”

“Listing”
“Listing Committee”

“Listing Date”

“Listing Rules”

“Main Board”

“Memorandum of Association” or
“Memorandum”

the underwriting agreement expected to be entered into on or
around 15 December 2011 by our Company, the Controlling
Shareholders, the Sole Global Coordinator and the International
Underwriters in respect of the International Placing, as further
described in the section headed “Underwriting — Underwriting
Arrangements and Expenses — International Placing” in this
Prospectus;

the unconditional mandate granted to our Directors to allot and
issue Shares pursuant to the resolutions as set out in the paragraph
headed “Resolutions in Writing of All the Shareholders Passed on
3 December 2011” in Appendix VI to this Prospectus;

Jinyuan Textile Co., Ltd. Jiangxi (VLPY&VEF74kARAF]), a
wholly foreign-owned enterprise established in the PRC on 10
October 2005 and is a wholly-owned subsidiary of our Company;

Fujian Jinlun Fiber Joint Stock Co., Ltd. (1 i & 4 fm = A% 10 A
FR/2E]) (formerly Fujian Jinlun Petrochemical Fiber Industry
Co., Ltd)(fRESM AL BMEFEAGRAA)), a company
established in the PRC on 11 November 2003 which, other than
Fengxin Investment holding 3.45% of the equity interests and
Zheng Baoyou (M[Effi) (the father of Mr. Zheng and Zheng
Yongxiang) being its chairman, has no connection with our
Controlling Shareholders, Directors and their respective
associates;

Jolly Success International Limited, a company incorporated in
BVI on 3 March 2011 and is a wholly-owned subsidiary of our
Company;

5 December 2011, being the latest practicable date prior to the
printing of this Prospectus for the purpose of ascertaining certain
information contained in this Prospectus prior to its publication;

the listing of the Shares on the Main Board;
the Listing Committee of the Stock Exchange;

the date, expected to be on or about 22 December 2011, on which
dealings in the Shares first commence on the Stock Exchange;

the Rules Governing the Listing of Securities on the Stock
Exchange (as amended from time to time);

the stock exchange (excluding the option market) operated by the
Stock Exchange which is independent from and operated in
parallel with the Growth Enterprise Market of the Stock
Exchange;

the memorandum of association of our Company;
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“Modern Creative”

“Mr. Sze”

“Mr. Lin”

“Mr. Zheng” or “Mr. Zheng Hong”

“Ms. Chow”

“National Bureau of Statistics of
China”

“Offer Price”

“Offer Shares”

“our Company” or the “Company”

EEINY3

“our Group”, the “Group”, “we” or

13 ”

us

“Over-allotment Option”

Modern Creative Group Limited, a company incorporated in the
BVI on 12 February 2002 and is owned by Liu Shu Fa as to 50%
and Wang Juan as to 50%. Wang Juan is the spouse of Liu Shu Fa;

Sze Irons, J.P., a substantial shareholder of our Company and a
non-executive Director;

Lin Sing Yun (former name Lin Chong Yang (ME[5), a
shareholder of our Company;

Zheng Hong, the controlling shareholder of our Company and an
executive Director;

Chow Ping, a shareholder of our Company;

the National Bureau of Statistics of China (43 N E& 351 5 [ &
Bt R);

the final offer price per Offer Share (excluding brokerage fee,
SFC transaction levy and Stock Exchange trading fee) which will
be not more than HK$0.73 and is expected to be not less than
HK$0.60, such price to be determined on or before 15 December
2011 or such later date not later than 20 December 2011 as may be
agreed between our Company and the Sole Lead Manager (on
behalf of the Underwriters);

the International Placing Share(s) and the Hong Kong Offer
Share(s), and where relevant, together with any additional
Share(s) issued pursuant to the exercise of the Over-allotment
Option;

China Weaving Materials Holdings Limited ([ %k 41 # A R
/vH]) (formerly China Weaving Materials Holdings Ltd.), a
company incorporated with limited liability under the laws of the
Cayman Islands on 4 May 2011;

our Company and our subsidiaries following the completion of
the Corporate Reorganisation, and a Group company shall refer to
any one of them;

the option to be granted by our Company to the International
Underwriters exercisable by the Sole Lead Manager on behalf of
the Placing Underwriters, pursuant to which our Company may be
required to allot and issue up to 37,500,000 additional new
Shares, representing 15% of the Offer Shares initially available
under the Global Offering at the Offer Price, to, among other
things, cover over-allocations of the International Placing (if any)
as further described in the section headed “Structure of the Global
Offering”;
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“PBOC”

“Popular Trend”

“PRC Government”

“Pre-IPO Investment Agreement”

“Pre-IPO Investor” or
“Orient Dynasty”

“Price Determination Date”

“Property Valuation Report”

“Prospectus”
“Regulation S”

“Repurchase Mandate”

“RMB”

“SAFE”

“SAT”

“SFC”

“SFO”

“Share(s)”

the People’s Bank of China ("8 A R 4R17T);

Popular Trend Holdings Limited, a company incorporated in BVI
on 22 November 2010, the entire issued share capital of which is
owned by Mr. Zheng;

the central government and local government entities of the PRC
including all government subdivisions and instrumentalities
thereof or, where the context requires, any of them;

the agreement dated 23 December 2009 (which is supplemented
and amended by a supplemental agreement dated 7 May 2011)
and entered into between Mr. Zheng, Mr. Sze, Mr. Lin, Ms. Chow
and the Pre-IPO Investor;

Orient Dynasty Holdings Limited, a company incorporated in
BVI on 27 November 2009, the entire issued share capital of

which is owned by Modern Creative;

the date, on which the Offer Price is determined, which is
expected to be on or around 15 December 2011 but no later than
20 December 2011;

the property valuation report prepared by Jones Lang LaSalle
Sallmanns Limited as set out as Appendix IV to this Prospectus;

this prospectus dated 12 December 2011;
Regulation S under the U.S. Securities Act;

the unconditional mandate granted to our Directors to repurchase
Shares pursuant to the resolutions as set out in the paragraph
headed “Resolutions in Writing of All the Shareholders Passed on
3 December 2011” in Appendix VI to this Prospectus;

Renminbi, the lawful currency of the PRC;

the State Administration of Foreign Exchange of the PRC (W3 A
PR R [ [ 2 D M PRy )

the State Administration of Taxation of the PRC ("3 A 3L F0
B KB AR,

the Securities and Futures Commission of Hong Kong;

the Securities and Futures Ordinance (Chapter 571 of the Laws of
Hong Kong);

ordinary share(s) with a nominal value of HK$0.10 each in the
capital of our Company, which are to be subscribed for and traded
in Hong Kong dollars and listed on the Stock Exchange;
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“Share Lender”

“Share Option Scheme”

“Shareholder(s)”

“Sole Global Coordinator”,
“Sole Bookrunner” or
“Sole Lead Manager”

“Sole Sponsor” or “Guotai Junan”

“Stock Borrowing Agreement”

“Stock Exchange”

“subsidiary(ies)”

“Track Record Period”

“Treasure Resources”

“Underwriters”

“Underwriting Agreements”

“United States” or “U.S.”

“U.S. Securities Act”

“US dollars” or “US$”

“VAT”

Popular Trend;

the share option scheme conditionally adopted by our Company
on 3 December 2011, the principal terms of which are
summarised under the paragraph headed “Share Option Scheme”
in Appendix VI to this Prospectus;

holder(s) of the Share(s);

Guotai Junan Securities (Hong Kong) Limited, a corporation
licensed to engage in types 1 and 4 regulated activities under the
SFO, the sole bookrunner and sole lead manager of the Global
Offering;

Guotai Junan Capital Limited, a corporation licensed to engage in
type 6 regulated activity under the SFO;

the stock borrowing agreement to be entered into between the
Sole Lead Manager and the Share Lender;

The Stock Exchange of Hong Kong Limited;

has the meaning ascribed thereto in section 2 of the Companies
Ordinance;

the three years ended 31 December 2010 and the six months
ended 30 June 2011;

Treasure Resources Corporation Limited, a company with limited
liability incorporated in Hong Kong on 13 April 2011 and is a
wholly-owned subsidiary of our Company;

the Hong Kong Underwriters and the International Underwriters;

the Hong Kong Underwriting Agreement and the International
Underwriting Agreement;

the United States of America within the meaning of Regulation S;

the securities laws of the United States, including the Securities
Act of 1933, as amended, and the regulations of the U.S.
Securities and Exchange Commission promulgated pursuant
thereto;

United States dollars, the lawful currency for the time being of the
United States;

value-added tax;
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“White Form eIPO” the application for Hong Kong Offer Shares to be issued in the
applicant’s own name by submitting applications online through
the designated website of White Form eIPO www.eipo.com.hk;

“White Form eIPO Service Computershare Hong Kong Investor Services Limited;
Provider”

“WTO” the World Trade Organisation; and

“%” per cent.

Certain amounts and percentage figures included in this Prospectus have been subject to rounding
adjustments. Unless otherwise stated, all the numerical figures are rounded to one decimal place. Any
discrepancy in any table between totals and sums of individual amounts listed in any table are due to
rounding. Accordingly, figures shown as totals in certain tables may not be an arithmetic aggregation of
the figures preceding them.

In this Prospectus, unless otherwise stated, certain amounts denominated in Renminbi have been
translated into HK dollars at an exchange rate of RMB1 = HK$1.25 for illustration purpose only. Such
conversions shall not be construed as representations that amounts in Renminbi were or could have been
or could be converted into HK dollars at such rates or any other exchange rates on such date or any other
date.

If there is any inconsistency between the Chinese names of entities or enterprises established in the
PRC and their English translations, the Chinese names shall prevail. The English translation of company

names in Chinese is for identification purpose only.

Unless otherwise specified, all relevant information in this Prospectus assumes no exercise of the
Over-allotment Option.
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GLOSSARY

GLOSSARY OF TECHNICAL TERMS

This glossary contains explanations of certain terms and definitions used in this Prospectus in
connection with our Group and its business. The terms and their meanings may not correspond to
standard industry meaning or usage of those terms.

“blowing”

“carding”

“coloured polyester-cotton blended

yarn(s)”

“cotton yarn(s)”

“coarse-count”

“count”

“fine-count”

“ISO”

“ISO 9001~

“ISO 14001~

6‘k "

g

6‘km77
“medium-count”

“open-end spinning”

“open-end spun yarn(s)”

the process of loosening raw materials from bale form into loose
tufts (V5 1E);

the process of separating loose tufts into individual short fibres

(Fifi);

a type of polyester-cotton blended yarn in which the polyester
fibre contains colour pigment (F (B ilF A 1R 57 40);

cotton thread used in knitting and weaving which is produced
from raw cotton (H#);

18 counts and below according to the CCA;

represents the number of coils composing a yarn, which directly
affects the softness of the textile produced. The higher the count,
the finer the textile;

29 to 59 counts according to the CCA;

the International Organisation for Standardisation, a worldwide
federation of national standards bodies from all over the world;

the international standards of quality management and quality
assurance formulated by ISO Technical Committee 176
(ISO/TC176) in 1987, the most recent upgraded version of which:
ISO 9001 2000 was released in December 2000. Many countries,
including Britain and U.S. have adopted ISO 9001 as national
quality standards;

the international standards of environmental management
formulated by ISO/TC 207,

kilogramme(s);

kilometre(s);

19 to 28 counts according to the CCA;

a technology utilising waste materials for creating yarn without
the use of a spindle, but produced by putting twist into the yarn

without turning the bobbin (SR IiEH7);

yarns produced using the open-end spinning technology (%R %l
A ER);
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“polyester-cotton blended yarn(s)”

“polyester yarn(s)”

“polyester staple fibre(s)”

“raw cotton”

“roving”

“sliver”

“spindles”
“tonne(s)”
2

“tpa

“yarn products”

a blended yarn consisting of polyester and cotton blended in
proportion to determined percentages, of which the cotton is
processed with or without combing (IR Z#P);

yarns produced from polyester staple fibre, which can be used in
knitting and weaving (&4 40);

a type of polyester fibre produced in determined lengths for the

production of pure yarns or blending with other fibres, such as
cotton (i 4m i 44,

fine staple cotton used as raw materials in yarn production (J&4#);

is the processing of assembling sliver in even and parallel form to
further make the sliver thinner CHL&> T /41%5);

a continuous bundle of loosely assembled untwisted fibres. These
are fibres that are drawn from the carding process;

a unit of measurement for production capacity (#8F);
metric tonne(s); one tonne is equal to 1,000 kg;
tonne(s) per annum; and

include polyester yarns, polyester-cotton blended yarns and
cotton yarns.
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FORWARD-LOOKING STATEMENTS

This Prospectus contains forward-looking statements that are, by their nature, subject to
significant risks and uncertainties. These forward-looking statements include, without limitation,
statements relating to:

. our business strategies and plan of operation;

. our plans of expansion of our production capacity;

. our capital expenditure plans;

. the amount and nature of, and potential for, future development of our business;
. our operations and business prospects;

. our dividend policy;

. projects under construction or planning;

. the regulatory environment of our industry in general; and

. the prospects and future development in our industry.

The words “anticipate”, “believe”, “could”, “expect”, “intend”, “may”, “plan”, “seek”, “will”,
“would” and similar expressions, as they relate to us, are intended to identify a number of these
forward-looking statements. 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 prospectus. One or more of these risks or
uncertainties may materialise, or underlying assumptions may prove incorrect. Our Directors confirm
that these forward-looking statements are made after due and careful consideration. Although our
Directors believe that our current views as reflected in those forward-looking statements based on
currently available information are reasonable, we cannot assure you that those views will prove to be
correct, and investors are cautioned not to place undue reliance on such statements.

Subject to the requirements of the Listing Rules, we do not intend to publicly update or otherwise
revise the forward-looking statements in this Prospectus, whether as a result of new information, future
events or otherwise. As a result of these and other risks, uncertainties and assumptions, the
forward-looking events and circumstances discussed in this Prospectus 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 in this Prospectus are qualified by reference to this cautionary statement.
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Investing in our Offer Shares involves a high degree of risk. Potential investors should
consider carefully all the information set out in this Prospectus and, in particular, should consider
and evaluate the following risks associated with an investment in our Company before making any
investment decision in relation to our Company. Additional risks and uncertainties not presently
known to our Group or that our Group currently deems immaterial could also harm the business,
financial condition and operating results of our Group.

RISKS RELATING TO OUR BUSINESS

We may not be successful in effectively and efficiently implementing our business plans and we may
not achieve our desired results from the implementation of such plans.

We seek to maintain our leading position in the textile industry in Jiangxi Province in terms of
revenues and to continue to increase our sales in the domestic market by expanding our production
capacities and our product portfolio for our yarn products. We plan to further increase our production
capacity beyond approximately 321,000 spindles after Listing. In addition, we plan to engage in the
production of coloured polyester-cotton blended yarns. We plan to construct two workshops with an
aggregate production capacity of approximately 60,000 spindles for the production of coloured
polyester-cotton blended yarns and 20,000 spindles for the production of open-end spun yarns.

Any unanticipated delay in completion of the workshops or any cost overrun may result in a
material adverse effect on our business, financial condition, results of operations and growth prospects.
Even if we complete the workshops within our desired time frame and budget, we may still be subject to
various operational risks and we cannot guarantee that there will not be: (i) any failure to operate at the
expected designed capacity or efficiency; (ii) any insufficiency in purchase orders for our products or in
the raw materials for our additional production capacity; (iii) any difficulty in recruiting and retaining
adequate skilled and experienced staff with technical expertise; or (iv) any other factors beyond our
control. Any event of such kind may result in a material adverse effect on our business, financial
condition, results of operations and growth prospects, and may result in our failure to achieve our
expected results of operations.

The implementation of these business plans requires us to effectively and efficiently manage our
sales, marketing, procurement, construction and other aspects of our operations. If we fail to effectively
and efficiently implement our business plans, or if we fail to anticipate customer needs and market
demands accurately, in particular, in regions which have not historically been our focused markets, we
may not be successful in achieving desirable and profitable results. Even if we effectively and efficiently
implement our business plans, there may be other unexpected events or factors that prevent us from
achieving the desirable and profitable results from the implementation of our business plans. Our
financial condition, results of operations and growth prospects may be materially and adversely affected
if our future business plans fail to achieve positive results.

Our financial performance may be affected by fluctuations in raw material prices as we may not be
able to pass on the increase in raw material costs to our customers.

Our raw materials consist of polyester staple fibre and raw cotton. For the years ended 31
December 2008, 2009 and 2010 and the six months ended 30 June 2011, polyester staple fibre accounted
for 83.7%, 79.2%, 76.3% and 67.8% of our total cost of raw materials, respectively. During the same
periods, raw cotton accounted for the remaining 16.3%, 20.8%, 23.7% and 32.2% of our total cost of raw
materials, respectively. Our total cost of raw materials accounted for 82.3%, 78.3%, 81.7% and 83.2% of
our total cost of sales for the years ended 31 December 2008, 2009 and 2010 and the six months ended 30
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June 2011, respectively. Polyester staple fibre is derived from crude oil and therefore fluctuations in
crude oil price and supply also affect the price and supply of polyester staple fibre. Cotton is an
agricultural product and therefore its supply and quality are vulnerable to factors beyond our control,
including weather, infestations and other forces of nature that can result in shortages in supply and
increases in cotton price. During the Track Record Period, the prices of polyester staple fibre fluctuated
between RMB7,000.0 per tonne and RMB14,000.0 per tonne during the three-year period from 2008 to
2010 according to the China Chemical Fibre website. According to Wind Info, price of polyester staple
fibre increased significantly from RMB7,500.0 per tonne in January 2009 to RMB14,900.0 per tonne in
February 2011. From 2008 to 2010, the movements in prices of cotton in China demonstrated a similar
trend as that of the international prices of cotton, and recorded an average price of RMB13,096.8 per
tonne, RMB12,804.4 per tonne and RMB19,373.3 per tonne, respectively. To meet our production and
delivery schedules, we must obtain sufficient quantities of raw materials on a timely basis at
commercially reasonable terms from our suppliers.

During the Track Record Period, we did not experience any disruption in our production due to
shortage of raw material supplies or significant increases in raw material prices. If there is a significant
increase in the prices of raw materials in the future, our profitability would be materially adversely
affected if we are unable to pass on the increase in cost of raw materials to customers.

During the Track Record Period, we had maintained an average inventory level to meet four weeks
of production demand for polyester staple fibre and four to five weeks of production demand of raw
cotton. If the market prices for our finished goods materially decrease subsequent to our purchase of the
raw materials for the production of such products, the selling prices of our yarn products may need to
follow such reduced market prices such that we would absorb the relatively high raw material costs at the
expense of our gross profit margins.

We rely on a small number of suppliers for a significant portion of our raw material purchases.

We rely on a small number of suppliers to supply us with a significant portion of raw materials for
our production. We generally do not enter into any long-term supply agreement with our raw material
suppliers, except for certain framework supply agreements with a few suppliers. For the years ended 31
December 2008, 2009 and 2010 and the six months ended 30 June 2011, purchases from our five largest
suppliers was RMB344.4 million, RMB402.1 million, RMB453.5 million and RMB281.2 million, which
accounted for 72.4%, 72.9%, 59.5% and 69.3%, respectively, of our total purchases. We cannot assure
you that our major suppliers will not give priority or more favourable terms to other customers, or that
they will maintain the same quality and quantity of raw material supply to us, or that they will continue to
supply us with raw materials at all. If any of the abovementioned events occur, we may need to find
alternative suppliers and on terms acceptable to us. If we fail to do so in a timely manner and/or on
acceptable terms, our production may be interrupted, our production costs may increase and our business,
financial condition, results of operations and growth prospects may be materially and adversely affected.

We may be unable to secure enough capital to implement our expansion plans in full and to finance
our increased working capital requirements.

We need additional capital to fund our capital expenditure associated with expansion of our
production capacity through the acquisition of new production equipment and machinery and technology
upgrades in the future. For the years ended 31 December 2008, 2009 and 2010 and the six months ended
30 June 2011, our capital expenditure was RMB137.0 million, RMB12.3 million, RMB20.7 million and
RMB31.6 million, respectively, primarily as a result of the expansion of our production capacity.
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Based on our current plan, we estimate that an aggregate expected future capital expenditure of
approximately RMB401.4 million will be required to fund the construction of our new workshops. We
expect to utilise the aggregate projected capital expenditure over a period of approximately 16 months
depending on market conditions. There is no assurance that we will generate sufficient cash flow from
operating activities for our intended expansion plans. In the event we do not have such operating cash
flow, we will need to obtain alternative financing. There is no assurance that we will be able to obtain
adequate financing on acceptable terms, or at all. Our ability to obtain additional capital on acceptable
terms will be subject to a variety of uncertainties, including:

. investor perceptions of and appetite for securities of companies engaged in the manufacture
of polyester yarns, polyester-cotton blended yarns and cotton yarns, as well as any of our
future products;

. conditions in the capital and financial markets in which we may seek to raise funds;
. our future results of operations, financial condition and cash flows;
. PRC governmental regulation of foreign investment in companies engaged in the

manufacture of polyester yarns, polyester-cotton blended yarns and cotton yarns, as well as
any of our future products;

. economic, political and other conditions in China and the rest of the world;

. the amount of capital that other Chinese entities may seek to raise in the foreign capital
markets; and

. PRC governmental policies relating to foreign currency borrowings.

We may be required to scale back our planned capital expenditures, which may adversely affect our
ability to achieve economies of scale and implement our planned growth strategy. The terms of any future
debt facilities may also impose restrictive covenants, which may further restrict our business and
operations. In the event that we breach any of these covenants, we may not be able to obtain waivers from
our lenders. Our inability to raise additional funds in a timely manner and on terms favourable to us, or at
all, may have a material adverse effect on our business, prospects, financial condition and results of
operations.

We may not be able to maintain the increasing trend of our gross profit margins or to maintain our
net profit margins at the levels we recorded during the Track Record Period.

The gross profit margin increased from 5.5% for the year ended 31 December 2008 to 13.1% for
the year ended 31 December 2009 and further to 16.1% for the year ended 31 December 2010. However,
we cannot assure you that we will be able to maintain the increasing trend of our gross profit margin or to
maintain our gross profit margin at or higher than its historical level during the Track Record Period as
the average unit selling price of our products and our raw material prices may be affected by a variety of
factors, including changes in the general market supply and demand of polyester yarns, polyester-cotton
blended yarns and cotton yarns and other materials, the changes in taxation and export policies, and
various other factors that are beyond our control.
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In addition, we had not made any provision for EIT during the Track Record Period because the tax
concession granted to Jinyuan, as a result of the purchase of certain domestic manufactured equipment
and machinery, had offset the EIT otherwise payable for the years ended 31 December 2008, 2009 and
2010 and the six months ended 30 June 2011. As such, we will be required to make prevision and pay EIT
at a statutory EIT rate of 25% starting from July 2011.

Our financial conditions and results of operations may be adversely affected by any decrease in
gross profit margin or any provision of EIT in the future.

We recorded net current liabilities positions during the Track Record Period.

As at 31 December 2008, 2009 and 2010 and 30 June 2011, we recorded net current liabilities of
RMB229.7 million, RMB180.2 million, RMB181.1 million and RMB154.5 million, respectively. We had
continuous net current liabilities during the Track Record Period, mainly due to our historical use of note
payables and the drawdown of short-term bank borrowings to finance the capital expenditures for the
expansion of production capacity and to fund the working capital as a result of the expansion of
production capacity since 2008, in particular, for the construction of our production facilities and
purchase of equipment and machinery. Starting from 2009 onwards, we increased the use of short-term
bank borrowings and reduced the use of note payables to finance our working capital and capital
expenditures. We cannot assure you that we will not record any net current liability in the future. Our net
current liabilities position exposes us to certain liquidity risks. Our future liquidity, the payment of trade
and other payables, and the repayment of outstanding debt obligations as and when they become due will
primarily depend on our ability to maintain adequate cash inflows from operating activities and adequate
external financing. Further, we might have to finance part or all of our capital expenditure in the future by
means of short term borrowings. Our operating cash flows could be adversely affected by numerous
factors, including the increase in market competition, decreased demand for our products and higher raw
material prices. We had recorded net cash outflow of RMB15.6 million from our operating activities in
2009, mainly due to an increase in inventory level to meet customers’ demand and significant cash
outflow for the settlement of note payables. Servicing our debt and other fixed payment obligations will
further divert our cash flow from our operations and planned capital expenditures. Furthermore, the
interest cost of such obligations could undermine our future profitability.

We were previously involved in bill financing transactions through issuance of note payables and
endorsement of note receivables that were not fully in compliance with the relevant credit
agreements and PRC Negotiable Instrument Law.

From May 2008 to August 2009, we obtained additional funding for our business operations
through issuing bank acceptance notes that were within the credit limits stipulated by the endorsing banks
and supported by the initial deposits by us, but were used for purposes other than the payment for the
purchases from relevant suppliers as stipulated in the relevant credit agreements. See “Business —
Non-Compliant Bill Financing.” Our PRC legal adviser, Commerce & Finance, advised us that such bill
financing arrangements did not comply with the credit agreements and Article 10 of the PRC Negotiable
Instruments Law. Although we have obtained the written confirmation letters from the relevant endorsing
banks and regulatory authorities, there is no assurance that the relevant regulatory authorities will not
penalise us for these bill financing arrangements in the future. Any such penalties may materially and
adversely affect our business, financial condition and results of operations.
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As at 31 December 2008, 2009 and 2010, RMBO0.9 million, RMB1.6 million and RMB2.1 million
of our note receivables, respectively, was endorsed in favour of Baoyuan, which is our related company,
for financing purposes. As at 30 June 2011, we have not endorsed any note receivables to any related
companies for financing purposes. As advised by our PRC legal advisors, Commerce & Finance, the
arrangement that Jinyuan endorsed the note receivable to Baoyuan for financing purposes was not in
compliance with the PRC Negotiable Instruments Law. Such endorsement arrangements for financing
purposes did not result in any loss to our Endorsing Banks or any third party and no dispute or liability
has arisen or will arise from such endorsement arrangements and no civil litigation or arbitration has
arisen or will arise from such endorsement arrangements as at the Latest Practicable Date. However, we
cannot assure you that any other third party involved in the transactions concerning such notes will not
claim against us as a result of our endorsement. Any such claim may materially and adversely affect our
business, financial condition and results of operations.

We are exposed to credit risks of our customers and do not have access to all credit information of
our customers to determine their credit worthiness.

We rely on the businesses generated by our customers. While we usually receive advance payment
of one or two days or note receivables from our customers as payment for our products before we deliver
our products, we may grant credit periods of 15 to 90 days to certain customers depending on the
relationship and credibility of such customers. However, we do not have access to all information of our
customers to determine their credit worthiness. Some of our customers have only had a short business
history with us. Our customers may discontinue, limit or fail to enhance their respective current level of
business engagements with us. The complete financial and operational information of our customers is
not always available to our Directors, and our Directors are not in any position to obtain such
information. If any of our major customers experience any financial difficulty, our business with such
customers and settlement of outstanding amounts owing to us may be adversely affected notwithstanding
that we have conducted our ongoing credit analysis of our customers, including relying on factors such as
the duration of business relationships, third party or governmental referral or introduction, our
experience in dealing with such customers, market reputation, our business judgement and the settlement
history in assessing our customers and monitoring our business and credit risks. However, any
deterioration of the financial status of our customers may cause reduction in their orders for our products
and/or expose us to higher credit risks in terms of their timeliness of payments which may in turn
adversely affect our results of operations and profitability. In addition, while we had not incurred any bad
debt during the Track Record Period, there is no assurance that we will not incur any bad debts in the
future.

We generally do not enter into long-term contracts with our customers and are thus subject to
uncertainty and potential volatility with respect to our revenue from period to period.

We enter into individual sales orders with our customers for sales of our products and we do not
have long-term contracts with them. We typically deliver our yarn products within one to two days after
we enter into such sales orders, as we implement inventory policies to maintain at least the required level
of raw material inventory and the required level of finished goods inventory, respectively, at our storage
facilities. As a result, if our customers decide not to purchase any of the yarn products from us, change
any of their yarn products suppliers or propose new terms of sales unacceptable to us, change their
business models, change the raw materials used in their production or other industrial, political or
environmental reasons or otherwise, our sales may decline if we are unable to find alternative purchasers
in a timely manner. In such event, our business, financial condition, results of operations and growth
prospects may be adversely affected.
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Our sales are geographically concentrated in Guangdong Province and Zhejiang Province.

Although our sales are not concentrated in a small number of customers, a majority of our sales are
concentrated in Guangdong Province and Zhejiang Province. Our revenue derived from sales to our
customers situated in Zhejiang Province, Guangdong Province, Jiangxi Province and Jiangsu Province,
from where over 46%, 26%, 6% and 1% of our total revenue, respectively, for each year/period during our
Track Record Period were generated. For the three years ended 31 December 2008, 2009 and 2010 and
the six months ended 30 June 2011, revenue generated from customers situated in Guangdong Province
accounted for 26.6%, 32.1%, 26.3% and 28.6% of our total revenue, respectively, while revenue
generated from customers situated in Zhejiang Province accounted for 50.6%, 50.7%, 53.3% and 46.6%
of our total revenue, respectively. Due to such revenue concentration, our business may be affected
significantly by natural, economic or social events and circumstances in Guangdong Province or Zhejiang
Province. If events or circumstances arise in Guangdong Province or Zhejiang Province that cause
detrimental effect to us, our business, financial condition, results of operations and growth prospects may
be materially and adversely affected.

Our success and continued growth are dependent on our key management team.

We believe that our success is, to a certain extent, attributable to the extensive industry knowledge
and experience of our management team. The details of our management team, including their relevant
areas of expertise, are set out in the section headed “Directors, Senior Management and Employees” in
this Prospectus. The dedication of our senior management team has contributed to the stability of our
senior management. Our continued success is dependent, to a large extent, on the ability to attract and
retain the services of the key management team, including our executive Directors, Mr. Zheng, who is
also our chairman, and Mr. Zheng Yongxiang, who is also the general manager of Jinyuan. We believe that
an experienced management team as well as dedicated members of staff will contribute significantly to
our future growth. Accordingly, the loss of services of any of our key management without suitable and
timely replacements may lead to disruption in our operations, loss or deterioration of important business
relations and have a material adverse effect on our business operations and prospects.

We rely on a stable supply of labour at reasonable cost.

Our production remains highly labour-intensive. As at 30 June 2011, we had a total of 1,855
employees. Our total labour costs excluding Directors’ remuneration amounted to RMB33.7 million,
RMB45.3 million, RMB47.1 million and RMB27.0 million for the years ended 31 December 2008, 2009
and 2010 and the six months ended 30 June 2011, respectively. There is no guarantee that our supply of
labour and labour cost will continue to be stable. If we fail to retain our existing labour and/or recruit
sufficient labour in a timely manner, we may not be able to accommodate sudden increase in demand for
our yarn products or our expansion plans. If we are not able to manufacture and deliver our yarn products
on schedule or if we are unable to implement our expansion plans, our business, financial condition,
results of operations and prospects would be materially adversely affected. Furthermore, if there is a
significant increase in labour cost, the cost of our business operation would increase and our profitability
would be adversely affected.

We may face disruptions in our production.

Our revenue is dependent on the continued operation of our production facilities. Our production
process is subject to risks beyond our control including, amongst others, fire, breakdown, failure or
substandard performance of our equipment and machinery, power shortage, labour strikes, natural
disasters and any interruption in our operations as a result of any failure to comply with all applicable
laws, regulations and standards in the PRC. Frequent or prolonged occurrence of any of the aforesaid
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events may have a material adverse effect on our business, financial condition and results of operation.
We had experienced intermittent power supply disruption in our production due to the ice storm in
southern China from late January to early February 2008, which also caused intermittent interruption to
our production. As a result, our production volume in January was slightly reduced and our production
was also suspended for four days in early February 2008. We cannot assure you that similar disruption
will not occur in the future.

We rely on external supplies of electricity and water for our production processes.

We rely on external supply of electricity and water in our production. The continued and stable
supply of electricity and water is therefore crucial to our production activities. Our electricity is supplied
through a designated power line that is directly connected to our production base. We do not have any
contingency plan in the event of power cut. We rely on the local municipal water supply system for the
water used in our production. We had experienced intermittent power supply disruption in our production
due to the ice storm in southern China from late January to early February 2008, which also caused
intermittent interruption to our production. As a result, our production volume in January was slightly
reduced and our production was also suspended for four days in early February 2008. We cannot assure
you that similar disruption will not occur in the future, that our power line can provide us with electricity
in a continued and stable manner or at all, nor that our water conservation system alone can provide us
with sufficient water to carry on our operations. If our electricity or water supply is disrupted and if we
are unable to restore such supply or find alternative sources in a timely manner or at all, our production
may be disrupted and our business, financial condition, results of operations and growth prospects may be
adversely affected.

Failure to maintain an effective quality control system may result in loss.

The performance and quality of our products are critical to the success of our business. These
factors depend significantly on the effectiveness of our quality control system, which in turn, depends on
a number of factors, including the design of the system, the quality training programme, and our ability to
ensure that our employees adhere to our quality control policies and guidelines. Any significant failure or
deterioration of our quality control systems could have a material adverse effect on our business,
financial condition, results of operation and growth prospects. Accordingly, any significant failure or
deterioration of our quality control system could result in us harming our recognition and certifications,
which in turn could have a material adverse effect on our reputation and growth prospects.

The preferential EIT rate we have enjoyed may not recur.

The EIT Law was promulgated by the National People’s Congress on 16 March 2007 and became
effective on 1 January 2008. The EIT Law imposes a uniform income tax rate of 25% on both domestic
and foreign invested enterprises. It also contemplates various transition periods for existing preferential
tax treatments. According to the Notice of the State Council on the Implementation of the Transitional
Preferential Policies in respect of Enterprise Income Tax (€[B%5 B B 17 B it £ 35 r 15 B 48 % 18 B EOR 19
#F1)) (the “Notice”) and effective from 26 December 2007, enterprises entitled to preferential EIT rate
prior to the effective date of the EIT Law must gradually apply the uniform tax rate of 25% within five
years from 1 January 2008. Enterprises entitled to preferential EIT deduction and exemption periods
prior to the effective date of the EIT Law are able to continue to enjoy the relevant preferential treatments
after the implementation of the EIT Law until they expire. Jinyuan was approved to be exempted from
EIT for two years starting from its first profit making year since its establishment and followed by a 50%
tax relief for the next three years. Our first profit making year was 2006. Jinyuan was therefore entitled to
a reduced tax rate of 12.5% from 1 January 2008 to 31 December 2010. Jinyuan is subject to a tax rate of
25% from 1 January 2011 onwards and the preferential EIT rate we have enjoyed may not recur. No
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income tax expense had been recorded for our Group for each of the years ended 31 December 2008, 2009
and 2010 as any EIT payable for each of the years had been offset by the Equipment Tax Reduction.
Jinyuan was entitled to a total tax reduction of RMB38.4 million for the years ended 31 December 2006
and 2007 (the “Equipment Tax Reduction”). Among them, RMBO0.3 million, RMB8&.5 million, RMB14.8
million, RMB5.5 million and RMB12.8 million had been utilised to offset the EIT of Jinyuan in 2008,
2009, 2010 and the six months ended 30 June 2010 and 2011, respectively. In addition, we cannot
anticipate that the PRC Government will not increase the tax rate for foreign-invested enterprises in
China. The resulting increase in our tax liability would have a material adverse effect on our net profits
and cash flow.

We complied with regulations and policies of social insurance funds and housing funds only to the
extent required by the local authority during the Track Record Period, which have different
interpretation and implementation of the national laws and policies on the same matter.

We contribute to social insurance funds and housing fund to the extent required by the local
authority where we operate our business. We have been making payments to selected social welfare
schemes in accordance with relevant social insurance policies and regulations carried out by the local
social insurance authority, including the Notice on the City Labour and Social Security Bureau’s,
Approved by the People’s Government of Yichun City, Suggestions to Further Promote Industrial
Enterprises to Participate in Social Insurance ([2008] No. 20) (CEA T A BB AL T 45 8 A4k g 21
b g [ 3 — 2 i A TS TR I A S 2 AL g O B ) ARG B L B ) (R $8[200812088) ). As
acknowledged by the social insurance authority, Jinyuan has complied with the relevant local regulations
and policies.

The Fengxin County Human Resource and Social Security Bureau (= #i5& N J1 & IR A4t & {1
J&1) has confirmed in writing that: (i) since the incorporation of our PRC subsidiary, Jinyuan, we have
fully paid all social insurance payments in compliance with the relevant local social insurance policies
and regulations; (ii) we will not be required to make further contributions; and (iii) we were not subject
to any investigation or administrative penalty by the Fengxin County Human Resource and Social
Security Bureau. The Fengxin County Office of the Housing Fund Management Centre of Yichun City (‘H.
BB AT AL Z RS ) has confirmed in writing that: (i) since the incorporation of our
PRC subsidiary, Jinyuan, we have provided dormitories for our employees; (ii) we have fully paid all
housing funds in compliance with the relevant local housing fund policies and regulations; and (iii) we
will not be subject to any investigation or administrative penalty by the Fengxin County Office of the
Housing Fund Management Centre of Yichun City (HEMHERE AR EEM P OREFGEIFHE).
Accordingly, we do not consider it is necessary to make a provision for the difference between social
insurance and housing fund contributions required under relevant local policies and regulations.

We cannot assure you that the interpretation and implementation of relevant social insurance
policies and laws and regulations by the local social insurance authority will remain consistent in the
future or if there is any change in their interpretation or implementation, whether such change would have
retrospective effect. We also cannot assure you that there will not be labour disputes or claims in respect
of employee complaints regarding payment of basic pension, basic medical, unemployment, work-related
injury and/or maternity insurance and housing fund contributions or that such claims will not be brought
against us in the future, and that we will not be required to pay such contributions or any related damage
in the future. The occurrence of any of the above could have an adverse effect on our results of operation
and financial performance.
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In addition, we can give no assurance that the local authorities do not interpret and implement the
national laws and policies on social insurance and housing funds differently. In particular, according to
the Social Insurance Law of the PRC, which was promulgated at the national level and became effective
on 1 July 2011, employers are required to make contributions to, and employees, including migrant
workers from rural areas, are required to participate in, all social insurance schemes. To the extent that
there are any difference between the Social Insurance Law of the PRC and the policies and regulations of
the local authorities, we may be required to comply with the Social Insurance Law of the PRC.

Our operations are subject to uncertainties and we may not have sufficient insurance coverage for
all the risks related to our operations.

According to the relevant PRC laws and regulations on social insurance, we are required to pay
basic pension, basic medical, unemployment, work-related injury and maternity insurances for our
employees. Our social insurance contributions did not cover all of our employees during the Track
Record Period. We maintain insurance policies covering risks in respect of buildings in our production
base, equipment and machinery and vehicles used in our operations. There is no assurance that our
insurance coverage would be sufficient to cover all our potential losses. For further details on the
insurance policies we maintain, please see the section headed ‘‘Business — Insurance’ in this
Prospectus. In the event that our insurance policies cannot sufficiently compensate for our losses
sustained as a result of damage to items covered or howsoever incurred, we would have to pay for the
difference ourselves and our cash flow and liquidity could be adversely affected. In addition, we do not
maintain product liability insurance, business interruption insurance or third-party liability insurance for
claims of personal injury or property damage arising from accidents relating to our operations. If any of
these events which we have not maintained insurance occur, it may cause significant cost and our
business, financial condition and results of operations may be adversely affected.

We may not be able to adequately protect our intellectual property rights or may inadvertently
infringe upon third party intellectual property rights.

We rely on registration to protect our intellectual property rights. As at the Latest Practicable Date,
our application to register the trademark “ _j_i:‘ﬂi_” was opposed by a third party and is pending the ruling
of the Trademark Office of the State Administration for Industry and Commerce of the PRC. Although we
have not used the trademark in relation to our business or granted other parties the right to use this
trademark, if the Trademark Office of the State Administration for Industry and Commerce of the PRC
rules against our application, we will not have the exclusive rights to use this trademark for our business
operations. As at the Latest Practicable Date, we were in the process of registering the trademark “g”
with the Hong Kong Trademark Registry of the Intellectual Property Department of Hong Kong. For
further details of our intellectual property rights, please see the section headed “Business — Intellectual
Property Rights” in this Prospectus and “Statutory and General Information — Further Information about
the Business of our Group — Intellectual Property Rights of Our Group — (a) Trademarks” in Appendix
VI to this Prospectus. There is no assurance that our registration is sufficient to prevent any
misappropriation of our intellectual property. In the event that third parties infringe our intellectual
property rights, we may face considerable difficulties and time consuming and costly litigation in order to
enforce our intellectual property rights. If we are not able to effectively protect our intellectual property
rights, our business, results of operations and financial condition could be adversely affected.
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Similarly, there is no assurance that we will not be involved in intellectual property disputes. It is
possible that we may inadvertently infringe the intellectual property rights of others and face liabilities
for such infringements during the course of our business. We may, in the future, receive allegations from
third parties asserting the infringement of their intellectual property rights in relation to our business and
operations. Actions brought against us for infringement of third party intellectual property rights may
adversely affect our reputation and business operations. In the event of an infringement claim, we may be
required to engage significant resources to defend and/or to develop a non-infringing alternative and/or to
obtain appropriate licences. We may not be successful in developing the alternative or obtaining the
licences on reasonable terms, or at all. Any litigation, including frivolous litigation, can also result in
significant costs and diversion of resources and may adversely affect our business and operating results.

Our policies in respect of management of financial risks may not be sufficient or effective.

Our principal financial instruments include loans, trade receivables, note receivables, trade
payables, note payables and bank borrowings. The main risks associated with certain of these financial
instruments are interest rate risk, credit risk and liquidity risk. We do not hold or issue derivative financial
instruments either for hedging or for trading purposes. Our policies for financial risk management may
not be sufficient. Further, there is a lack of hedging tools against financial risks in the PRC. If we fail to
maintain effective risk management policies in respect of any of the financial risks in the future, our
business, financial condition and results of operation may be materially adversely affected.

RISKS RELATING TO THE INDUSTRY
Our business depends on China’s economic and the global economic growth.

Growth in demand for our yarn products is driven largely by the growth of the fabric and textile
industries in China. In 2009, the economies of the United States, Europe and certain countries in Asia
experienced economic slowdowns. In 2011, the credit 