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Chapter I. Important Note

1. The Board of Directors, the Board of Supervisors, and all the directors, supervisors, senior
managers, guarantee that there are no false statements, vital misunderstandings or important
omissions in this report, and hold both individual and joint liability for the authenticity,
accuracy and integrity of its contents.

2. All the members of the Board of Directors attended the meetings of BOD.

3. Shulun Pan Certified Public Accountants Co., Ltd. expressed an independent, clean audit
opinion on the Company’s statements for the year 2007 based in their audit.

4. As particular emphasis, Mr. Zhang Min, Chairman of BOD & CEO, Mr. Ma Minliang,
General Manager and Ms. Gao Lili, Chief of Accounting Affairs, make the pledge for the
authenticity and integrity of the attached financial statements.



Chapter I1. Basic Information about the Company

1. Legal name of the Company: SGSB GROUP CO., LTD.
(Abbreviated as SGSB)

2. Legal representative of the Company: Zhang Min

3. Secretary to Board of Directors: Zhang Yifeng
Contact address: 12" floor, Orient Mansion, No. 1500 Century Avenue, Pu Dong New
Area, Shanghai, PRC
Tel: 86-21-6840 7515
Fax: 86-21-6330 2939
E-mail: zyf@sgsbgroup.com
Designated representative for stock affairs: Zhou Yonggiang
Contact address: 12" floor, Orient Mansion, No. 1500 Century Avenue, Pu Dong New
Area, Shanghai, PRC
Tel: 86-21-6840 7700*728
Fax: 86-21-6330 2939
E-mail: zyg@sgsbgroup.com

4. Address of registration: 1201 Luoshan Road, Pu Dong New Area, Shanghai, PRC
Office address: 12" floor, Orient Mansion, No. 1500 Century Avenue, Pu Dong New Area,
Shanghai, 200122, PRC
Official Website: http://www.sgsbgroup.com
E-mail address: sgsb@sgsbgroup.com

5. Designated newspaper for information disclosure: <Shanghai Securities News> and
<Hong Kong Commercial Daily>
Internet login designated by China Securities Regulatory Commission to carry the
Company’s Annual Report: http://www.sse.com.cn
Place for consulting the Company’s Annual Report: General Office of the Company

6. Authorized stock exchange for A shares: Shanghai Stock Exchange
A shares stock-code 600843, abbreviated as SGSB
Authorized stock exchange for B shares: Shanghai Stock Exchange
B shares stock-code 900924, abbreviated as SGC

7. Other information:
First-time registration date: December 16, 1993
Registration authority: Shanghai Municipal Industrial and Commercial Admin.
Date of the latest registration modification: December 31, 2008
Authority for the latest modification: Shanghai Municipal Industrial and Commercial


mailto:zyf@sgsbgroup.com
mailto:zyq@sgsbgroup.com
http://www.sgsbgroup.com/
mailto:sgsb@sgsbgroup.com
http://www.sse.com.cn/

Administration

Business license registration code: 310000400080303 (Municipal Admin.)
Tax registration code: GSHZ31011532210544

Organization code of the Company: 13221054-4

Auditor: Shulun Pan Certified Public Accountants Co., Ltd.

Office address: 4F, 61 East Nanjing Road, Shanghai, PRC

Advisor on legal affairs: Shanghai Zhendan Law Office

Office address: 16/F, 1688 North Sichuan Road, Shanghai, PRC



Chapter I11. Financial and Business Highlights

1. Business highlights during report year:

RMB’
Item Sum
Operating profits -326,350,621.70
Total profit 10,951,611.59
Net profit attributed to shareholders 33,405,513.27

Net profit attributed to shareholders after non-recurrent account profit/loss

-288,734,114.68

Net cash flows generated from business operations

-114,682,064.37

2. Deducted terms of non-recurrent account profit/loss:

RMB’
Non-recurrent account profit/loss Sum
1. Profit/loss from disposal of non-current assets 281,590,490.68
2. Government subsidies accounted into current profit/loss, except the
continuous ration subsidies directly related to the normal operations and 805,000.00
stipulated by the government
3. Profit/loss from debt restructure 54,162,910.93
4. Profit/loss from fair value changes of tradable financial assets/liabilities
and investment profits from the transfer of tradable financial
S - . : , 1,537,425.65
assets/liabilities and financial assets available for sale, except futures
hedging activities directly related to the normal operations
5. Other non-operating income/expenditure 1,867,731.80
6. Other profit/loss accord with definition of Non-recurrent account
- 204.60
profit/loss
7. Influence of minority interest -375,143.06
8. Influence of income tax -17,448,992.65

Total

322,139,627.95

3. The Company’s main accounting data and financial index in the

(combined statements):

last three years

RMB’

Item Increase/Decrease

2009 2008 (%) 2007
Operating income 1,631,966,381.12 | 2,236,184,307.76 -27.02 2,538,060,869.69
Total profit 10,951,611.59 -14,853,767.98 173.73 91,643,070.06
Net profit attributed to 3340551327 |  -32,261,701.11 20355 28,030,284.53
shareholders
Net profit attributed to
shareholders after non-recurrent -288,734,114.68 -53,442,616.53 -440.27 -66,087,946.53
account profit/loss
Earning per share, basic 0.0744 -0.0719 203.48 0.0624
Earning per share, diluted 0.0744 -0.0719 203.48 0.0624
EPS after non-recurrent account
profit/loss, basic -0.6432 -0.1191 -440.05 -0.1472
Return on net assets, diluted (%) 6.0465 -6.3414 Increase by 12.39% 4.7958
(Rozt)”m on net assets, weighted 6.3575 56765 | Increase by 12.03% 5.1037
Return on net assets after -52.2620 -10.5048 Decrease by 41.76 -11.3073




non-recurrent account
profit/loss, diluted (%)

%

Return on net assets after

non-recurrent gain/loss, -54.9501 -9.4032 b aes‘zge;;e -12.0330
weighted (%) Y 49997
Net cash flows generated from
operating activities -114,682,064.37 66,065,197.75 -273.59 30,669,664.85
Net cash flows per share
generated from operating -0.2555 0.1472 -273.57 0.0683
activities

End of 2009 End of 2008 End of 2007
Total assets 1,978,380,848.91 2,042,412,641.76 -3.14 2,380,098,702.55
Owners’ equity 552,473,990.55 508,744,914.20 8.60 584,473,598.84
Net asset per share attributed to 12308 11333 8.60 1.3021

shareholders




Chapter IV. Variation of Share Capital and

Information about Shareholders

1. Variation of share capital:

(1) Changes in share capital:

Before current variation

Increase/decrease in the report period

Ration
shares

Bonus
shares

Shares by
public
reserve

Other

Total

After current variation

Prop.

Sum (%)

Prop.

Sum (%)

1. Shares subject to
conditional sales

1) State-owned shares

64,830,980 | 14.44

-64,830,980

-64,830,980

2) Shares owned by
state legal entities

3) Shares owned by
other domestic
investors

Including: by domestic
legal entities

Including: by domestic
natural persons

4) Shares owned by
int’l investors

Including: by int’l
legal entities

Including: by int’l
natural persons

Total shares subject to
conditional sales

64,830,980 | 14.44

-64,830,980

-64,830,980

2. Unconditionally
tradable shares

1) Tradable A shares

140,112,047 | 31.21

64,830,980

64,830,980

204,943,027 45.65

2) Tradable B shares

243,943,750 54.35

0 0

243,943,750 54.35

3) Tradable shares
issued abroad

4) Others

Total tradable shares

384,055,797 | 85.56

64,830,980

64,830,980

448,886,777 100

3. Total equities

448,886,777 100

0 0

448,886,777 100

(2) Information about shareholders whose shares are subject to conditional sales

Company Quantity Information Conditions to be
Sales date Quantity unblocked | sold
Shanghai Pudong New Area State-owned 64,830,980 June 18, 2009 64,830,980 | As proposed in the

Assets Supervision and Admin. Commission

reform proposal

(3) Stock issuance and IPO progress

(O Stock issuance during the last three years

During the last three years, the Company didn’t launch new stock issuance, stock allotment,
changeable corporation bonds, corporation bonds or other derivative securities.

@ Variation of the Company’s stock capital and equity structure

a. During report year, there were no bonus shares, new shares capitalized from capital reserve,
allotted shares or newly-issued shares causing the variation of the Company’s stock capital

and equity.

b. According to the Company’s reform proposal on non-tradable shares, the Company




permitted the circulation of 64,830,980 shares subject to conditional sales on June 18, 2009
(details for the resolution No. 009 carried in <Shanghai Securities News> and <Hong Kong

Commercial Daily> dated June 11, 2009).

has changed as following:

Therefore, the equity structure of the Company

Before the variation Changed portion After the variation
Shares subject to 1.State-owned shares 64,830,980 -64,830,980
conditional sales 2.State-owned corporate 0 0 0
shares
3.0ther domestic 0 0 0
corporate shares
Total shares subject to 64,830,980 -64,830,980 0
conditional sales
Unconditionally A shares 140,112,047 64,830,980 204,943,027
tradable shares B shares 243,943,750 0 243,943,750
Total unconditionally 384,055,797 64,830,980 448,886,777
tradable shares
Total equity 448,886,777 0 448,886,777

@ Information about employee shares
Till the end of report year, the Company hasn’t issued any employee shares.

2. Information about shareholders:

(1) Information about shareholders and distribution of stock right:

Number of shareholders at end of report
year

43,225 shareholders, among whom 12,321 are classified as A stock shareholders and 30,904 as

B stock shareholders.

Top 10 shareholders

Shareholder Shareholder Prop. Quantity of Current Shares subject Quantity
status (%) shares increase to conditiona in pawn
| sales | or frozen
Shanghai Pudong New Area State-owned 24.44 109,719,658 0 0 0
State-owned Assets Supervision and shareholder
Admin. Commission
Shanghai International Trust and State-owned 3.33 14,947,371 -2,100,000 0 0
Investment Company corporate
shareholder
China Great Wall Assets Management State-owned 1.23 5,530,514 -3,530,000 0 0
Co., Ltd. shareholder
First Shanghai Securities Ltd Foreign investor 0.96 4,305,386 4,305,386 0 | Unknown
Warburg Dillon Read Nominees Foreign investor 0.57 2,566,933 2,566,933 0 | Unknown
(Hongkong) Ltd-General A/C
SCBHK A/C KG Investments Asia Foreign investor 0.56 2,519,675 2,187,325 0 | Unknown
Limited
Shen Yin Wan Guo Nominees (HK) Ltd | Foreign investor 0.50 2,261,292 1,357,323 0 | Unknown
GuoTai JunAn Securities (Hongkong) Foreign investor 0.43 1,917,117 1,917,117 0 | Unknown
Limited
GuoTai JunAn Securities Co.,Ltd State-owned 0.42 1,905,000 1,905,000 0 | Unknown
corporate
shareholder
SHK NOM LTD-CLTS of SHK Foreign investor 0.42 1,881,229 1,881,229 0 | Unknown

INV.SER

Top 10 unconditionally tradable stock shareholders

Shareholder

Quantity of shares

Classification

Shanghai Pudong New Area State-owned Assets 109,719,658 A shares
Supervision and Admin. Commission

Shanghai International Trust and Investment Company 14,947,371 A shares
China Great Wall Assets Management Co., Ltd. 5,530,514 A shares
First Shanghai Securities Ltd 4,305,386 B shares
Warburg Dillon Read Nominees (Hongkong) 2,566,933 B shares
Ltd-General A/C

SCBHK A/C KG Investments Asia Limited 2,519,675 B shares
Shen Yin Wan Guo Nominees (HK) Ltd 2,261,292 B shares
GuoTai JunAn Securities (Hongkong) Limited 1,917,117 B shares
GuoTai JunAn Securities Co.,Ltd 1,905,000 A shares




SHK NOM LTD-CLTS of SHK INV.SER | 1,881,229 | B shares

Explanation for affiliated It remains unknown to the Company if there exists any affiliated relationship or concerted-party
relationship or concerted-action relationship among SGSB’s top ten unconditionally tradable stock shareholders. It remains
relationship between the main unknown to the Company if there exists any affiliated relationship between SGSB’s top ten
shareholders unconditionally tradable stock shareholders and top ten shareholders.

(2) Profile of the holding shareholder and real controller of the Company:

(@ Profile of the holding shareholder

Organization: Shanghai Pudong New Area State-owned Assets Supervision and
Administration Commission

Representative: Lu Fangzhou

Date of foundation: September 1, 1996

Principal business or administration activities: especially engaged in the administration of
state-owned assets in Pudong New Area, entrusted by Shanghai Pudong New Area People’s
Government.

(2 Change of the holding shareholder and real controller of the Company

During report period, there is no variation about the holding shareholder and real controller of
the Company.

(3 Relationship of the Company and its real controller:

Shanghai Pudong New Area State-owned Assets Supervision and Administration Commission

24.44%
v

SGSB Group Co., Ltd.

(3) Other legal entity stock shareholders who take singly more than 10% equity of the
Company:

At the end of report year, none of other legal entity stock shareholders took singly more than

10% stock equity of the Company.



1. Brief information about Directors, Supervisors and senior managers

Chapter V. Information about Directors, Supervisors

and Senior Managerial Team
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Zhang Chairman 30/06/2009- 70,000 70,000
Min & CEO M 147 | 29/06/2012 | Bshares | B shares 329 No
. Vice-Chair 30/06/2009-
Gu Jian man M 59 29/06/2012 0 0 0 No
Executive
Ma Director 30/06/2009-
Minliang | General M| 58 | 291062012 55201 5520 263 No
Manager
L . 30/06/2009-
Ting Hui | Director M | 59 | 20i06/2012 0 0 0 No
) _ 30/06/2009-
Shen Yibo Director M 43 29/06/2012 0 0 8 Yes
Lu . 30/06/2009-
Yujie Director M 39 29/06/2012 0 0 4 Yes
Jia Former 26/06/2008-
Chunrong | Director M| 61 | 30/06/2009 0 0 4 ves
Ju Former 13/06/2008-
Weifeng | Director M| 59 | 30/06/2009 0 0 0 Yes
Alfred Former 13/06/2008-
Wadle Director M1 54| 11/05/2000 0 0 0 No
Wang Indep. 30/06/2009-
Zhile Director M1 8| 1111010 0 0 60 No
Zhang Indep. 30/06/2009-
Ming Director M1 51 | 910602012 0 0 30 No
Indep. 30/06/2009-
SuYong | pyirector M| 54 | 29/06/2012 0 0 30 No
Former
LiuRende | Indep. M | g4 | 26/06/2006- 0 0 60 No
Direntor 30/06/2009
. Former
Jiang 26/06/2006-
Hengjie I'D”i‘:grc’t'or M| 59 | 30/06/2009 0 0 60 No
. Former
Shi 13/06/2008-
Liangping | 7P M 1531 30/06/2009 0 0 60 No
Xie Supervisory 30/06/2009-
Yushou | Chairman | M | %8 | 20/06/2012 0 0 0 Yes
Former
He Zhong . 26/06/2006-
yun gzgflerrr\#:gry M | 6L | 20002000 10,792 | 10,792 112 No
Jiang . 30/06/2009-
s | supervisor | F [ 51| 5ot 0 0 17 No
) . 30/06/2009-
Ni Yue Supervisor F 34 29/06/2012 0 0 0 Yes
Zhuge 30/06/2009-
Huiling Deputy GM | F | 41 | 590612012 0 0 17 No
. 30/06/2009-
LiJiaming | DeputyGM | M | 48 29/06/2012 0 0 132 No
Fang 30/06/2009-
Haixiang | DEPUYCM | M1 42 | 590619012 0 0 17 No
1,500 1,500 Buy
ﬂ‘ﬁ”g Deputy GM | F | 44 gg;gggg(l)g 5,900 6,300 400 | from 232 No
9 B share B share market
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Former
e | Financial | F | 35 | SY002009- 0 0 185 No
9y Director
Zhang Secretary of 30/06/2009-
Yifeng BOD M |59 | 2000602012 508 | 5058 nr No
Total - - - - 98,770 99,170 - - - - 2,037

Experience of the Directors, Supervisors and senior managers during the last 5 years:

(1) Mr. Zhang Min took successively the posts of Assistant to General Manager in Shanghai
Refrigerator Compressor Co., Ltd., General Manager of Shanghai Zunussi Electromecanica Co.,
Ltd., Deputy Secretary of CCP Committee, General Manager, Vice Chairman and Chairman of
BOD of Shanghai SMPIC Corporation. Chairman of BOD and CEO of SGSB Group since
August 2004..

(2) Mr. Gu Jian took successively the offices of General Manager of Shanghai Pudong
State-owned Assets Investment and Management Co., Ltd., Deputy Chief Economist and Chief
Economist of Shanghai Pudong Development (Group) Co., Ltd. Director of board for the fiifth
board of SGSB in June 2006; Actually as Secretary of CCP Committee and Vice Chairman of
BOD of SGSB since Sep. 2007.

(3) Mr. Ma Minliang assumed successively the offices of Secretary of CCP Committee and
General Manager of Shanghai Maling Acualius Co., Ltd., Secretary of CCP Committee and
Deputy General Manager of Shanghai Light Industries Equipment Co., Ltd., Secretary of CCP
Committee, Deputy General Manager and General Manager of SMPIC Corporation, Vice
Chairman of BOD and CFO of SGSB from July 2004 to Sep. 2007. Actually as Executive
Director and General Manager of SGSB since Sep. 2007.

(4) Mr. Li Tinghui took the position as teaching assistant, lecturer , associate professor in Jiang
Su  Party School. From Feb.1996 to March 2006, he used to be the deputy researcher of Pudong
Reform and Development Institute, deputy researcher and Secretary of CCP Committee of
Pudong New Area Overall Economy Research Institute. From March 2006 till August 2009, he
took the office of director of Pudong New Area Overall Economy Research Institute. From
August 2009 till now, he is researcher in Pudong Reform&Development Institute, and currently
as Director of SGSB for the sixth board.

(5) Mr. Shen Yibo took the successively as Vice Director of General Admin. Dept., Vice
Director and Director of Creditor Rights Dept. of China Great Wall Assets Management
Corporation Shanghai Branch, as Director of Assets Operation No.1 Division of the same
company’s Shanghai branch and Director of SGSB for the fourth and fifth Board. From
Feb.2007 till now, he took the office of deputy general manager of China Great Wall Assets
Management Corporation Shanghai Branch and Director of SGSB for the sixth Board.

(6) Mr. Lu Yujie took the successively as project manager of Financial Consultancy Deparment
of Shangahi International Group Assets Management Co.,Ltd, manager and Fiancial manager of
No.1 Division of Investment Bank of the same company. From Jan. 2009 till now, he is
Operating Director of Shangahi International Group Assets Management Co.,Ltd and Director of
SGSB for the sixth Board.

(7) Mr. Jia Chunrong took the successively as Deputy General Manager, General Manager and
Chairman of BOD of Shangtou Investment Management Co., Ltd. And Director of SGSB for the
second, third, fourth, fifth Board. From June 2009, he no longer took the position as Director of
SGSB after the new election of Board.

(8) Mr. Ju Weifeng took successively the seats as Director in General Office, Office for
Petitions and Appeals and Office of Legislative Affairs in Shanghai Pudong New Area People’s
Government, member of the Disciplinary Commission of Pudong New Area and Director of
SGSB for the fifth Board. Actually as member of CCP Committee and Director of Shanghai
Pudong Development (Group) Co., Ltd. From June 2009, he no longer took the position as
Director of SGSB after the new election of Board.

(9) Mr. Alfred Wadle was Executive Director and CEO of Durkopp Adler AG Czech Company.

Since January 2007, he has taken the seat of Executive Director, CEO and Spokesman of
Durkopp Adler AG and Director of SGSB for the fifth Board. In May 2009, he resigned from the
Board for personal reason.
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(10) Mr. Wang Zhile was Docent and Associate Professor of People’s University of China.
Actually he takes the places of Director of Transnational Corporations Studies Center of the
Research Institute of the Ministry of Commerce, Member of State Industrial Policy Advisory
Committee. Besides as Independent Director of SGSB for the fouth and fifth Board, he also
takes the positions of Vice Chairman of China Group Companies Promotion Association, Vice
Chairman of Foreign Investment Committee of IAC (Investment Association of China), Invited
Researcher of China Society of Economic Reform and Part-time Professor of the Multinational
Companies Study Center of Nankai University.

(11) Mr. Zhang Ming was teaching assistant, Docent and Associate Professor of Shanghali
University of Finance and Economics. From June 1997 till now, he was Professor, Tutor ,Deputy
Dean of School of Accountancy of same university. Besides as Independent Director of SGSB
for the sixth Board, He also takes the positions of Standing member and member of China
Accountacy Association, China Financial Accountancy Association, Shanghai Accountancy
Association, Shanghai Cost Research Institute.

(12) Mr. Su Yong used to be Docent, Associate Professor and Professor of the Enterprise
Management Department of Shanghai Fu Dan University. Actually he takes position of Director
of the same department of Fu Dan University, Deputy Director of Orient Management Research
of Fu Dan University, Tutor of PhD students with Orient Management Major. Besides as
Independent Director of SGSB for the sixth Board, He also takes the positions of Deputy
Director of Shanghai Production Power Association, Standing Member of China Enterprise
Management Research Institute and China Enterprise Culture Institute and Japan East Asia
Economy Association.

(13) Mr. Liu Rende took the seat of CCP Committee Secretary and Vice Chief Accountant of
NEXIA HDDY Certificated Public Accountants (Shanghai) Co., Ltd. and Independent Director
of SGSB for the fourth and fifth Board. Now he is CCP Committee Secretary and Vice Chief
Accountant of NEXIA HDDY Certificated Public Accountants (Shanghai) Co., Ltd. From June
2009, he no longer took the position as Independent Director of SGSB after expiry of term,.

(14) Mr. Jiang Hengjie took successively the positions as Director of General Office, Assistant to
General Manager, Deputy General Manager of China Silk Industrial & Trading Co., Chairman of
China National Garment Association, Secretary of CCP Committee, First Deputy General
Manager of China National Garment Group Co. and President of China National Garment
Association, and Independent Director of SGSB for the fifth Board. Currently as Executive Vice
President (Legal entity representative) of China National Garment Association, Director of
National Garment Standardization Tech. Committee, member of Standing Committee of China
Textile Engineering Academy, Invited Professor of Tsinghua University, Suzhou University,
Jiangxi Garment Institute, Beijing Institute of Clothing and Textiles, and Independent Director of
the Company. From June 2009, he no longer took the position as Independent Director of SGSB
due to new election of Board.

(15) Mr. Shi Liangping was Director of the Institute of Business and Economy in East China
University of Science and Technology, Assistant to President and Head of Business School of
the same university, and Independent Director of SGSB for the fifth Board. He is actually
taking the duties as Deputy President of Shanghai Customs College. Besides, he is also Deputy
Chairman of Shanghai Statistics Academy, Deputy Chairman of Shanghai Administration
Academy, member of Standing Committee of Shanghai Social Sciences Association, expert
councilor for Shanghai Municipal People’s Government, and Independent Director of the
Company. From June 2009, he no longer took the position as Independent Director of SGSB due
to new election of Board.

(16) Mr. Xie Yushou took successively the offices of Deputy Director of Pudong New Area
Labor Management Center, CCP Committee Secretary, Director of Pudong New Area Labor and
Human Affairs Bureau, Deputy Director and CCP Committee member of Pudong Labor and
Socal Security Bureau. Actually as Deputy Director of Pudong CPPCC Society and Law
Committee and the Chairman of sixth Supervisory Board.

(17) Mr. He Zhongyuan once took the seat of Vice Chairman of second and third BOD of the
Company and as Chairman of fourth and fifth Supervisory Board of the Company. Now he
retires and no longer takes the position as Chairman of Supervisory Board of SGSB since new
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election of Supervisory Board in June 20009.

(18) Ms. Jiang Xiaoshu successively took the position of Vice Chairman, Chairman of Labour
Union of SMPIC General Company, Member of CCP Committee, Secretary of Disciplinary
Board and Chairman of Labour Union of SMPIC Corporation and Suprvisor of the Company for
fifth session . Actually as member of CCP Committee, Secretary of Disciplinary Board,
Chairwoman of Labour Union and Supervisor of the Company for sixth sesssion.

(19) Ms. Ni Yue took successively the duties as Chief Accountant of Shanghai Jingan City
Commercial Company, Shanghai Oriental Century School and Shanghai Qinlong Real Estates
Co., Ltd., Accounting Head of Shanghai Baodi Properties Co., Ltd., and Accounting Director of
Shui On Land Limited and Suprvisor of the Company for fifth session.  Since March 2008, she
is working for the Admin. Center of State-owned Enterprises’ Supervisory Affairs under
Shanghai Pudong New Area State-owned Assets Supervision and Administration Commission.
Actually as Supervisor of the Company for the sixth session.

(20) Ms. Zhuge Huiling was once Deputy Chairwoman, Chairwoman of Labour Union, Deputy
Secretary of CCP Committee and Supervisor of the Company. Currently as Deputy General
Manager of the Company since Sep. 2007.

(21) Mr. Li Jiaming took successively the duties as Acting Director in the Institute of Shanghai
Photosensitive Material Co., Director and Chief Engineer of Shanghai Photosensitive Material
Factory, Deputy GM of Shanghai Dahai Camera Co., Ltd., Director of Technology R&D Center
of SMPIC Co., Deputy GM of SMPIC Co. and Director of Shanghai SMPIC Photosensitive
Material Factory. Actually as General Manager, Deputy Secretary of CCP Committee of
SMPIC Co., Ltd. and Deputy GM of SGSB since April 2008.

(22) Mr. Fang Haixiang took successively the posts as Deputy GM of Flying Man Xiechang
Sewing Machine Co., Ltd., Deputy Director and Director of Technology Center of SGSB.
Currently as Deputy General Manager of the Company since April 2008.

(23) Ms. Zheng Ying was Assistant to General Manager of SMPIC Co., Ltd., CCP Secretary and
Deputy GM of Fuji-Xerox Shanghai Limited. From Nov. 2004 to Oct. 2008, she was
designated by the Company as Executive Director of Shanggong Europe (Holding) Co., Ltd. and
Durkopp Adler AG. Actually as Deputy General Manager of SGSB since Oct.2008.

(24) Ms. Meng Xiangyun used to be audit manager in Grant Thornton Zhonghua. From June
2006 to October 2008 she took successively the duties as GM assistant, Accounting Director
and Chief Accountant of the Company. From October 2008 to Febuary 2009 she was partner of
RSM China Certified Public Accountants. She was Accounting Director and Chief Accountant
of the Company from March 2009 and resigned in September 2009 for personal reason. .

(25) Mr. Zhang Yifeng once took the posts of Director of Assets Management Office and Head
of BOD General Office. Currently as Secretary to BOD of SGSB

2. Concurrent posts the senior officials take in the shareholder or other non-shareholder
units:

In the shareholder:

Name Shareholder Position Term of Office Subsidy paid
Initial date Conclusion | ornot
date

Lu Yujie Shangahi International Group Assets Financial 01/12/2009 Yes
Management Co.,Ltd, Director

Shen Yibo China Great Wall Assets Management Co. Deputy General 01/02/2007 Yes
Shanghai Branch Manager

Ni Yue Center of Supervisory Affairs of Shanghai - 03/2008 Yes
Pudong New Area State-owned Assets
Supervision and Administration Commission

Xie Yushou Shanghai Pudong Human Resource&Social 01/09/2000 Yes
security Bureau

In other non-shareholder units:

Name

Entity

Concurrent Post

Beginning date
of the post

Closing date of
the post

Compensation and
subsidies paid or
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not
Shanghai International Group . .
Assets Management Co.Ltd, Executive Director 01/02/2009 No
Shanghai Gaosin International . .
Lu Yujie Logistics Co. L td Vice Chairman 01/04/2009 No
Beijing Hua Nan Mansion .
Co.Ltd Director 01/11/2009 No
China National Offshore Oil .
Corporation Senior Consultant Yes
Wang Zhile Beijing New Century
Transnational Companies Studies General Director Yes
Center
Maanshan Iron & Steel Company Ltd Indep. Director 01/09/2008 Yes
Su Yong Shanghai Baosight Co., Ltd Indep. Director 20/04/2007 Yes
Shanghai International Airport Indep. Director 28/06/2007 Yes
Co.,Ltd
gr;argr(]al Friendship Group Indep. Director 22/05/2007 Yes
Zhang Ming Haitong Securites Co.,Ltd Indep. Director 05/05/2008 Yes
SHINING 3D TECH Co.,Ltd Indep. Director 01/11/2008 Yes

3. Annual compensation of the managerial personnel

(1) Decision-making procedures for compensation of Directors, Supervisors and senior
Managers: the compensation for Independent Directors is decided by the General Meeting of
Shareholders and the remuneration for other senior Directors and executives is under the
proposal of the Compensation & Appraisal Committee approved by the Company’s Board of
Directors.

(2) The compensation and welfare system for senior managers is a combination of the basic
salary, the bonus and the premium directly linked with target-oriented performance appraisal

in business operations.

(3) Directors and Supervisors who don’t get compensation from the Company:

Directors and Supervisors who don’t get payment from the Company Paid by shareholder or other related units
Ni Yue Yes
Xie Yushou Yes
Li Tinghui No
Gu Jian No

4. Rotation of Directors, Supervisors and Managers during report year

(1) Appointments

(@ On March 9, 2009, the 22" meeting of the Fifth Board of Directors considered the
proposal of General Manager Mr. Ma Minliang and approved the nomination of Ms. Meng
Xiangyun as Accounting Director and Chief of Accounting Affairs of the Company.

(2 On June 30, 2009, the 2008 Annual General Meeting of Shareholders elected Mr. Zhang
Min, Mr. Gu Jian, Mr. Ma Minliang, Mr. Li Tinghui, Mr. Lu Yujie, Mr. Shen Yibo as Directors
of the Sixth Board and elected Mr. Wang Zhile, Mr. Zhang Ming, Mr. Su Yong as Independent
Directors of the Sixth Board and elected Mr. Xie Yushou, Ms. Ni Yue as Supervisors of the
Sixth Supervisory Board. On June 3, 2009, the 4™ meeting of the First Workers Congress
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elected Ms.Jiang Xiaoshu as stuff supervisor of the Sixth Supervisory Board.

3 On June 30, 2009, the 1% meeting of the Sixth Board of Directors elected Mr. Zhang Min
as Chairman of Board and CEO, Mr. Gu Jian as Vice Chairman of Board, Mr. Ma Minliang as
General Manager and considered the proposal of General Manager Mr. Ma Minliang and
approved the nominations of Ms. Zhuge Huilin, Mr. Li Jiaming, Mr. Fang Haixiang and Ms.
Zheng Ying as Deputy General Managers of the Company, Ms. Meng Xiangyu as Accounting
Director and Chief of Accounting Affairs of the Company, Mr. Zhang Yifeng as Secretary of
Board of the Company, Mr. Zhou Yonggiang as Representative of security affairs of the
Board.

@ On June 30, 2009, the 1" meeting of the Sixth Board of Directors elected Mr. Xie Yushou
as Chairman of Supervisory Board of Company.

(2) Leave-offices

(O Within report period, the Board of Directors and Board of Supervisory respectively held
election for the new session. Mr. Jia Chunrong, Mr. Ju Weifeng, Mr. Alfred Wadle no longer
take position as Directors. Mr. Liu Rende no longer takes position as Director due to expiry of
term. Mr. Jiang Hengjie and Mr. Shi Liangping no longer take the position as Directors by
their request. Mr. He Zhongyuan no longer takes the position as Chairman of Supervisory
Board due to his age.

2 On September 25, 2009, Ms. Meng Xiangyun resigned her position as Accounting
Director and Chief Accountant for reason of job transfer.

5. Staff profile of the Company

By end of the report period, SGSB’s employment register counted 1,797 employees
(employees in overseas subsidiaries excluded), among whom 805 are actually working in
their positions. Besides, the Company takes a total number of 6,336 retired persons, whose
pension and medical costs are covered by social pension security system.

The profession and education structure of the staff shows as following:
(1) Professional structure of the staff

Profession division

Number of employees

Manufacture 267
Sales 91
Engineering 43
Financing 52
Others 352

(2) Educational structure of the staff

Education level

Number of employees

Postgraduate & bachelor 102
Junior college 191
Technical school 98
Senior high school and below 414
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Chapter VI. Corporate Governance of the Company

1. Overview of the Company’s corporate governance

(1) Correction and improvement measures of corporate governance

@ In line with the circular No. ZJGSZ2007-28 <Notice on the Matters concerning Carrying
out a Special Campaign to Strengthen the Corporate Governance of Listed Companies>
(abbreviated as The Notice) by China Securities Regulatory Commission and the No.
GZJGSZ2007-39 <Notice on the Development of Special Campaign of Corporate
Governance of the Listed Companies under Jurisdiction> by Shanghai Securities Regulatory
Bureau, the Company carried out the special campaign seriously. The Company has finished
the three stages (self-checking, public evaluation and correction/improvement) of the special
campaign, and received the inspection by Shanghai Securities Regulatory Bureau. On Oct.
30, 2007, the Company’s 13" meeting of the Fifth Board of Directors discussed and approved
<Correction and Improvement Achieved in the Special Campaign of Corporate Governance>
(the report was carried on <Shanghai Securities News>, <Hong Kong Commercial Daily> and
www.sse.com.cn, website of Shanghai Stock Exchange dated Oct. 31, 2007).

@ In 2008, according to announcement of GG2008-27 <Notice on the Special Campaign of
Corporate Governance> by China Securities Regulatory Commission, the Company enforced
the progress achieved in previous year and put through the campaign to further. The Notice
also listed the focal points and concrete requirements. According to these requirements, the
Chairman of BOD and the General Manager respectively convened the meetings for Directors,
Supervisors and management team again to study conscientiously all the documents and
evaluate prudently the fulfillment of correction and improvement report. The Company
made the conclusion that all the problems that should be modified in specific time have been
fixed and the long-term problems also have been resolved to certain extent. But it should be
recognized that the corporate governance is a long-term and hard task. The Company will
continuously make the construction of internal control mechanism as focal point, enforce the
administration base, sum up the experience in the campaign, innovate new measures suitable
for itself, and endeavor to improve the qualification of the listed company.

(2) Actual situation of corporate governance

According to <Guideline for Corporate Governance of Listed Companies> publicly
announced by China Securities Regulatory Commission, the Company deems that the actual
situation of corporate governance of the Company comforms with the requirement in the
Guideline for Corporate Governance. The following are detailed situation.

(O About shareholders and the general meetings of shareholders: Through telephone,
facsimile, email, website and organizing irregular activities, the Company has established a
bridge for efficient communication with its shareholders, especially the medium & minor
ones. The Company also followed the Rules for the General Meetings of Shareholders in the
organization and convention of general meetings, and invited lawyers as testimony of these
meetings. All these measures assure the right to know, to participate and to vote the
significant affairs for all the investors.

@ About relationship between the holding shareholder and the Company: The Company is
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fully independent in business and management. The Board of Directors, the Supervisory
Board and the internal departments of the Company can operate independently. The holding
shareholder regularizes conscientiously its conduct and doesn’t intervene directly or indirectly
in the decisions and operations of the Company. When running affiliated transactions with
its holding shareholder, the Company can observe the business practice, disclose the pricing
basis, and the related parties can abandon automatically their right to vote. The holding
shareholder provided the company with support and help on fund and resource. There was no
occupation of fund and assets of the Company by the holding shareholder occurred.

(3 About Directors and the Board of Directors: The Company elects its Directors strictly
following the <Articles of Association> and has established the <Rules for the Meeting of
BOD> for its highest executive unit. On June 30, 2009, the Sixth Board members were
elected on the Annual General Meetig of Shareholders. The quantity and composition of
Directors conformed with the related laws and regulations. Under the <Rules for the
Meetings of BOD>, all the Directors attend the meetings of BOD. The four affiliated special
committees ( Strategy, Audit, Nomination and Compensation&Appraisal ) develop regular
activities and improve the quality and efficiency of BOD, and the Independent Directors
fulfill diligently their duties and express independent opinion upon significant decisions of the
Company.

@ About Supervisors and the Board of Supervisors: On June 30, 2009, the Sixth Supervisory
Board members were elected on the Annual General Meeting of Shareholders. The quantity
and composition of Supervisors satisfies strictly the requirements fixed in related regulations
and laws. The Supervisory Board has set its Rules for the Meetings. All the meetings of
the Board follow the legal procedures and keep intact and authentic records for reference.
With the stand of responsible to the Company and the investors, all the Supervisors run
consciously their duties of supervising the financial affairs of the Company, the legitimacy
and regularity of which the Directors, Managers and other senior executives carry out their
responsibilities, and expressing independently their opinions.

® About performance evaluation, incentive and monitoring mechanism: The Company has
elaborated open and transparent performance evaluation, incentives and monitoring,
mechanism. The compensation and appraisal committee considers the business situation of
the Company, evaluates the performance of senior managers and defines their salaries linked
with their progress.

® About interested parties: For keeping balance of interests among shareholders, employees,
social communities, and maintaining the sustainable, healthy and stable development of the
Company, SGSB pays much attention to keep its social responsibilities, soundly respects and
protects legitimate rights and interests of the banks and creditors, employees, consumers,
suppliers, community and other interested parties.

@ About information disclosure and transparency: The Company appoints Secretary to BOD
to disclose the information, receive the investors and answer their consultations. <Shanghai
Securities News> and <Hong Kong Commercial Daily> are newspapers designated by the
Company for information disclosure. According to the spirits of the <Rules of Shanghai
Stock Exchange for Stock Listing> and the <Information Disclosure Management Bylaws>,
the Company guarantees the authenticity, accuracy, integrity and promptness of information
disclosure and ensures that all the shareholders have equal opportunity to obtain related
information.
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2. Duty fulfillment of Directors of the Company

(1) Attendance records of Directors in BOD meetings:

Name Independent Scheduled Personal Telcommunication | Entrusted Absences two persor
Director or not meetings attendances | attendances attendances absences
Zhang Min no 9 5 4 0 0 no
Gu Jian no 9 5 4 0 0 no
Ma Minliang no 9 5 4 0 0 no
Li Tinghui no 5 3 2 0 0 no
Shen Yibo no 9 5 4 0 0 no
Lu Yujie no 5 3 2 0 0 no
Wang Zhile yes 9 5 4 0 0 no
Zhang Ming yes 5 3 2 0 0 no
Su Yong yes 5 3 2 0 0 no

BOD meetings convened during report year are nine, among which five are on-site meetings,
four are telcommunication meetings.

(2) Independent Directors’ objection against significant events of the Company:
During report year, the Independent Directors expressed agreement on the proposals launched
by the BOD .

(3) Working system for Independent Directors and duty fulfillment of Independent Directors
The Company revised the <Working system for Independent Directors> in April 2005. The
Working system specifies the qualification, appointment and sepcial authority for the
Independent Directors of the Company. During report year, the three Independent Directors of
the Company carried out work in the four Specialized Committee established under the BOD
of the Company and respectively take main position as member of Nomination Committee,
Audit Committee and Compensation&Appraisal Committee. The Independent Directors of
the Company fulfill their duties with honesty and diligence, inspect and supervise zealously
the business operations of the Company, express constructive opinions to the international
subsidiary of the Company on how to conquer the international financial crisis. They
actively participate in the set-up of Company system and propose pertinent suggestions on the
construction and perfection of Internal Control Mechanism and standardized operation of the
Company. They express independent opinion on the issues of occupation of non-operating
income, affiliated fund flow and External Guaranty, which require attention from the
shareholders. As resume, all the Independent Directors safeguard the overall interests of the
Company and legitimate rights of medium and minor shareholders.

In April 2008, 16™ meeting of the Fifth Board of Directors approved <Working system for
Independent Directors in annual report work>. The Company strictly executes the former
regulations and lets the Independent Directors play an active role in the preparation of annual
report and information disclosure.

3. Structural independence of the Company from the holding shareholder

(1) In respect to its business, SGSB Co., Ltd. runs independently productive, auxiliary
manufacture, accessories, purchasing and sales chains. The business structure of the
Company is integrated, independent and without any conflict or repetition to that of the
holding shareholder.
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(2) Concerning HR resources, the Company runs independent labor & personnel
management structure and wage system. The holding shareholder recommends Director,
Supervisor and manager candidate through legal procedure. All the senior managers get
salary from the Company, and none of them holds administrative positions in the holding
shareholder (or the real controller).

(3) In respect to its assets, the Company owns independently and exclusively all the assets,
including land utility right and intellectual property right.

(4) Regarding institutional system, the Company has established an organic structure totally
independent from its holding shareholder; all its functional departments can run
independently their duties, and are separated from the holding shareholder in operation and
location.

(5) Besides, the Company has independent accounting sector, and has established accounting
and financing administration system as well. The Company makes independent financial
decision and holding shareholder did not interfere the fund usage of the Company. SGSB
Co., Ltd. has also opened its own banking account and pay taxes in conformity with legal
provisions.

4. Construction and perfection of internal control mechanism

According to the norms on corporate governance of listed companies by China Securities

Regulatory Commission and <Guidelines of Shanghai Stock Exchange for the Internal

Control of Listed Companies>, the Company has built the risk management framework, and

established systematically internal administration points. During report year, SGSB has

reviewed the operation of the internal control mechanism, revised and perfected further the

internal systems and regulations.

(1) General plan for construction of internal control mechanism

In order to ensure the security of Company operation and liability of financial information,

prevent risks in operation, SGSB has fixed a variety of control programs and formed a

regulated management mechanism, mainly including transaction authorization control,

accounting affairs control, responsibility division control, receipts and records control, assets’

utilization control and information system control.

(2) Work plan for Construction and perfection of internal control mechanism and its
implementation

(DThe Company worked out <Article of Association>, <Three meetings regulations >, <Four

sepcialized committee implementation rules>, <Working System for Independent Directors>

and <Guidelines for Holding Shareholder> etc. The business, HR resource, assets,

institutional system and accounting sector of the Company are independent from the holding

shareholder. The BOD is responsible for examination and decision on significant event of the

Company. The General Manager is responsible for management for general affairs.

2 The Company sets up functional departments according to business and management and

perfects the governance system. The departments are clearly divided and restrict each other,

which guarantees the efficiency of operation and completion of assets of the Company.

(3 The Company set up <Financial Accounting System> and revised in March 2009
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according to the situation of execution, which was submitted and approved on 23" of the Fifth
Board of Directors. The System regulates the position responsibility of the related accounting
personnel and ensures the authenticity and accuracy of accounting records and information,
which guarantees the realization of internal control.

@ The Company also regulated various policy on sales and account receivables, purchase
and account payables, investment and financing, Subsidiary Company (Domestic and
Overseas) Management, connected transactions and external guaranty, fixed assets and
intangible assets, HR resource and production security etc.

(3) Inspection and supervision on internal control

The Company designated Audit Dept. as inspection and supervision unit of internal control,
which is in charge of regular and irregular inspection upon business, business units,
accounting affairs, and reports directly to BOD. The annual auditing work of the Company is
Supervised by the Audit Committee under the BOD.

(4) Self-evaluation on internal supervision and control

During the report year, according to the norms on corporate governance of listed companies
by China Securities Regulatory Commission and <Guidelines of Shanghai Stock Exchange
for the Internal Control of Listed Companies>, the Company made systematic self-evaluation
on the internal control system of the main holding subsidiaries and formed reports of
self-evaluation on internal control. The Company thinks that during the report year, the
internal control mechanism of the Company is complete and healthy with good execution.

(5) Arrangement by BOD on internal control

The BOD of Company will continue to perfect the existing internal control mechanism and
business workflow, pay attention to the training on interal control, make regular and irregular
inspection, and strengthen the execution of internal control .

(6) Perfection on the financial accounting related with internal control

The Company sets up accounting positions which clearly define responsibility and authority,
according to the norms of internal control and need of accounting requirement of the
Company. The Company also regulates concrete management measure on monetary capital,
fixted assets and makes regular investigation. According to the principle of prudent
accounting, the Company makes reasonable counting and drawing for impairment of assets.
The Company organizes regular training on professional knowledge for accounting personnel,
and strictly obey the requirement of accounting norms.

(7) Defect and improvement for internal control

During the report year, the Company carried out self-evaluation on interal control and finds
no significant defect in the design and execution of internal control. The Company will further
strengthen the execution of internal control.

5. Appraisal and incentive system for senior executives

The Company has elaborated incentive policies for senior executives. The Company’s HR
department regularly examines and appraises the performance of all high-level managers, and
the compensation and appraisal committee realizes annual comprehensive appraisal and
determines compensation of every manager at year-end.

6. Disclosure of self-appraisal report on internal control mechanism or report on
fullfilment of social responsibility
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(1) The self-appraisal report hasn’t been disclosed by the BOD of the Company.
(2) The auditor hasn’t issued a verified appraisal report on the internal control of the
Company.

7. Accountability for significant errors of information disclosure in annual report

In order to improve the quality and transparency of information disclosure in annual report of
the Company, the Company further perfects the system for information disclosure and has
established the system for accountability for significant errors in information disclosure in
annual report. It clearly regulates the measure and result of accountability for related
responsible person in information disclosure of annual report.

During report year, there were no significant errors of information disclosure occurred in
annual report of the Company.
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Chapter VII. Brief Information about

Shareholders’ General Meetings

1. Annual general meeting of shareholders

On June 30, 2009, the Company convened its 2008 Annual General Meeting of Shareholders,
and carried the resolution announcements in <Shanghai Securities News> and <Hong Kong
Commercial Daily> dated July 1, 20009.

2. Provisional general meeting of shareholders

(1) On September 25, 2009, the Company held its 2009 First Provisional General Meeting
of Shareholders. The resolutions were announced in <Shanghai Securities News> and
<Hong Kong Commercial Daily> dated September 26, 2009.
(2) On December 23, 2009, the Company held its 2009 Second Provisional General Meeting
of Shareholders. The resolutions were announced in <Shanghai Securities News> and
<Hong Kong Commercial Daily> dated December 24, 2009.
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Chapter VIII. Report by the Board of Directors

1. Retrospect and analysis from the view of management team

Business fields of the Company:

The Company, as sewing machinery manufacturer, is mainly engaged in production and sales
of industrial sewing machines and components, special-purposed sewing equipments and
household sewing machines, technical development and consulting services.

(1) Retrospect of the overall business operation during report period

The sewing machinery industry suffered from the strong marketing fluctuation due to the
global economic crisis. In 2009, the domestic sale and export of sewing equipment remain
sluggish. The Company takes active measures and tries to minimize the negtive effect of the
financial crisis.

During report year, the Company realized operating income of RMB 1,631,970,000, a
decrease of 27.02%; operating profit of RMB -326,350,000, a decrease of 1,866.29%; and net
profit of RMB 33,410,000, an increase of 203.55%. The exportation (international
subsidiaries excluded) decreased by 9.84% to USD 87.16 million.

During report year, in view of the actual marketing situation, the Company paid more
attention to the following works:

(@ Strengthening the marketing sales and developing domestic and export business

Facing the recession of world economy and over-capacity of production in the sewing
machinery market, the Company adjusted immediately the marketing strategy, increased sale
promotion, and adjusted the product structure according to the customer need, availed every
exhibition and other occasions to promote actively the new, famous, specific and high-quality
products of DA and Shanggong brand, and canvassed for more orders. The Household Sewing
Machine Company uder SGSB set up more resellers for butterfly sewing machine according
to the favorable market situation. At the meantime, the Company endeavored to explore
domestic and international markets by pursuing distributors’ credit administration and
cultivating qualified agencies and potential customers.

@ Implementing cost-cut and income-increase, and fulfilling expense-reduction and
efficiency-enhancement

The management team of the Company took the measures such as cutting the pay, controlling
the daily expenses, and set itself an example for the subsidiaries and associates. The
managers of the Company take initiative to reduce salary. The sub-companies also elaborated
and implemented concrete solutions for the cost-reduction.

(3@ Catching hold of opportunity in crisis and push forward restructure of principal business
During report year, the profit of the Company decreased substantially due to great impact of
financial crisis to overseas business. Regarding this, the Company catches hold of the
opportunity and takes initiative to streamline the organization and gets ready for the recovery
of sewing equipment market. The Company actively plans internal optimization of the assets
and seeks change in operating model and development. The Company reorganized the
domestic sewing production and sales, plans to bulid a unified platform for sale and
production with concentrated manufacturing base. The Company gave up the self-production
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of non-important conponents and transferred the idle equipments and liquidized the remnant
assets and started lay-off of employees. Meanwhile, the restructure in overseas subsidiaries
also made significant progress. The Company took initiative to negotiate with FAG on earlier
repayment and reduction of shareholder loan consideration, and the agreement was reached.
The Company implemented the debt restructure plan by capital increase in Shanggong Europe
and helped DA for earlier repayment of the shareholder loan consideration. And DA company
also started business shrink and restructure plan through substantial lay-off of employees,
reduction of production base, integration of sales network and various measures to decrease
the influence of financial impact. The Company disposed part of land user right which
provided fund support for the normal operation of the Company.

@ Taking advantage of brand and strengthening innovation

The Company pays high attention to innovative development and tries to increase innovation
ability. It takes advantage of DA’s world leading position in the garment and heavy-duty
sewing machine. Durkopp Adler AG coninues to reduce cost, while expanding new product
development and optimizing product range, and increase the market share of heavy-material
sewing machine in China. The Company uses DA’s technology to enhance Shanggong brand
products in its domestic sewing equipment factory, and oriented by the market, speed up
adjustment for product structure. In 2009, the investment of R&D fund and new product
development plan were carried out as scheduled.

® Emphasizing the corporate governance and focusing on institutional construction

The Company deepens the corporate governance and strengthens the internal control
mechanism, and carries out regular inspection in the headquarter and subsidiaries. Within the
report year, the Company strengthens management on the account receivables and inventory.
The financial department of the Company continues to build information system for funds and
financial management, and further perfects and expands electronic bank supervision. The
quality supervison department strengthens the quality inspection on site and carries out
investigation on customer satisfaction and follow-up of after-sale complaint, in the meanwhile
working on the renewal of 1SO 9001 qualification.

(2) Principal operating activities and performance
(O Principal operating activities, by sectors and products

RMB’
Sector Operating Operating | Operating Income Expense Margin
income expense gross | increase % | increase % increase
margin % %
Sewing ~ machines and | 4 n35 599 15705 |  837,434,424.72 19.19 -33.17 -25.02 -8.79
material conveyers
International trade 417,947,732.63 405,720,096.56 2.93 -14.70 -14.29 -0.47
Film materials 75,761,573.80 68,573,717.68 9.49 7.50 6.85 0.55
Office appliances 52,564,425.66 48,157,483.80 8.38 -22.78 -21.44 -1.56
Others 5,139,231.28 1,678,855.42 67.33 -19.81 -42.94 -50.50
Total 1,587,712,120.43 | 1,361,564,578.18 14.24 -27.36 -20.78 -7.12
2@ Principal operating activities, by regions
RMB’
Region Principal operating income Increase/decrease with last year (%)
Domestic 786,529,941.53 -10.51
Overseas 801,182,178.90 -38.69

@ Production/sales volume and market share of main products
During report year, the Company manufactured and sold respectively 20,139 and 27,567
industrial sewing machines marked as Shanggong and DA. The exportation of OEM
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Butterfly household sewing machines reached 501,006 units.

In 2009, the market share of the Company’s common industrial sewing machines is less than
5%, but the high-rank products of Durkopp Adler AG are overwhelmingly dominant in the
market.

@ Main suppliers and customers

RMB’000
Purchase from top 5 suppliers 7,345 | Proportion in total purchase volume 5.95
Sale to top 5 customers 24,985 | Proportion in total sales volume 15.31
(3) Significant change in assets’ structure
RMB’
Dec 31, 2009 Dec 31, 2008 Increase/decrease | Reason
Sum % in Sum % in | percentage points
total total
Monetary fund 500,436,327.04 | 25.30 | 379,921,085.97 | 18.60 31.72 | Notel
Trading financial assets 452,884.48 0.02 1,223,468.55 0.06 -62.98 | Note2
Bills receivable 7,752,100.00 0.39 1,517,662.30 0.07 410.79 | Note3
Other receivables 134,821,096.08 6.81 60,418,127.44 2.96 123.15 | Note4
Inventory 350,015,644.18 | 17.69 | 522,511,005.88 | 25.58 -33.01 | Note5
Other current assets 1,327,268.22 | 0.07 970,192.36 | 0.05 36.80 | Note6
Financial assets available for 710531757 | 036 | 442057968 | 0.22 60.73 | NO®7
Construction in progress 1,890,175.97 | 0.10 6,778,786.23 | 0.33 -72.12 | Note8
Intangible assets 46,216,547.46 | 2.34 | 114,454,442.55 | 5.60 -59.62 | Note9
Bills payable 2,808,428.76 0.14 6,025,913.96 0.30 -53.39 | Notel0
Advance payment 40,261,334.94 | 2.04 | 89,348,979.40 | 4.37 -54.94 | Notell
Salary payable to employees 156,133,546.73 | 7.89 36,996,421.11 | 1.81 322.02 | Notel2
Tax payable 6,983,942.02 | 0.35 12,477,327.27 | 0.61 -44.03 | Notel3
Other payables 277,037,653.23 | 14.00 | 121,566,474.38 | 5.95 127.89 | Notels
Long-term payables 22,316,553.05 1.13 | 204,992,086.48 | 10.04 -89.11 | Notel5
Minority equity 37,352,998.57 1.89 56,238,398.48 2.75 -33.58 | Notel6

Notel: the receipt of monetay fund for disposal of land parcels in current year

Note2: the sale of stock in secondary market in current year.

Note3: the receipt of cash converted from bank acceptance in current year.

Note4: the receivables of disposal of land parcels in current year.

Note5: the decrease in inventory and provision for decline in value in current year.

Note6: the increase of rent and insurance undertook in the future period in current year.
Note7: the increase of accout value due to change in the fair values of stock in current year.
Note8: the transfer of completion of project of sewing equipments in current year.

Note9: the transfer of cost for disposal of land parcels in current year.

Notel0: the payment in current year of commercial acceptance bill in previous year.
Notell: the decrease of advance payment for unfinished products in current year.

Notel2: the provision for termination benefits in current year.

Notel3: the payment of tax payable in current year.

Notel4: the payment related with debt restructure.

Notel5: the payment related with debt restructure.

Notel6: the increase of loss in non-wholly-owned subsidiary of the Company in current year.

(4) Principles adopted for the calculation of assets

The Company adopts fair value principle for the calculation of trading financial assets and
available-for-sale financial assets, and other assets are calculated on historical cost. Detailed
accounting methods are disclosed in accounting policy of current annual report.

Financial Statements - 10 -




(5) Significant changes in financial highlights

RMB’

Item Year 2009 Year 2008 Increase/ | Reason
decrease %

Loss on assets depreciation 72,647,596.87 -4,615,295.39 1,674.06 Notel
Net income on changes in fair value 1,469,824.92 -6,595,211.11 122.29 Note2
Investment income 16,322,377.25 52,954,380.06 -69.18 Note3
Operating income -326,350,621.70 -16,597,305.54 -1,866.29 Note4
Non-operating income 338,902,298.80 38,764,055.21 774.27 Note5
Non-operating expense 1,600,065.51 37,020,517.65 -95.68 Note6
Income tax -4,858,203.17 18,365,265.15 -126.45 Note7
Minority interest -17,595,698.51 -957,332.02 -1,737.99 Note8

Notel:. the provision of bad debts accrued for account receivables and provision for decrease

of value in inventory.

Note 2:.the increase of income on changes in fair value of trading financial assets.
Note 3: the decline of investment profits in long-term share investment.
Note 4: the decline of operating income and the sharp slide of gross earning rate of principal
operating activities, the increase of loss in assets impairment in current year.

Note 5: the increase of earning from the transfer of land parcels and debt restructure.

Note 6: the anticipated liabilities accrued for the guarantee.

Note 7: the substantial loss by the European subsidiaries in current year.
Note 8: the increase of loss in non-wholly-owned subsidiary of the Company in current year.

(6) Significant changes and differences in cash flows structure

RMB’

Item Year 2009 Year 2008 Increase Increase | Reason

/decrease | /decrease (%)
Net cash flow from operating activities -114,682,064.37 66,065,197.75 -180,747,262.12 -273.59 Notel
Net cash flow from investing activities 358,940,238.57 12,138,646.54 346,801,592.03 2,857.00 Note2
Net cash flow from financing activities -131,627,575.71 -127,153,505.01 -4,474,070.70 -3.52 Note3
Influence of fluctuation of exchange rate Note4
upon cash and cash equivalents 1,228,738.51 -35,543,863.07 36,772,601.58 103.46

Note 1: the decrease of cash gained for the sales and service due to continuing impact of
financial crisis to the overseas subsidiaries of the Company.

Note 2: the increase of cash gained from disposal of land parcels.

Note 3: the increase of payment of principal for short-term bank borrowings.

Note 4: the influence by the exchange rate fluctuation of foreign currency on hand by
Shanggong (Europe) Holding Co., Ltd.

(7) Technological innovation of the Company

The Company pays high attention to the R&D of new products and technology. During
report year, althrough greatly influenced by the financial crisis, Durkopp Adler AG, the
overseas production base of sewing machinery of the Company, still strengthens the
development for new products with total annual R&D expense of 54.06 million RMB,
accounting for 6.66% of the operating income. The Company successively develops the single
needle oil-free computerized high-speed sewing machines, double needle oil-free
computerized sewing machine with direct current driven, eletronic sewing machine,
computerized decoration machine, automatic sewing unit, and M-TYPE cylinder heavy duty
sewing machines, which were already exhibited at 2009 German IMB and China CISMA
exhibition. The domestic sewing companies develop slight-oil computerized sewing
machine, high-speed sewing machine, electronic high/medium speed zigzag sewing machine,
high-speed multi-needle machine and embroidery sewing machine by the Company itself and
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by using DA technology. SMPIC Corporation also speeds up development with rate of

development input of 4.2%.

(8) Internal control mechanism related to the fair value accounting
The accounting department follows the prudency principle in the estimation and definition of

fair value strictly in line with the Accounting Standards for Business Enterprises.

Beginning Profit/loss from Accumulated fair | Currently accrued Ending
current in fair value variation depreciation
value into_equity

Financial assets
Among which: 1. financial 1,223,468.55 1,469,824.92 452,884.48
assets at fair value whose
changes into current profit/loss
Including: derived financial
assets
2. Financial assets available for 4,420,579.68 2,785,297.89 4,734,657.57 7,105,317.57
sale
Subtotal financial assets 5,644,048.23 4,255,122.81 4,734,657.57 7,558,202.05
Total 5,644,048.23 4,255,122.81 4,734,657.57 7,558,202.05

(9) Financial assets and liabilities in foreign currency
In report year, the Company didn’t hold any financial assets and liabilities in foreign currency.

(10) Business retrospect and analysis upon main subsidiaries and associate undertakings
(D Business performance of main subsidiaries and associate undertakings

RMB’
Company Type Products/ Register Total Net Operating Net
services capital n‘:f assets assets income profit
3
Shanggong Holding Investment, assets EUR 100 959,416,551.49 | 143,345,130.14 811,211,571.76 -154,912,044.20
(Europe) Ho management, 10,000,000
Iding Co., L production,
td. processing and sales
of industrial sewing
machines
Shanghai Trading Imp. & exp. of 10,000,000 80 68,751,434.85 42,331,072.72 186,413,591.97 6,899.293.05
Butterfly sewing machines
Imp. & Exp. and M&E
Co,, Ltd. equipments
@ Single associate which influences more than 10% of the Company’s net profits
RMB’000
Company Operating income Operating profit Net profit
Shanghai Fuji Xerox Limited 165,682 1,593 957
Shanghai SENSY Enterprise 65,849 3,791 3,541

Development Co.,Ltd

2. Prospects for the Company’s future development

(1) Development trend of the industrial sewing machinery sector, market competition

situation and their possible impacts on the Company

The sewing equipment industry is a highly mature and fully competitive industry. China has
been an important producer of sewing machines in the world, but not a powerful one. China’s
market share in the standard sewing machinery and components is relatively high, however,
the domestic demand for high-end sewing equipment and sepecial machine is mainly through

importing.

Sine second half of 2008, with the impacts of global financial crisis, Chinese sewing
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machinery industry fell into difficulties, and the business environment was more rigorous. Till
the end of fourth quarter of 2009, the industry starts to recover.

According to information from General Administration of Customs, by the end of December
2009, China exported 6,189,000 household machines, a decrease of 25.16%, and exported
2,068,800 industrial sewing machines, a decrease of 22.42%, and exported 43,800 embroidery
machines , a side of 20.61%. The import of household machines was 42,400 units, 51,800 for
industrial use and 500 embroidery machines, respectively decreased by 39.70%, 4.19% and
25.48%.

According to information from China Sewing Machinery Association on 97 main sewing
machine producers, from Jan. to Dec. in 2009, the output of sewing machines are 5,132,000
units, a decrease of 10.45%, among which, the household units was of 1,948,000, 8.78%
less than the anterior year, the industrial units was of 3,063,000, a decrease of 16.65%. The
sales volume during the same period was of 4,797,000 units, a decent of 3.38%, among which,
1,896,000 were household machines, 2,800,000 for industrial use, respectively decreased by
3.32% and 19.37% .

According to analysis on these information, the decrease of output of sewing machines is
slowing down since the fourth quarter. The output of multifunction and common household
machine, bag sealing machine and buttonholer, flat seaming machine, double-needle machine,
respectively increased from 2.7% to 23.91% in 20009.

(2) Opportunities, challenges and development strategy of the Company

To fend off the impact of financial crisis, at the year beginning, National Development and
Reform Commission has elaborated Activation Program for Textile Industry, Equipment
Industry and other industries. And later, the State Council made out concrete measures which
aims at the obvious achievements of structural transformation and industrial upgrade and the
emergence of key enterprises with global competitivity.

In year 2010, the Company will keep consistency to impulse the integration and
reorganization of sewing machinery business, carry forward the adjustment of prouduction
base of overseas company, transfer European factory and lay off part of employees. The
Company will organize production according to market demand and achieve the synergy
effect within domestic companies. The Company will set up the sales and R&D platform for
Shanggong Butterfly brand, and try to make profit in sewing industry by integrating resource,
strengthening marketing activity, R&D development and quality control.

(3) Business planning for the coming year

The business target for the year 2010 is to achieve an operating income of RMB
1,650,000,000 and an operating expense of RMB 1,320,000,000. The main measures will be
as following:

(D Try best to develop international and domestic market

The Company will strengthen market research and hold the market trend and take advantage
of economy recovery and the Expo 2010. It will further pay attention to the international
and domestic economic situation and make orientation for the key market and product
development. It will adjust the marketing strategy according to the real situation of market
and itself. On the base of stablizing exsiting customers and consolidating main products, the
Company will expand export agency business on non-sewing products and try to increase the
ability of profit-making.
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@ Carry forward the adjustment on enterprise structure

The overseas companies shall continue to adjust their production structure, optimize garment
product range, and set up supply system for sewing component with synergy effect between
Europe and Asia. Shanggong Europe (Holding) Co.,Ltd shall speed up debt restructuring,
business integration and reduction of overseas production base. Durkopp Adler AG shall
streamline redundant personnel and organization, cut down cost and make profit in sewing
industry. The domestic sewing companies shall set up new operation platform between
Shangong and Butterfly brand, and adjust marketing resources, integrate technology power,
strengthen R&D and quality control function. The domestic sewing companies will try to
decrease production cost by grads transfer and increase the ability for sustained development.
(3 Take full advantage of brand and technology

The Company will continue to impletment the two-brand strategy of DA brand and
Shanggong brand, by taking advantage of DA brand effect and high-end technology in the
sewing machinery industry so as to realize the target of introducing DA products into the
Asian market. Durkopp Adler AG will continue to expand the sales network in China for
garment products and heavy duty sewing machines, and will explore the target market of
automobile accessories and furnitures.  After re-orientation, DA will present products serial
with better high performance cost ratio. DA’s advanced technology should be availed to
improve the technology content of domestic products. The other industries under the
Company shall carry out product and industry research and speed up prouduct restructuring,
and get ready for the comprehensive recovery of market.

@ Emphasize the internal administration

The Company should continuously strengthen the internal administration and perfect the
construction of internal mechanism in 2010. As concrete measures to assure the smooth
integration and transformation of principal operations, it will control the inventories, reduce
the receivables, improve the capital efficiency, enforce the investment management upon
subsidiaries and overseas undertakings, minimize the business risks, and progress the Closure,
Suspension, Merger and Conversion of small companies.

(4) Funds demanded for the realization of development strategy, planning of capital utilization,
and capital sources

In 2010, the new funds demand of the Company for quarantee of normal operation is
estimated to be about RMB 300,000,000 . On the basis of fully utilizing self-owned fund,
the Company will continue to strengthen funds management, reactivate the stocked assets,
speed up cash collection, decrease production cost and expense and meet fund demand
through various ways including bank loan.

(5) Negative factors and risks possibly affecting the realization of the development strategies
and business targets, and the countermoves and measures adopted or to be adopted

(O Business risks

Facing the financial crisis and industry reshuffle, the Company met operation pressure
brought by industry upgrading. The recourses integration between the Company’s
installations Europe and Asia hasn’t achieved expected concerted effects. The import of
DA’s technology and products didn’t progress rapidly and the long-term stability after the
turnaround of domestic principal operations wasn’t obtained due to high production cost in
Shanghai.
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As countermoves, the Company will continue to implement the strategy of Europe and Asia
cooperation. At the meantime, the Company will speed up restructuring of domestic
factories and push through the domestic relocation of productive installations, and assure the
long-term stability after the turnaround of its principal operations.

@ Overseas subsidiaries management risks

The Company’s key sewing business is in overseas. Under the big impact of international
crisis, the European manufacture industry is greatly influenced. The operation performance of
Durkopp Adler AG seriously affected the general business achievement of the Company.
Regarding this, the Company makes great efforts to help the overseas subsidiaries to
overcome difficulty and meanwhile requires the functional departments to strengthen control
over the international subsidiaries and provide support on their planned debt restructuring
program, so as to turn from loss to profit in principal business.

3 Fund and exchange rate risks

The operation and development of the Company rely on the fund. Facing the international and
domestic pressure, the difficulty for financing increases while the fluctuation of exchange rate
brings more risks on fund management.

Regarding this, the Company will take further measures to expand financing channel and
increase the efficiency of fund utilization. The Company will pay high attention to the
fluctuation of exchange rates, take necessary measures to avoid and minimize the impacts of
exchange rate risks upon the investment and operations.

3. Investments by the Company during the report period
(1) Utility of collected funds
During report year, there was no find-raising occurred extension of utility of the previous

collected fund by the Company in this report year.

(2) Utility of non-collected funds

Project Investment in 2009 Project progress Project benefit in 2009
Capital increase in Shanggong 0 Initial start by end of report no
(Europe) Holding Co.,Ltd year

4. Reason and impact of accounting policy and accounting estimation’s change or
important accounting errors

There were no accounting policy or estimation changes or important accounting errors
occurred during report year.

5. Routine activities of the Board of Directors

(1) Meetings and resolutions of the Board of Directors during report year

(D The Fifth Board of Directors held its 22" session on March 9, 2009, and the resolutions
were published in <Shanghai Securities News> and <Hong Kong Commercial Daily> dated
March 10, 2009.

@ The 23" session of the Fifth Board of Directors was convened on March 26, 2009 and
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the resolutions were announced in <Shanghai Securities News> and <Hong Kong
Commercial Daily> dated March 28, 20009.

® The 24" session of the Fifth Board of Directors, convened on April 23, 2009, discussed
and approved the First Quarter Report of the Company.

@ The Fifth Board of Directors convened its 25" meeting on June 15, 2009, and the
resolutions were carried in <Shanghai Securities News> and <Hong Kong Commercial
Daily> dated June 9, 2009.

® The Sixth Board of Directors held the 1% gathering on June 30, 2009, and the resolutions
were published in <Shanghai Securities News> and <Hong Kong Commercial Daily> dated
July 2, 20009.

® The 2™ meeting of the Sixth Board of Directors was organized on August 27, 2009,
discussed and approved the interim Report of 20009.

@ The Sixth Board of Directors held its 3" meeting on September 9, 2009, and the
resolutions were published in <Shanghai Securities News> and <Hong Kong Commercial
Daily> dated September 10, 2009.

The Sixth Board of Directors held its 4th meeting on October 27, 2009, and the
resolutions were published in <Shanghai Securities News> and <Hong Kong Commercial
Daily> dated October 29, 2009.

© The Sixth Board of Directors held its 5th meeting on December 7, 2009, and the
resolutions were published in <Shanghai Securities News> and <Hong Kong Commercial
Daily> dated December 8, 20009.

(2) Implementation of the resolutions made by General Meetings of Shareholders

(O According to the resolutions made by 2008 Annual General Meeting of Shareholders, the
Company contracted Shulun Pan Certified Public Accountants Co., Ltd. as auditor for the year
2009; the parent company planned to obtain bank borrowings totally RMB 500 million
through mortgage, impawn and credit guaranty (really receiving borrowings of RMB 286.95
million); and the Company re-signed equity mortgage agreement with Shanghai Pudong
Development (Group) Co., Ltd., in which the Company offered partial equity of SMPIC to
PUdong Development as counter-guarantee mortgage for the bank borrowing valued RMB
135.60 million.

@ In line with the resolutions made by 2009 First Provisional General Meeting of
Shareholders, the Company absorbs and combines SMPIC, wholly subsidiary of the Company,
as the branch company. By end of the report year, the business registration of setting up
branch company has been carried out and the remaining procedure is on the way.

@ In line with the resolutions made by 2009 Second Provisional General Meeting of
Shareholders, a) approved that the Company would increase capital of 12.5 million Euro in
Shanggong (Europe) Holding Co.,Ltd, the wholly overseas subsidiary of the Company, and
Shanggong (Europe) Holding Co.,Ltd would make repayment for its wholly subsidiary
Durkopp Adler AG (DA) to DA’s former shareholder FAG for the consideration of the
remaining shareholder loan by 12.5 million Euro. And meanwhile, the joint liability of the
Company for guaranty of the shareholder loan shall be relieved. Before the disclosure of this
report, the capital of 12.5 million Euro increased by the Company in Shanggong (Europe)
Holding Co.,Ltd has already been fully funded and Shanggong Europe has paid the
consideration of remaining shareholder loan to DA’s former shareholder. The liability of the
Company for guaranty was lifted. Durkopp Alder AG is now taking measures to be ready for

Financial Statements - 16 -



the recovery. b) approved that the Company’s disposal for land parcels in No. 1407 Xi Zang
Road, N0.1201 Lu Shan Road, No.603 Da Pu Road. By the end of report period, the
Company is handling smoothly the above three land parcels as planned, and the compensation
for land parcels was paid to the bank account of the Company on the agreed date.

(3) Report of Audit Committee under the Board of Directors

During report year, the Independent Directors and the Audit Committee of BOD carried out
their duties in line with the spirits of <Company Law of the People’s Republic of China>,
<Code of Corporate Governance of Listed Companies>, <Articles of Association of the
Company>, and the requirements of <Rules for Implementation of Audit Committee of
BOD>.

(O The Independent Directors and the Audit Committee of BOD reviewed carefully the
quarter reports, interim report and annual report of the Company, and paid close attention to
the business operation of the Company through hearing reports from business units, checking
financial statements and consulting in-charge persons. They also reviewed the financial
information and pushed the information disclosure according to related regulations.

@ The Independent Directors and the Audit Committee of BOD paid high attention to the
building of internal control mechanism. They considered necessary the revision, amendment,
collection, edition and promulgation of regulations and norms for the basic administration,
business regularization and risk control of the Company. They also proposed the Company
and its subsidiaries to implement with full efforts the examination and self-perfection in line
with the above-mentioned documents.

3 According to the (2009) 034 <Circular on Properly Handling the 2009 Annual Reports of
Listed Companies and the Related Work> by China Securities Regulatory Commission, and
(2009) 370 < Circular on Properly Handling the 2009 Settlement and Audit Work of State-owned
Enterprises in Pudong New Area>, the members of the Audit Committee of BOD supervised
the Company to elaborate the 2009 annual report audit and information disclosure through the
following concrete measures:

a. reviewed all the financial materials before the auditors from Shulun Pan Certified Public
Accountants Co., Ltd. realizing their audit work, exchanged ideas with the auditors about the
annual audit timetable, held sepcial meeting on Jan. 22, 2010 at which the 2009 annual audit
work plan was approved by the Audit Committee, heard the report by the management team
on operation of 2009 and other important issues, made suggestion and requirement on the
annual audit work;

b. At the second special meeting on March 11, 2010, the Independent Directors and
members of Audit Committee heard the stage report by the auditors, Financial Dept. and
Audit Dept., reviewed the financial statements and exchanged opinions with the auditors.
Based on these activities, they expressed the following opinions:

agreed in principle the draft audit report, and expressed some suggestion for amendment;
asked the Company to designate representatives to follow the restructure progress of China
Worldbest and inform without any delay the situation to the Board of Directors;

reminded the Company to organize special force to collect debts and accounts receivable, and
try to improve the performance in thus work for the coming year;

advised the Company to make effective control over the inventory, so as to improve the cash
flow circulation.

And proposed to make detailed analysis on cost and expense which would provide reference
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to the operation decision of the Company.

c. On March 24, 2010, the Independent Directors and members of Audit Committee
reviewed the clear opinion 2009 audit report issued by Shulun Pan Certified Public
Accountants Co., Ltd. In their opinion, the Company is healthy in accounting management,
financial status and capital turnover; the clear opinion 2009 audit report reflects truly, exactly
and all-roundly the financial status and business performance of the Company. They agreed
to submit the 2009 annual audit report to the consideration of BOD.

@ According to the related requirements by China Securities Regulatory Commission,
Pudong New Area State-owned Assets Administration and Shanghai Stock Exchange, the
Independent Directors and members of Audit Committee observed that Shulun Pan Certified
Public Accountants Co., Ltd. developed the audit work under the orientation of <Independent
Auditing Criterion for Chinese Registered Accountants>, and completed well the audit work
following basically the professional principles of independent, objective and open. They
agreed to renew contracting Shulun Pan Certified Public Accountants Co., Ltd. as 2010
annual auditor of the Company and submit this proposal to the consideration of BOD.

(4) Report of Compensation and Appraisal Committee under the Board of Directors

During report year, the members of Compensation and Appraisal Committee paid close
attention to the operation of the Company, revised the remuneration program from
consideration of the actual situation and the market price, and submitted the revised program
to the approval of the Board of Directors.

In the opinion of Compensation and Appraisal Committee, all the Directors, Supervisors and
senior managers of the Company can fulfill diligently and responsibly their duties in line with
the remuneration policy and requirements of target responsibility check. During report year,
the managemnt team proposed on their own for a pay-cut in order to overcome the difficulty
and unify the stuff, and took a serial of effective measures to complete the working targets of
the Company. In this regard, the Compensation and Appraisal Committee proposed to restore
the remuneration level of the management team from the next year. The disclosed
remuneration information reflected truly and exactly the truth.

6. Proposal on profit appropriation or reserve fund capitalization

As audited by Shulun Pan Certified Public Accountants Co., Ltd., the consolidated net profit
for the year 2009 amounted to RMB 15,809,814.76, and the net profit attributable to the
holders of parent company totaled RMB 33,405,513.27.

According to the Article of Association of the Company, before reserving statutory funds, the
current-year profits shall firstly cover the loss. As the current-year profits are unable to cover
the loss of previous years, the Company doesn’t reserve statutory funds. The current-year
profits of the parent company are RMB 194,386,129.75, together with the current-year
beginning distributable profits of RMB -543,874,979.20, the year-end distributable profits
was of RMB -349,488,849.45. The Company doesn’t propose profit appropriation or
reserve fund capitalization for year 2009.

The above-mentioned proposal is to be considered and approved by the 2009 Annual General
Meeting of Shareholders.
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7. Cash dividend in the last three years

RMB
Year Net profits Cash dividend | Cash dividend/net profit %
2006 6,571,852.74 0.00 0.00
2007 28,030,284.53 0.00 0.00
2008 -32,261,701.11 0.00 0.00

The net profits of the years 2006 and 2007 registered positive, but after the relief of losses in
anterior data, the net profits still remained negative. The net profits of the year 2008 registered
negative, As a result, the Company didn’t realize cash dividend or profit appropriation in the
last three years.

8. System of management on external person for utility of Company information
During report year, the Company strictly executed the regulations by the Supervision
Department on management of external person for utility of Company information. The
Company treats the related person and units as Insiders and register them for records, and
remind the related person to fullfil the confidentiality obligation. Currently, the System of
management on external person for utility of Company information was approved by the
BOD of the Company.
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Chapter IX. Report by the Board of Supervisors

1. Function of the Board of Supervisors
The Board of Supervisors held six meetings during report year:

(1) The Fifth Board of Supervisors had its 13" session on March 26, 2009, in which the
Supervisors considered and approved <2008 Annual Working Report of the Board of
Supervisors> and <2008 Annual Report and the Summary>, Proposal of providing guaranty
for China Worldbest and provision for estimated liability, <2008 Working Report of
Accounting Activities >, <2008 Profit Allocation Forecast>, Proposal of paying 2008 audit
remuneration to accounting firm, Proposal of appointing 2009 auditing firm, Proposal of loan
plan of the Company in 2009 and guaranty for subsidiaries.

(2) The 14th session of the Fifth Board of Supervisors, held on April 23, 2009, discussed and
approved <2009 First Quarter Report>.

(3) On June 5, 2009, the 15" meeting of the Fifth Board of Supervisors considered and
passed the proposed election of the new Supervisory Board.

(4) On June 30, 2009, the 1st meeting of the Sixh Board of Supervisors discussed and
approved election of Mr. Xie Yushou as Chairman of the Sixth Supvisory Board.

(5) On August 27, 2009, the Sixth Board of Supervisors held the 2" meeting, in which the
Supervisors discussed and approved <2009 Interim Report and the Summary>.

(6) On October 27, 2009, the 3™ meeting of the Sixth Board of Supervisors considered and
passed <2009 Third Quarter Report>, and trial procedure for appraisal of annual fulfillment of
duty by Dirctor of BOD.

2. Independent opinion on the related affairs of the Company

(1) Independent opinion on the law-abiding operations of the Company

During report year, the Board of Supervisors works strictly in line with related laws and
regulations, implements seriously the resolutions made by the General Meetings of
Shareholders, and perfects continuously internal administration and control mechanisms.
The decisions of the Company can progress strictly in conformity with legal procedures.  All
the Directors and senior managers run their duties with honesty, diligence, earnestness, and no
behaviors have been found among them violating laws, regulations or articles of association
of the Company, nor acts infringing rights and interests of the Company and its shareholders.

(2) Independent opinion on accounting affairs of the Company
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During report year, the Company runs perfect accounting system and standardized financial
administration. There are no facts found that violate accounting regulations or impair the
interests of shareholders. The financial statements Were audited by Shulun Pan Certified
Public Accountants Co., Ltd. Who offered a clear audit report, which gives a true, objective
and accurate view of the Company’s financial position by the end of December 31, 2009 , the
results of its operations in 2009 and cash flow.

(3) Independent opinion on utility of collected capital of the Company
The projects using the collected funds have been finished in previous years. During the report
year, there is no utility of collected capital.

(4) Independent opinion on acquisition and sale of assets of the Company

During report year, on acquiring and selling of assets, the Company keeps the principles of
Openness, Fairness and Justice. The Board of Supervisors found no behind-the-scene deals
or behaviors harming the benefits of the Company and its shareholders, or resulting in loss of
Company assets.

(5) Independent opinion on affiliated transactions of the Company
During report year, there were no significant affiliated transactions.
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Chapter X. Significant Events

1. Important arbitration and litigation proceedings

(1) There is no important arbitration and litegation proceedings during this year.

(2) Litigation proceedings in previous years

Because of normal operations, the Company contracted mutual guarantee relationship with
Shanghai Worldbest Industry Development Co., Ltd. (Worldbest Development) since the year
2001. For the reason of its own business problems, Worldbest Development couldn’t refund
on time the borrowings raised from the banks, who launched lawsuits against the borrower.
Within 2007, the Company was also involved into three lawsuits, among which two cases
were China Construction Bank Shanghai Branch (CCB SH) and Shenzhen Development Bank
Shanghai Branch (SDB SH) against the Company, and the third was the Company pursuing
Worldbest Development (for details reference to 2007 Annual Report).

Within 2008, the Company has reached reconciliation agreements respectively with Worldbest
Development, CCB SH and SDB SH (for details reference to the resolutions L2008-002,
L2008-010 and L2008-016).

In 2008, based on the prudency principle, the Company accrued partial anticipated liabilities
for the guarantee related to Worldbest Development (total amount of RMB 118,490,000) in
the year 2008.

2. During report year, there is no bankrupt related issues occurred in the Company.

3. Stock equity of other listed companies and financial institutions held by the Company
(1) Investment in stock exchange

RMB’
Type Code Number Initial Quantity Year-end | Prop. in investment Current
investment of shares book value in stock exchange profit/loss
Funds HuaAn A 160402 100,000.00 | 399,785.25 382,594.48 84.48% 175,905.51
Other investment in stock exchange 67,001.14 - 70,290.00 15.52% 23,900.00
Profit/loss current-year sale of - -
investment - 1,018,548.09
Total 167,001.14 452,884.48 100% 1,218,353.60
(2) Stock equity of other listed companies held by the Company
RMB’
Code Entity Initial Prop. in the Year-end Profit Change in Account title Origin of
investment invested book value /loss shareholder equity
company equity
600637 SVA Info. 67,600.00 <5% 197.994.87 110,448.09 Fin_ancial assets Legal
available for sale shares
600689 ?‘”"T‘a" 1,987,700.00 <% | 690732270 | 31007205 |  2,674849.80 | inancial assets Legal
extile available for sale shares
Total 2,055,300.00 7,105,317.57 319,072.05 2,785,297.89 .
(3) Stock equity of non-listed financial institutions held by the Company
RMB’
Company Initial Quantity Prop. in the Year-end Profit Change in Account title Origin of
investment of shares invested | book value lloss | shareholder equity
company equity
Bank  of 551,400.00 191,700 <5% | 551,400.00 Long-term equity Buy-in
Shanghai investment
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Baoding 7,500.00 5,751 <5% 7,500.00 Long-term equity Buy-in
Investment investment
Shenyin 200,000.00 102,214 <5% | 200,000.00 Long-term equity Buy-in
Wanguo investment
Subtotal 758,900.00 758,900.00 -

4. Significant Assets transactions during report year
(1) Information about acquisition of assets of the Company
During report year, there is no significant acquisition of assets by the Company.

(2) Information about sale of assets of the Company

The Company held the 5th meeting of the Sixth Board of Directors on December 7, 2009,
discussed and approved the proposal of handling part of the land-use right in No. 1407 Xi
Zang Road, N0.1201 Lu Shan Road, N0.603 Da Pu Road. The Company held the 2009
Second Provisional General Meeting of Shareholders On December 23, 2009, approved the
disposal of the above land parcels, and the issue was published in <Shanghai Securities
News> and <Hong Kong Commercial Daily> dated December 8, 2009 and December 24,
2009. By the date of disclosure of this report, the Company has already received the
compensation fund RMB 341,000,000 according to the agreement.

(3) Information about merger of the Company

The Company held the 3rd meeting of the Sixth Board of Directors on September 9, 2009,
discussed and approved the proposal of merging SMPIC Corporation, the wholly subsidiary
of the Company, as the branch company. The Company held 2009 First Provisional General
Meeting of Shareholders On September 25, 2009, approved the above-mentioned proposal.
The issue was published in <Shanghai Securities News> and <Hong Kong Commercial
Daily> dated Septermber 10, 2009 and September 26, 2009.

5. During report year, the Company did not implement the Stock Rights Incentive
Plan.

6. Significant affiliated transactions during report year
The Company didn’t act significant affiliated transactions during report year.

7. Important contracts and fullfilment

(1) Information about entrusting, contract and lease affairs

During report year, the Company did not entrust, contract and lease its assets to other
companies, nor did other companies entrust, contract and lease the assets of Company.

(2) Information about guarantee cases

RMB’000
Company Incurred date | Guaranteed Relationship Valid period Com- Affiliat-
(dd/mmlyy) amount pleted ed-party
or not guarante
e or not
Shanghai Worldbest Industry 11/11/2004 30,000 Joint-Liability | 11/11/2004- No No
Development Co., Ltd. Guarantee 09/11/2005
Shanghai Worldbest Industry 29/03/2005 8,490 Joint-Liability | 29/03/2005- No No
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Development Co., Ltd. Guarantee 29/09/2005

Shanghai Worldbest Industry 27/05/2005 10,000 Joint-Liability | 27/05/2005- No No

Development Co., Ltd. Guarantee 23/05/2006

Shanghai Worldbest Industry 13/06/2005 10,000 Joint-Liability | 13/06/2005- No No

Development Co., Ltd. Guarantee 29/09/2005

Shanghai Worldbest Industry 06/06/2005 30,000 Joint-Liability | 06/06/2005- No No

Development Co., Ltd. Guarantee 01/06/2006

Shanghai Worldbest Industry 14/07/2005 30,000 Joint-Liability | 14/07/2005- No No

Development Co., Ltd. Guarantee 04/07/2006

Shanghai Pudong Development 09/06/2006 135,600 Joint-Liability | 09/06/2008- No No

(Group) Co., Ltd. Guarantee 08/06/2012

Guarantee sum incurred in report year 0

Remaining sum at end of report year 254,090

Guaranties for subsidiary undertakings

Guarantee sum incurred in report year 0

Remaining sum at end of report year 36,190
Total guarantee amount (guaranties for subsidiary undertakings included)

Total guarantee amount incurred 290,280

Proportion in the net assets 49.2%

Including:

Guarantee for holding shareholder, real controller 0

and their affiliated parties

Direct or indirect guarantee for organizations 154,680

whose assets-liabilities ratio is more than 70%

Exceedance of total guarantee amount than the half 0

of the net assets

Total guarantee amount under these three items 154,680

a. The Company contracted mutual credit guarantee relationship with Shanghai Worldbest
Industry Development Co., Ltd. At end of report year, the Company acted as guarantor for
six borrowings of Shanghai Worldbest Industry Development Co., Ltd., with an overdue
amount of RMB 118,490,000. The Company took active measures to dispose the lawsuits
caused by the joint liability guarantees.

b. According to related articles in the equity acquisition agreement signed with FAG
Kugelfischer AG (FAG), the Company should take certain joint-liability responsibility for the
following affairs:

(D Besides the payment of € 949,821 for equity acquisition of Durkopp Adler AG,
Shanggong (Europe) Holding Co., Ltd. (SG Europe), wholly-owned subsidiary of the
Company, should bear the banking loans of DA’s original shareholders valued €
36,525,132.28. As at end of 2005, SG Europe had paid all the equity acquisition
consideration and € 9,482,436.84 for banking loans. As originally agreed, the rest banking
loans around € 27,042,695.44 would be covered with equal payment in nine years at an
interest rate of 6% every June 30 since the year 2005.

The Company assumed joint-liability responsibility for the equity acquisition, as well as the
banking loans and interests. But the guarantee for banking loans and interests was
maximum 50% of actual amount and € 12,500,000.00.

Till end of September 2009, the consideration for remaining shareholder loan that Shanggong
Europe needs to pay FAG is 18.028 million Euro. After negotiation with FAG on earlier
repayment and decrease of shareholder loan consideration, both parties agreed that
Shanggong Europe would make earlier repayment to FAG for the consideration of the
remaining shareholder loan by 12.5 million Euro. And meanwhile, the joint-liability of the
Company for guaranty of the shareholder loan shall be relieved. By the date of disclosure of
this report, Shanggong Europe has repaid the remaining shareholder loan as agreed and the
joint-liability of the Company was relieved.

@ In 2005, the Company offered a letter of guarantee valued USD 5,300,000 to FAG

Kugelfischer AG for the housing lease contract of DA’s subsidiary in the United States, valid
Financial Statements - 24 -




from June 30, 2005 to October 31, 2015. On the same day June 30, 2005, SG Europe
offered a cash mortgage of € 635,000 to FAG (with the same period of validity) for
re-guaranteeing the latter’s responsibility in the sale and lease-back deal between DA’s
subsidiary and UTF Norcross L.L.C.

Till December 31, 2009, the above guarantee deal didn’t cause outflow of economic interest
from the Company.

® Information about trust investment

The Company didn’t contract trust investment during report year.

@ Other significant contracts

The Company didn’t sign other significant contracts during report year.

8. Fulfillment of the commitments by the Company or the shareholders taking 5% or
more of the Company’s stock right

Shanghai Pudong New Area State-owned Assets Supervision and Administration Commission,
shareholder with more than 5% stock right of the Company, can fulfill strictly the promises it
has made during reform of non-tradable shares.

9. Engagement and dismissal of accounting firms

During report year, the Company newly contracted Shulun Pan Certified Public Accountants
Co., Ltd. as auditor of annual reports. It is the third year that Shulun Pan in charge of the
Company’s audit services.

In current year, the Company paid RMB 750,000 to Shulun Pan Certified Public Accountants
Co., Ltd. as auditor fee (RMB 750,000 in anterior year to BDO Shanghai Zhonghua Certified
Public Accountants), RMB 100,000 for specific affairs auditor service, and RMB 25,000 as
subsidy of accommodation and transportation (RMB 20,000 in anterior year).

10. Punishment upon the Company, its BOD, Directors, Supervisors, senior managers,
shareholders, or the real controller, and the correction measures

During the report year, the Board of Directors, the Directors, or the Company itself, had
neither received any check, administration punishment or criticism notice from China
Securities Regulatory Committee, nor been publicly condemned by Shanghai Stock
Exchange.

11. Explanation for other significant events
During report year, there is no explanation for other significant events.

12. Index for information disclosure

Information Authorized newspaper yyyy-mm-dd | Authorized website

Announcement of forecast for 2008 <Shanghai Securities News> C71 2009-01-23 http://www.sse.com.cn

performance decrease <Hong Kong Commercial Daily> A5 Official website of
Shanghai Stock Exchange
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Resolutions by the 22nd meeting of the <Shanghai Securities News> C39 2009-03-10 http://www.sse.com.cn
Fifth BOD <Hong Kong Commercial Daily> A6 Official website of
Shanghai Stock Exchange
Announcement of forecast for 2008 loss | <Shanghai Securities News> C40 2009-03-17 http://www.sse.com.cn
<Hong Kong Commercial Daily> A6 Official website of
Shanghai Stock Exchange
Resolutions by the 23rd meeting of the <Shanghai Securities News> 153 2009-03-28 http://www.sse.com.cn
Fifth BOD <Hong Kong Commercial Daily> B8 Official website of
Shanghai Stock Exchange
Resolutions by the 13™ meeting of the <Shanghai Securities News> 153 2009-03-28 http://www.sse.com.cn
Fifth Board of Supervisors <Hong Kong Commercial Daily> B8 Official website of
Shanghai Stock Exchange
2008 Annual Report Summary <Shanghai Securities News> 153,154 2009-03-28 http://www.sse.com.cn
<Hong Kong Commercial Daily> B8 Official website of
Shanghai Stock Exchange
2009 First Quarter Report <Shanghai Securities News> 114 2009-04-25 http://www.sse.com.cn
<Hong Kong Commercial Daily> A8 Official website of
Shanghai Stock Exchange
Announcement for Director Resignation | <Shanghai Securities News> 114 2009-05-14 http://www.sse.com.cn
<Hong Kong Commercial Daily> A8 Official website of
Shanghai Stock Exchange
Announcement for Resolutions by the <Shanghai Securities News> C21 2009-06-09 http://www.sse.com.cn
25th meeting of the Fifth BOD and the <Hong Kong Commercial Daily> B8 Official website of
convention of 2008 Annual General Shanghai Stock Exchange
Meeting of Shareholders
Resolutions by the 15™ meeting of the <Shanghai Securities News> C21 2009-06-09 http://www.sse.com.cn
Fifth Board of Supervisors <Hong Kong Commercial Daily> B8 Official website of
Shanghai Stock Exchange
Circulation of shares subject to <Shanghai Securities News> C5 2009-06-11 http://www.sse.com.cn
conditional sales <Hong Kong Commercial Daily> B6 Official website of
Shanghai Stock Exchange
Resolutions by 2008 Annual General <Shanghai Securities News> C13 2009-07-01 http://www.sse.com.cn
Meeting of Shareholders <Hong Kong Commercial Daily> A6 Official website of
Shanghai Stock Exchange
Resolutions by the 1% meeting of the <Shanghai Securities News> B2 2009-07-02 http://www.sse.com.cn
Sixth BOD <Hong Kong Commercial Daily> B6 Official website of
Shanghai Stock Exchange
2009 Interim Report Summary <Shanghai Securities News> A18,19 2009-08-31 http://www.sse.com.cn
<Hong Kong Commercial Daily> A5 Official website of
Shanghai Stock Exchange
Announcement for merging SMPIC <Shanghai Securities News> B5 2009-09-10 http://www.sse.com.cn
Corporation, the wholly-owned <Hong Kong Commercial Daily> A7 Official website of
subsidiary of the Company, as branch Shanghai Stock Exchange
company
Notice for convention of the 2009 First <Shanghai Securities News> B5 2009-09-10 http://www.sse.com.cn
Provional Gerneral Meeting of <Hong Kong Commercial Daily> A7 Official website of
Shareholders Shanghai Stock Exchange
Resolutions by the 2009 1% Provional <Shanghai Securities News> 17 2009-09-26 http://www.sse.com.cn
General Meeting of Shareholders <Hong Kong Commercial Daily> B6 Official website of
Shanghai Stock Exchange
Announcement <Shanghai Securities News> 17 2009-09-26 http://www.sse.com.cn
<Hong Kong Commercial Daily> B6 Official website of
Shanghai Stock Exchange
2009 Third Quarter Report <Shanghai Securities News>B52 2009-10-29 http://www.sse.com.cn
<Hong Kong Commercial Daily> A21 Official website of
Shanghai Stock Exchange
Resolutions by the 4™ meeting of the <Shanghai Securities News> B52 2009-10-29 http://www.sse.com.cn
Sixth BOD <Hong Kong Commercial Daily> A21 Official website of
Shanghai Stock Exchange
Resolutions by the 3rd meeting of the <Shanghai Securities News> B52 2009-10-29 http://www.sse.com.cn
Sixth BOD <Hong Kong Commercial Daily> A21 Official website of
Shanghai Stock Exchange
Resolutions by the 5™ meeting of the <Shanghai Securities News> B13 2009-12-08 http://www.sse.com.cn
Sixth BOD <Hong Kong Commercial Daily> A25 Official website of
Shanghai Stock Exchange
Resolution of capital increase in <Shanghai Securities News> B13 2009-12-08 http://www.sse.com.cn
Shanggong (Europe) Holding Co.,Ltd <Hong Kong Commercial Daily> A25 Official website of
Shanghai Stock Exchange
Announcement for Handling of <Shanghai Securities News> B13 2009-12-08 http://www.sse.com.cn
No0.1407 Xi Zang Road <Hong Kong Commercial Daily> A25 Official website of
Shanghai Stock Exchange
Announcement for Handling of <Shanghai Securities News> B13 2009-12-08 http://www.sse.com.cn
No0.1201 Luo Shan Road <Hong Kong Commercial Daily> A25 Official website of
Shanghai Stock Exchange
Announcement for handling of part of <Shanghai Securities News> B13 2009-12-08 http://www.sse.com.cn

land-use right in No.603 Da Pu Road

<Hong Kong Commercial Daily> A25

Official website of
Shanghai Stock Exchange
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Notice for convention of 2009 Second
Provional General Meeting of
Shareholders

<Shanghai Securities News> B13
<Hong Kong Commercial Daily> A25

Resolutions by 2009 Second
Provisional General Meeting of
Shareholders

<Shanghai Securities News> B23
<Hong Kong Commercial Daily> A13

2009-12-24

http://www.sse.com.cn

Official website of
Shanghai Stock Exchange
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Chapter XI. Financial Statements by the Auditor

The 2009 Annual Report of the Company has been audited by Li Ping and Zhang Qi, certified
public accountants of Shulun Pan Certified Public Accountants Co., Ltd., who offers a clear
audit opinion for the current Annual Report.

The Audit Report, financial statements and financial annotations are carried in the
attachments.
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Chapter XII. For Reference

1. Financial Statements signed by the legal representative, chief accountant and
accounting manager

2. Original audit report signed by the certified public accountants and sealed by the
accounting firm

3. Original documentation and announcements about the Company, carried in the

newspaper assigned by China Security Regulatory Committee within the report year

SGSB Group Co., Ltd.
Chairman of Board of Directors: Zhang Min
March 24, 2010

If the English Version of this Annual Report involves any differences from the Chinese
\ersion, the latter shall be effective.
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Auditor’s Report:

XinKuaiShiBaoZi (2010) No. 10767
To the Board of Directors of SGSB Group Co., Ltd.

We have audited the accompanying financial statements of SGSB (Group) Co., Ltd. (hereafter
referred to as SGSB) as of 31 December 2009, including the Company’s balance sheet, profits
and losses and profit distribution statements, statement of changes in owners’ equity, cash
flow statements, together with their consolidated versions, and related annotations for the year
then ended.

(1) Responsibility of the Company’s management

Management is responsible for the preparation and fair presentation of these consolidated
financial statements in accordance with the rules and regulations in <Accounting Standards
for Business Enterprises>. This responsibility includes: (1) designing, implementing and
maintaining internal control relevant to the preparation and fair presentation of financial
statements that are free from material misstatement, whether due to fraud or error; (2)
selecting and applying appropriate accounting policies; and (3) making accounting estimates
that are reasonable in the circumstances.

(2) Responsibility of the certified public accountants

Our responsibility is to express an opinion on these consolidated financial statements based
on our audit. We conducted our audit in accordance with PRC Independent Standards on
Audit for Certified Accountants. Those standards require that we comply with ethical
requirements and plan and perform the audit to obtain reasonable assurance whether the
financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor’s
judgment, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the entity’s preparation and fair presentation of the
financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
entity’s internal control.  An audit also includes evaluating the appropriateness of accounting
policies used and the reasonableness of accounting estimates made by management, as well as
evaluating the overall presentation of the financial statements.

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

(3) Audit opinion

In our opinion, the consolidated financial statements of the Company present fairly, in all
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material respects, the financial position of the Group as of 31 December 2009 and the results
of its operations and its cash flows for the year then ended, in accordance with the regulations
of “Accounting Norms for Business Enterprises” and “Accounting System for Limited
Companies”.

Shulun Pan Certified Public Accountants Co., Ltd.

Li Ping
PRC Certified Public Accountant
Zhang Qi

PRC Certified Public Accountant

Shanghai, PRC, March 24, 2010
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Annotations to Financial Statements

1. General information

SGSB Group Co., Ltd. (the Company), joint stock limited company with publicly issued A & B
shares on Shanghai Stock Exchange, is the first listed company in the sewing machinery sector of
the People’s Republic of China. The Company got the Corporate Business License numbered
310000400080303 (Municipal Bureau) authorized by local administration of industry and
commerce in April, 1994. The Company, with register capital of RMB 448,886,777, has 1201
Luoshan Road, Pudong New Area, Shanghai PRC as register address, 12F, 1200 Century Avenue,
Pudong New Area, Shanghai as headquarters’ address, and Mr. Zhang Min as legal representative.

The Company is mainly engaged in the manufacture and sales of industrial sewing machines and
equipment, with more than 10 major categories of products with a total of 21 series and over 100
different varieties of sewing machines, including high speed lockstitch sewing machines, high
speed overlock sewing machines, leather products sewing machines, bartacking sewing machines,
bag closing sewing machines, button hole sewing machines and other specialized sewing
equipment. Almost all its products are marked with the five registered trademarks “Shanggong”,
“Shuanggong”, “Butterfly”, “Bee” and “Flying Man”. During recent years, the Company pays
priority to the R&D of new sewing machinery products. Particularly after the acquisition of
Durkopp Adler AG (public listed company in Germany) in 2005, the Company has been availing
the advanced technology of Durkopp Adler to realize the upgrade and development of the
products’ structure, and moving gradually the production of DA’s products which are popular in
Asian market to China with purpose of satisfying the growing demand of customers for
auto-running sewing machines.

At the meantime, the Company has also expanded its business in recent years, and entered
material transmission equipment, office appliances, sensitive films, international trade and logistic
industries.

On May 22, 2006, the General Meeting of Shareholders considered and approved the non-tradable
equity reform proposal, whose core content is that the non-tradable equity stockholders pay
partially their shares to all the tradable equity shareholders at a ratio of 10:6 as consideration of
getting tradable rights.  After the payment, the total number of shares remains unchanged, but the
equity structure has changed as following: as at Dec 31, 2009, the total number of shares is of
448,886,777, 100% categorized as unconditionally tradable shares.

2. Principal accounting policies, estimations and early errors

2.1 Basis for the formulation of financial statements

Based on the sustainable operation and according to really occurred transactions and affairs, the
Company adopts “Accounting Standards for Business Enterprises-Basic Standards” and related
additional regulations in the preparation of its financial statements.

2.2 Declaration for the adoption of the Accounting Standards for Enterprises
The financial statements and annotations prepared by the Company, strictly under the guideline of
“Accounting Standards for Business Enterprises”, reflect truly and integrally the information such
as financial status, business achievements and cash flows of the Company.
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2.3 Accounting Calendar
The Company adopts the Gregorian calendar and defines every accounting year as beginning at
January 1 and ending at the same December 31.

2.4 Measurement currency

The Company maintains its books and records in Renminbi (RMB).

The overseas subsidiaries of the Company adopt at their books respectively the currency adopted
by the places where their principal operations are installed, and translate them into Renminbi on
the preparation of financial statements.

2.5 Accounting treatment of business combination under/not under the same controller

2.5.1 Under the same controller

The acquired assets and liabilities by the company through business combination are measured at
their book value with the merged parties on the date of merger. The capital surplus should be
adjusted based on the difference between the book value of net assets obtained from business
combination and the book value of the paid price for the combination (or the total nominal value
of issued shares). And in case that the capital surplus was less than the write-offs, the retained
earnings should be adjusted.

All the direct costs paid by the Company for the conduct of business combination, including audit
fees, appraisal fees, legal services, etc., should be accounted into current profit and loss at the time
incurred.

The fees, commission, etc., occurred during the issuance of equity securities for the business
combination should offset the premium income. In case that the premium income was less than
write-downs, the retained earnings should be recorded for reduction.

If the accounting policies adopted by the merged parties are inconsistent with those of the
Company, the Company can make adjustment in accordance with its accounting policies on the
date of combination, and confirm them in accordance with the Accounting Standards for
Enterprises confirmation.

2.5.2 Not under the same controller

The company accounts the assets and liabilities paid as price for the business combination at their
fair value on the date of acquisition. The difference between the fair value and the book should
be included in current profit and loss.

The company allocates the merger costs on the date of acquisition.

The Company recognize as goodwill the difference of the combination costs more than the fair
value of the identifiable net assets obtained from the merged parties, and accounts into current
profit and loss the difference of the fair value of the identifiable net assets obtained from the
merged parties than the combination costs.

All the other assets except intangible assets (not limited to the identified assets originally belonged
to the merged parties), whose economic benefits are likely to flow to the company and whose fair
value can be reliably measured, should be accounted separately at their fair value; the intangible
assets whose fair value can be reliably measured should be recognized separately as intangible
assets and accounted at their fair value; all the other liabilities except contingent liabilities, whose
fulfillment is likely to lead to outflow of economic benefits of the Company and whose fair value
can be reliably measured, should be accounted separately at their fair value; the contingent
liabilities obtained from the merged parties whose fair value can be reliably measured, should be
recognized separately as liabilities and accounted at their fair value.
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2.6 Preparation of the consolidated financial statements

The consolidation scope of the Company's financial statements has the real control as basis, and
all subsidiaries are included in the consolidated financial statements.

All the consolidated subsidiaries adopt the same accounting policies and accounting period. In
case that the subsidiary's accounting policies and accounting period are inconsistent with those of
the Company, the inconsistent elements should be adjusted according to the company's accounting
policies and accounting period.

The Company prepares the consolidated financial statements based on the financial statements of
the Company itself and of its subsidiaries, with adoption of other relevant information, and after
necessary adjustments based on equity method.

There should be offset the influence of the internal transactions between the Company and its
subsidiaries, the subsidiaries themselves upon the consolidated balance sheet, consolidated income
statement, consolidated cash flow statement, and consolidated owner's equity sheet.

If the current-period loss for minority shareholders of the subsidiaries is more than the beginning
balance of the minority interests, the owner's equity of the Company should be offset when the
Articles of Association or any other agreements haven’t shown that the minority shareholders
should fulfill the obligation; or the minority shareholders should pay for the difference when the
Articles of Association or any agreements share have fixed the obligation for them.

During the report period, for those subsidiaries newly absorbed by business combination under the
same controller, the Company should adjust the beginning balance of the consolidated balance
sheet; include the current-period income, expenses and profits of the subsidiaries into the
consolidated profit and loss statement; and include the current-period cash flow of the subsidiaries
into the consolidated cash flow statement.

During the report period, for those subsidiaries newly absorbed by business combination not under
the same controller, the Company should not adjust the beginning balance of the consolidated
balance sheet; include the income, expenses and profits of the subsidiaries from the acquisition
date to the period-end into the consolidated profit and loss statement; and include the cash flow of
the subsidiaries from the acquisition date to the period-end into the consolidated cash flow
statement.

During the report period, on disposal of subsidiaries, the Company should incorporate the income,
expenses and profits of the subsidiaries from the period-beginning to the disposal date into the
consolidated profit and loss statement; and incorporate the cash flow of the subsidiaries from the
period-beginning to the disposal date into the consolidated cash flow statement.

2.7 Criteria for the definition of cash and cash equivalent

For the purpose of the cash flow statement, cash represents the cash on hand and ready for
payment in cash deposits of the Company, cash equivalent comprises short-term investments with
maturity within three months that are characterized with active fluidity, easy to transfer to
realizable value and less risky for value fluctuation.

2.8 Foreign currency calculation and translation of financial statements in foreign currency

2.8.1 Foreign currency calculation

Foreign currency transactions are translated into the measurement currency using the spot
exchange rate prevailing at the date of the transaction.

The balance of foreign currency monetary items is adjusted and translated into measurement
currency at balance sheet date using the spot exchange rate. Regarding the year-end differences
of translation in foreign currency, except those special borrowing accounts under the acquisition,
building or production of assets to be capitalized are capitalized and accounted into related assets
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cost, all the other differences are accounted into current profits and losses. The foreign currency
non-monetary items at historical cost are translated using the spot exchange rate. And the
foreign currency non-monetary items at fair value are adjusted and translated into measurement
currency at adoption date of fair value using the spot exchange rate. The difference of translation
between different currencies is accounted into current profits and losses or capital reserves.

2.8.2 Translation of financial statements in foreign currency

All the assets and liabilities items in the Balance Sheet adopt for the translation the spot exchange
rate at balance sheet date. The items under the owners’ equity, except the undistributed profits,
are translated at their occurrence at the spot exchange rate. The spot exchange rate at the
transaction date or the exchange rate approximate to spot rate defined by a systematic rational
method should be adopted for the income/expense items, and the difference caused by such
translations should be listed separately under the owners’ equity in the Balance Sheet.

On disposal of overseas operations, the corresponding difference of foreign currency translation
related to the overseas operations should be moved from owners’ equity to current profits and
losses.  On partial disposal of overseas operations, the partial proportion of difference should also
be converted into current profits and losses.

2.9 Financial instruments

Financial instruments consist of financial assets, financial liabilities and equity instruments.

2.9.1 Classification of financial instruments

The Company classifies the financial assets and liabilities by their purposes: financial assets or
liabilities at fair value and accounted into current profits and losses (for example, tradable
financial assets or liabilities); held to maturity investments; loans and receivable accounts;
financial assets available for sale and other financial liabilities.

2.9.2 Definition and measurement of financial instruments

(1) Financial assets and liabilities at fair value and accounted into current profits and losses

The fair value (after deduction of cash dividend to be distributed and bonds interest to be received)
of the assets on the acquisition should be adopted as initial recognized value, and related
transaction expenses should be accounted into current profits and losses.

The interests and cash dividend received should be recognized as investment income during the
period, and the difference of fair value between initial and spot dates should be accounted into
current profits and losses at the end of period.

On the disposal of the assets, the difference between the obtained price and the book value of
investment should be recognized as investment income, and the accumulated fair value profits and
losses should be accordingly adjusted.

(2) Held to maturity investments

The fair value (after deduction of bond interests whose period has matured but not charged yet)
plus the related transactions fees should be adopted as initial recognized value.

During the holding period, the interest income should be confirmed and included into investment
income in accordance with the amortized costs and the real interest rate (according to nominal
interest rates if the difference between the real interest rate and the nominal interest rate is small).
The real interest rate should be determined at the time made, and remain unchanged during the
expected duration or applicable shorter period.

On disposal of these investments, the difference between the income from investment and the
book value of investment should be accounted into investment income.

(3) Receivable accounts

The contract price charged to the buyers should be recognized as initial value for those receivable
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accounts which mainly composes of the receivable creditor’s right caused by the sale of goods and
the providing of labor services, and receivables in other companies excluding debt instruments
priced in active markets, includes but not limits in receivable bills, receivable accounts, other
receivables, prepayments and long-term receivables. If characterized as financing activities, the
initial recognition should be priced at present value.

The differences between sale value and book value should be accounted into current profits and
losses on its recovery or disposal.

(4) Financial assets available for sale

The fair value (less than cash dividend to be distributed and bonds’ interest to be received) and
relevant transaction expenses of the assets on the acquisition should be adopted as initial
recognized value.

The interests and cash dividend received should be recognized as investment income during the
period, and the difference of fair value between initial and spot dates should be accounted into
capital reserve (other capital reserve).

On the disposal of the assets, the difference between fair value and initial value should be
recognized as investment profits and losses, and the accumulated variance of fair value caused by
the disposal should be simultaneously moved from shareholders’ equity to investment profits and
losses.

(5) Other financial liabilities

The Company adopts the fair value and relevant transaction expenses as initial recognized value
and takes amortized cost for subsequent measurement.

2.9.3 Recognition and measurement of the financial assets transfer

On the transfer of financial assets, these assets should be no longer recognized if nearly all the
risks and rewards relating to the ownership have been transferred to the transferee; if in contrary
cases, they should be still recognized as financial assets of the Company.

The principle of “Substance over Form” is adopted in judging the termination or not of
recognizing financial assets. The transfer of financial assets is also divided into two cases: entire
transfer and partial transfer.  If the transfer of an entire financial asset satisfies the conditions for
stop recognition, the difference between the amounts of the following 2 items shall recorded in the
profits and losses of the current period:

(1) The book value of the transferred financial asset;

(2) The aggregate consideration received from the transfer, and the accumulative amount of the
changes of the fair value originally recorded in the owner’s equities (in the event that the financial
asset involved in the transfer is a financial asset available for sale).

If the transfer of partial financial asset satisfies the conditions for stopping recognition, the
carrying amount of the entire financial asset transferred shall, between the portion whose
recognition has stopped and the portion whose recognition has not stopped (under such
circumstance, the service asset retained shall be deemed as a portion whose recognition has not
stopped), be allocated at their respective relative fair value, and the difference between the
amounts of the following 2 items:

(1) The book value of the portion whose recognition has stopped;

(2) The aggregate consideration of the portion whose recognition has stopped, and the portion of
the accumulative amount of the changes in the fair value originally recorded in the owner’s
equities which is corresponding to the portion whose recognition has stopped (in the event that the
financial asset involved in the transfer is a financial asset available for sale).

The Company should recognize financial assets and recognize the reception of consideration as
financial liabilities in case the transfer of these financial assets doesn’t satisfy the definition of
termination.
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2.9.4 Conditions for derecognizing financial liabilities

If the current obligations of financial liabilities has been lifted in whole or in part, then the
Company should derecognize the financial liabilities in whole or in part thereof; if the Company
signs an agreement with creditors in order to take on new ways to replace the existing financial
liabilities, and the new liabilities and the existing financial terms are substantially different, the
Company should terminate recognizing the existing financial liabilities, and begin to recognize the
new financial liabilities at the same time.

If the terms of the contract involving the existing financial liabilities have been made with
substantive changes in whole or in part, the Company should terminate recognizing the existing
financial liabilities in whole or in part, and at the same time, adopt the modified version of
financial liabilities as a new one.

On derecognizing the financial liabilities in whole or in part, the difference between the book
value of these financial liabilities and the payment should be accounted into current profits and
losses.

If buying back part of the financial liabilities, on the date of repurchase and in accordance with the
comparative fair value of the part to be continuously recognized and to be derecognized, the
Company should allocate the whole financial liabilities. The difference between the part assigned
to the derecognized book value and the payment (including the roll-out of non-cash assets or new
financial liabilities to be assumed) should be included into current-period profits and losses.

2.9.5 Definition of fair value of financial assets and liabilities

The Company adopts the year-end quotations in active markets as fair value of financial assets and
liabilities.

2.9.6 Depreciation reserves for financial assets (excluding accounts receivable)

2.9.6.1 Depreciation reserves for financial assets available for sale

At end of report year, the accumulated loss caused by the fair value decrease should be reclassified
from the original item of owners’ equity and recognized as impairment loss in case the fair value
of financial assets available for sale has decreased significantly or the decrease trend is considered
to be non-temporary under all the related conditions.

2.9.6.2 Depreciation reserves for held to maturity investments

The impairment loss of held to maturity investments is calculated in the light of the treatment of
accounts receivable’s depreciation.

2.10 Accounts receivable

2.10.1 Recognition and accruement of provision for bad debt in accounts receivable of
individually significant amount

2.10.1.1 Recognition criteria of provision for bad debt in accounts receivable of individually
significant amount

The accounts receivable of individually significant amount refer to the top five accounts
receivable with significant amount.

2.10.1.2 Accruement of provision for bad debt in accounts receivable of individually significant
amount

The Company takes individual depreciation test for those significant receivable accounts, and
determines the impairment loss and makes provision for bad debts based on the difference
between their future cash flow value and book value.

The estimated future cash flow of short-term accounts receivable shouldn’t be discounted at the
calculation of their impairment loss for the minor difference between their present value and
future cash flow.
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2.10.2 Recognition and accruement of provision for bad debt in accounts receivable of
insignificant amount but whose package is characterized as highly risky credit portfolio

2.10.2.1 Definition of highly risky credit risk portfolio

For those insignificant receivable accounts, the Company classifies them as several groups whose
credit risk level is similar to those individually tested non-depreciation accounts, and determines
the impairment loss and makes proportional provision for bad debts based on the end-of-period
balance.

2.10.2.2 Accruement based on highly risky credit risk portfolio

The Company determines the following proportion of provision for bad debts based on the actual
loss ratio of the anterior-periods receivable accounts with similar credit risk, and the consideration
of actual situations:

Age Provision proportion for accounts receivable (%) Provision proportion for other receivables (%)
Within one year 5 5
1-2 years 20 20
2-3 years 50 50
Over 3 years 100 100

2.11 Inventories

2.11.1 Classification of inventories

The inventories of the Company comprise: materials in transit, raw materials, turnover materials,
inventory products, work in progress, finished products, material in outside processing, etc.

2.11.2 Inventory pricing method on their delivery

Inventory products are accounted with weighted average method on their delivery.

2.11.3 Determination of net realizable value of inventories and accruement of stock depreciation
provision

The Company takes inventory checkup at end of each accounting period, and states or adjusts
depreciation reserves of inventories at the lower of cost or net realizable value.

During normal production, the cash realizable value of inventories directly for sale, such as
products, merchants and materials for sale is accounted by the estimated price less the estimated
sales expenses and taxes. During normal production, the cash realizable value of materials to be
processed is accounted by the estimated price of finished product less the estimated cost, sales
expenses and taxes. For those inventories with purpose of implementing sales contract or labor
contract, the cash realizable value is based on the contract price; if the inventories held more than
fixed in the contract, the cash realizable value of surplus part is accounted based on the market
price.

At end of report year, the Company accrues separately the provisions for depreciation reserves of
the inventories. In case of low-cost and numerous-in-variety inventories, the Company classifies
the provision for depreciation of each kind of inventories. And the Company consolidates the
provision for depreciation of those inventories related to the production and sales of products in
the same region, with the same or similar utilization and purpose, and difficult to calculate
separately.

In case the factors impacting the write-down of the inventories’ value disappear, the write-down
amount should be recovered and the according provision of impairment should be returned to
current profits and losses.

2.11.4 Inventory system

The Company adopts perpetual inventory system to take periodic or non-periodic inventory
checkup.

2.11.5 Provision for depreciation reserves of inventories
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2.11.5.1 Inventory products are accounted with weighted average method on their delivery.
2.11.5.2 The amortization treatment of packing materials adopts one-off amortization method.

2.12 Long-term equity investment

2.12.1 Initial measurement

2.12.1.1 Long-term equity investment formed in the merger of enterprises

For the merger of enterprises under the same control, if the consideration of the merging enterprise
is that it makes payment in cash, transfers non-cash assets or bear its debts, it shall, on the date of
merger, regard the share of the book value of the owner's equity of the merged enterprise as the
initial cost of the long-term equity investment. The difference between the initial cost of the
long-term equity investment and the payment in cash, non-cash assets transferred as well as the
book value of the debts borne by the merging party shall offset against the capital reserve. If the
capital reserve is insufficient to dilute, the retained earnings shall be adjusted. All the directly
related expenses, including audit fee, appraisal fee, legal services fee etc, shall be accounted into
current profits and losses.

For the merger under different control, the merger cost should be accounted at the fair value of
assets paid, liabilities carried and equity bonds issued by the merging party at the merger date, and
other direct expenses related to the transaction. For the gradual merger realized by separate
procedures, the merger cost should be the sum of every separate transaction. In case of any
future events defined in merger contract whose predictable occurrence could influence the merger
cost and the related amount could be reliably calculated at merger date, such amount should also
be included in merger cost.

2.12.1.2 Long-term equity investment by other methods

The initial cost of a long-term equity investment obtained by making payment in cash shall be the
purchase cost which is actually paid.

The initial cost of a long-term equity investment obtained on the basis of issuing equity securities
shall be the fair value of the equity securities issued.

The initial cost of a long-term equity investment of an investor shall be the value stipulated in the
investment contract or agreement except the unfair value stipulated in the contract or agreement.
Under the conditions that the exchange of non-monetary assets is characterized with business
essence, and the fair value of the assets received or surrendered can be accounted in a reliable way,
the book value of assets received is defined on basis of the fair value of assets surrendered, except
there are conclusive evidences for the stronger reliability of the fair value of assets received. For
the exchange of those non-monetary assets not meeting the above premises, the book value of
assets surrendered and related taxes should be accounted as cost of assets received and the profits
and losses shouldn’t be concluded.

The initial cost of long-term equity investment obtained by recombination of liabilities shall be
accounted at fair value.

2.12.2 Subsequent measurement and recognition of profits and losses

2.12.2.1 Subsequent measurement

For a long term equity investment on the subsidiary company of an investing enterprise, the
investing enterprise shall accounted by employing the cost method, and shall make an adjustment
by employing the equity method when it works out consolidated financial statements.

The cost method shall be employed when a long-term equity investment of the investing enterprise
that does not do joint control or does not have significant influences on the invested entity, and has
no offer in the active market and its fair value cannot be reliably measured.

A long-term equity investment of the investing enterprise that does joint control or significant
influences over the invested entity shall be measured by employing the equity method. If the
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initial cost of a long-term equity investment is more than the investing enterprise' attributable
share of the fair value of the invested entity's identifiable net assets for the investment, the initial
cost of the long-term equity investment may not be adjusted; if the initial cost of a long-term
equity investment is less than the investing enterprise' attributable share of the fair value of the
invested entity's identifiable net assets for the investment, the difference shall be included in the
current profits and losses and the cost of the long-term equity investment shall be adjusted
simultaneously.

Where any change is made to the owner's equity other than the net profits and losses of the
invested entity, the book value of the long-term equity investment shall be adjusted and be
included in the owner's equity, and the capital reserves (other capital reserves) shall be accordingly
adjusted, in accordance with the attributable share of the net profits or losses of the invested entity.
2.12.2.2 Recognition of profits and losses

Under cost method, the investment income recognized by the investing enterprise shall be limited
to the amount received from the accumulative net profits that arise after the invested entity has
accepted the investment. Where the amount of profits or cash dividends obtained by the investing
entity exceeds the aforesaid amount, it shall be regarded as recovery of initial investment cost.
Under equity method, an investing enterprise shall recognize the net losses of the invested
enterprise as following process: firstly, it shall dilute the book value of the long-term equity
investment; secondly, if the book value of the long-term equity investment is insufficient to dilute,
it shall dilute the book value of the long-term receivables under the limit of other long-term rights
and interests which substantially form the net investment made to the invested entity; lastly, after
the above treatments, it shall recognize the accrued liabilities according to the responsibilities in
investment contract or agreement and account them into current profits and losses.

If the invested entity realizes profits in posterior periods, the investing enterprise shall adopt the
contrary process, after the unrecognized losses, to write down the balance of the accrued liabilities,
recover the book value of other long-term rights and interests which substantially form the net
investment made to the invested entity, and recognize the investment profits.

2.12.3 Evidences for significant influences and the invested entity under joint control

Certain control is considered as joint control with other parties over the invested entity when it
happens over an economic activity in accordance with the contracts and agreements, which does
not exist unless the investing parties of the economic activity with one an assent on sharing the
control power over the relevant important financial and operating decisions. Certain case is
considered as significant influences when the investing entity owns the power to participate in
making decisions on the financial and operating policies of an enterprise, but not to control or do
joint control together with other parties over the formulation of these policies.

2.12.4 Impairment testing methods and impairment accrual method

For those long-term equity investments characterized with significant impact, not quoted in active
markets, and whose fair value can’t be reliably measured, the impairment loss is determined on
basis of the difference between their book value and the present value of similar financial assets
whose market rate of return on future cash flows can be discounted.

For those long-term equity investments, except the long- goodwill formed from business
combination, if the recoverable amount of the measurement results show that the recoverable
amount of the long-term equity investment below its book value, the difference will be recognized
as impairment loss.

For goodwill formed by business combination, regardless of whether there is indication of
impairment, there should be conducted annual impairment testing.

The impairment loss of long-term equity investments can’t be returned back after the recognition.
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2.13 Investment real estate

Investment real estate refers to the real estate held with purpose of rent earning, capital gaining or
both of them, including land user which has been rented out or is held for transference after capital
appreciation, and buildings which has been rented out.

The Company adopts cost calculation mode for measurement of investment real estate. On
calculating the depreciation, the Company adopts the same policy of fixed assets for measurement
of investment real estate and assets for rent, and the same policy of intangible assets for
measurement of right of land use for rent.

On appearance of evidence for depreciation, the Company estimates the recoverable value and
defines the impairment loss when the recoverable value is lower than its book value.

The impairment loss of investment real estate can’t be returned back after the recognition.

2.14 Calculation and depreciation of fixed assets

2.14.1 Definition of fixed assets

The fixed assets of the Company refer to those tangible assets with service life more than one year
and related to production, labor services, for lease or management. The Company recognizes the
fixed assets when they meet the following conditions:

(1) The economic benefits pertinent to the fixed asset are likely to flow into the enterprise; and
(2) The cost of the fixed asset can be measured reliably.

2.14.2 Impairment method of fixed assets

The provision for decrease in value of fixed assets is made with straight-line method, with
consideration of the category of the assets, their estimates of service life and net salvage.

The fixed assets fit-up fee eligible for capitalization should be accrued individually in straight-line
method adopting the shorter period between two fit-ups and the remaining service life.

The estimated service life and depreciation rate of fixed assets by category is as following:

Category Service year Estimated net scrap value rate Annual rate of depreciation
House and construction 20-50 10% 1.8% - 4.5%
Machinery and equipment 5-15 10% 6% - 18%

Motor vehicles 5-10 10% 9% - 18%
Electric appliances 5-10 10% 9%-18%

Fixtures 5-15 - 6.6%-20%

Others 5-10 10% 9% - 18%

2.14.3 Testing method and provision for depreciation of fixed assets

The Company determines whether there is evidence of impairment that may occur upon fixed
assets at end of each period.

If there is indication of impairment of fixed assets, the Company should estimate its recoverable
amount. The recoverable amount is to be determined by the higher between the net price of the
fair value of fixed assets after subtracting costs of disposal and the present value of expected
future cash flows from fixed assets.

When the recoverable amount of fixed assets is below their book value, the book value of fixed
assets should be written down to its recoverable amount, and the amount of write-down should
recognized as impairment loss of fixed assets, and included into current profits and losses. At the
same time, the provision for depreciation of fixed assets should be accrued.

After the recognition of impairment losses of fixed assets, the depreciation of fixed assets for
impairment should be accordingly adjusted in future periods so that during the remaining useful
life of the fixed assets, the book value of adjusted fixed assets can be systematically amortized
(less the estimated net residual value).

After the recognition, the impairment loss of fixed assets shouldn’t be recovered in subsequent
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accounting period.

If there are indications showing that a possible impairment of fixed assets could take place, the
Company should estimate its recoverable amount based on individual fixed assets. If difficult to
do so, the Company should determine the recoverable amount of the assets group on basis of the
asset groups to which the fixed assets belong.

2.15 Accounting of construction in progress

2.15.1 Category of construction in progress

The Company distinguishes the characteristics of each construction in progress in their real cost
accounting.

2.15.2 Standards and conversion date from construction in progress to fixed assets

The book value of construction in progress is accounted into fixed assets at all the expenses
occurred before the build-up of such assets available for intended use. After available for
intended use but before the final settlement, the built-up fixed assets are accounted at estimated
value and accrued under the depreciation policy of fixed assets based on construction’s budget,
cost or real cost. After the settlement, the Company should adjust the provisional estimate by
real cost, but not the accrued.

2.15.3 Testing method and provision for depreciation of construction in progress

The Company determines whether there is evidence of impairment that may occur upon
construction in progress at end of each period.

If there is indication of impairment of construction in progress, the Company should estimate its
recoverable amount. The recoverable amount is to be determined by the higher between the net
price of the fair value of construction in progress after subtracting costs of disposal and the present
value of expected future cash flows from construction in progress.

When the recoverable amount of construction in progress is below their book value, the book
value of construction in progress should be written down to its recoverable amount, and the
amount of write-down should recognized as impairment loss of construction in progress, and
included into current profits and losses. At the same time, the provision for depreciation of
construction in progress should be accrued.

After the recognition, the impairment loss of construction in progress shouldn’t be recovered in
subsequent accounting period.

If there are indications showing that a possible impairment of certain construction in progress
could take place, the Company should estimate its recoverable amount based on individual
construction. If difficult to do so, the Company should determine the recoverable amount of the
assets group on basis of the asset groups to which the construction in progress belongs.

2.16 Capitalization of the loan fees

2.16.1 Definition of capitalization of the loan fees

Where the borrowing costs incurred to the Company can be directly attributable to the acquisition
and construction or production of assets eligible for capitalization, it shall be capitalized and
recorded into the costs of relevant assets. Other borrowing costs shall be recognized as expenses
on the basis of the actual amount incurred, and shall be recorded into the current profits and losses.
The term "assets eligible for capitalization™ shall refer to the fixed assets, investment real estate,
inventories and other assets, of which the acquisition and construction or production may take
quite a long time to get ready for its intended use or for sale.

The borrowing costs shall not be capitalized unless they simultaneously meet the following
requirements:
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(1) The asset disbursements have already incurred, which shall include the cash, transferred
non-cash assets or interest bearing debts paid for the acquisition and construction or production
activities for preparing assets eligible for capitalization;

(2) The borrowing costs has already incurred; and

(3) The acquisition and construction or production activities which are necessary to prepare the
asset for its intended use or sale have already started.

2.16.2 Capitalization period

The capitalization period shall refer to the period from the commencement to the cessation of
capitalization of the borrowing costs, excluding the period of suspension of capitalization of the
borrowing costs.

When the assets of acquisition and construction or production are available for their intended use
or marketable condition, the capitalization of loans goes to the end.

When certain part of the assets of acquisition and construction or production is separately
completed and available for its intended use, the capitalization of loans for this part of assets goes
to the end.

If different parts of the assets of acquisition and construction or production are separately
completed, but they could be available for their intended use or marketable condition only after
the completion of the construction in whole, the capitalization of loans goes to the end after the
whole completion.

2.16.3 Suspension of capitalization period

Where the acquisition and construction or production of a qualified asset is interrupted abnormally
and the interruption period lasts for more than 3 months, the capitalization of the borrowing costs
shall be suspended. Where the interrupted acquisition and construction or production of the
qualified asset is available for intended use or marketable condition, the capitalization of loans
should reinitiate. The borrowings occurred during the suspension period should be determined as
current-period profits and losses, and the capitalization will not reinitiate until the reactivation of
the interrupted acquisition and construction or production of the qualified asset.

2.16.4 Calculation of capitalized loan fees

The to-be-capitalized amount of interests of the specially borrowed loans (minus the income of the
interests earned on the unused borrowing loans as a deposit in the bank or as a temporary
investment) and the ancillary expense incurred to the specifically borrowed loans incurred before a
qualified asset under acquisition, construction or production is ready for the intended use or sale,
shall be capitalized at the incurred amount when they are incurred.

The Company shall calculate and determine the to-be-capitalized amount of interests on the
general borrowing by multiplying the weighted average asset disbursement of the part of the
accumulative asset disbursements minus the general borrowing by the capitalization rate of the
general borrowing used. The capitalization rate shall be calculated and determined in light of the
weighted average interest rate of the general borrowing.

Where there is any discount or premium, the amount of discounts or premiums that shall be
amortized during each accounting period shall be determined by the real interest rate method, and
an adjustment shall be made to the amount of interests in each period.

2.17 Calculation of intangible assets

2.17.1 Pricing of intangible assets

2.17.1.1 The Company accounts its intangible assets at their real acquisition cost.

The cost of outsourcing intangible assets shall include the purchase price, relevant taxes and other
necessary expenditures directly attributable to intangible assets for the expected purpose. Where
the payment of purchase price for intangible assets is delayed beyond the normal credit conditions,
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which is of financing intention, the cost of intangible assets shall be determined on the basis of the
current value of the purchase price.

The book value of the intangible assets acquired as debt assets through the recombination of
liabilities shall be accounted on basis of the fair value of the intangible assets, and the difference
between the book value of recombined liabilities and the fair value of debt assets should be
accounted into current profits and losses.

Under the conditions that the exchange of non-monetary assets is characterized with business
essence, and the fair value of the assets received or surrendered can be accounted in a reliable way,
the book value of assets received is defined on basis of the fair value of assets surrendered, except
there are conclusive evidences for the stronger reliability of the fair value of assets received. For
the exchange of those non-monetary assets not meeting the above premises, the book value of
assets surrendered and related taxes should be accounted as cost of assets received and the profits
and losses shouldn’t be concluded.

The book value of the intangible assets acquired through merger of enterprises under the same
control should be accounted at the book value of the merged enterprise. The book value of the
intangible assets acquired through merger of enterprise not under the same control should be
accounted at the fair value of the acquired assets.

The cost of intangible assets developed internally includes: material and labor expenses, register
fee, amortization of other patent and franchise fee, interest expense eligible for capitalization
during development process, and other direct expenses for making the intangible assets available
to its intended use.

2.17.1.2 Subsequent measurement

The Company analyzes the service life of the acquired intangible assets.

For the intangible assets with limited service life, the economic benefits should be amortized with
straight-line method; for the intangible assets whose service life of economic benefits can’t be
predicted, the Company defines them as intangible assets with indefinite service life and won’t
adopt amortization upon them.

2.17.2 Estimate of service life for the intangible assets with limited life

Classification Service life
Land use right 50 years
Others 10 years

At end of report period, the Company should recheck the service life and amortization method of
the limited-life intangible assets.
The recheck in current period shows that there is no difference in the estimate of service life and
adoption of amortization method.
2.17.3 Provision for depreciation of intangible assets
For the intangible assets with definite service life, the Company practices the impairment testing at
end of period when there is obvious indications of impairment.
For the intangible assets with uncertain service life, impairment testing should be realized at the
end of each period.
With the impairment testing, the Company estimates the recoverable amount of intangible assets.
The recoverable amount of intangible assets represents the higher between the net fair value of
intangible assets less disposal fees and the present value of estimated future cash flow of
intangible assets.
When the recoverable amount of intangible assets is less than their book value, the book value of
intangible assets should be written down to its recoverable amount, and the amount of write-down
is recognized as an intangible asset impairment losses, included in current profits and losses, and
the corresponding provision for depreciation should be accrued at the same time.
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After the recognition of impairment losses of intangible assets, the Company should adjust
accordingly the depletion or amortization costs in future periods, so that during the remaining
useful life, the adjusted book value of intangible assets (less estimated net residual value) can be
systematically amortized.

The impairment losses of intangible assets will not be recovered in subsequent accounting periods
after the recognition.

If there are indications of a possible impairment of intangible assets, the company should estimate
the recoverable amount based on the individual intangible assets. In case that it’s difficult to
estimate the recoverable amount of the individual intangible assets, the Company determines their
recoverable amount based on the assets group to which the individual intangible assets belong.
2.17.4 Criteria for the division of research stage and development stage during internal R&D
Research stage: the stage during which original and planned investigation and research is carried
out with purpose of obtaining and understanding new scientific or technical knowledge
Development stage: the stage before the commercial production and utilization, during which the
research achievement or other knowledge is applied to a particular project or design in order to
produce new or substantially improved materials, devices, products, etc.

The expenses occurred during the research stage of internal R&D projects are accounted into
current-period profits and losses.

2.17.5 Criteria for the capitalization of R&D expenses

The expenses during the development stage of internal R&D projects are defined as intangible
assets when satisfying the following conditions:

(1) The completion of such intangible assets for use or sale is technically feasible.

(2) The Company has the intention to use or sell the intangible assets after their completion.
(3)The method in which the intangible assets bring economic benefits shows that there exists
consumption market for the products with use of these intangible assets or the intangible assets
themselves, or that they are useful in case of internal utilization.

(4)The Company has sufficient technological, financial and other resources to complete the R&D
of the intangible assets and the ability to make them available for use or sale.

(5)The Company can measure in reliable way the expense of such intangible assets during the
development stage.

2.18 Payment to and for staff

2.18.1 Classification of payment to and for staff

The company's payment to and for staff is composed of wages, bonuses, allowances and subsidies;
employees’ benefits; medical insurance, pension insurance, unemployment insurance, work injury
insurance, maternity insurance and other social insurance premiums; housing provident funds;
union funds and employee education funding; non-monetary benefits; result of the dissolution of
labor relations with the staff for their compensation (termination benefits), etc.

2.18.2 Definition and calculation of payment to and for staff

The Company treats as liabilities the payment to and for staff during the periods in which the
workers provide services, and except the compensation for lifting the labor relations, treats
respectively the earning targets under the following circumstances:

(1) that should be carried by the production of goods and labor services, accounted into production
or labor service cost;

(2) that should be carried by the construction in progress and intangible assets, accounted into cost
for construction of fixed assets or intangible assets;

(3) except the above-mentioned remuneration, directly charged into current profits and losses.

If the State has stipulations about the accrual ratio of payment to and for staff, the Company
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adopts these stipulations as guideline of accrual. If the State hasn’t such regulations, the
Company estimates the payment to and for staff from past experience and actual situation, in case
that the real cost is more or less than the estimated cost, the Company will supplement or return
back the reserves.

If the company offers to its staff the self-owned products or housing, or rents free-of-charge the
houses for its staff, it should account respectively in accordance with the fair value of products,
depreciation or rent of each house, into self-production cost or current profits and losses dependent
to the beneficial objects.

2.18.3 Termination benefits

The company should determine the payment to and for staff and account into current profits and
losses according to its formal written plan or proposal that can’t be withdrawn unilaterally
(including the department, quantity, compensation standards, implementation time, etc.), in case
that the Company proposes a compensation for anticipating the termination of labor contract or
encouraging the staff to voluntarily cancel the contract.

For the voluntary layoff cases, the Company should estimate the quantity of employees accepting
layoffs, and accrue payable for staff according to the quantity and standards of compensation and
in line with the articles in "Accounting Standards for Enterprises No. 13 --- Contingent Items".

2.19 Debt reorganization

During report period, the Company determines the debt reorganization respectively under the
following circumstances:

2.19.1 The Company accounts the difference between the book value of reorganized debts and
the really payable cash into current profits and losses in case of cash settlement of debt.

2.19.2 The Company accounts the difference between the book value of reorganized debts and
the fair value of transferred non-cash assets into current profits and losses in case of covering the
debts with non-cash assets. And the difference between fair value and book value of transferred
non-cash assets also should be accounted into current profits and losses.

2.19.3 In case of conversion of debts into capital, the Company recognizes as capital (or paid-up
capital) the total facial value of the equity converted from the abandoned claims of creditors, and
the difference between fair value of equity and capital (or paid-up capital) should be determined as
capital reserves. The difference between book value of reorganized debts and the fair value of
equity should be included into current profits and losses.

2.19.4 On modification of other conditions about debts, the Company will adopt the fair value of
debts after modification as book value of reorganized debts. The difference between the book
value of reorganized debts and the book value after the reorganization will be accounted into
current profits and losses.

2.19.5 In case that the revised terms of debt is related to contingent payable, and such contingent
payable meets the conditions for confirming contingent liabilities in "Accounting Standards for
Enterprises No. 13 — Contingent Items", the Company should recognize as contingent liabilities
such contingent payable. The difference between the book value of reorganized debts and the
book value after reorganization plus the sum of contingent liabilities should be included into
current profits and losses. The contingent payable refers to the payable for the future situations
whose occurrence is considered with uncertainty.

2.19.6 When the debt reorganization is carried out with a combined package of cash settlement,
payment with non-cash assets, debt to capital, and modification of debts’ conditions, the Company
will write-off the book value of the reorganized debts in order of cash, non-cash assets, and fair
value of equity by creditors, and at last, treat them with the revised terms of debt.
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2.20 Contingent liabilities

The company recognizes as contingent liabilities those matters involving the Company in
litigation, debt guarantees, loss of contracts and reconstruction, which are likely to require the
Company to deliver assets or provide services in future, and whose amount can be reliably
measured.

2.20.1 Criteria of contingent liabilities

The obligations related to contingent items are defined as contingent liabilities when satisfying the
following conditions:

This obligation means a present obligation for the Company;

The fulfillment of this obligation is likely to lead to outflow of economic benefits of the Company;
The amount of this obligation can be reliably measured.

2.20.2 Measurement of contingent liabilities

The company accounts for initial measurement of contingent liabilities the best estimated amount
of expenditure to fulfill the related current obligations.

On defining the best estimated amount, the Company considers integrally the factors of risk,
uncertainty and currency related to contingent items. For the significant influence of currency’s
time value, the Company determines the best estimated amount through the discount of future cash
outflows.

The best estimated amount is treated separately under the following circumstances:

There is a continuous range (or scope)of required expenditure among which the possibility for
occurring different results maintains the same, the best estimated amount should be defined by the
median, which means the average amount of upper and lower limits of the continuous range.

If it doesn’t exist a continuous range (or scope), or within the continuous range the possibility for
occurring different cases result in different situations, the best estimated amount should be defined
by the most possibly occurred amount when the contingent items are related to individual project,
and be defined by the combination of different possible results and their probabilities.

2.21 Revenue recognition

2.21.1 Criteria for the time definition of income from selling goods

No revenue from selling goods may be recognized unless the following conditions are met
simultaneously: the significant risks and rewards of ownership of the goods have been transferred
to the buyer by the enterprise; the enterprise retains neither continuous management right that
usually keeps relation with the ownership nor effective control over the sold goods; the relevant
amount of revenue can be measured in a reliable way; the relevant economic benefits may flow
into the enterprise; and the relevant costs incurred or to be incurred can be measured in a reliable
way.

2.21.2 Basis for determining the income from transferring the right to use assets

When the economic benefits related to the transaction will be likely to flow to the Company and
the income amount can be reliably calculated. The treatment will be different in the following
conditions:

(1) The income of interests is determined on basis of the time and real interest rate of the
Company’s cash funds which is utilized by other persons.

(2) The income of royalties is determined on basis of the chargeable time and method fixed in
relevant agreement or contract.

2.21.3 Basis and method to define the progress of contracted construction on determining the
income from rendering of labor services through percentage-of-completion method

If the Company can, on the date of the balance sheet, reliably estimate the outcome of a
transaction concerning the labor services it provides, it shall recognize the revenue from providing
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services employing the percentage-of-completion method. An enterprise may adopt the
measurement of the work completed to ascertain the schedule of completion under the transaction
concerning the providing of labor services.

The Company determines the total revenue from labor services in accordance with the received or
receivable purchase price fixed by contract or agreement, except when the price is unfair. On
balance sheet date, the Company confirms current-period labor services income according to the
total revenue of labor services multiplied by the percentage of completion and less the
accumulated determined services revenues in previous periods. At the same time, the Company
confirms current-period labor services expenditure according to the total cost of labor services
multiplied by the percentage of completion and less the accumulated determined services
expenditure in previous periods.

If an enterprise can’t, on the date of the balance sheet, measure the result of a transaction
concerning the providing of labor services in a reliable way, it shall be conducted in accordance
with the following circumstances, respectively:

(1) If the cost of labor services incurred is expected to be compensated, the revenue from the
providing of labor services shall be recognized in accordance with the amount of the cost of labor
services incurred, and the cost of labor services shall be carried forward at the same amount; or

(2) If the cost of labor services incurred is not expected to compensate, the cost incurred should
be included in the current profits and losses, and no revenue from the providing of labor services
may be recognized.

2.22  Government subsidies

2.22.1 Divisions of government subsidies

Government subsidies refer to the monetary and non-monetary assets that the company obtains
free-of-charge from the Government. They are divided into asset-related government subsidies
and benefit-related government subsidies.

2.22.2 Treatment of government subsidies

The government subsidies related to long-term assets such as acquisition & construction of fixed
assets and intangible assets are determined as deferred income, and accounted into
corresponding-period non-operating income according to the service life of the acquisition &
construction assets.

The government subsidies related to economic benefits, if for covering the relevant expenses or
losses in future periods, are determined as deferred income and accounted into current-period
non-operating income; if for covering the occurred expenses or losses in the past, are included
directly into current-period non-operating income.

2.23 Deferred income tax assets and liabilities

2.23.1 Basis for the determination of deferred income tax assets

The enterprise shall recognize the deferred income tax assets caused by deductible temporary
differences under the limits of the taxable income which is likely to obtain for deducting the
deductible temporary differences.

2.23.2 Basis for the determination of deferred income tax liabilities

The Company recognizes as deferred income tax liabilities the taxable temporary differences in
current and previous periods. However, the goodwill, transactions not formed from business
combination and whose occurrence will not impact accounting profits nor the taxable income or
temporary differences of deductible losses should not be included.

2.24 Changes in accounting policies and estimates
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2.24.1 Changes in accounting policies

There are no changes in accounting policies for current period.
2.24.2 Changes in accounting estimates

There are no changes in accounting estimates for current period.

2.25 Correction of accounting errors in previous periods

2.25.1 Retroactive restatement method

At the end of period, there are no accounting errors in previous periods adopting retroactive
restatement method.

2.25.2 Prospective recognition method

At the end of period, there are no accounting errors in previous periods adopting prospective
recognition method.

3. Taxation

Important taxes and tax rates

Type Tax bases Tax rate
VAT Sales turnover 17%
Business tax Business turnover 5%
Income tax Taxable income 25%, 20%

Note: the overseas subsidiaries employ the tax rates according to their countries’ tax law.

4. Merger of enterprises and consolidated of financial statements
Except specially noted, the monetary unit in this chapter is RMB’000.

4.1 About the subsidiaries
4.1.1 Subsidiaries acquired through foundation or investment
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4.2 Changes in the consolidation of financial statements

4.2.1 In comparison with the last year, three new subsidiaries are included into the consolidation,
for that: after the absorption of SMPIC as sub-company, its three subsidiaries, SMPIC Great Wall
Number Machine Co., Ltd., SMPIC Imp. & Exp. Co., Ltd. and SMPIC Waigaogiao Office Appa.
Co., Ltd. are included into the consolidation.

4.2.2 In comparison with the last year, six companies are excluded from the consolidation, for
that: Shanghai Shanggong Fangtian Machinery Co., Ltd., Shanghai Shanggong Xingda Machinery
Co., Ltd., Shanghai Shanggong Songda Machinery Co., Ltd. and Shanghai Gongfeng Real Estate
Development Co., Ltd. have finished business write-off, and Shanghai Industrial Sewing
Machines Materials General Co. has finished tax write-off and actually in liquidation proceeding.

4.3 Newly included and excluded subsidiaries in current period
4.3.1 Newly included subsidiaries, specific objects, business entities under control for entrust or
rent operation

Company End-of-period net assets Current-period net profits
SMPIC Imp. & Exp. Co., Ltd. 12,707.5 766.3
ﬂ\gPIC Waigaogiao Office Appa. Co., 47615 926.2
SMPIC Great Wall Number Machine -28.143.1 -5,695.2
Co., Ltd.

4.3.2 Currently excluded subsidiaries, specific objects, business entities under control for entrust
or rent operation

Company Net assets on disposal date | Net profits from period beginning to

disposal date

SMPIC 373,010.5
Shanghai Shanggong Fangtian 1,135.1
Machinery Co., Ltd.

Shanghai Shanggong Xingda Machinery 1,628.0
Co., Ltd.

Shanghai Shanggong Songda Machinery 4,196.7
Co., Ltd.

Shanghai Gongfeng Real Estate 7,490.1

Development Co., Ltd.

Shanghai Industrial Sewing Machines

. 4,032.8
Materials General Co.

4.4 Currency translation of overseas operations’ principal accounting items

The subsidiary Shanggong (Europe) Holding Co., Ltd. has Euros as the recording currency, so the
Company adopts the following currency translation and treatment method: for assets and liabilities
in balance sheet, the end-of-period exchange rate is 9.7971, and beginning-of-period rate is 9.6590;
for income and costs in profit statement, current-period exchange rate is 9.7971, and
anterior-period rate is 9.6590; for all the items in owners’ equity, except "undistributed profits”,
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the exchange rate is the spot rate; and the difference of translation of financial statements is listed
separately in balance sheet.

5. Important notes for consolidated financial statements

(All the following items adopt RMB’ and year-end data except those specially indicated.)

5.1 Cash and bank

Period-end

Year-beginning

Item Original Exchange rate Amount to Original Exchange rate Amount to
currency RMB currency RMB

Cash

Renminbi 311,636.31 325,134.16

HKD 1,537.10 0.8805 1,353.42 2,572.60 0.8819 2,268.78

EUR 31,903.81 9.7971 312,564.81 47,964.05 9.6590 463,284.76

Subtotal cash 625,554.54 790,687.70

Bank

Renminbi 388,030,624.77 163,648,842.09

HKD 561,447.48 0.8805 494,354.51 299,676.40 0.8819 264,284.92

PY 1.00 0.0737 0.07 1.00 0.0757 0.08

uUsD 515,107.63 6.8282 3,5617,257.92 4,170,200.16 6.8346 28,501,650.01

EUR 10,633,267.83 9.7971 | 104,175,185.94 18,489,010.95 9.6590 178,585,356.77

Subtotal bank 496,217,423.21 371,000,133.87

Other money-capitals

Renminbi 3,593,349.29 8,130,264.40

USD

EUR

Subtotal other 3,503,349.29 8,130,264.40

money-capitals

Total 500,436,327.04 379,921,085.97

Accounts with limited cashability:

(1) The credit line guaranty of EUR 1,389,000 of Shanggong (Europe) Holding Co., Ltd. has

been mortgaged to Deutsche Bank.

(2) The deposit certificate of EUR 672,393 of Shanggong Europe Holding Co., Ltd. has been
mortgaged to FAG Kugelfischer AG.
(3) The time certificate of RMB 12,582,000 has been mortgaged to Shenzhen Development Bank

Shanghai Branch.

(4) The above-mentioned three items totally amounts to RMB 32,777,673.36.

5.2 Trading financial assets

Period-end fair value Year-beginning fair value
Tradable bonds
Tradable equity instruments 70,290.00 1,016,779.58
Financial assets designated for accounting at fair value and
included into current-period profits and losses
Derivatives
Others 382,594.48 206,688.97
Total 452,884.48 1,223,468.55

5.3 Bills receivable

Type Period-end Year-beginning
Bank acceptance 7,752,10000 1,517,66230
Commercial acceptance
Total 7,752,100.00 1,517,662.30
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5.4 Dividend receivable

Item Year-beginning Current Current | Period-end | Reason for Depreciation
increase decrease receivable or not
Dividend receivable with age less than one year 78,000.00 78,000.00 No
Including: SMPIC Optical Communication 78,000.00 78,000.00 No
Apparatus Co., Ltd.
Total 78,000.00 78,000.00
5.5 Accounts receivable
5.5.1 Composition of accounts receivable
Period-end Year-beginning
8 Balan . 9 Balan .
Prop. Provision for bad Prop. Provision for bad
c c
. (%) debts/prop. . (%) debts/prop.
i ith signifi 42,2 74. 27,551,792.
Accounts receivable with significant 66,650,157.10 |  17.04 ,295,574.56 81,386,300.84 | 18.41 ,551,792.89
individual amount 63.46 33.85
Accounts receivable with
120,037,307.75 120,636,571.95
insignificant individual amounts but 190,240,822.06 48.64 63.10 191,513,360.77 43.33 62.99
characterized as risky portfolio
Other insignificant accounts 13420174722 | 3431 | 220099 6013650048 | 3gs | L7OML24242
receivable 16.84 10.35
Total 391,092,726.38 100.00 184,926,033.30 442,036,162.09 100.00 165,699,607.26

5.5.2 End-of-period provision for bad debts of accounts receivable with significant individual
amount or insignificant individual amount but under impairment testing

Accounts receivable Book value Provision Accrual proportion (%) | Reason

No. 1 client 34,662,139.80 34,662,139.80 100.00 Credit period expired
No.5 client 6,730,607.70 6,730,607.70 100.00 | cregit period expired
Other insignificant clients 134,201,747.22 22,593,150.99 1684 | Cregit period expired
Total 175,594,494.72 63,985,898.49

Note: This item mainly refers to the accounts receivable of Shanggong (Europe) Holding Co., Ltd.,
which should receive individual impairment testing.

Accounts receivable with insignificant individual amounts but characterized as risky portfolio

Age Period-end Year- beginning
Balance Provision Balance Provision

Sum Proportion (%) Sum Proportion (%)
Within 1 year 69,552,443.46 36.56 3,480,501.95 64,302,960.87 33.58 3,215,183.68
1—2 years 3,802,063.66 2.00 760,412.72 6,373,320.67 3.33 1,274,664.14
2—3 years 2,179,843.76 1.15 1,089,921.90 9,380,710.43 4.90 4,690,355.33
Over 3 years 114,706,471.18 60.29 114,706,471.18 111,456,368.80 58.19 111,456,368.80
Total 190,240,822.06 100.00 120,037,307.75 191,513,360.77 100.00 120,636,571.95

5.5.3 Among the period-end accounts receivable, there are no obligators who holds individually

5% or more equity of the Company.
5.5.4 Top five accounts receivable

Entity or rank Relation with the Sum | Duration Proportion in total

Company accounts receivable (%)
No.1 client Third party 34,662,130.80 | 1 years 8.86
No.2 client Third party 9,088,906.40 | within 1 year 2.32
No.3 client Third party 8,967,634.70 | \wjthin 1 year 2.29
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No.4 client Third party 7,200,868.50 | \wjithin 1 year 184
No.5 client Third party 6,730,607.70 | within 1 year 172
5.6 Other receivables
5.6.1 Composition of other receivables
Period-end Year-beginning
10 Balan . 11 Balan .
Prop. Provision for bad Prop. Provision for bad
c c
(%) debts/prop. (%) debts/prop.
e e
i ith signifi 11,7 . 1,261,629.1
Other receivable with significant 120360,088.61 | 7331 713063358 | o o3a 58378 | 26.23 ,261,629.19
individual amount 9.07 5.00
Other receivable with insignificant
29,264,113.95 34,528,674.00
individual amounts but characterized 32,939,206.85 18.67 57,643,588.84 59.92
89.00 59.90
as risky portfolio
633,685.53
Other insignificant other receivable 14,150,233.68 8.02 4.48 13,332,258.01 13.85
Total 176,449,529.14 100.00 41,628,433.06 96,208,430.63 100.00 35,790,303.19

5.6.2 End-of-period provision for bad debts of

amount or insignificant individual amount but under impairment testing

other receivable with significant individual

Accounts receivable Book value Provision Accrual proportion (%) | Reason
Other insignificant receivables 14,150,233.68 633,685.53 4.48 Payment period expired
Total 14,150,233.68 633,685.53

Note: This item mainly refers to the export tax rebate receivable and other receivables of
Shanggong (Europe) Holding Co., Ltd., which should receive individual impairment testing.

Other receivables with insignificant individual amounts but characterized as risky portfolio

Age Period-end Year- beginning
Balance Provision Balance Provision

Sum Proportion (%) Sum Proportion (%)
Within 1 year 2,318,867.70 7.04 115,943.38 19,113,665.78 33.16 955,683.29
1—2 years 1,070,375.64 3.25 214,075.13 2,927,403.66 5.08 585,522.72
23 years 1,231,736.15 3.74 615,868.08 5,230,102.84 9.07 2,615,051.43
Over 3 years 28,318,227.36 85.97 28,318,227.36 30,372,416.56 52.69 30,372,416.56
Total 32,939,206.85 100.00 29,264,113.95 57,643,588.84 100.00 34,528,674.00

5.6.3 Among the period-end other receivables, there are no obligators who holds individually 5%
or more equity of the Company.
5.6.4 Top five other receivables

Entity or rank Relation with the Sum | Duration Proportion in total other Contents

Company receivables (%)
No.1 Third party 57.009,965.00 | \ithin 1 year 32.31 From sale of land
No.2 Third party 52,000,000.00 | wjithin 1 year 29.47 From sale of land
No.3 Third party 11,953,649.28 | \wjithin 1 year 6.77 Export tax rebate
No.4 Third party 567564366 | \wjithin 1 year 322 Current account
No.5 Third party 2,720.830.67 | wyithin 1 year 154 Current account
5.7 Prepayments
5.7.1 Analysis of age

Period-end Year-beginning

Age distribution Balance Proportion (%) Balance Proportion (%)
Within 1 year 29,767,964.34 84.59 35,364,377.20 99.39
1—2 years 5,376,537.95 15.28 193,187.32 0.54
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2—3 years 29,422.96 0.08 2,478.14 0.01
Over 3 years 15,489.23 0.05 21,687.15 0.06
Total 35,189,414.48 100.00 35,581,729.81 100.00
5.7.2  Top five prepayments

Entity or rank | Relation with the Sum | Duration Contents

Company

No.1 client Third party 4,077,076.67 | \Within 1 year Not reaching contracted delivery date
No.2 client Third party 2,778,341.38 Within 1 year Not reaching contracted delivery date
No.3 client Third party 2,122,917.01 | \within 1 year Not reaching contracted delivery date
No.4 client Third party 1,966,086.00 Within 1 year Not reaching contracted delivery date
No.5 client Third party 853,919.05 | \within 1 year Not reaching contracted delivery date
Total 11,798,340.11

5.7.3 Among the year-end prepayments, there is no creditor who holds individually 5% or more
equity of the Company.

5.8 Inventories

5.8.1 Divisions of inventories

Period-end Year-beginning
Balance Falling price Book valte | gaiance Falling price Book value
reserves reserves

Raw materials 197,548,712.55 55,766,787.57 | 141,781,924.98 | 252,285,742.78 49,479,582.31 | 202,806,160.47
Materials in transit 8,812,261.13 8,812,261.13 7,792,584.69 7,792,584.69
Revolving materials 2,358,287.82 2,358,287.82 2,677,713.81 2,677,713.81
Goods in outside 2,148,631.42 495707.71 |  1,652,923.71 |  2,760,833.60 21384031 |  2,546,993.29
processing
Products in development | 145945046.25 |  42,968,62857 | 102976417.68 | 158,065,020.20 | 3111501640 | 126,950,012.80
Stock commodity 130,464,925.39 39,706,951.32 90,757,974.07 | 209,194,217.31 32,796,972.58 | 176,397,244.73
Others 5,107,992.83 3,432,138.04 1,675,854.79 5,546,630.53 2,206,334.44 3,340,296.09
Total 492,385,857.39 142,370,213.21 | 350,015,644.18 | 638,322,751.92 115,811,746.04 | 522,511,005.88
5.8.2 Inventories falling price reserves

Year-beginning Current-period Current-period decrease Period-end balance

accrual Returns Settlements

Raw materials 49,479,582.31 9,335,063.66 383,851.00 2,664,007.40 55,766,787.57
Materials in
transit
Revolving
materials
Goods in outside 213,840.31 281,867.40 495,707.71
processing
Products in 31,115,016.40 10,867,068.09 -986,544.08 42,968,628.57
development
Stock commodity 32,796,972.58 7,677,298.85 131,361.59 635,958.52 39,706,951.32
Others 2,206,334.44 1,225,803.60 3,432,138.04
Total 115,811,746.04 29,387,101.60 515,212.59 2,313,421.84 142,370,213.21
5.9 Other current assets
Item Period-end Year-beginning
Rent and assurance 1,327,268.22 970,192.36
Total 1,327,268.22 970,192.36

5.10 Financial assets available for sale
5.10.1 Composition and classification
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Year-end fair value

Year-beginning fair value

(1) Bonds available for sale

(2) Equity instrument available for sale 7,105,317.57 4,420,579.68
(3) Others
Total 7,105,317.57 4,420,579.68

5.10.2 Information about the frozen stock equity at end of year

Stock equity

Quantity of frozen shares

Year-end fair value

Year-beginning fair value

Shanghai Sanmao

658,830

6,384,062.70

3,709,212.90

SVA

28,989

197,994.87

87,546.78

5.10.3 The year-end balance of financial assets available for sale has decreased by RMB
20,037,917.24, 81.93% of the year-beginning, for the partial of the stock equity named Shanghai

Sanmao.

5.11 Investment in associates and consortiums
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SMPIC Optical | Equity 510,000.00 967,937.25 -50,825.69 917,111.56 30% 30% 138,000.00
Communication | method
SMPIC Equity
Changfeng method | 2.076,800.00 | 1598,160.62 | -1,598,160.62
Carbon Blocks
Changshu Equity
Qixing method | 2520,000.00 | 2,242,183.36 | -339,83856 | 1,902,344.80 90% 90%
Elec-plating
Shanghai Equity
Baochi Great method | 1.000,000.00 | 1,029,806.57 | -1,029,806.57 8.20% | 8.20%
Wall Digital
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Printing

Shanghai Equity

Huazhijie method | 1.766,689.38 736,283.66 736,283.66 25% 25%

Plastic

Subtotal for 6,574,371.46 | -3,018,631.44 | 3,555,740.02 138,000.00
equity method

Shanghai Cost

Xingguang method 308,033.99 308,033.99 308,033.99 | 143% | 14.3% 308,033.99

Underwear

(South Africa)

Shanghai Cost

Shensi Enter. method 7,944,827.59 6,057,900.00 | 1,886,927.59 7,944,827.59 | 10.59% | 10.59% 3,063,280.10
Development

Wuxi Cost

Shanggong method 153,814.26 153,814.26 153,814.26 80% 80% 153,814.26

Sewing

Machines

Shanghai Cost

Hualian Sewing | method 400,000.00 400,000.00 400,000.00 | 21.74% Note

Machinery

Shanghai Cost | 29,140,749.49 | 29,140,749.49 29,140,749.49 | 15.92% | 15.92% 11,637,292.77
Fuji-Xerox method

Shanghai Cost

Shanggong method 500,000.00 500,000.00 500,000.00 | 12.5% | 12.5% 500,000.00

Jiarong

Shanghai Cost

Nandie Sewing | method 285,000.00 285,000.00 285,000.00 19% 19% 285,000.00

Machinery

Shanghai Cost

Baoding method 7,500.00 7,500.00 7,500.00 <5% <5% 1,437.75
Investment

Bank of Cost

Shanghai Caoxi | method 551,400.00 551,400.00 551,400.00 <5% <5% 28,755.00
Credit Union

China Perfect | Cost 90,000.00 90,000.00 90,000.00 | <5% | <5% 8,182.04
Machinery method

Shenyin & Cost

Wanguo method 200,000.00 200,000.00 200,000.00 <5% <5% 32,388.40
Securities

Shanghai Cost

. method

Hirose 2,840,376.00 30% Note 750,000.00
Precision

Industrial

Shanghai Cost

Baochi Great method |1 500,000.00 1,029,806.57 | 1,029,806.57 8.2% 8.2% 445,230.91 445,230.91

Wall Digital

Printing

Shanghai Cost

Industrial method

Sewing 4,600,000.00 4,600,000.00 | 4,600,000.00 100% 100% 932,718.43 932,718.43

Machines

Materials

Subtotal for 37,604,397.74 | 751673416 | 45,211,131.90 2,624,797.59 | 1,377,949.34 | 15,521,336.06
cost method

Total 44,268,769.20 | 4,498,102.72 | 48,766,871.92 2,624,797.59 | 1,377,949.34 | 15,659,336.06

Note: The Company doesn’t participate in the decision or operation of Shanghai Hualian Sewing
Machines Co., Ltd., Shanghai Hirose Precision Industrial Co., Ltd., nor realizes significant

influence upon the invested entities.

5.13 Investment real estate

This is the reason for adopting cost method.

Item Year-beginning Current increase Current decrease Period-end
1. Original cost 202,913,857.37 1,784,477.84 890,707.98 203,807,627.23
a. Buildings 151,231,095.73 1,784,477.84 890,707.98 152,124,865.59
b. Land use right 51,682,761.64 51,682,761.64
2. Accumulated depreciation or 52,500,233.62 5,319,563.82 523,049.45 57,304,847.99
amortization
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a. Buildings 47,197,099.07 4,045,706.46 523,949.45 50,718,856.08
b. Land use right 5,312,134.55 1,273,857.36 6,585,991.91
3. Net value of investment real 150,404,623.75 -3,535,085.98 366,758.53 146,502,779.24
estate

a. Buildings 104,033,996.66 -2,261,228.62 366,758.53 101,406,009.51
b. Land use right 46,370,627.09 -1,273,857.36 45,096,769.73
4. Accumulated provision for 9,708,906.31 9,708,906.31
investment real estate

b. Buildings 9,708,906.31 9,708,906.31
b. Land use right

5. Total book value of investment 150,404,623.75 -13,243,992.29 366,758.53 136,793,872.93
real estate

a Buildings 104,033,996.66 -11,970,134.93 366,758.53 91,697,103.20
b. Land use right 46,370,627.09 -1,273,857.36 45,096,769.73

Note: The current-period depreciation and amortization is of RMB 5,319,563.82, and the
current-period accrual for depreciation of investment real estate is of RMB 9,708,906.31.
Among the above-mentioned year-end balance of investment real estate, some properties have

been mortgaged to the banks.

5.14 Fixed assets at cost and accumulated depreciation
5.14.1 Original cost of fixed assets

Details are disclosed in mortgage assets column.

Year-beginning Increase Decrease Year-end

1. Total original cost: 1,453,275,626.77 | 145519,215.32 94,908,144.42 | 1,503,886,697.67
Including: plants & constructions 432,776,139.63 | 105,089,297.50 43,012,322.56 494,853,114 57
Equipment and machines 669,903,481.82 |  31,097,476.67 37,612,353.89 663,388,604.60
Transport vehicles 27,342,446.40 1,279,123.19 3,192,558.53 25,429,011.06
Electric equipment 12,759,964.55 7,168.88 50,377.32 12,716,756.11
Fixture for fixed assets 867,396.40 336.00 867,060.40
Others 309,626,197.97 8,046,149.08 11,040,196.12 306,632,150.93
2. Total accumulated depreciation: 1,058,562,540.82 |  62,680,987.37 74,777,085.89 | 1,046,466,442.30
Including: plants & constructions 254,835924.42 |  14,656,809.21 26,740,019.49 242,752,714.14
Equipment and machines 510,174,933.05 |  27,992,628.42 35,006,777.74 503,160,783.73
Transport vehicles 13,718,259.37 1,702,426.37 2,486,744.73 12,933,941.01
Electric equipment 7,331,148.41 304,790.26 47,383.86 7,588,554.81
Fixture for fixed assets 463,584.93 128,365.00 336.00 591,613.93
Others 272,038,690.64 17,895,968.11 10,495,824.07 279,438,834.68
3. Total net book value: 394,713,085.95 |  82,838,227.95 20,131,058.53 457,420,255.37
Including: plants & constructions 177,940,215.21 |  90,432,488.29 16,272,303.07 252,100,400.43
Equipment and machines 159,728,548.77 3,104,848.25 2,605,576.15 160,227,820.87
Transport vehicles 13,624,187.03 -423,303.18 705,813.80 12,495,070.05
Electric equipment 5,428,816.14 -297,621.38 2,993.46 5,128,201.30
Fixture for fixed assets 403,811.47 -128,365.00 275,446.47
Others 37,587,507.33 -9,849,819.03 544,372.05 27,193,316.25
75,183,418.48 2,900.00 75,180,518.48

4. Total provision for depreciation:

Including: plants & constructions

4,913,777.92

4,913,777.92

Equipment and machines

70,198,101.93

70,198,101.93

Transport vehicles

Electric equipment

Fixture for fixed assets

Financial Statements - 58 -




Others 71,538.63 2,900.00 68,638.63
5. Total book value of fixed assets: 319,529,667.47 82,838,227.95 20,128,158.53 382,239,736.89
Including: plants & constructions 173,026,437.29 90,432,488.29 16,272,303.07 247,186,622.51
Equipment and machines 89,530,446.84 3,104,848.25 2,605,576.15 90,029,718.94
Transport vehicles 13,624,187.03 -423,303.18 705,813.80 12,495,070.05
Electric equipment 5,428,816.14 -297,621.38 2,993.46 5,128,201.30
Fixture for fixed assets 403,811.47 -128,365.00 275,446.47

37,515,968.70 -9,849,819.03 541,472.05 27,124,677.62

Others

The current-period depreciation of fixed assets is of RMB 51,514,426.60.

The current-period transfer from construction in progress into fixed assets at

8,443,171.71.

cost is of RMB

Among the period-end fixed assets balance, some of the plants & constructions, equipment and

machines were mortgaged to bank for borrowings.

Details disclosed in the column of mortgage

assets.

5.14.2 Fixed assets actually without certificate of title

Classification Book value | Reason for not obtaining certificate of title Estimated time for
obtaining certificate

Plants & constructions 735.002.62 Self-developed construction, formalities in process

Total 735,002.62

5.15 Construction in progress

Period-end balance Year-beginning balance
Balance Depreciation Book value Balance Depreciation Book value
provision provision

Sewing machinery 370,894.99 370,894.99 |  4,751,257.27 4,751,257.27
project
ERP project 1,036,542.50 1,036,542.50 | 1,102,294.50 1,102,294.50
Electric equipment 121,966.92 121,966.92 86,231.96 86,231.96
Equipment and 360,771.56 360,771.56 839,002.50 839,002.50
machines
Total 1,890,175.97 1,890,175.97 6,778,786.23 6,778,786.23
5.16 Intangible assets
5.16.1 Information about intangible assets
Item Year-beginning Current increase Current decrease Year-end
1. Original cost 172,048,955.07 90,085.93 72,452,120.00 99,686,921.00
Land use right 104,802,826.90 68,925,164.00 35,877,662.90
Trademark right 20,161,268.51 20,161,268.51
Computer software 175,650.00 175,650.00
Patents and specialized technology 46,771,461.46 86,085.93 3,526,956.00 43,330,591.39
Others 137,748.20 4,000.00 141,748.20
2. Accumulated amortization 57,594,512.52 7,303,688.00 11,427,826.98 53,470,373.54
Land use right 10,828,321.41 2,339,635.92 7,910,668.08 5,257,289.25
Trademark right 15,120,950.86 2,016,126.72 17,137,077.58
Computer software 26,347.50 17,565.00 4391250
Patents and specialized technology 31,595,296.28 2,916,518.94 3,517,158.90 30,994,656.32
Others 23,596.47 13,841.42 37,437.89
3. Book value 114,454,442.55 -7,213,602.07 61,024,293.02 46,216,547.46
Land use right 93,974,505.49 -2,339,635.92 61,014,495.92 30,620,373.65
Trademark right 5,040,317.65 -2,016,126.72 3,024,190.93
Computer software 149,302.50 -17,565.00 131,737.50
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Patents and specialized techno'ogy 15,176,16518 '2,830,43301 9,79710 12,335,93507

Others 114,151.73 -9,841.42 104,310.31

4.  Accumulated provision for
depreciation

Land use right

Trademark right

Computer software

Patents and specialized technology

Others

5. Book value of intangible assets 114,454,442.55 -7,213,602.07 61,024,293.02 46,216,547.46
Land use right 93,974,505.49 -2,339,635.92 61,014,495.92 30,620,373.65
Trademark right 5,040,317.65 -2,016,126.72 3,024,190.93
Computer software 149,302.50 -17,565.00 131,737.50
Patents and specialized technology 15,176,165.18 -2,830,433.01 9,797.10 12,335,935.07
Others 114,151.73 -9,841.42 104,310.31

The current-period amortization amounts to RMB 7,303,688.00.

Among the period-end intangible assets balance, land use right was partially mortgaged to bank
for borrowings. Details disclosed in the column of mortgage assets.

5.16.2 Expenses of R&D projects

Item Year-beginning Current Current transfer-out Year-end
increase Current profits Defined as
and losses intangible assets
Expenses in R&D stage 55,078,865.45 |  19,874,912.65 20,192,181.28 54,761,596.82
Total 55,078,865.45 19,874,912.65 20,192,181.28 54,761,596.82

5.17 Business reputation (Goodwill)

Invested entity Year-beginning Current increase Current decrease Period-end Provision
Beisler GmbH 28,142,462.40 402,368.16 28,544,830.56
Total 28,142,462.40 402,368.16 28,544,830.56

The increase of current-period business reputation is mainly due to the currency translation
difference of Shanggong (Europe) Holding Co., Ltd.

5.18 Deferred tax, assets and liabilities
5.18.1 Recognized deferred tax assets

Item Period-end Year-beginning
Deferred tax, assets:
Depreciation reserves 14,848,592.83 19,816,471.75
Carrying back operational loss 23,676,675.99 22,206,994.39
Subtotal 38,525,268.82 42,023,466.14
Deferred tax, liabilities:
Assets appraisal evaluation 14,201,312.07 19,844,442.50
Others 16,526,592.99 17,393,214.04
Subtotal 30,727,905.06 37,237,656.54
5.19 Provision for assets impairment

Year beginning Currently accrued Decrease in current year Period-end

Write-back | Write-off and others balance

For bad debts 201,489,910.45 34,557,462.76 1,868,610.55 7,624,296.30 226,554,466.36
For decline of value 115,811,746.04 29,387,101.60 515,212.59 2,313,421.84 142,370,213.21
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in inventories
For long-term 1,246,848.25 1,377,949.34 2,624,797.59
equity investment
For investment real

9,708,906.31 9,708,906.31
estate
For fixed assets 75,183,418.48 2,900.00 75,180,518.48
Total 393,731,923.22 75,031,420.01 2,383,823.14 9,040,618.14 | 456,438,901.95

5.20 Short-term borrowings
5.20.1 Classification of short-term borrowings

Category 12 Period-end Year-beginning
Mortgage loans 146,000,000.00 244,003,463.53
Secured borrowings 100,600,000.00 120,600,000.00
Credit borrowings 40,348,148.62 348,148.62
Total 286,948,148.62 364,951,612.15

5.20.2 The Company mortgaged some assets to the banks in change of RMB 146,000,000.00.
Details are disclosed in the column of Mortgaged Assets.

5.20.3 The secured borrowings amount to RMB 100,600,000.00, among which, an amount of
RMB 5,000,000.00 represents the borrowing to SMPIC Imp. & Exp. Co., Ltd. secured by the
wholly-owned subsidiary SMPIC, and the rest RMB 95,600,000.00 secured by Shanghai Pudong
Development (Group) Co., Ltd. Details disclosed in the column of Mortgaged Assets.

5.20.4 The current-period credit borrowings are increased by RMB 40,000,000.00, representing
the interest-free loans for the Company emitted by Bank of Shanghai Pudong Branch under the
entrust of Shanghai Pudong New Area State-owned Assets Supervision and Management
Committee, whose duration is from Nov. 24, 2009 to Nov. 24, 2010.

5.21 Bills payable

Period-end Year-beginning
Bank acceptance bill 2,808,428.76
Commercial acceptance bill 6,025,913.96
Total 2,808,428.76 6,025,913.96

An amount of RMB 2,808,428.76 will be due to expiration during the next accounting period.

5.22 Accounts payable

Period-end Year-beginning

Total 137,481,885.22 154,286,725.16

(1) Among the year-end balance, there are no accounts payable to creditor who holds
individually 5% or more equity of the Company.
(2) Among the year-end balance, there are no accounts payable to affiliated parties.

5.23 Advance receipts

Period-end Year-beginning

40,261,334.94 89,348,979.40

(1) Among the year-end balance, there are no advances to creditor who holds individually 5% or
more equity of the Company.
(2) There are no advance receipts related to affiliated parties.

5.24 Wages and salaries unpaid

Year-beginning Current increase Current decrease Period-end

1. Sa'ary’ bonus and subsidies 35,753,16829 374,616,19032 381,647,89789 28,721,46072
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2. Employee welfare 123,383,906.83 123,383,906.83

3. Social insurance 490,591.75 22,866,858.02 23,157,172.97 200,276.80
4. Housing accumulation funds 4,949,382.25 4,947,582.25 1,800.00
5. Labor union and staff education 568,603.95 1,121,816.62 1223,154.72 467,265.85
expenditure

7. Compensation for the cancellation 191,855,213.03 65,262,672.23 126,592,540.80
of labor relationship

8.0thers 184,057.12 130,993.73 164,848.29 150,202.56
Total 36,996,421.11 718,924,360.80 599,787,235.18 156,133,546.73

The period-end balance is mainly composed of staff pension, staff bonus reserves, termination
benefits and compensation for cancellation of labor relationship accrued by Shanggong Europe
Holding Co., Ltd. according to local laws of the subsidiary’s residential country.

5.25 Tax unpaid

Tax type Period-end Year-beginning
VA.T. -103,675.52 -2,473,821.09
Corporate income tax 159,878.70 111,607.58
Individual income tax -2,033,945.59 7,240,808.78
Tax on city maintenance and construction 8,660,704.40 6,631,422.74
Property tax 104,601.36 98,630.11
Land appreciation tax 113,701.00 203,521.88
Educational surtax 587,797.49
Housing property tax 40,487.41 35,322.02
Stamp duty 31,979.00 31,979.00
Embankment maintenance surtax 5,951.14 5,951.14
River maintenance surtax 3,414.78 3,294.78
Others 845.34 812.84
Total 6,983,942.02 12,477,327.27

The foreign subsidiaries employ the local legal tax rate at their residential countries.

5.26 Other payables

Period-end

Year-beginning

Total

277,037,653.23

121,566,474.38

(1) Among the year-end balance, there are no payables to creditor who holds individually 5% or

more equity of the Company.

(2) Among the year-end balance, there are no payables to affiliated parties.

5.27 Contingent liabilities

Item Year-end Current increase Current decrease Year-beginning
External guarantee 35,546,274.60 35,546,274.60
Pension 395,680,935.00 19,570,266.00 376,110,669.00
Others 13,782,478.00 1,926,913.34 11,855,564.66
Total 445,009,687.60 21,497,179.34 423,512,508.26

(1) The pension refers to the staff pension program of Durkopp Adler AG according to the
regulations of Germany.

(2) The external guarantee refers to the contingent liabilities formed from the guarantee for
Shanghai Worldbest Enterprise Development Co., Ltd. The Board of Directors decided to accrue
contingent liabilities in the fiscal year of 2008.

5.28 Non-current liabilities due within one year

Item

Period-end

Year-beginning
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Long-term loans 520,000.00 520,000.00

Total 520,000.00 520,000.00
5.29 Other current liabilities

Period-end Year-beginning

Interest and rent 700,031.40 891,742.25

Total 700,031.40 891,742.25

The year-beginning and period-end balance attributes to the interest and rent prepaid to the
subsidiary of the Company Shanggong (Europe) Holding Co., Ltd.

5.30 Long-term loans

Period-end

Year-beginning

Credit borrowings

1,489,984.87

1,489,984.87

Total

1,489,984.87

1,489,984.87

5.31 Long-term payable

Information about principal period-end long-term payable:

Unit

Duration

Initial amount

Interest rate

Interest payable

Period-end

balance

Borrowing

conditions

South China Development

(H.K.) Limited

2009/12/22-2

011/12/21

USD3,000,000.00

3.00%

20,484,568.35

Credit

borrowing

5.32 Stock capital

Year-beginning

Current-period increase/decrease

Period-end

Ration Bonus

shares shares

Shares by
public
reserve

Other

Total

1. Shares subject to
conditional sales

1) State-owned shares

64,830,980.00

-64,830,980.00

-64,830,980.00

2) Shares owned by state
legal entities

3) Shares owned by other
domestic investors

Including:

By domestic legal entities

By domestic natural
persons

4) Shares owned by
foreign investors

Including:

By foreign legal entities

By foreign natural
persons

Subtotal shares subject to
conditional sales

64,830,980.00

-64,830,980.00

-64,830,980.00

2. Unconditionally
tradable shares

1) Tradable A shares

140,112,047.00

64,830,980.00

64,830,980.00

204,943,027.00

2) Tradable B shares

243,943,750.00

243,943,750.00

3)Tradable shares listed
abroad
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4)Others

Subtotal tradable shares 384,055,797.00

64,830,980.00

64,830,980.00

448,886,777.00

Total equities 448,886,777.00

448,886,777.00

On June 18, 2009, the equity subject to conditional sales, 64,830,980 shares and 14.44% of total
equity of the Company, held by Shanghai Pudong New Area State-owned Assets Supervision and

Management Committee, were released for circulation.

448,886,777 shares and 100% of the equity, are characterized as tradable shares.

5.33 Capital reserves

After that, all the shares of the Company,

Item Year-beginning Current increase Current decrease Period-end
1.Capital stock premium 313,159,549.73 313,159,549.73
2.Changes in fair value 1,949,359.68 2,785,297.89 4,734,657.57
3.0ther capital reserves 75,839,961.88 3,489,258.37 54,959.00 79,274,261.25
Total 390,948,871.29 6,274,556.26 54,959.00 397,168,468.55

The increase/decrease of capital reserves in current period is mainly due to the changes in the
profits and losses from fair value of financial assets available for sale and the capital reserve of

subsidiaries under equity method.

5.34 Surplus reserves

Item Year-beginning Current-year increase Current-year decrease Period-end
Statutory surplus reserve 2,273,121.26 2,273,121.26
Free surplus reserve 2,273,121.26 2,273,121.26
Total 4,546,242.52 4,546,242.52

5.35 Undistributed profits

Item Year-end balance Accrued or distributed
proportion
Before adjustment, anterior year-end balance -315,467,421.74
Adjustment, beginning balance of report period
After adjustment, beginning balance of report period -315,467,421.74
Add: current-year net profit of parent company 33,405,513.27
Less: statutory surplus reserve
free surplus reserve
payable common stock dividend
End of year undistributed profits -282,061,908.47

5.36 Operating income and cost
5.36.1 Principal operating income

Current period

Previous period

Principal operating income

1,587,712,120.43

2,185,692,391.03

Other operating income 44,254,260.69 50,491,916.73
Operating cost 1,379,774,004.52 1,739,805,437.38
5.36.2 Principal operations, by business sectors
Current period Previous period

Income Expense Income Expense
1. Industrial operations 1,164,625,156.52 954,165,626.20 1,689,293,688.03 1,242,366,816.86
2. Commercial operations 417,947,732.63 405,720,096.56 489,989,857.51 473,367,375.54
3. Others 5,139,231.28 1,678,855.42 6,408,845.49 2,942,071.43
Total 1,587,712,120.43 1,361,564,578.18 2,185,692,391.03 1,718,676,263.83
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5.36.3 Principal operations, by products

Current period

Previous period

Income Expense Income Expense
Sewing machines 741,700,360.06 508,012,894.92 1,119,493,499.82 750,108,986.57
International trading 417,947,732.63 405,720,096.56 489,989,857.51 473,367,375.54
Material transmission 294,598,797.00 239,421,529.80 431,255,032.00 366,781,207.00
equipment
Office supplies 52,564,425.66 48,157,483.80 68,067,431.45 61,299,559.75
Film equipment 75,761,573.80 68,573,717.68 70,477,724.76 64,177,063.54
Others 5,130,231.28 1,678,855.42 6,408,845.49 2,942,071.43
Total 1,587,712,120.43 1,361,564,578.18 2,185,692,391.03 1,718,676,263.83

5.36.4 Principal operations, by regions

Current period

Previous period

Income Expense Income Expense

Home 885,667,529.23 831,776,653.28 952,511,878.26 886,568,658.82

Abroad 801,182,178.90 631,671,032.13 |  1,306,820,158.69 905,747,250.93

Less: offset of internal transactions -99,137,587.70 -101,883,107.23 -73,639,645.92 -73,639,645.92
in the Company

1587.712.12043 |  1,361,564,578.18 | 2,185692,391.03 |  1,718,676,263.83

Total

The Company classifies subsidiaries at home and abroad by their register locations.
5.36.5 Principal operating income from the top five clients of the Company

Entity or rank Operating income Proportion (%)
No.1 client 65,888,668.76 4.04
No.2 client 53,007,018.56 3.25
No.3 client 47,035,877.10 2.88
No.4 client 45,703,957.30 2.80
No.5 client 38,210,299.01 234

5.37 Business tax and extra charges

Current period Previous period
Business tax 1,666,444.23 1,615,298.50
Tax on city maintenance and construction 410,962.89 342,282.36
Educational surtax 176,126.95 159,624.80
Others 2,129,255.13 1,936,019.87
Total 4,382,789.20 4,053,225.53

5.38 Income from changes in fair value

Sources of income from changes in fair value

Current period

Previous period

Tradable financial assets

1,469,824.92

-6,595,211.11

Among which: income from changes in fair

value of derivatives

Tradable financial liabilities

Investment real estate at fair value

Total

1,469,824.92

-6,595,211.11

5.39 Investment income

5.39.1 Detailed information about investment income
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Item Current period Previous period
Long-term equity investment by cost method 15,521,336.06 17,502,888.58
Long-term equity investment by equity method -390,664.25 -488,962.70
From disposal of long-term equity investment 1,123,900.11 26,710,650.67
From disposal of tradable financial assets -251,471.32 5,574,047.27
From financial assets available for sale 319,072.05 3,655,756.24
Others 204.60

Total 16,322,377.25 52,954,380.06

There are no significant restrictions over the inflow of investment earnings.

5.39.2 By cost method

Invested entity

Current period

Previous period

Reason for increase/decrease

Shanghai Fuji-Xerox Co., Ltd. 11,637,292.77 14,869,874.09 o )
Increase of cash distribution of profits
Shanghai Shensi Enterprise Development Co. 3,063,280.10 1,737,900.00
Increase of cash distribution of profits
Shanghai Hirose Precision Machinery Co., Ltd. 750,000.00 750,000.00
Total 15,450,572.87 17,357,774.09

5.39.3 By equity method

Invested entity

Current period

Previous period

Reason for increase/decrease

SMPIC Optical Communication Apparatus

Decrease of net profits from invested

Co -50,825.69 153,545.90

entity
Changshu Qixing Elec-plating Hardware Co., -339 838.56 Decrease of net profits from invested
Ltd. R

entity
Shanghai SMPIC Changfeng Carbon Blocks 642,508.60 | Disposal long-term  equity
Co. investment
Total -390,664.25 -488,962.70

5.40 Assets depreciation loss

Current period

Previous period

Loss in bad debts 32,688,852.21 -6,880,920.73
Loss in inventory devaluation 28,871,889.01 1,676,522.78
Loss in depreciation of long-term equity investment 1,377,949.34 589,102.56
Loss in impairment of investment real estate 9,708,906.31

Total 72,647,596.87 -4,615,295.39

5.41 Financial expense

Type Current period Previous period
Interest expenses 60,391,736.52 66,179,231.09
Less: interest income 3,841,983.28 11,203,919.66
Exchange loss -464,514.25 14,762,982.11
Others 2,010,473.73 1,797,464.66
Total 58,095,712.72 71,535,758.20

5.42 Non-operating income

5.42.1 Detailed information about non-operating income

Current period

Previous period

Gains from disposal of non-current assets

281,493,267.97

35,141,154.86

Among which: disposal of fixed assets and intangible assets

281,493,267.97

35,141,154.86

Gains from non-monetary assets transaction
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Gains from debts reorganization 54,162,910.93

Gains from reception of donation

Government subsidy 805,000.00 2,071,917.00
Amercement income and liquidated damages 600.00
Others 2,441,119.90 1,550,383.35
Total 338,902,298.80 38,764,055.21

Gains from disposal of non-current assets mainly refer to the net profits from the disposal of the
plots located at No. 1407 South Tibet Road and No. 1201 Luo Shan Road. Details are disclosed
in 10.1 of current annotations.

Gains from debts reorganization represent the benefits of reorganization caused by the anticipation
of repayment of loan and the reduction of loan and interest under the consensus of the Company,
Shanghai Shanggong (Europe) Holding Co., Ltd. And FAG Kugelfischer GmbH.

5.42.2 Detailed information about government subsidy

Project Current period Previous period | Explanation
Subsidy for R&D offered by Pudong New Area Scientific & 1,000,000.00
Technological Development Foundation
Special funds for accelerating the building of self-owned brands of 805,000.00 1,000,000.00
Shanghai
Trademarks subsidy 71,917.00
Total 805,000.00 2,071,917.00
5.43 Non-operating expense

Current period Previous period
Losses from disposal of non-current assets 1,026,677.41 997,412.25
Among which: disposal of fixed assets 1,026,677.41 997,412.25

disposal of intangible assets

Expense in donations 221,500.00
Including: charitable donations 221,500.00
Amercement and fines 4,117.91 87,405.65
Compensation expense 38,722.78 33,001.77
Others 530,547.41 35,681,197.98
Total 1,600,065.51 37,020,517.65
5.44 Income tax expense
Item Current period Previous period
Current income tax expense 300,932.77 9,755,819.64
Deferred income tax expense -5,159,135.94 8,609,445.51
Total -4,858,203.17 18,365,265.15

5.45 Calculation process of basic earning per share and diluted earning per share

Current period Previous period
Basic earning per share 0.0744 -0.0719
Diluted earning per share 0.0744 -0.0719

Basic earning per share

Basic earning per share=P0/S

S=S0+S1+Si*Mi/MO0-Sj*Mj/M0O-Sk

PO represents the net profit attributable to common shareholders or the net profit attributable to
common shareholders after non-current profits and losses. S means the weighted mean of
common equity publicly issued. SO is the year-beginning equity number, S1 the added part of
equity by capitalization of capital reserves or bonus shares, Si the added shares by newly issuance
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or debt-to-equity program, Sj the decreased part of equity by buying-back in report year, and Sk
means the number of shrunk shares. MO means the number of months of report year, Mi the
number of months from the next one after newly-issued shares to the end of report year, and Mj
the number of months from the next one after newly-decreased net assets to the end of report year.
In case the enterprise owns dilutive potential common shares, it shall adjust respectively the
current net profit attributable to common shareholders and the weighted mean of common shares,
and calculate on thus basis the diluted earning per share.

Diluted earning per share

Diluted earning per share=P1/(S0+S1+Si*Mi/MO0-Sj*Mj/MO-Sk+stock right warrants, stock
option, convertible bonds and other newly-added weighted mean of common shares)

P1 represents the net profit attributable to common shareholders or the net profit attributable to
common shareholders after non-current profits and losses, and adjusted according to <Accounting
Standards for Enterprises> and relevant regulations with consideration of the influence from
dilutive potential common shares. On calculating the diluted earning per share, the Company
should consider all the influences of dilutive potential common shares upon the net profit
attributable to common shareholders or the net profit attributable to common shareholders after
deduction of non-current profit/loss, and according to the order of their dilution ranks, account them into diluted earning per share till

the minimum.

5.46 Other comprehensive income

Current period Previous period

1. Profit (loss) from financial assets available for sale 2,785,297.89 -14,686,937.24

Less: income tax impact by financial assets available for sale

Transfer into current profits and losses from previously accounted into other

comprehensive income

Subtotal 2,785297.89 |  -14,686,937.24

2. Shared benefits in invested entities’ other comprehensive income by equity method 4,187,140.97 -11,291,254.79

Less: income tax impact upon invested entities’ other comprehensive income by

equity method

Transfer into current profits and losses from previously accounted into other 54.959.00

comprehensive income

Subtotal 4,132,181.97 -11,291,254.79

3. Profit (loss) from cash flow hedge instruments

Less: income tax impact by cash flow hedge instruments

Transfer into current profits and losses from previously accounted into other

comprehensive income

Adjustment of initial investment in hedging projects

Subtotal

4. Foreign exchange translation difference 4,103,965.82 -23,197,610.23

Less: transfer into current profits and losses from disposal of overseas operations

Subtotal 4,103,965.82 -23,197,610.23

5. Others

Less: income tax impact by other items accounted into other comprehensive income

Transfer into current profits and losses from previously accounted into other

comprehensive income

Subtotal

Total 11,021,445.68 |  -49,175,802.26
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5.47 Attachment of cash flow statement
5.47.1 Other cash inflow related to operating activities

Item

Current year

Receipt of current account 10,455,379.21
Specific subsidies 805,000.00
Interest income 3,841,983.28
Non-operating income 2,441,119.90
Total 17,543,482.39

5.47.2 Other cash outflow related to operating activities

Item

Current year

Current account

11,231,991.16

Sales expenditure 50,564,142.45
Admin. expenditure 38,966,043.61
Non-operating expense 573,388.10
Bank charges 2,010,473.73
Total 103,346,039.05

5.47.3 Other cash outflow related to investing activities

Item

Current year

Reduction in scope of consolidation

3,145,764.97

Total

3,145,764.97

5.47.4 Other cash outflow related to financing activities

Item

Current year

Bank deposits, guarantee bonds and other mortgages

6,425,402.33

Total

6,425,402.33

5.48 Supplements of cash flow statement
5.48.1 Supplements of cash flow statement

Item

Current period

Previous year

1.Net profits converted into cash flow from operating activities

Net profits 15,809,814.76 -33,219,033.13

Add: provision for assets depreciation 72,647,596.87 -4,615,295.39

Depreciation of fixed assets, of oil/gas assets and productive biological assets 56,833,990.42 58,414,420.51

Amortization of intangible assets 7,303,688.00 25,804,859.52

Amortization of long-term deferred expenses

Losses in disposal of fixed assets, intangible and other long-term assets (less: -280.466,590.56 -34,143,742.61

income)

Losses on scrapping of fixed assets (less: income)

Losses on changes in fair value (less: income) -1,469,824.92 6,595,211.11

Financial expense (less: income) 59,162,998.01 76,073,380.12

Investment loss (less: income) -16,322,377.25 -52,954,380.06

Decrease in deferred income tax assets (less: increase) 3,498,197.32 6,942,194.02

Increase in deferred income tax liabilities (less: decrease) -6,509,751.48 988,399.77

Decrease of inventories (less: increase) 145,936,894.53 30,985,000.64

Decrease in receivables under operating activities (less: increase) -35,496,861.03 159,721,861.98

Increase in payables under operating activities (less: decrease) -135,609,839.04 -174,527,678.73

Others

Net cash flows from operating activities -114,682,064.37 66,065,197.75

2.Investing and financing activities that do not involve cash receipts and payments

Conversion of debt into capital

Convertible bonds to be expired within one year

Fixed assets under finance lease

3.Net increase in cash and cash equivalents

Cash at the end of period 467,658,653.68 353,799,316.68
353,799,316.68 438,292,840.47

Less: Cash at the beginning of period

Plus: Cash equivalents at the end of period
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Less: Cash equivalents at the beginning of period
Net increase in cash and cash equivalents 113,859,337.00 -84,493,523.79
5.48.2 Composition of cash and cash equivalents
Period-end Year-beginning
1.Cash 467,658,653.68 353,799,316.68
Including: cash on hand 625,554.54 790,687.70
Bank deposit immediately available for payment 463,439,749.85 344,878,364.58
Other monetary fund immediately available for payment 3,593,349.29 8,130,264.40
Deposit in Central Bank available for payment
Deposit in other banks
Borrowing from other banks
2.Cash equivalents
Including: investment in bonds to be expired within three months
3.Period-end cash and cash equivalents 467,658,653.68 353,799,316.68
The cash and cash equivalents of the Company and its consolidated subsidiaries whose use is
under limited restriction are not included in the cash and cash equivalents.
6. Affiliated parties and affiliated transactions
6.1 Profile of the parent of the Company
RMB’000
o o = o 3 - 2 T | |T (=N 8 O
= g g |8 58 | & 3 = o8 5
E; = |8 o g 3 S = 2
s I T 8|7 g s
Shanghai Pudong z 4] C Administration of 24.44 24.44 Shanghai Pudong S
New Area % § %T' state-owned assets New Area 5
= D
State-owned Assets Z 2 u§_ by entrust of State-owned Assets &
o o
Supervision and § = Shanghai Pudong Supervision and
Management % New Area People’s Management
Commission - Government Commission
6.2 Information about the subsidiaries of the Company
RMB’000
% o) %3 o g or} o m < o
g 5 2 & g g & 2| 2 S
= =S o 2 5 2 g s S g
3 g = El A g 3 g 2
=8 2 I 3 I B3 o E)
> @ g E = 2 8 g
g g S g
3 8
Shanggong Transport | Holding Non-comp | Shanghai | Chen Transport 2,100 100 100 13374126-7
Service Co. subsidiary any syste Yongpu
m
Durkopp Adler Holding Co., Ltd. | Shanghai | Zhang Imp. & Exp. of USD4,000,000 40 74 | 78627462-7
Trading Shanghai subsidiary Min sewing machines,
Co. etc.
Shanghai Shanggong | Holding One-perso | Shanghai | Li Imp. & Exp. of 28,800 100 100 | 13228445-5
Imp. & Exp. Co. subsidiary n compan Xiaofeng sewing machines,
y etc.
Shanghai Holding Co., Ltd. | Shanghai | Chen Sewing machinery, 12,000 70 90 | 63132496-8
Shuangchong subsidiary Changbao | etc.
Sewing Machines
Co.
Shanghai Shanggong | Wholly-owned One-perso | Shanghai | Hou Industrial 27,000 100 100 | 74809363-0
Sewing Machines n compan Ronglin investment, etc.
Co. y
Durkopp Adler Holding Co., Ltd. | Shanghai | Zhang Sewing machinery, USD10,000,000 70 100 | 79144591-0
Industrial subsidiary Min etc.
Manufacturing
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Shanghai Co.
Shanghai Shanggong Holding Co., Ltd. | Shanghai | Wang Sewing machinery, 3,000 67 72 13214459-1
Jiayuan M&E Co. subsidiary Jiaxing etc.
Shanghai Suoying Holding Co., Ltd. | Shanghai | Ma Real estate 13,000 69 69 | 13246335-7
Real Estate Co. subsidiary Minliang development, etc.
Shanghai Industrial Holding Non-comp | Shanghai | Jiang Sewing machinery, 4,650 100 100 13224151-9
Sewing Machines subsidiary any syste Jinrong etc.
Materials General m
Co.
Shanghai Yongde Holding Co., Ltd. | Shanghai | Zhang Sales of electro. and 2,000 80 80 | 13224080-7
Eco. Development subsidiary Yifeng mechanical
Co. equipments, etc.
Shanghai Fuhua Holding Co., Ltd. | Shanghai | Chen Production and sales USD1,000,000 55 55 60725436-5
Light Sewing subsidiary Mingqi of apparel machinery
Machines Co.
Shanggong (Europe) Holding Co., Ltd. | Germany | Zhang Sewing machines, EUR10,000,000 100 100 -
Holding Co. subsidiary Min etc.
Shanghai Butterfly Holding Co., Ltd. | Shanghai | Ma Imp. & Exp. of 10,000 80 80 | 13225974-3
Imp.&Exp. Co. subsidiary Minliang sewing machines,
etc.
SMPIC Waigaogiao Wholly-owned Co., Ltd. | Shanghai | Yang Real estate 8,620 100 100 | 13221916-X
Office Equipment Wenchang | development, etc.
Co.
SMPIC Great Wall Wholly-owned Co., Ltd. | Shanghai | Li Production and sale 6,360 100 100 | 13232138-3
Number Machine Hanhua of number machines
Co.
SMPIC Office Holding Co., Ltd. | Shanghai | Li Import and export 5,000 80 100 | 72951976-3
Equipment Imp. & subsidiary Jiaming
Exp. Co.
6.3 Information about associates and consortiums
RMB’000
B § |2 sz | g |2 2|2 |8 |% %
< s |z e g |8 |s |8 |& 3 - F z ®
=g 8 g | &
SMPIC Optical g) ;n:’_ X Production of g ! E § g E § 5 5‘
Communication E % ?3,' communication ° : g ; E ~ g E
Apparatus Co. ) - = apparatus ® 2
Cr\a‘ngshu g ;-T § Producnc-)n of g I S 5 E E %‘, g §
Qixing E @ 2 elec-plating ° 3 I « o g g
Elec-plating € % products ® @
Hardware Co. a
Shanghai 9 % g Production of S N » z » » 5 %
Huazhijie - a @ chemical g R o & 8. ®
_ & |8 |3 2 D . 2 S
Plastic Co. = products g ® ’:
8
6.4 Other affiliated parties of the Company
Affiliated party Relationship Organization code

Shanghai Hirose Precision Machinery Co., Ltd.

With participation of the Company

60742796-7

6.5 Affiliated transactions
6.5.1 The transactions among the consolidated subsidiaries, and among the Company and the
subsidiaries, have been offset.
6.5.2 Affiliated leasing
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Lesser Lessee Leasing Leasing value | Initial date Termination Benefit Evidence Influence

assets

SGSB Group | Shanghai Equipment 3,088.7 2006/03/11 2011/03/11 250.0 Contract No

Co., Ltd. Hirose significant
Precision influence
Machinery

6.5.3 Money lending between affiliated parties
Shanghai Pudong New Area State-owned Assets Supervision and Management Committee
entrusted Bank of Shanghai Pudong Branch to offer interest-free loans for the Company:

Affiliated party Fund Initial date Termination Explanation

Shanghai Pudong New Area State-owned Assets Supervision and | 12,000,000.00 2009/09/07 2009/12/07 Return on due

Management Comm.

Shanghai Pudong New Area State-owned Assets Supervision and | 40,000,000.00 2009/11/24 2010/11/24 Outstanding

Management Comm.

6.5.4 Other affiliated transactions

In 2009, the key managers of the Company received a remuneration totaled RMB 2,037,000
(RMB 1,803,000 in 2008). The key employees are composed of 25 managers including
Directors, Supervisors, General Manager, Deputy General Manager, Accounting Head, etc (19
persons in 2008).

7. Contingent Items

7.1 Contingent liabilities arising from pending litigations or arbitrations

Because of normal operations, the Company contracted mutual guarantee relationship with
Shanghai Worldbest Industry Development Co., Ltd. (Worldbest Development). Till the end of
2009, the balance of Shanghai Worldbest’s borrowings from China Construction Bank Shanghai
Branch (CCB SH) and Shenzhen Development Bank Shanghai Branch (SDB SH) was of RMB
118,488,000, details as following:

RMB’000
Guarantee Sum | Period Relationship Completed Influence on
or not financial
situation
Worldbest Development 30,000 | 2004/11/11-2005/11/09 Joint-liability Not Reconciliation
agreement
Worldbest Development 8,488 | 2005/03/29-2005/09/29 Joint-liability Not signed, the
joint-liability
Worldbest Development 10,000 | 2005/05/27-2006/05/23 Joint-liability Not guarantee
continuing
Worldbest Development 10,000 | 2005/06/13-2005/09/29 Joint-liability Not
Worldbest Development 30,000 | 2005/06/06-2006/06/01 Joint-liability Not
Worldbest Development 30,000 | 2005/07/14-2006/07/04 Joint-liability Not
Subtotal 118,488

In 2007, under the reason that Worldbest Development didn’t repay the borrowings on time, CCB
SH and SDB SH launched lawsuits at Shanghai No. 1 Intermediate People’s Court (SH No.1 Inter.
Court), claiming that the Company should complete the obligation as guarantor and repay the
principal and interest totaled RMB 139,128,000 for Worldbest Development. Among which:
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7.1.1 SDB SH claimed litigation preserving acts for its litigation object totaled RMB 22,408,000
(the principal RMB 18,488,000), sealing up some equity in the Company’s stock account and
some of its banking accounts. SH No.1 Inter. Court has accepted the case and scheduled the
hearing for September 11, 2007. On September 25, 2007, the same Court acted the first instance
result, charging the Company to repay the principal RMB 18,487,582 and the interest to SDB SH,
and the Company could conserve the right to claim recovery to Worldbest Development. The
Company lodged an appeal to the Higher People’s Court of Shanghai (Higher Court SH), which
accepted the lawsuit on September 30, 2007. During the process of the second instance, the
Company reached reconciliation agreement with SDB SH:

(1) The Company should cover the litigation fee and property preservation fees paid by SDB SH.
(2) The Company continued to carry out the joint-liability guarantee for Worldbest Development
for the next two years since the signature of current agreement. During the period, in case SDB
SH and Worldbest Development reached new agreement about the time limit of liabilities, the
guarantee period would be renewed to two years after the expiration of the new time limit.

(3) For assuring the recovery of right of SDB SH as creditor, the Company offered as mortgages
the property of 1F business area of No. 419 Baoding Road, Shanghai, which is under the name of
SMPIC, anterior subsidiary of the Company, and some other stock rights.

(4) The Company strengthened further its business cooperation with SDB SH.

(5) The Company withdrawn the lawsuit from Higher Court SH and covered the related charges.

(6) In one year after the signature of current agreement, SDB SH wouldn’t claim the guarantee
duty towards the Company. Furthermore, SDB SH wouldn’t apply to the courts for the execution
based on the civil judgment No. (2007)HYZMSSCZ98. If the Company failed to fulfill its
guarantee duties, it should accept that SDB SH chose lawsuit to resolve the problem.

On September 23, 2008, the Company signed the reconciliation agreement with SDB SH. On
November 5, 2008, the Company received the civil ruling No. (2007)HGMESZZ134 from Higher
Court SH, in which allowed the Company to withdraw the appeal in light of the reconciliation
agreement with SDB SH.

7.1.2 CCB SH claimed litigation preserving acts for its litigation object totaled RMB 11,672,000
(the principal RMB 100,000,000), sealing up some plots of the Company. SH No.1 Inter. Court
has accepted the case and scheduled the hearing for August 7, 2007. On December 13, 2007, the
same Court acted the first instance result, charging the Company to fulfill the joint liability
responsibility. The Company lodged an appeal to the Higher Court SH, which accepted the
lawsuit on January 2, 2008. During the process of the second instance, the Company reached
reconciliation agreement with CCB SH:

(1) The Company should cover the litigation fee, property preservation fees and lawyer charges
paid by CCB SH in all the four lawsuits.

(2) The Company continued to carry out the joint-liability guarantee for Worldbest Development
for the next two years since the signature of current agreement. During the period, in case CCB
SH and Worldbest Development reached new agreement about the time limit of liabilities, the
guarantee period would be renewed to two years after the expiration of the new time limit. The
renewal of guarantee period didn’t need the agreement of the Company and the Company should
continue taking its guarantee duty.

(3) For assuring the recovery of right of CCB SH as creditor, the Company offered as mortgages
the property of No. 603 Dapu Road, Shanghai, which was fully owned by the Company.

(4) The Company withdrawn the lawsuit from Higher Court SH and covered the related charges.
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(5) In one year after the signature of current agreement, CCB SH wouldn’t claim the guarantee
duty towards the Company. Furthermore, CCB SH wouldn’t apply to the courts for the execution
based on the civil judgments No. (2007)HYZMSSCZ77/78/79/80. If the Company failed to
fulfill its guarantee duties, it should accept that SDB SH chose lawsuit to resolve the problem.

On April 10, 2008, the Company signed the reconciliation agreement with CCB SH.  On June 26,
2008, the Company received the civil ruling No. (2008)HGMESZZ25 from Higher Court SH, in
which allowed the Company to withdraw the appeal in light of the reconciliation agreement with
SDB SH.

7.1.3 Worldbest Development offered as counter-mortgages for the Company’s guarantee towards
its bank borrowings the 95% equity of Jiangxi Xinyu Worldbest Far East Textile Co., Ltd. and the
88.53% equity of Shanghai Worldbest Sweater Wears Co., Ltd. Without informing and getting
the permission of the Company, Worldbest Development sold 95% equity of Jiangxi Xinyu
Worldbest Far East Textile Co., Ltd. to Xinyu State-owned Assets Supervision & Administration
Commission (XY S&A Commission). XY S&A Commission developed an open integral equity
transfer through Jiangxi Assets and Equity Exchange. The Company has launched a litigation of
properties and assets at SH No.1 Inter. Court, claiming invalid the transfer agreement. SH No.1
Inter. Court accepted the lawsuit. On March 27, 2008, SH No.1 Inter. Court issued respectively a
civil ruling and a civil reconciliation letter (2007)HYZMSSCZ35 to seal the commercial dispute
between the Company, Worldbest Development and XY S&A Commission. The civil ruling
allowed the Company to withdraw the appeal. At the meantime, the Court presided the
reconciliation between the Company and Worldbest Development, who promised to offer 23.715%
equity of Zhangjiagang Middle East Petrochemical Industrial Co., Ltd. and 35.3259% equity of
Jiangsu Yalu Industrial Co., Ltd. as substitution of the original tender of rights. For assuring the
realization of counter-mortgages, the Company applied for property preservation to SH No.1 Inter.
Court, which permitted to freeze the 23.715% equity of Zhangjiagang Middle East Petrochemical
Industrial Co., Ltd., 35.3259% equity of Jiangsu Yalu Industrial Co., Ltd. and 88.53% equity of
Shanghai Worldbest Sweater Wears Co., Ltd.

The meeting of the Fifth Board of Directors considered and agreed that the Company accrued 30%
of the guarantee principal amounted RMB 35,546,274.60 as anticipated liabilities.

Besides, in favor of the reorganization of Worldbest Development, on request of its holding
shareholder China Worldbest Group Co., Ltd. and Financial Creditors’ Committee, the Company
agreed to fulfill the guarantee change register for liabilities transfer under the precondition that the
reorganization program of Worldbest Development could take smooth progress.

7.2 Contingent liabilities arising from debt guarantees for other entities and their impact upon
accounting treatment
7.2.1 Contingent liabilities arising from debt guarantees for other entities as at Dec. 31, 2009
The Company contracted mutual guarantee relationship with Shanghai Worldbest Industry
Development Co., Ltd. (Worldbest Development). Till the end of 2009, all the six bank
borrowings of Worldbest Development were overdue, amounted to RMB 118,488,000 (reference
to current financial annotations 7.1).
7.2.2 Contingent liabilities arising from debt guarantees for other entities Shanggong (Europe)
Holding Co., Ltd. as at Dec. 31, 2009

RMB’000

Guarantee Sum | Period Relationship Completed or | Influence on financial situation
not
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Shanggong (Europe) EUR12,500,000 | 2005/06/30-2015/06 | Joint-liability | Yes Joint-liability responsibility discharged

Holding Co., Ltd. /30
Shanggong (Europe) USD5,300,000 | 2005/06/30-2015/10 | Joint-liability | Not Estimated not to be overdue, no negative
Holding Co., Ltd. /31 influence upon the Company’s operations.

According to the agreement with FAG Kugelfischer GmbH (FAG) about the equity transfer of
Durkopp Adler AG, the Company should take joint-liability for the following cases:

(1) Besides the payment of € 949,821 for equity acquisition of Durkopp Adler AG, Shanggong
(Europe) Holding Co., Ltd. (SG Europe), wholly-owned subsidiary of the Company, should bear
the banking loans of DA’s original shareholders valued € 36,525,132.28. As at end of 2005, SG
Europe had paid all the equity acquisition consideration and € 9,482,436.84 for banking loans.
As originally agreed, the rest banking loans around € 27,042,695.44 would be covered with equal
payment in nine years at an interest rate of 6% every June 30 since the year 2005.

The Company assumed joint-liability responsibility for the equity acquisition, as well as the
banking loans and interests. But the guarantee for banking loans and interests was maximum
50% of actual amount and € 12,500,000.00.

As at end of September 2009, the shareholders’ loans towards FAG that SG Europe should pay
remained € 18,028,463.62. According to the negotiation among the Company, SG Europe and
FAG, the involved parties agreed that SG Europe anticipated the responsibility to pay the rest €
12,500,000.00 as consideration of these loans and discharged at the same time its joint-liabilities
for these shareholder’ loans. On the disclosure of current report, SG Europe has paid the
consideration and the joint-liabilities of the Company have also been lifted.

In view of the lift of the joint-liabilities risks, the Company has returned during current period the
originally adjusted amount from the consolidated remaining investment credit difference on the
acquisition of DA and recovered the sum of principal operating assets.

(2) In 2005, the Company offered a letter of guarantee valued USD 5,300,000 to FAG
Kugelfischer AG for the housing lease contract of DA’s subsidiary in the United States, valid from
June 30, 2005 to October 31, 2015. On the same day June 30, 2005, SG Europe offered a cash
mortgage of € 635,000 to FAG (with the same period of validity) for re-guaranteeing the latter’s
responsibility in the sale and lease-back deal between DA’s subsidiary and UTF Norcross L.L.C.
Till December 31, 2009, this guarantee deal didn’t cause outflow of economic interest from the
Company.

7.3 Other contingent liabilities
There are no other contingent items that should be disclosed.

8. Commitments

8.1 Significant commitments

8.1.1 External investment contract made and unfulfilled or not fully fulfilled and the related
accounting expenditure

Till Dec. 31, 2009, the Company hasn’t any contract made and unfulfilled or not fully fulfilled that
should be disclosed to public.

8.1.2 Big-ticket outsourcing contract made and in progress or to be fulfilled and the related
accounting influence

Till Dec. 31, 2009, the Company hasn’t any big-ticket outsourcing contract in progress or to be
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fulfilled to be announced.

8.1.3 Lease contract made and in progress or to be fulfilled and the related accounting influence
Till Dec. 31, 2009, the Company hasn’t any lease contract made and in progress or to be fulfilled

to be disclosed.

8.1.4 Merger agreement made and in progress or to be fulfilled

Till Dec. 31, 2009, the Company hasn’t any merger agreement made and in progress or to be

fulfilled to be announced.

8.1.5 Restructure program made and in progress or to be fulfilled
Till Dec. 31, 2009, the Company hasn’t any restructure program made and in progress or to be

fulfilled to be disclosed.

8.1.6 Other significant accounting commitments
a. Borrowings through mortgage of assets

RMB’000

Mortgage Purpose Sum | Borrower
436 Jumen Road, 12F&17F 1500 Century Avenue Bank borrowing 50,000 | SGSB Group
11A-11D, 1500 Century Avenue Bank borrowing 10,000 | SGSB Group
190 Huyi Road Bank borrowing 14,000 | SGSB Group
Building at 175 Xiangyang Road Bank borrowings 20,000 | SGSB Group

22,000 | SGSB Group
1-4F, 669 Wusong Road Bank borrowing 30,000 | Anterior subsidiary SMPIC

Office building 1501-1506, 2669 Xietu Road

Bank deposit of EUR 1,389,000

Credit guarantee

Shanggong (Europe) Holding Co.

Bank deposit of EUR 672,400

Guarantee

Shanggong (Europe) Holding Co.

Fixed assets of EUR 306,500

Credit guarantee

Shanggong (Europe) Holding Co.

b. Affiliated parties or other entities offering guarantee for the Company as at Dec. 31, 2009

RMB’000

Guarantor Guarantee Type Purpose Sum
Non-affiliated party

Shanghai Pudong Development (Group) Co., Ltd. SGSB Group Joint liability | Bank borrowing 17,500
Shanghai Pudong Development (Group) Co., Ltd. SGSB Group Joint liability | Bank borrowing 27,100
Shanghai Pudong Development (Group) Co., Ltd. SGSB Group Joint liability | Bank borrowing 22,000
Shanghai Pudong Development (Group) Co., Ltd. SGSB Group Joint liability | Bank borrowing 29,000
Total 95,600

c. Equity mortgage

The Company has mortgaged the 48.96% among the 100% equity of its anterior wholly-owned
subsidiary SMPIC to Shanghai Pudong Development (Group) Co., Ltd. as counter guarantee for
the guarantee quotation of RMB 135,600,000 (as at Dec. 31, 2009 really guaranteed borrowing
RMB 95,600,000), the period of counter guarantee is from June 9,2008 to June 8, 2012.

8.2 Fulfillment of commitments made in previous periods
There is no information about fulfillment of commitments made in previous periods that should be

disclosed or announced.

9. Events occurring after balance sheet date

9.1 Significant events after balance sheet date: No

9.2 Profit appropriation after balance sheet date
According to the resolution by the 6™ meeting of the Sixth Board of Directors dated March 24,
2010, the Company didn’t propose profit appropriation for the report year.
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9.3 Other events after balance sheet date
Till the disclosure of current report, the Company hasn’t any other significant events that should
be announced to the public.

10. Explanation about other significant events

10.1 Significant disposal of assets

Under the approval of its 2009 Second Provisional General Meeting of Shareholders, the Company transferred at a price of RMB 260,000,000 the plot located
at 1407 South Tibet Road, Shanghai, to Shanghai Huangpu Land Reserve Center; and transferred at a price of RMB 190,000,000 the plot located at 1201
Luoshan Road, Shanghai, to Shanghai Pudong New Area Land Reserve Center. As of December 31, 2009, the above-mentioned transactions have been
completed, and the company has received from Shanghai Huangpu Land Reserve Center 80% of the land transfer price, and from Shanghai Pudong New Area

Land Reserve Center 70% of the land transfer price.

10.2 Information about absorption merger

Under the approval of its 2009 First Provisional General Meeting of Shareholders, the Company has absorbed its wholly-owned subsidiary SMPIC Co., Ltd. as
its sub-company.  As of December 31, 2009, the Company has inherited all the assets and liabilities as well as other rights and obligations to be borne, and the
profits and losses of SMPIC Co., Ltd. in the fiscal year of 2009 also belong to the Company. The Company is currently following up the issues generated

from the absorption merger and this event will not affect the consolidated owners’ equity of the Company.

10.3 Assets and liabilities accounted at fair value

RMB’
Year-beginning Profits/losses Accumulated | Impairment Period-end
from changes of changes of fair accrual
fair value value into equity

Financial assets
1. Financial assets at fair value and whose
changes accounted into current profits and 1,223,468.55 1,469,824.92 452,884.48
losses (derivatives excluded)
2. Financial derivatives
3. Financial assets available for sale 4,420,579.68 2,785,297.89 4,734,657.57 7,105,317.57
Subtotal of financial assets
Investment real estate
Productive biological assets
Others
Total 5,644,048.23 4,255,122.81 4,734,657.57 7,558,202.05
Financial liabilities

10.4 Other significant issues to be disclosed
Till December 31, 2009, the Company hasn’t any other significant issues to be disclosed.

11. Important notes for parent company’s financial statements

11.1 Accounts receivable
11.1.1 Composition of accounts receivable

| Year-end | Year-beginning
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13 Balan c Prop. Provision for bad 14 Balanc Prop. Provision for bad
o (%) debts/Prop. % e (%) debts/Prop. %

1. Accounts receivable with significant 17.146,636.68 13.22 857,331.83 32.338,686.68 28.89 28,376,575.53
individual amount 5.00 87.75
2. Accounts receivable with
insignificant individual amounts but 112,576,368.40 86.78 100]8892:22 79,615,765.21 | 71.11 55’881’45(5):(1)3
characterized as risky portfolio
3. Other insignificant accounts
receivable
Total 129,723,005.08 100.00 101,646,330.81 111,954,451.89 | 100.00 84,258,030.56

11.1.2 End-of-period provision for bad debts of accounts receivable with significant individual
amount or insignificant individual amount but under impairment testing: No
11.1.3 Accounts receivable with insignificant individual amounts but characterized as risky

portfolio

Age Period-end Year- beginning
Balance Provision Balance Provision

Sum Proportion (%) Sum Proportion (%)
Within 1 year 10,693,576.37 9.50 537,206.12 20,538,143.54 25.80 1,026,907.17
1—2 years 1,612,724.00 1.43 322,544.79 1,057,734.54 1.33 211,546.91
2—3 years 681,639.92 0.61 340,819.96 6,753,772.38 8.48 3,376,886.20
Over 3 years 99,588,428.11 88.46 99,588,428.11 51,266,114.75 64.39 51,266,114.75
Total 112,576,368.40 100.00 100,788,998.98 79,615,765.21 100.00 55,881,455.03

11.1.4 Among the period-end accounts receivable, there are no obligators who holds individually
5% or more equity of the Company.
11.1.5 Top five accounts receivable

Entity or rank Relation with the Sum | Duration Proportion in total

Company accounts receivable (%)
No.1 client Third party 5.015660.77 | \within 1 year 387
No.2 client Third party 388156443 | \ithin 1 year 299
No.3 client Third party 3,766,358.87 Within 1 year 2.90
No.4 client Third party 246115261 | \ithin 1 year 1.90
No.5 client Third party 2,021,900.00 | \within 1 year 1.56
11.1.6 Accounts receivable from affiliated parties
Affiliated party Relationship Sum Prop. in accounts receivable (%)
Durkopp Adler Industrial Subsidiary of the Company 1,570,263.24 121
Manufacturing Shanghai Co.
Shanghai Fuhua Light Sewing Subsidiary of the Company 23,765.46 0.02
Machines Co.
Shanghai Shanggong Sewing Subsidiary of the Company 5,015,660.77 3.87
Machines Co.
Shanghai Shanggong Imp. & Subsidiary of the Company 3,881,564.43 2.99
Exp. Co.
SMPIC Office Equipment Imp. & Subsidiary of the Company 1,232,877.13 0.95
Exp. Co.
Shanghai Shuangchong Sewing | g ycidiary of the Company 3,766,358.87 2.90
Machines Co.
11.2 Other receivables
11.2.1 Composition of other receivables

Year-end Year-beginning
15 Balance Prop. Provision for bad 16 Balanc Prop. Provision for bad
(%) debts/Prop. % e (%) debts/Prop. %
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1. Accounts receivable with 220,775,651.52 75.76 11'038’785'23 67,295,996.56 | 73.87 3’364’79:'32
significant individual amount ) )
2. Accounts receivable with
24,714,410.03 19,957,455.3986
insignificant individual amounts but 70,637,298.58 24.24 3501 23,799,176.12 | 26.13 83,
characterized as risky portfolio
3. Other insignificant accounts
receivable
Total 291,412,950.10 |  100.00 35,753,192.61 91,095,172.68 | 100.00 23,322,255.22
11.2.2 End-of-period provision for bad debts of accounts receivable with significant individual
amount or insignificant individual amount but under impairment testing: No
Accounts receivable with insignificant individual amounts but characterized as risky portfolio
Age Period-end Year- beginning
Balance Provision Balance Provision
Sum Proportion (%) Sum Proportion (%)
Within 1 year 46,110,418.32 65.28 2,281,806.34 1,707,156.53 717 85,357.82
12 years 1,905,935.28 2.70 381,107.06 1,590,981.21 6.69 318,196.23
23 years 1,138,897.12 161 569,448.77 1,894,274.10 7.96 947,137.06
Over 3 years 21,482,047.86 3041 21,482,047.86 18,606,764.28 78.18 18,606,764.28
Total 70,637,298.58 100.00 24,714,410.03 23,799,176.12 100.00 19,957,455.39

11.2.3 Among the period-end accounts receivable, there are no obligators who holds individually

5% or more equity

of the Company.

11.2.4 Top five accounts receivable

Entity or rank Relation with the Sum | Duration Proportion in total
Company accounts receivable (%)
No.1 client Third party 57,009,965.00 | \wjithin 1 year 19.56
No.2 client Third party 52,000,000.00 | \wjithin 1 year 1784
No.3 client Third party 59,810430.30 | \within 1 year 20.52
No.4 client Third party 43,006,056.65 | \jithin 1 year 14.76
No.5 client Third party 894919957 | \ithin 1 year 3.07
11.2.5 Accounts receivable from affiliated parties
Affiliated party Relationship Sum Prop. in accounts receivable (%)
Durkopp A‘?'er Industrla.l Subsidiary of the Company 31,971,138.44 10.97
Manufacturing Shanghai Co.
SMPIC Great Wall Number Subsidiary of the Company 59,810,430.30 20.52
Machines Co.
Shanghai Shanggong Sewing Subsidiary of the Company 6,073,405.11 2.08
Machines Co.
Shanghai Shanggong Imp. & Subsidiary of the Company 378,326.69 0.13
Exp. Co.
Shj‘”ggong Europe Holding Co., | g pidiary of the Company 43,006,056.65 14.76
Ltd.
SMPIC Office Equipment Imp. & | g ciiary of the Company 270,189.39 0.09
Exp. Co.
Shanghai Shuangchong Sewing Subsidiary of the Company 11,118,719.39 3.82
Machines Co.
Shanghai Suoying Real Estate Subsidiary of the Company 891,506.00 0.31
Co., Ltd.
Shanghai Yongde Eco. Subsidiary of the Company 913,957.71 031
Development Co.
11.3 Long-term equity investment
o] 3 > s < (o] ped T < m o o) Ie)
5 | =5 5 g 2 & 3 S 8 & 2 5
= Ef 2 3 g a E g g i g g
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SMPIC Optical | Equity 510,000.00 917,111.56 917,111.56 30% 30% 138,000.00
Communication method
Shanghai Equity 1,766,689.38 736,283.66 736,283.66 25% 25%
Huazhijie Plastic method
Subtotal for 1,653,395.22 1,653,395.22 138,000.00
equity method
Shanghai Cost
Xingguang method 30803399 | 308,033.99 30803399 | 143% | 143% 308,033.99
Underwear
(South Africa)
Shanghai Shensi Cost
Enter. method 7,944,827.59 7,944,827.59 7,944,82759 | 1059% | 10.59% 3,063,280.10
Development
Wuxi Shanggong Cost
Sewing method 153,814.26 153,814.26 153,814.26 80% 80% 153,814.26
Machines
Shanghai Cost
Hualian Sewing method 400,000.00 400,000.00 400,000.00 21.74% Note
Machinery
Shanghai Cost 29,140,749.49 20,140,749.49 2014074949 | 1592% | 15.92% 11,637,202.77
Fuji-Xerox method
Shanghai Cost
Baoding method 7,500.00 7,500.00 7,500.00 <5% <5% 1,437.75
Investment
Bank of Cost
Shanghai Caoxi method 551,400.00 551,400.00 551,400.00 <5% <5% 28,755.00
Credit Union
China Perfect Cost 90,000.00 90,000.00 90,000.00 <5% <5% 8,182.04
Machinery method
Shenyin & Cost
Wanguo method 200,000.00 200,000.00 200,000.00 <5% <5% 32,388.40
Securities
Shanghai Hirose Cost
Precision method 2,840,376.00 30% Note 750,000.00
Industrial
Durkopp Adler Cost
i 53,223,926.
Industrial method | 53 223,926.00 53,223,926.00 70% 100%
Manufacturing 00
Shanghai Co.
Shanghai Cost
4,500,000.0
Gongfeng Real method 4,500,000.00 0 -4,500,000.00 100% 100%
Estate
Shanggong Cost
2,100,000.0
Xingda Sewing method 2,100,000.00 0 -2,100,000.00 67.74% 87.09%
Machines
Durkopp Adler Cost
11,830,443.
Trading method 11,830,443.11 1 11,830,443.11 40% 74%
Shanghai
Shanghai Cost
Industrial method
4,600,000.0 932,718.4
Sewing 4,600,000.00 0 4,600,000.00 100% 100% 932,718.43 3
Machines
Materials
Shanggong Cost
Songda Sewing method 1,950,000.00 1'950'000'8 -1,950,000.00 65% 75%
Machines
2,100,000.0
Shanggong Cost 2,100,000.00 2,100,000.00 100% 100%
Transport method 0
Shanghai Cost
1,600,000.0
Yongde Eco. method 1,600,000.00 0 1,600,000.00 80% 80%
Development
Shanghai Cost
10,318,153.
Butterfly Imp. & | method 10,318,153.64 0318, 5634 10,318,153.64 80% 80%
Exp.
Shanghai Fuhua Cost
1 .
Light Sewing method 316800000 | 108000 8 3,168,000.00 55% 55%
Machines
Shanggong Cost
1 .
Fangtian Sewing method 1,800,000.00 ,800,000 g -1,800,000.00 60% 80%
Machinery
Shanggong Cost 2,170,72850 | 2,170,728.5 2,170,728.50 67% 72%
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Jiayuan Sewing method 0
Machines
Shanghai Cost
8,400,000.0
Shuangehong method 8,400,000.00 8,400,000.00 70% 90% 8,400,000.00
Sewing 0
Machines
Shanghai Cost
10,313,953,
Suoying Real method | 10,313,953.16 iy 10,313,953.16 69% 69%
Estate
2 .
Shanggong Imp. | Cost 28,800,000,00 8'800'000% 2880000000 |  100% |  100%
& Exp. method
Shanggong Cost
Sewing method | 27.000,000.00 27'000'00& 27,000,000.00 100% 100%
Machines
SMPIC Cost se507231472 | 266072314 | 266072314, 100% 100%
method 2 72
107,942,04
Shanggong Cost 107,042,003.64 | 107942043 107,942,043.64 100% 100%
Europe Holding method 64
Cost
method
SMPIC Cost
Waigaogiao method 8,620,000.00 8,620,000.00 8,620,000.00 100% 100%
Office Apparatus
SMPIC Great Cost 6.360.000
Wall Number method 6,360,000.00 6,360,000.00 6,360,000.00 100% 100% 636000000 | >
Machines
SMPIC Imp. & | Cost 4,000,000.00 4,000,000.00 4,000,000.00 80% 100%
Exp. method
49,510,311 | -220,266,737. 2,718.4
Subtotal for cost 5495 0'302 0266, 36 . | s20243573:38 16,154566.68 | o718 s 15,521,336.06
method :
Total 549'510'3(1); '218’613’3‘;22' 330,896,968.60 16,154,566.68 932'718'3 15,659,336.06

Note: The Company doesn’t participate in the decision or operation of Shanghai Hualian Sewing
Machines Co., Ltd., Shanghai Hirose Precision Industrial Co., Ltd., nor realizes significant

influence upon the invested entities.

11.4 Operating revenue and operating expense
11.4.1 Principal operating income

This is the reason for adopting cost method.

Current period

Previous period

Principal operating income 136,320,377.81 18,529,956.63
Other operating income 30,527,367.56 9,613,468.67
Operating cost 132,394,861.42 20,050,266.36
11.4.2 Principal operations, by business sectors
Current period Previous period
Income Expense Income Expense
Industrial operations 136,320,377.81 126,561,996.72 18,529,956.63 17,154,798.79
Total 136,320,377.81 126,561,996.72 18,529,956.63 17,154,798.79
11.4.3 Principal operations, by products
Current period Previous period
Income Expense Income Expense
Sewing machines 4,018,104.92 5,696,836.98 18,529,956.63 17,154,798.79
Office supplies 56,540,699.09 52,291,442.06
Film equipment 75,761,573.80 68,573,717.68
Total 136,320,377.81 126,561,996.72 18,529,956.63 17,154,798.79
11.4.4 Principal operations, by regions

Current period

Previous period

Income

Expense

Income

Expense
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Home 136,320,377.81 126,561,996.72 18,529,956.63 17,154,798.79
Total 136,320,377.81 126,561,996.72 18,529,956.63 17,154,798.79
11.4.5 Principal operating income from the top five clients of the Company

Entity or rank Operating income Proportion (%)
No.1 client 53,007,018.56 31.77
No.2 client 17,464,024.82 10.47
No.3 client 7,148,930.82 4.28
No.4 client 4,319,290.39 259
No.5 client 3,456,862.47 207

11.5 Investment income

11.5.1 Detailed information about investment income

Item Current period Previous period
Long-term equity investment by cost method 14,100,407.03 1,666,512.97
Long-term equity investment by equity method -50,825.69

From disposal of long-term equity investment 1,460,431.01 148,291.14
From disposal of tradable financial assets 5,029,803.70
From financial assets available for sale 3,448,227.47
Others 204.60

Total 15,510,216.95 10,292,835.28

There are no significant restrictions over the inflow of investment earnings.

11.5.2 By cost method

Invested entity Current period Previous period | Reason for increase/decrease
Shanghai Fuji-Xerox Co., Ltd. 11,637,292.77

Shanghai Shensi Enterprise Development Co. Ltd. 3,063,280.10

Shanghai Butterfly Imp. & Exp. Co., Ltd. 2,362,930.96

Shanghai Hirose Precision Machinery Co., Ltd. 750,000.00 750,000.00

Shanghai Shuangchong Sewing Machines Co., Ltd. -1,420,929.03 -1,495,468.68

The investment income from Shanghai Shuangchong Sewing Machines Co., Ltd. represents the
excess loss accrued by the Company in 2009.

11.5.3 By equity method

Invested entity

Current period Previous period

Reason for increase/decrease

SMPIC Optical Communication Apparatus

Co.

-50,825.69

11.6 Supplements of cash flow statement

Item

Current period

Previous period

1.Net profits converted into cash flow from operating activities

Net profits 194,386,129.75 -47,725,708.43

Add: provision for assets depreciation 24,668,012.07 1,521,378.18

Depreciation of fixed assets, of oil/gas assets and productive biological assets 14,171,879.24 15,020,280.79

Amortization of intangible assets 4,314,452.64 2,937,528.60

Amortization of long-term deferred expenses

Losses in disposal of fixed assets, intangible and other long-term assets (less: -278,599.910.75 -28,620,035.47

income)

Losses on scrapping of fixed assets (less: income)

Losses on changes in fair value (less: income) -175,905.51 5,148,026.78
20,897,228.91 27,460,358.53

Financial expense (less: income)

Financial Statements - 82 -




Investment loss (less: income) -15,510,216.95 -10,292,835.28
Decrease in deferred income tax assets (less: increase)
Increase in deferred income tax liabilities (less: decrease)
Decrease of inventories (less: increase) 3,799,913.89 673,933.81
Decrease in receivables under operating activities (less: increase) -44,118,454.43 1,349,553.74
Increase in payables under operating activities (less: decrease) -35,379,218.89 -15,610,355.45
Others
Net cash flows from operating activities -111,546,090.03 -48,137,874.20
2.Investing and financing activities that do not involve cash receipts and payments
Conversion of debt into capital
Convertible bonds to be expired within one year
Fixed assets under finance lease
3.Net increase in cash and cash equivalents
Cash at the end of period 273,006,414.17 55,099,297.35
Less: Cash at the beginning of period 55,099,297.35 92,076,908.44
Plus: Cash equivalents at the end of period
Less: Cash equivalents at the beginning of period
Net increase in cash and cash equivalents 217,907,116.82 -36,977,611.09
12. Supplementary information
12.1 Current-year non-current profit/loss attributable to ordinary shareholders
RMB’

Item Sum Explanation
Disposal of non-current assets, including the written-off of accrued provision for assets depreciation 281,590,490.68
Tax rebate and tax relief from approval without authorization, formal authorization or under occasional
situation
Government subsidies accounted into current profit/loss, except the continuous ration subsidies directly 805,000.00
related to the normal operations and stipulated by the government
Dispossession surcharge to non-financial institutions accounted into current profit/loss
Earning from the difference between investment cost and the fair value of identifiable net assets when the
company acquires subsidiaries, associates or joint-venture companies
Exchange of non-monetary assets
Assets under investment or management of trustee
Provision for assets’ depreciation under force majeure
Liabilities reorganization 54,162,910.93
Business reorganization, including staff arrangement and integration
Exceeding above the fair value in transactions whose price are obviously unfair
Business combination under the same control from the year-beginning to the combination date
Contingent affairs not related to normal operations
Fair value changes of tradable financial assets/liabilities and investment profits from the transfer of
tradable financial assets/liabilities and financial assets available for sale, except futures’ hedging activities
directly related to the normal operations profit/loss from fair value changes of tradable financial 1,537,425.65
assets/liabilities and investment profits from the transfer of tradable financial assets/liabilities and
financial assets available for sale, except futures’ hedging activities directly related to the normal
operations
Return of provision for accounts receivable depreciation under individual impairment testing
Externally entrusted loans
Fair value changes in investment real estates adopting fair value method for subsequent calculation
Influence of once adjustment upon current profit/loss according to taxation and accounting regulations
Custodian fees from trust operation
Other non-operating income/expenditure 1,867,731.80
Other profit/loss items conformed to the definition of non-current profit/loss 204.60
Influence of income tax -17,448,992.65

-375,143.06

Influence of minority interest (after tax)
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Total

322,139,627.95

12.2 Rate of return on net assets and earning per share

RMB’
Net profit Weighted rate of return Earning per share
on net assets Basic Diluted
Net profit attributable to common shareholders 6.3575 0.0744 0.0074
Net profit attributable to common shareholders after -54.9501 -0.6432 -0.6432
non-current profit/loss
12.3 Abnormal situations of financial statements and explanation of reason
RMB’
Period-end Year-beginning Ratio | Reason
] 500,436,327.04 379,921,085.97 31.72% ] ] ] ]
Monetary capital Mainly due to the receipt of capitals from disposal of plots
) 134,821,096.08 60,418,127.44 123.15% ) ) )
Other receivables Mainly due to the receivables from disposal of plots
i 350,015,644.18 522,511,005.88 -33.01% ) i )
Inventories Mainly due to the decrease of inventories and the accrual of
impairment
) 46,216,547.46 114,454,442.55 -59.62% ) i
Intangible assets Mainly due to the carryover of disposal expenses of plots
) 156,133,546.73 36,996,421.11 322.02% . o
Staff salaries Mainly due to the accrual of dismiss welfare costs
277,037,653.23 121,566,474.38 127.89% ) L
Other payables Mainly due to the debt reorganization
22,316,553.05 204,992,086.48 -89.11% ) L
Long-term payable Mainly due to the debt reorganization
. 1,631,966,381.12 2,236,184,307.76 -27.02% ) )
Operating income Mainly due to the performance decline of overseas
subsidiaries under impact of financial crisis
) 1,379,774,004.52 1,739,805,437.38 -20.69% . ) .
Operating cost Mainly due to the decline of operating income
. 338,902,298.80 38,764,055.21 774.27% ] ] .
Non-operating income Mainly due to the income from disposal of plots and debt
reorganization

13. Authorization for the publication of financial statements
The current financial statements have been authorized by the 6™ meeting of the Sixth Board of
Directors on March 24, 2010 to be submitted to the related authorities and the public.

SGSB (Group) Co., Ltd.
March 24, 2010
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SGSB Group Co., Ltd.
Balance Sheet — Parent Company
As of 31 December 2009

In CNY

Assets Note 11 Ending Balance ngllggclzrég
Current Assets:
Cash and bank 285,588,414.17 65,099,297.35
Tradable financial assets 382,594.48 206,688.97
Bills receivable 7,000,000.00 470,000.00
Accounts receivable &D) 28,076,674.27 27,696,421.33
Prepayments 5,359,900.48 17,295.00
Interest receivable
Dividend receivable 103,972.09 2,209,894.09
Other receivables (2 255,659,757.49 67,772,917.46
Inventories 25,052,102.35 12,367,241.54
Long-term creditor-investment to be
expired in one year
Other current assets 145,760.00
Total current assets 607,369,175.33 175,839,755.74
Non-current Assets
Available for sale financial assets 6,582,057.57 3,796,759.68
Held-to-maturity investment
Long-term receivables
Long-term investment on stocks 3 314,742,401.92 540,648,462.77

Investment properties

99,223,041.03

50,942,570.84

Fixed assets

74,255,095.42

68,362,565.67

Construction in progress

482,738.48

793,335.04

Construction materials

Disposal of fixed assets

Consumable biological asset

Oil & gas asset

Intangible assets

32,091,996.45

45,684,252.41

R&D expense

Goodwill

Long-term unamortized expense

Deferred tax asset

Other non-current assets

Total non-current assets

527,377,330.87

710,227,946.41

Total assets

1,134,746,506.20

886,067,702.15

The following notes are integral part of the financial statements.

Legal Representative: Zhang Min Chief Accountant: Ma Minliang
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SGSB Group Co., Ltd.
Balance Sheet — Parent Company (Cont’)
As of 31 December 2009

In CNY

"Liabilities and Owners'
Shareholders' Equity)"

Equity (or

Note 11

Ending Balance

Beginning
Balance

Current Liabilities

Short-term loans

281,948,148.62

325,548,148.62

Tradable financial liabilities

Bills payable 2,808,428.76

Accounts payable 34,159,561.80 31,766,559.39
Advances on sale 6,920,954.58 4,764,535.81
Wages and salaries unpaid 39,358,349.50

Tax unpaid 729,136.11 34,445.20
Interest unpaid

Dividend unpaid 1,032,818.86 1,032,818.86
Other payables 119,764,915.56 181,330,843.10
Long-term liabilities to be expired in one 400,000.00 400,000.00

year

Other current liabilities

Total current liabilities

487,122,313.79

544,877,350.98

Non-current Liabilities

Long-term loans 989,984.87
Bonds payable
Long-term accounts payable 1,611,944.32 1,474,782.00

Specific payable

Contingent liabilities

35,546,274.60

35,546,274.60

Deferred tax liabilities

1,197,067.41

Other non-current liabilities

Total non-current liabilities

39,345,271.20

37,021,056.60

Total liabilities

526,467,584.99

581,898,407.58

Owners' Equity (or Shareholders' Equity)

Paid-in capital (or stock)

448,886,777.00

448,886,777.00

Capital reserve fund

504,334,751.14

394,611,254.25

Less: treasury stock

Special reserve

Surplus reserve fund

4,546,242.52

4,546,242.52

Common risk reserve

Undistributed profit

-349,488,849.45

-543,874,979.20

Total Owners' Equity (Shareholders' Equity)

608,278,921.21

304,169,294.57

Total Liabilities and Owners' Equity (or
Shareholders' Equity)

1,134,746,506.20

886,067,702.15

The following notes are integral part of the financial statements.

Legal Representative: Zhang Min Chief Accountant: Ma Minliang
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SGSB Group Co., Ltd.

Balance Sheet — Consolidated

As of 31 December 2009

In CNY

Assets

Note 5

Ending Balance

Beginning Balance

Current Assets:

Cash and bank

)

500,436,327.04

379,921,085.97

Settlement reserve

Capital lent

Tradable financial
assets

(2)

452,884.48

1,223,468.55

Bills receivable

3

7,752,100.00

1,517,662.30

Accounts receivable

(5)

206,166,693.08

276,336,554.83

Prepayments

(7

35,189,414.48

35,581,729.81

Receivable premium

Receivable rein.
accounts

Receivable rein.
contract reserve

Interest receivable

Dividend receivable

(4)

78,000.00

Other receivables

(6)

134,821,096.08

60,418,127.44

Reverse repo. financial
assets

Inventories

(8

350,015,644.18

522,511,005.88

Long-term
creditor-investment to
be expired in one year

Other current assets

(9

1,327,268.22

970,192.36

Total current assets

1,236,161,427.56

1,278,557,827.14

Non-current Assets

Loans launched and
advances

Available for sale
financial assets

(10

7,105,317.57

4,420,579.68

Held-to-maturity
investment

Long-term receivables

Long-term investment
on stocks

(12>

46,142,074.33

43,021,920.95

Investment properties

13

136,793,872.93

150,404,623.75

Fixed assets

(14

382,239,736.89

319,529,667.47

Construction in
progress

(15

1,890,175.97

6,778,786.23

Construction materials

Disposal of fixed assets

Consumable biological
asset

Oil & gas asset

Intangible assets

(16

46,216,547.46

114,454,442.55

R&D expense

(16

54,761,596.82

55,078,865.45

Goodwill

(17

28,544,830.56
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28,142,462.40

Long-term unamortized
expense

Deferred tax, asset

(18

38,525,268.82

42,023,466.14

Other non-current
assets

Total non-current assets

742,219,421.35

763,854,814.62

Total assets

1,978,380,848.91

2,042,412,641.76

The following notes are integral part of the financial statements.

Legal Representative: Zhang Min Chief Accountant: Ma Minliang

Balance Sheet — Consolidated (Cont’)

SGSB Group Co., Ltd.

As of 31 December 2009

In CNY

Financial Director: Gao Lili

Liabilities and Owners'
Equity (or Shareholders'

Equity)

Note 5

Ending
Balance

Beginning Balance

Current liabilities

Short-term loans

(200

286,948,148.62

364,951,612.15

Central bank loan

Absorbing and bankers’
deposit

Capital borrowed

Tradable financial liabilities

Bills payable

2D

2,808,428.76

6,025,913.96

Accounts payable

(22)

137,481,885.22

154,286,725.16

Advances on sale

(23)

40,261,334.94

89,348,979.40

Sell repo. financial assets

Commission unpaid

Wages and salaries unpaid

(245

156,133,546.73

36,996,421.11

Tax payable

(25

6,983,942.02

12,477,327.27

Interest payable

Dividend payable

1,631,937.63

1,634,717.91

Other payables

(26>

277,037,653.23

121,566,474.38

Payable rein. accounts

Insurance contract reserve

Securities trading agency
accounts

Securities consignment
accounts

Long-term liabilities to be
expired in one year

(28)

520,000.00

520,000.00

Other current liabilities

(29

700,031.40

891,742.25

Total current liabilities

910,506,908.55

788,699,913.59

Non-current liabilities

Long-term loans

(30D

1,489,984.87

1,489,984.87

Bonds payable
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Long-term accounts payable (31) 22 316,553.05 204,992,086.48
Specific payable

Contingent liabilities 27) 423,512,508.26 445,009,687.60
Deferred tax liability (18) 30,727,905.06 37.237.656.54
Other non-current liabilities

Total non-current liabilities 478,046,951.24 688,729,415.49
Total liabilities 1,388,553,859.1 1,477,429,329.08
Owners' equity

Paid-in capital (or stock) (32) 448,886,777.00 448.886.,777.00
Capital reserve fund (33) 397,168,468.55 390.948,871.29
Less: treasury stock

Special reserve

Surplus reserve fund (34) 4,546,242.52 4,546,242.52
Common risk reserve

Undistributed profit (35) -282,061,908.47 315,467 421.74
Szlif;esrlgggi of foreign currency -16,065,589.05 20,169.554.87
Total owners' equity 552,473,990.55 508,744,914.20
attributable to parent company

Minority interests 37,352,998.57 56.238,398.48
Total owners' equity 589,826,989.12 564,983,312.68
E%tjilt; Ié?mstf:r:rr\]gldoevrvsqers 1,978,380,848.9 2,042,412,641.76
Equity)

The following notes are integral part of the financial statements.

Legal Representative: Zhang Min Chief Accountant: Ma Minliang

SGSB Group Co., Ltd.
Income Statement-Parent Company

CY 2009

Financial Director: Gao Lili

In CNY

Item

Note 11

Current Year

Previous Year

Total operating revenues

4

166,847,745.37

28,143,425.30

Less: operating costs

(4) 132,394,861.42 20,050,266.36
Principal operating tax and 3.986.588.80 401.999 43
associate charge T T
Operating expense 5,839,629.86 792,338.77
Administration expense 83,876,140.53 28.039,690.86

Financial expense

20,397,397.33

26,199,263.77

Asset impairment loss

24,668,012.07 1,521,378.18
A(_jd: Net income in fluctuation of 175.905.51 5.148,026.78
fair value(less: net loss)
Investment income (5) 15,510,216.95 10,292,835.28

Financial Statements - 89 -




Including: investment income in
associated and joint-ventured -50,825.69
enterprises

Operating profit

-88,628,762.18

-43,716,703.57

Non-operating income

282,146,277.32

32,262,832.76

Non-operating expense

1,241,272.40

36,271,837.62

Including: net loss in disposal of
non-current assets

671,949.99

522,337.43

Total profit

192,276,242.74

-47,725,708.43

Less: Income tax

-2,109,887.01

Net profit

194,386,129.75

-47,725,708.43

Profit per share

Basic earning per share

0.4330

-0.1063

Diluted earning per share

0.4330

-0.1063

Other Consolidated Income

109,723,496.89

-14,686,937.24

Total Consolidated Income

304,109,626.64

-62,412,645.67

The following notes are integral part of the financial statements.

Legal Representative: Zhang Min Chief Accountant: Ma Minliang

SGSB Group Co., Ltd.
Income Statement-Consolidated

Financial Director: Gao Lili

CY 2009
In CNY
Item Note 5 Current Year Previous Year

Total operating revenues 1,631,966,381.12 | 2,236,184,307.76
Including: Operating revenues (36) 1,631,966,381.12 | ; 536 184,307.76
Interest revenue
Earned premium
Commissions earned
Total operating expense 1,976,109,204.99 | 2,299,140,782.25
Including: Operating expense (36) 1,379,774,004.52 | 1 739 805.437.38
Interest expense
Commission expense
Surrender value
Loss expense net value
Insurance contract reserve net value
Policy dividend expense
Reinsurance expense
Business tax and surtax (37 4,382,789.20 4.053.225.53
Sales expense 218,321,232.17 254,794,274.51
Administration expense 242 .887,869.51 233,567,382.02
Financial expense 41) 58,095,712.72 71,535,758.20
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Loss in assets' devaluation (40) 72,647,596.87 4.615,295.39
Add: Net income in fluctuation of fair

(38) 1,469,824.92
value(less: net loss) -6,595,211.11
Investment income (39) 16,322,377.25 52.954.380.06
Including: Investment income in
associated and joint-ventured -390,664.25 -488,962.70
enterprises
Exchange gains and losses (less: loss)
Operating profit -326,350,621.70 -16,597,305.54
Add: Non-operating income (42) 338,902,298.80 38.764,055.21
Less: Non-operating expense (43) 1,600,065.51 37.020.517.65
Including: Net loss in disposal of
non-current assets 997,412.25
Total profit 10,951,611.59 -14,853,767.98
Less: Income tax expense (44) -4,858,203.17 18.365,265.15
Net profit 15,809,814.76 -33,219,033.13
Including: Net profit earned by
mergeree before merger
Net profit attributable to parent
Company 33,405,513.27 -32,261,701.11
Minority interest -17,595,698.51 1957,332.02
Earning per share
(1) Basic earning per share (45) 0.0744 00719
(2) Diluted earning per share (45) 0.0744 0.0719
Other consolidated income (46) 11,021,445.68 -49,175,802.26

Total consolidated income

26,831,260.44

-82,394,835.39

Consolidated Income attributable to
parent company

43,729,076.35

-75,728,684.64

Consolidated Income attributable to
minority shareholders

-16,897,815.91

-6,666,150.75

The following notes are integral part of the financial statements.

Legal Representative: Zhang Min Chief Accountant: Ma Minliang

SGSB Group Co., Ltd.
Cash Flow Statement-Parent Company
CY 2009

Financial Director: Gao Lili

In CNY

Item

Current Year

Previous Year

1. Cash flow from operating activities

Cash inflow from sale of goods and provision
of services

180,880,198.15

37,307,017.22

Repayment of tax received

661,800.00

Other cash flow related to operating activities

31,678,391.20

34,205,805.21

Total cash inflow from operating activities

213,220,389.35

71,512,822.43

Cash outflow for purchase of goods and
services

148,762,815.34

22,994,738.31

Payment to and for staff

96,371,945.15

26,281,144.80

Taxation paid

13,061,651.42

4,291,117.72

Other payment related to operating activities

66,570,067.47

66,083,695.80

Total cash outflow from operating activities

324,766,479.38

119,650,696.63

Net cash in/outflow generated from
operations

-111,546,090.03

-48,137,874.20
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2. Cash flow from investing activities

Cash inflow from retirement of investment

11,345,517.86

Cash inflow from profit of investment

13,763,501.43

4,582,799.65

Cash gain from disposal of fixed assets,
intangible assets, and other long-term
investment

348,837,070.00

30,134,451.68

Cash inflow from disposal of subsidiaries and
other operating units

21,207,260.00

Other proceeds related to investment
activities

47,361,493.73

Total cash inflow from investing activities

431,169,325.16

46,062,769.19

Cash paid for acquisition of fixed assets,
intangible assets and other long-term assets

4,034,104.97

10,249,683.78

Cash paid for investment

7,019,000.00

Cash paid for acquisition of subsidiaries and
other operating units

Cash paid for other activities related to
investment

Total cash outflow from investing activities

4,034,104.97

17,268,683.78

Net cash in/outflow generated from
investment activities

427,135,220.19

28,794,085.41

3. Cash flow from financing activities

Absorption of investment

Borrowings raised

417,200,000.00

407,200,000.00

Other cash inflow related to financing
activities

Total cash inflow from financing activities

417,200,000.00

407,200,000.00

Borrowings repaid

490,800,000.00

387,400,000.00

Dividend, interest and profit paid

21,830,726.71

21,970,661.71

Other cash outflow related to financing
activities

2,582,000.00

10,000,000.00

Total cash outflow from financing activities

515,212,726.71

419,370,661.71

Net cash in/outflow from financing activities

-98,012,726.71

-12,170,661.71

4. Influence of fluctuation of exchange rate

330,713.37

-5,463,160.59

5. Net increase/decrease in cash and cash
equivalents

217,907,116.82

-36,977,611.09

Plus: Beginning balance of cash and cash
equivalents

55,099,297.35

92,076,908.44

7. Ending balance of cash and cash
equivalents

273,006,414.17

55,099,297.35

The following notes are integral part of the financial statements.

Legal Representative: Zhang Min Chief Accountant: Ma Minliang
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SGSB Group Co., Ltd.
Cash Flow Statement - Consolidated

CY 2009

In CNY

Item

Note 5

Current Year

Previous Year

1. Cash flows from operating activities:

Cash inflow from sale of goods and provision of services

1,742,487,231.70

2,503,380,424.44

Net increase in customers and bankers' deposit

Net increase in borrowing from central bank

Net increase in capital borrowed from other financial institutions

Cash received from original insurance contract premium

Net cash received from reinsurance

Net increase in customers' deposit and investment

Net increase in disposal of tradable financial assets

Cash received as interest and commissions

Net increase in capital borrowed

Net increase in buy-back capital

Repayment of tax received

80,900,045.02

67,602,448.08

Other cash flow related to operating activities

(47>

17,543,482.39

52,075,515.52

Total cash inflow from operating activities

1,840,930,759.11

2,623,058,388.04

Cash outflow for purchase of goods and services

1,225,119,974.72

1,754,751,159.10

Net increase in customers loans and advance payment

Net increase in deposit in central bank and other bankers

Cash payment for original insurance contract loss

Cash for interest and commissions

Payment of policy dividend

Payment to and for staff

600,391,272.23

636,352,316.81

Taxation paid

26,755,537.48

32,254,818.50

Other payment related to operating activities

47>

103,346,039.05

133,634,895.88

Total cash outflow from operating activities

1,955,612,823.48

2,556,993,190.29

Net cash in/outflow generated from operations

-114,682,064.37

66,065,197.75

2. Cash flow from investing activities

Cash inflow from retirement of investment

2,459,858.99

12,411,646.08

Cash inflow from profit of investment

14,305,506.62

17,205,699.89

Cash gain from disposal of fixed assets, intangible assets, and
other long-term investment

352,195,112.31

37,376,316.75

Cash inflow from disposal of subsidiaries and other operating
units

21,207,260.00

17,791,100.00

Other proceeds related to investment activities

Total cash inflow from investing activities

390,167,737.92

84,784,762.72

Cash paid for acquisition of fixed assets, intangible assets and
other long-term assets

28,081,734.38

72,646,116.18

Cash paid for investment

Net increase in pledge loan

Cash paid for acquisition of subsidiaries and other operating
units

Cash paid for other activities related to investment

47)

3,145,764.97

Total cash outflow from investing activities

31,227,499.35

72,646,116.18

Net cash in/outflow generated from investment activities

358,940,238.57

12,138,646.54

3. Cash flow from financing activities

Absorption of investment

3,699,538.78

Among which: absorption of stock investment of minority
shareholders by subsidiary companies
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Borrowings raised

442,684,568.35

442,200,000.00

Cash raised by bond flotation

Other cash inflow related to financing activities

Total cash inflow from financing activities

442,684,568.35

445,899,538.78

Borrowings repaid

529,704,199.11

500,307,620.94

Dividend, interest and profit paid

38,182,542.62

46,623,653.56

Among which: pay for dividends of minority shareholders

Other cash outflow related to financing activities

47>

6,425,402.33

26,121,769.29

Total cash outflow from financing activities

574,312,144.06

573,053,043.79

Net cash in/outflow from financing activities

-131,627,575.71

-127,153,505.01

4. Influence of fluctuation of exchange rate

1,228,738.51

-35,543,863.07

5. Net increase/decrease in cash and cash equivalents

113,859,337.00

-84,493,523.79

Add: beginning balance of cash and cash equivalents

353,799,316.68

438,292,840.47

6. Ending balance of cash and cash equivalents

467,658,653.68

353,799,316.68

The following notes are integral part of the financial statements.

Legal Representative: Zhang Min Chief Accountant: Ma Minliang
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SGSB Group Co., Ltd.
Owner's Equity Movement -Parent Company

CY 2009
Item Current Year
Paid-in Capital Capital Less: Special Surplus Common Undistributed Total Owner's
(Stock) reserve Treasury | pegerve | Reserve Risk Profit Equit
Stock Reserve quity
%Jf; rneg’e'ous yearending | 44q 886 777.00 | 394,611,254.25 4,546,242.52 -543,874,979.20 | 304,169,294.57
Add: accounting policy
changes
Correction of
previous-period
accounting errors
Others
2. Beginning balance 448,886,777.00 | 394,611,254.25 4,546,242.52 -543,874,979.20 | 304,169,294.57

3. Increase/decrease

109,723,496.89

194,386,129.75

304,109,626.64

(1) Net profit

194,386,129.75

194,386,129.75

(2) Other consolidated
income

109,723,496.89

109,723,496.89

Subtotal of (1) and (2)

109,723,496.89

194,386,129.75

304,109,626.64

(3) Owner inputs and
reducing capital

a. Owner inputs capital

b. Shares included in
owners' equity

c. Others

(4) Profit distribution

a. Surplus reserve

b. Common risk reserve

c. Distribution to owners
or shareholders

In CNY



d. Others

(5) Internal transfer of
owners' equity

a. Capital reserve turn to
stock equity

b. Surplus reserve turn
to stock equity

c. Surplus reserve to
recover loss

d. Others

(6) Special reserve

a. Accrue in current
Period

b. Used in current period

4. Ending balance

448,886,777.00

504,334,751.14

4,546,242.52

-349,488,849.45

608,278,921.21

The following notes are integral part of the financial statements.

Legal Representative: Zhang Min Chief Accountant: Ma Minliang

Financial Director: Gao Lili
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SGSB Group Co., Ltd.
Owner's Equity Movement - Parent Company (Cont’)

CY 2009
In CNY
ltem Previous Year

Eg’g&g} Capital Trlégssi:ry Special Surplus COFETQ?(OH Undistributed | Total Owner's

(Stock) reserve Stock Reserve Reserve Reserve Profit Equity
1. Previous year ending balance 448,886,777.00 | 409,298,191.49 4,546,242.52 -496,149,270.77 |  306,581,940.24
Add: accounting policy changes
Correction of previous-period
accounting errors
Others

448,886,777.00 |  409,298,191.49 4,546,242.52 -496,149,270.77 366,581,940.24

2. Beginning balance

3. Increase/decrease

-14,686,937.24

-47,725,708.43

-62,412,645.67

(1) Net profit

-47,725,708.43

-47,725,708.43

(2) Other consolidated income

-14,686,937.24

-14,686,937.24

Subtotal of (1) and (2)

-14,686,937.24

-47,725,708.43

-62,412,645.67

(3) Owner inputs and reducing capital

a. Owner inputs capital

b. Shares included in owners' equity

c. Others

(4) Profit distribution

a. Surplus reserve

b. Common risk reserve

(of Distribution  to
shareholders

owners or

d. Others

(5) Internal transfer of owners' equity

a. Capital reserve turn to stock equity

b. Surplus reserve turn to stock equity

c. Surplus reserve to recover loss
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d. Others

(6) Special reserve

a. Accrue in current Period

b. Used in current period

4. Ending balance 448,886,777.00 394,611,254.25 4,546,242.52 -543,874,979.20 304,169,294.57

The following notes are integral part of the financial statements.

Legal Representative: Zhang Min Chief Accountant: Ma Minliang  Financial Director: Gao Lili
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SGSB Group Co., Ltd.
Owner's Equity Movement - Consolidated

CY 2009
In CNY
Current Year
Owners' equity attributable to parent company
ftem Capital Less: Special | Surplus Common Undistributed | Total Owner's l}/linority Total Equity
reserve Trset%scukry Reserve | Reserve | Risk Reserve Profit Equity Others nterest
tlmélz fg/éousyear ending 448,886,777.00 | 390,948,871.29 4,546,242.52 -315,467,421.74 | -20,169,554.87 | 56,238,398.48 | 564,983,312.68
Add: accounting policy
changes
Correction of
previous-period accounting
errors
Others
2. Beginning balance 448,886,777.00 | 390,948,871.29 4,546,242.52 -315,467,421.74 | -20,169,554.87 | 56,238,398.48 | 564,983,312.68
3. Increase/decrease 6,219,597.26 33,405,513.27 | 4,103,965.82 | -18,885,399.91 | 24,843,676.44
(1) Net profit 33,405,513.27 -17,595,698.51 | 15,809,814.76
i(ggé?rt]ger consolidated 6,219,597.26 4,103,965.82 697,882.60 | 11,021,445.68
Subtotal of (1) and (2) 6,219,597.26 33,405,513.27 | 4,103,965.82 | -16,897,815.91 | 26,831,260.44

(3) Owner inputs and

. - -1,987,584.00 -1,987,584.00
reducing capital
a. Owner inputs capital
b. Shares included in
owners' equity
c. Others -1,987,584.00 | -1,987,584.00

(4) Profit distribution

a. Surplus reserve

b. Common risk reserve
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c. Distribution to owners or
shareholders

d. Others

(5) Internal transfer of
owners' equity

a. Capital reserve turn to
stock equity

b. Surplus reserve turn to
stock equity

c. Surplus reserve to recover
loss

d. Others

(6) Special reserve

a. Accrue in current Period

b. Used in current period

4. Ending balance

448,886,777.00

397,168,468.55

4,546,242.52

-282,061,908.47

-16,065,589.05

37,352,998.57

589,826,989.12

The following notes are integral part of the financial statements.

Legal Representative: Zhang Min Chief Accountant: Ma Minliang

Financial Director: Gao Lili
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SGSB Group Co., Ltd.

Owner's Equity Movement — Consolidated (Cont’)

CY 2009
In CNY
Previous Year
Owners' equity attributable to parent company
Item Capital Less: special | surol Common | ndistributed Total Minority Total Equity
Sootel | measury | SPeCial | ubls | RS | Undistibuted | owners | others | Interest
Stock Reserve Equity

1. Previous year ending 643.678.609.29
balance 448,886,777.00 | 411,218,244.59 4,546,242.52 -283,205,720.63 3,028,055.36 | 59,205,010.45 e
Add: accounting policy
changes
Correction of previous-period
accounting errors
Others
2. Beginning balance 448,886,777.00 | 411,218,244.59 4,546,242.52 -283,205,720.63 3,028,055.36 | 59,205,010.45 | 643,678,609.29

3. Increase/decrease -20,269,373.30 -32,261,701.11 -23,197,610.23 -2,966,611.97 -78,695,296.61
1) Net profit B
( ) p -32,261,701.11 -957,332.02 33,219,033.13
(2) Other consolidated -49.175.802.26
income -20,269,373.30 -23,197,610.23 | -5,708,818.73
Subtotal of (1) and (2) -20,269,373.30 -32,261,701.11 -23,197,610.23 -6,666,150.75 -82,394,835.39
(3) Ovyner mputs and 3,699,538.78 3,699,538.78
reducing capital
a. Owner inputs capital

p p 3,699,538.78 3,699,538.78
b. Shares included in owners'
equity
c. Others

(4) Profit distribution

a. Surplus reserve

b. Common risk reserve

c. Distribution to owners or
shareholders
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d. Others

(5) Internal transfer of
owners' equity

a. Capital reserve turn to
stock equity

b. Surplus reserve turn to
stock equity

c. Surplus reserve to recover
loss

d. Others

(6) Special reserve

a. Accrue in current Period

b. Used in current period

4. Ending balance 448,886,777.00 | 390,948,871.29 4,546,242.52 -315,467,421.74 | -20,169,554.87 56,238,398.48 | 564,983,312.68

The following notes are integral part of the financial statements.

Legal Representative: Zhang Min  Chief Accountant: Ma Minliang  Financial Director: Gao Lili
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