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IMPORTANT NOTICE
THIS OFFERING IS AVAILABLE ONLY TO INVESTORS WHO ARE EITHER
(1) QIBs (AS DEFINED BELOW) UNDER RULE 144A OR
(2) PERSONS OR ADDRESSEES OUTSIDE OF THE U.S.

IMPORTANT: You must read the following before continuing. The following applies to this offering memorandum
following this page, and you are therefore advised to read this carefully before reading, accessing or making any other
use of this offering memorandum. In accessing the offering memorandum, you agree to be bound by the following
terms and conditions, including any modifications to them any time you receive any information from us as a result of
such access.

NOTHING IN THIS ELECTRONIC TRANSMISSION CONSTITUTES AN OFFER OF SECURITIES FOR SALE IN ANY
JURISDICTION WHERE IT IS UNLAWFUL TO DO SO. THE SECURITIES HAVE NOT BEEN, AND WILL NOT BE, REGISTERED
UNDER THE U.S. SECURITIES ACT OF 1933, AS AMENDED (THE “SECURITIES ACT”’), OR THE SECURITIES LAWS OF
ANY STATE OF THE UNITED STATES OR OTHER JURISDICTION, AND THE SECURITIES MAY NOT BE OFFERED, SOLD OR
OTHERWISE TRANSFERRED WITHIN THE UNITED STATES (AS DEFINED IN REGULATION S UNDER THE SECURITIES ACT),
EXCEPT PURSUANT TO AN EXEMPTION FROM, OR IN A TRANSACTION NOT SUBJECT TO, THE REGISTRATION
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IN CONNECTION WITH THIS OFFERING, J.P. MORGAN SECURITIES LTD., AS STABILIZING MANAGER,
OR ANY PERSON ACTING FOR IT, MAY PURCHASE OR SELL THE NOTES IN THE OPEN MARKET.
THESE TRANSACTIONS MAY, TO THE EXTENT PERMITTED BY APPLICABLE LAWS AND
REGULATIONS, INCLUDE SHORT SALES, STABILIZING TRANSACTIONS AND PURCHASES TO COVER
POSITIONS CREATED BY SHORT SALES. THESE ACTIVITIES MAY STABILIZE, MAINTAIN OR
OTHERWISE AFFECT THE MARKET PRICE OF THE NOTES. AS A RESULT, THE PRICE OF THE NOTES
MAY BE HIGHER THAN THE PRICE THAT OTHERWISE MIGHT EXIST IN THE OPEN MARKET.
HOWEVER, THERE IS NO ASSURANCE THAT J.P. MORGAN SECURITIES LTD., AS STABILIZING
MANAGER, OR ANY PERSON ACTING FOR IT, WILL UNDERTAKE ANY SUCH STABILIZATION
ACTION. IF THESE ACTIVITIES ARE COMMENCED, THEY MAY BE DISCONTINUED AT ANY TIME
AND MUST IN ANY EVENT BE BROUGHT TO AN END AFTER A LIMITED TIME. THESE ACTIVITIES
WILL BE UNDERTAKEN SOLELY FOR THE ACCOUNT OF J.P. MORGAN SECURITIES LTD., AS
STABILIZING MANAGER, AND NOT FOR OR ON BEHALF OF THE COMPANY.

In making your investment decision, you should rely only on the information contained in this offering
memorandum. Neither we nor the Initial Purchasers have authnlized anyone to provide you with any other
information. If you receive any unauthnlized information, you must not rely on it.

We are offering to sell our Notes only in places where sales are permitted.

You should not assume that the information contained in this offering memorandum is accurate as of any
date other than the date of this offering memorandum. Our business, financial condition, results of
operations and prospects may have changed since that date.

This offering memorandum is a confidential document that we are providing only to prospective buyers of
our Notes. You should read this offering memorandum before deciding to buy any Notes. You must not:

° use this offering memorandum for any other purpose;






The Notes and the Subsidiary Guarantees have not been and will not be registered under the Securities
Act, or with any securities regulatory authority of any state or other jurisdiction in the United States, and
may not be offered, sold, pledged or otherwise transferred within the United States except pursuant to an
exemption from, or in a transaction not subject to, the registration requirements of the Securities Act and
in compliance with applicable state securities laws.

Notice to New Hampshire residents

NEITHER THE FACT THAT A REGISTRATION STATEMENT OR AN APPLICATION FOR A LICENSE HAS
BEEN FILED UNDER CHAPTER 421-B OF THE NEW HAMPSHIRE REVISED STATUTES ANNOTATED
1955, AS AMENDED, OR RSA 421-B WITH THE STATE OF NEW HAMPSHIRE, NOR THE FACT THAT A
SECURITY IS EFFECTIVELY REGISTERED OR A PERSON IS LICENSED IN THE STATE OF NEW
HAMPSHIRE, CONSTITUTES A FINDING BY THE SECRETARY OF STATE OF NEW HAMPSHIRE THAT
ANY DOCUMENT FILED UNDER RSA 421-B IS TRUE, COMPLETE AND NOT MISLEADING. NEITHER
ANY SUCH FACT NOR THE FACT THAT ANY EXEMPTION OR EXCEPTION IS AVAILABLE FOR A
SECURITY OR A TRANSACTION MEANS THAT THE SECRETARY OF STATE HAS PASSED IN ANY WAY
UPON THE MERITS OR QUALIFICATIONS OF OR RECOMMENDED OR GIVEN APPROVAL TO, ANY
PERSON, SECURITY OR TRANSACTION. IT IS UNLAWFUL TO MAKE, OR CAUSE TO BE MADE, TO
ANY PROSPECTIVE INVESTOR, CUSTOMER OR CLIENT ANY REPRESENTATION INCONSISTENT WITH
THE PROVISIONS OF THIS PARAGRAPH.

Available information

For so long as any of the Notes and guarantees remain outstanding and are ““restricted securities” within
the meaning of Rule 144(a)(3) under the Securities Act, the company will, during any period in which the
company is neither subject to Section 13 or Section 15(d) of the U.S. Securities Exchange Act of 1934 nor
exempt from reporting pursuant to Rule 12g3-2(b) thereunder, provide to any holder or beneficial owner of
such restricted securities or to any prospective purchaser of such restricted securities designated by such
holder or beneficial owner or to the trustee for delivery to such holder, beneficial owner or prospective
purchaser, in each case upon the request of such holder, beneficial owner, prospective purchaser or trustee,
the information required to be provided by Rule 144A(d)(4) under the Securities Act.

Enforcement of civil liabilities

We are incorporated under the laws of the Cayman Islands and each Subsidiary Guarantor is incorporated
either in Hong Kong or the British Virgin Islands. All of our directors and officers and certain of the experts
named in this offering memorandum reside outside the United States and all or a substantial portion of
their assets and substantially all of our and the Subsidiary Guarantors’ assets are located outside the United
States. As a result, it may not be possible for investors to effect service of process within the United States
upon us or such persons or to enforce against any of them, in the United States, judgments obtained in
United States courts, including judgments predicated upon the civil liability provisions of the securities laws
or other laws of the United States, or any state or territory within the United States.

We have been advised by our Cayman Islands legal advisers, Maples and Calder, that the courts of the
Cayman Islands are unlikely (i) to recognize or enforce against us judgments of courts of the United States
predicated upon the civil liability provisions of the securities laws of the United States or any state and (ii) in



original actions brought in the Cayman Islands, to impose liabilities against us or our directors or officers
predicated upon the civil liability provisions of the securities laws of the United States or any state, on the
grounds that such provisions are penal in nature. However, in the case of laws that are not penal in nature,
although there is no statutory enforcement in the Cayman Islands of judgments obtained in the United
States, the courts of the Cayman Islands will recognize and enforce a judgment of a foreign court of
competent jurisdiction without retrial on the merits based on the principle that a judgment of a competent
foreign court imposes upon the judgment debtor an obligation to pay the sum for which judgment has
been given provided that such judgment is final and conclusive, for a liquidated sum, not in respect of
taxes or a fine or penalty, is not inconsistent with a Cayman Islands judgment in respect of the same
matter, and was not obtained in a manner, and is not a kind the enforcement of which is, contrary to the
public policy of the Cayman Islands (awards of punitive or multiple damages may well be held to be
contrary to public policy). A Cayman Islands court may stay proceedings if concurrent proceedings are
being brought elsewhere.

Our British Virgin Islands legal counsel, Maples and Calder, has advised us that the courts of the British
Virgin Islands would recognize as a valid judgment a final and conclusive judgment in personam obtained
in the federal or state courts in the United States against the company under which a sum of money is
payable (other than a sum of money payable in respect of multiple damages, taxes or other charges of a
like nature or in respect of a fine or other penalty) and would give a judgment based thereon provided
that: (a) such courts issuing the judgment had jurisdiction in the matter and the parties either submitted to
such jurisdiction or were resident or carrying on business within such jurisdiction and were duly served with
process; (b) in obtaining judgment there was no fraud on the part of the person in whose favour judgment
was given or on the part of the courts; (c) recognition or enforcement of the judgment in the British Virgin
Islands would not be contrary to public policy and (d) the proceedings pursuant to which judgment was
obtained were not contrary to natural justice.

We have been advised by our Hong Kong legal counsel, Li & Partners, that there is doubt as to the
enforceability in Hong Kong, in original actions or in actions for enforcement of judgments of United States
courts, of civil liabilities predicated solely upon the laws of the United States (including its federal securities
laws or the securities laws of any state or territory within the United States).

Furthermore, we have been advised by our PRC legal counsel, Jun He Law Offices, that there is uncertainty
as to whether the courts of the PRC would (i) recognize or enforce judgments of United States courts
obtained against us or our directors and officers predicated upon the civil liability provisions of the federal
securities laws of the United States or the securities laws of any state or territory within the United States
or (i) entertain original actions brought in the courts of the PRC against us or our directors and officers
predicated upon the federal securities laws of the United States or the securities laws of any state or
territory within the United States.

Certain definitions, conventions and currency presentation
used in this offering memorandum

We have prepared this offering memorandum using a number of conventions, which you should consider
when reading the information contained herein. When we use the terms “we,” “us,” “our,” “Liansu,” the
“Company,” the “Group,” and words of similar import, we are referring to China Liansu Group Holdings
Limited and its consolidated subsidiaries, including entities controlled through contractual arrangements,
except as the context requires.

All references herein to “China’ or “PRC” are references to the People’s Republic of China (excluding,
solely for purposes of this offering memorandum, the Hong Kong Special Administrative Region, the
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“Foshan Liansu” means Foshan Liansu Building Material Trading Co., Ltd. (D OO OO0 OOOOO0O0O),
a limited liability company incorporated under the laws of the PRC on January 28, 2008 and an indirect
wholly-owned subsidiary of the Company.

“GHP”” means geothermal heat pumps, which are underground pumps generally used to conduct heat
energy to a particular place for heating purposes.

“GRP” means glass reinforced plastic.

“Guangdong Liansu Technology”” means Guangdong Liansu Technology Industrial Co., Ltd. (D OO 00O O
O000000) (formerly known as Shunde Liansu Technology Industrial Co., Ltd. (0 OO OO0OOOO0O
0 O 0O)), a wholly foreign-owned enterprise incorporated under the laws of the PRC on December 1, 1999
and an indirect wholly-owned subsidiary of the Company.

“Guiyang Liansu” means Liansu Technology Development (Guiyang) Co., Ltd. (DO O OO0 (@O O)0D OO
), a Sino-foreign equity joint enterprise incorporated under the laws of the PRC on July 30, 2003 and an
indirect wholly-owned subsidiary of the Company.

“HDPE” stands for high density polyethylene, a type of plastic resin used in making plastic pipes with high
mechanical strength.

“Hebei Liansu™ means Liansu Municipal Pipe (Hebei) Co.,, Ltd. (O O D OO0 OO O)0DODOO), a
Sino-foreign equity joint enterprise incorporated under the laws of the PRC on October 12, 2005 and an
indirect wholly-owned subsidiary of the Company.

“Henan Liansu™ means Henan Liansu Industrial Co., Ltd. (00 OO0 OO0 OO O 0O), a limited liability
company incorporated under the laws of the PRC on October 25, 2007 and an indirect wholly-owned
subsidiary of the Company.

“Heshan Liansu” means Heshan Liansu Industrial Development Co., Ltd. (DO O0O0O0OO0O00OO0O0O0O), a
Sino-foreign equity joint enterprise incorporated under the laws of the PRC on June 21, 2002 and an
indirect wholly-owned subsidiary of the Company.

“LDPE” stands for low density polyethylene, a type of plastic resin used in making plastic pipes which have
certain mechanical strength that are suitable for products that require higher flexibility.

“Liansu HK” means Liansu Group Company Limited (0 0 O O 0O O 0 O), a company incorporated in Hong
Kong with limited liability under the Companies Ordinance on October 8, 2003 and an indirect
wholly-owned subsidiary of the Company.

“LLDPE™ stands for linear low density polyethylene, a type of plastic resin used in making plastic pipes.

“MOHURD” means the Ministry of Housing and Urban-Rural Development of the PRC (0D OO0 O OO OO
ooooogo).

“Moody’s” means Moody’s Investors Service, Inc. and its affiliates.
“Nanjing Liansu” means Nanjing Liansu Technology Industrial Co., Ltd. (00000000 O000O0O), a
Sino-foreign equity joint enterprise incorporated under the laws of the PRC on June 11, 2006 and an

indirect wholly-owned subsidiary of the Company.

“PB pipes” stands for polybutylene pipes.
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““PE pipes” stands for polyethylene plastic pipes, including those made of HDPE and LDPE, which have high
mechanical strength, chemical resistance and flexibility.

““PE resins” are polyethylene based raw materials, including those used in making HDPE and LDPE pipes.

“Plastic pipe” means any plastic pipe, including conduits for telecommunication and electrical wires, that
are made from PVC resins, PP-R resins and PE resins, as applicable.

“PP”” stands for polypropylene, a thermoplastic polymer that is resistant to many chemical solvents, bases
and acids.

“PP-R” stands for polypropylene random, a type of material for making plastic pipes with good high and
low temperature properties.

“PVC” stands for polyvinyl chloride, a type of material for making plastic pipes with high mechanical
strength and rigidity and is resistant to most corrosive fluids.

“PVC pipes”™ are plastic pipes such as PVC, PVC-U and PVC-C pipes.

“PVC resins’ are polyvinyl chloride based raw materials for making plastic pipes such as PVC, PVC-U and
PVC-C pipes.

“PVC-C” stands for chlorinated polyvinyl chloride, a type of material for making plastic pipes with high
mechanical strength, resistance to corrosive fluids and can withstand high temperatures.

“PVC-M pipes” means modified high-resistance PVC pipes.

“PVC-U” means unplasticized polyvinyl chloride, a type of material for making plastic pipes with higher
mechanical strength, elasticity and chemical resistance than pipes made from PVC.

“Shaanxi Liansu” means Shaanxi Liansu Technology Industrial Co. Ltd. (D OO0 OO0O0OO0OODOO0O), a
limited liability company incorporated under the laws of the PRC on October 26, 2010 and an indirect
wholly-owned subsidiary of the Company.

“Shunde Liansu Industrial” means Foshan Shunde Liansu Industrial Co., Ltd. (0 00000000 OODO0O
), a limited liability company incorporated under the laws of the PRC on December 11, 1996 and
deregistered in March 2008 that does not form part of our Group and held, prior to its deregistration, as
to 75.41% by Mr. Wong and 24.59% by his wife, Ms. Zuo Xiaoping.

“Sichuan Liansu™ means Sichuan Liansu Technology Industrial Co., Ltd. (O OO OO0OO0O0OO0O0OO), a
limited liability company incorporated under the laws of the PRC on July 10, 2009 and an indirect
wholly-owned subsidiary of the Company.

“Wuhan Liansu” means Liansu Technology Development (Wuhan) Co., Ltd. (O O OO 0O O)O0OO0O),
a Sino-foreign equity joint enterprise incorporated under the laws of the PRC on May 22, 2001 and an
indirect wholly-owned subsidiary of the Company.

“Wuhan Liansu Mold” means Wuhan Liansu Precision Mold Co., Ltd. (0 O 00000000 O0O), a

limited liability company incorporated under the laws of the PRC on December 20, 2007 and an indirect
wholly-owned subsidiary of the Company.
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“Zhongshan Walton” means Zhongshan Walton Coating Steel Plastic Pipe Co., Ltd. (D O OO0 OO0 OO0
0 0O), a limited liability company incorporated under the laws of the PRC on July 12, 2002 and an indirect
wholly-owned subsidiary of the Company.
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Forward-looking statements

This offering memorandum contains “forward-looking statements™ that are based on our current
expectations, assumptions, estimates and projections about the company and our industry. These
forward-looking statements are by their nature subject to various risks and uncertainties. Generally, these
forward-looking statements can be identified by the use of forward-looking terminology such as
“anticipate,” ““believe,” “estimate,” “expect,” “intend,” “plan,” “will,”” “project,” “seek,” *“should” and
similar expressions. These statements include, among other things, those regarding our future financial
position and results of operations, our market position, our strategy, plans, objectives, goals and targets,
future production targets or future developments in the markets where we participate or are seeking to
participate. We caution you that reliance on any forward-looking statement involves risks and uncertainties
and are based on numerous assumptions regarding our present and future business strategies and the
environment in which we will operate in the future and are not a guarantee of future performance.
Although we believe that the assumptions on which our forward-looking statements are based are
reasonable, any of those assumptions could prove to be inaccurate and, as a result, the forward-looking
statements based on those assumptions could be materially incorrect. These forward-looking statements
include, among other things, statements relating to:

° our business and operating strategies and our various measures to implement such strategies;
° our capital expenditure plans, particularly plans relating to the pipe and pipe fitting businesses;

° our operations and business prospects, including development plans for our existing and new
businesses;

o our financial condition;
° the availability and costs of bank loans and other forms of financing;

° the regulatory environment as well as the general industry outlook for the pipe and pipe fitting
industry in China;

° changes in political, economic, legal and social conditions in the PRC, including the specific
policies of the PRC government and the local authorities in the regions where we operate,
which affect availability and cost of sourcing, pricing, trading, transporting and shipping of our
products;

° fluctuations in the market prices of raw materials, including PVC and other resins;
° changes in currency exchange rates;

o future developments in the pipe and pipe fitting industry in China, especially in the regions of
the PRC where we have operations; and

o general economic conditions in China and internationally.

This list of important factors is not exhaustive. These and other factors are more fully discussed in “Risk
factors,” “Management’s discussion and analysis of financial condition and results of operations™ and
elsewhere in this offering memorandum. In light of these and other uncertainties, you should not conclude
that we will necessarily achieve any plans, objectives, projected production volumes or financial results
referred to in any of the forward-looking statements. We do not undertake to update or revise of any of
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these forward-looking statements, whether as a result of new information, future events or otherwise. In
light of these risks, uncertainties and assumptions, the forward-looking events discussed in this offering
memorandum might not occur.






China

The People’s Bank of China, or PBOC, sets and publishes daily a base exchange rate with reference
primarily to the supply and demand of Renminbi against a basket of currencies in the market during the
prior day. The PBOC also takes into account other factors, such as the general conditions existing in the
international foreign exchange markets. From 1994 to July 20, 2005, the conversion of Renminbi into
foreign currencies, including Hong Kong dollars and U.S. dollars, was based on rates set daily by PBOC on
the basis of the previous day’s inter-bank foreign exchange market rates and then current exchange rates in
the world financial markets. During this period, the official exchange rate for the conversion of Renminbi to
U.S. dollars remained generally stable. Although the PRC government introduced policies in 1996 to reduce
restrictions on the convertibility of Renminbi into foreign currencies for current account items, conversion of
Renminbi into foreign currencies for capital items, such as foreign direct investment, loan principals and
securities trading, still requires the approval of SAFE and other relevant authorities. On July 21, 2005, the
PRC government introduced a managed floating exchange rate system to allow the value of the Renminbi
to fluctuate within a regulated band based on market supply and demand and by reference to a basket of
currencies. On the same day, the value of the Renminbi appreciated by approximately 2% against the U.S.
dollar. On May 18, 2007, the PBOC enlarged the trading prices in the inter-bank foreign exchange market
of the Renminbi against the U.S. dollar from 0.3% to 0.5% around the central parity rate, effective on
May 21, 2007. This allows the Renminbi to fluctuate against the U.S. dollar by up to 0.5% above or below
the central parity rate published by the PBOC. From July 21, 2005 to December 31, 2010, the value of the
Renminbi appreciated by approximately 26.7% against the U.S. dollar. The PBOC authorized the China
Foreign Exchange Trading Centre, effective since January 4, 2006, to announce the central parity exchange
rate of certain foreign currencies against the Renminbi on each business day. This rate is set as the central
parity for the trading against the Renminbi in the inter-bank foreign exchange spot market and the
over-the-counter exchange rate for the business day.

The following table sets forth, for the periods indicated, information concerning the exchange rates
between Renminbi and U.S. dollars based on the noon buying rate for U.S. dollars as set forth in the H.10
statistical release of the federal Reserve Board.



Presentation of financial information

The audited consolidated financial statements and related notes as of December 31, 2008, 2009 and 2010
included elsewhere in this offering memorandum have been prepared in accordance with Hong Kong
Financial Reporting Standards, or HKFRS, issued by the Hong Kong Institute of Certified Public
Accountants, which differ in certain material respects from generally accepted accounting principles in the
United States, or U.S. GAAP. Our reporting currency is the Renminbi. See “Risk factors — Risks relating to
the Notes — There may be less publicly available information about us than is available about other
companies that are organized in certain other jurisdictions™.

— i —



Cautionary note regarding market and industry data

Unless otherwise indicated, all sources for market data, industry data and statistics are estimates contained
in or derived from internal or industry sources that we believe to be reliable. Market data used throughout
this offering memorandum have been obtained from independent experts, internal surveys, market
research, publicly available information and industry publications. Although we believe these sources to be
reliable, we have not independently verified these sources, and neither the company nor the Initial
Purchasers make any representation as to the accuracy or completeness of such information.

Market and industry data and statistics are inherently speculative and are not necessarily reflective of actual
market conditions. Such statistics are based on market and industry research, which themselves are based
on sampling and subjective judgments by both the relevant researchers and the respondents, including
judgments about what types of products and transactions should be included in the relevant market. In
addition, the value of comparisons of statistics for different markets is limited by many factors, including
the fact that (i) the markets are defined differently, (ii) the underlying information was gathered by different
methods and (iii) different assumptions were applied in compiling the data. Accordingly, the market and
industry data and statistics included in this offering memorandum should be viewed with caution.
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Summary

This summary highlights information contained elsewhere in this offering memorandum and does not



(0DO0O000000D0O0DOO0D0OO0DOOOO0d). We believe our research and development capabilities
have been one of our primary competitive strengths. Our research and development team consists of more
than 660 experienced engineers and other technical and professional staff. In addition, we have an
advanced research and development center at our Shunde facility.



emphasis on environmental protection, we are also actively expanding our eco-friendly product range to
include products such as GHPs.

We have strong brand recognition

Over the course of our operations, we have developed the Liansu brand into a well-known plastic pipe
brand in China. We have received various awards and recognitions in relation to our brand, including:

° a “China Well-known Trademark™ (O O O O O O) by the Trademark Office of the State
Administration for Industry and Commerce of the PRC (O 0D 00000000 OOOOOODOONO)
in 2005; and

° one of the “Commodity Trademarks with Highest Competitiveness in 2009
(2009000000 00O 0ODOO) by the Organizing Committee for 2009 (the Third) China Trademark
Festival (2009 (D 0 O)J OO O OO O O) and China Trademark Association (0 O 0O O 0O O) in 2009.

° “Top 10 Enterprises of Processing Industry in China Light Industries” (OO O OO0 00000000
O O) by China National Light Industry Council (O OO OO O O O) in 2009.

In addition, our plastic pipes and pipe fittings have been certified as a ““China Top Brand Product”

(00 O0O0O0) by the General Administration of Quality Supervision, Inspection of Quarantine of the PRC
(000000000 Ood)since 2006. We believe our established brand name provides us with an
appealing platform to introduce new products and increase our market share. Our market position and the
strength of our brand also help to make us an attractive business partner for distributors and customers
and facilitate the expansion of our customer base.

We sell our products through our sales team directly to large-scale and strategically important customers,
including government entities, infrastructure companies and property companies, which have, by
themselves or through representatives acting on their behalf, signed framework agreements with us for the
supply of our plastic pipes and pipe fittings, and major water and gas supply companies or their
subsidiaries in China. As of December 31, 2010, our plastic pipes and pipe fittings were sold to more than
300 water supply companies and water treatment companies and more than 80 power supply companies,
telecommunications companies and gas companies. We were also one of the designated plastic pipe
suppliers for infrastructure projects such as the construction of the Laoshan Velodrome (0 O 0 0 0O



composite pipes used for water supply, gas supply and fire-fighting; PB eco-friendly cold and hot water
pipes; same-floor drainage pipes; and GHPs. As of December 31, 2010, we held 161 patents and have
applied for an additional 213 patents in China and have nine patents outside of China that are pending. In
addition, we have participated in drafting or revising seven national and industrial standards for the plastic
pipe industry in China. We believe this is a recognition of our strong position in research and development
capabilities and product technology and standards.

In recognition of our research and development efforts, Guangdong Liansu Technology was accredited as a
“Key High-tech Enterprise” in the “National Torch Program” (0000000000 OO 0O0O) by the
Torch High Technology Industry Development Centre of the Ministry of Science and Technology of the
People’s Republic of China (D O 00000000 OOOOODOOODOOONOD)in 2005. Guangdong
Liansu Technology and Wuhan Liansu were also recognized as “High and New Technology Enterprises™
(00D 0O0D0O) by the respective provincial science and technology department (0 O O O [0 ), finance
bureau (O O O), office of state administration of taxation (0 O [0 O ) and local taxation bureau

(0O 0O0O0O)in Guangdong and Hubei in 2008 and 2009, respectively.

We have an experienced, professional and dedicated management team

Our management team has extensive experience in, and in-depth knowledge of, the plastic pipe industry.
They have on average industry experience of approximately ten years and most of them have spent more
than ten years with us. In particular, our chairman has approximately 14 years of experience in plastic pipe
operations and management. Our experienced, professional and dedicated management team brings a
strong base of knowledge to our day-to-day operations and provides strategic direction to our Company.
Over the years, our management team has also played a key role in integrating and improving the
operations of the entities that we acquired. With such extensive industry-related experience and operation
management skills among our senior management, we believe that we are well-positioned to identify
market opportunities as they arise. We have adopted compensation incentive programs with an objective
of motivating and retaining our existing management team and core employees and attracting qualified
candidates.

We have maintained a prudent capital structure and strong liquidity position

Our initial public offering in June 2010 strengthened our equity base and provided us access to diversified



To support the expansion of our production facilities, we also intend to expand our sales network by
engaging additional distributors and establishing more sales offices. We also intend to continue to enhance
our marketing efforts to further expand our customer base. In addition to growing organically, we may
consider expanding our business by selective acquisitions of companies or businesses which can create
synergistic value with our existing business. We have implemented procedures to help us execute our
acquisition strategy more systematically, including procedures for the preliminary identification of targets,
feasibility assessment, due diligence, budget and negotiations. When identifying an acquisition target, we
generally consider whether there is sufficient market demand for the potential target’s products and
whether its business is supporting our core business.

Continue to refine our product portfolio and improve our production efficiency through our
research and development capabilities

We believe that our long-term success and growth will largely depend on our ability to continue to refine
our product portfolio and improve our production efficiency. We plan to use our strong research and
development capabilities to continue to improve our product functionality, production efficiency and quality
control systems.

We wiill also continue to devote resources to research and development activities and strengthen our
cooperation with universities and research institutes. Our research and development team will continue to
work on their existing projects, such as the development of spray and drip irrigation piping systems and
solar water heater piping systems, and will seek to further develop new products and technologies in
relation to the plastic pipe industry, including various products tailored to meet local requirements of
different geographical regions in China. We also plan to invest in research and development facilities and
equipment and expand our team by recruiting more professionals with industry knowledge. See “Business -
Research and development” for additional information on our latest research and development activities.

Continue to strengthen our brand recognition

We intend to increase our Company’s profile by actively taking part in large-scale infrastructure projects
and real estate development projects and by further strengthening our relationships with government
entities, utility companies, large-scale real estate developers, plastic pipe industrial associations and design
institutes in China. We also plan to continue to market our Liansu brand in China through targeted
marketing campaigns. Specifically, we plan to increase our advertising budget to further promote a
consistent brand image through media advertising and participation in trade fairs. We also plan to apply
for more intellectual property registrations to establish a stronger brand image and to prevent infringement
of our intellectual property rights. We will also continue to strengthen our efforts in combating
infringement of our trademarks and production of counterfeit products.

Continue to recruit and retain employees experienced in management, technology, sales and
marketing

We recognize that our employees are one of our most important assets. Our future success is dependent
on our ability to attract, retain and motivate highly skilled and experienced management, engineering and
marketing personnel. We have focused on the training and professional development of our management
and personnel at all levels. We plan to recruit experienced management, technical, sales and marketing
personnel to facilitate our expansion. We also intend to continue to use our compensation incentive
programs, to motivate our management team and core employees and to attract talented individuals in the
industry to meet the needs of our expansion. We strive to further cultivate a corporate culture that rewards
performance.




Corporate Information

We were incorporated in the Cayman Islands on November 5, 2009, as an exempted company with limited
liability. Our principal office is located at Shunde District of Foshan City, Guangdong Province in the
People’s Republic of China. Our registered office is located at PO Box 309, Ugland House, Grand Cayman,
KY1-1104, Cayman Islands. Our website is www.liansu.com. Information contained on our website does



The Offering

The following summary contains basic information about this offering and is not intended to be complete.
It does not contain all of the information that may be important to you. For a more complete
understanding of the terms of the Notes being sold in this offering, see “Description of the Notes”.

[SSUBK ..ttt China Liansu Group Holdings Limited.

Notes Offered..........cccccevcvveereeeinnnnn. US$300,000,000 aggregate principal amount of 7.875% Senior
Notes due 2016.

Maturity Date.......cccceevcvveeviieeeiiieenns May 13, 2016.

Interest Payment Dates.............cc.c..... Interest will be payable semi-annually in arrears on May 13 and

November 13 of each year. The first interest payment will be due
on November 13, 2011.

Ranking of NOtes .........ccccveevvveennnnn. The Notes will be our general obligations and:

° will rank at least equal in right of payment to all of our
unsecured borrowings;

° will be senior in right of payment to any of our future
subordinated indebtedness, if any;

° will be unconditionally guaranteed by the Subsidiary
Guarantors; and

° will be effectively subordinated to any existing and future
indebtedness of our subsidiaries that do not guarantee the

Notes.
Offering Price .......ocoocveeiieiiieeeeee, 99.493% of the principal amount of the Notes.
Subsidiary Guarantees..............c........ Our obligations under the Notes and the indenture will be

guaranteed by certain of our subsidiaries that are organized
outside the PRC. None of our existing or future subsidiaries that
are organized under the laws of the PRC will guarantee the
Notes in the future.

Ranking of the Subsidiary The guarantee of each Subsidiary Guarantor will be a general
GUArANTEES....cevvee et obligation of such Subsidiary Guarantor and:

o will rank at least equal in right of payment to all unsecured
borrowings of such Subsidiary Guarantor;

° will be senior in right of payment to such Subsidiary
Guarantor’s future subordinated indebtedness, if any; and

° will be effectively subordinated to any existing and future
indebtedness of such Subsidiary Guarantor that is secured
by liens that do not secure such Subsidiary Guarantee, to
the extent of the property and assets securing such
indebtedness.




Security ......ccoveennee.

Optional Redemption ............cceevenee.

Additional Amounts; Redemption
for Changes in TaxesS.......cccceevveeernnee.

Change of Control

The Notes and the Subsidiary Guarantees of the Subsidiary
Guarantor Pledgors will be secured, equally and ratably, with
certain future permitted indebtedness, by a first-priority fixed
charge over the shares of each Subsidiary Guarantor. See
“Description of the Notes — Security”.

We may redeem all or part of the Notes on or after May 13,
2014 at the redemption prices as described under ““Description
of the Notes — Optional Redemption”.

Prior to May 13, 2014, we may redeem all the Notes by paying
a “make whole” premium as set forth under “Description of the
Notes — Optional Redemption”.

Prior to May 13, 2014, we may on one or more occasions use
the net proceeds of specified equity offerings to redeem up to
35% of the principal amount of Notes at a redemption price
equal to 107.875% of the principal amount of the Notes, plus
accrued and unpaid interest and additional amounts, if any, up
to the redemption date, provided that at least 65% of the
original principal amount of the Notes remains outstanding after
the redemption.

All payments in respect of the Notes or with respect to any
Subsidiary Guarantee will be made without withholding or
deduction for any taxes or other governmental charges, except
to the extent required by law. If withholding or deduction is
required by law, subject to certain exceptions, we, the relevant
Subsidiary Guarantor or other payor, as applicable, will pay
additional amounts so that the net amount received by a holder
is no less than the amount that it would have received in the
absence of such withholding or deduction. See “Description of
the Notes — Additional Amounts”. We may redeem the Notes
in whole, but not in part, at any time, upon giving prior notice,
if certain changes in tax law impose certain withholding taxes on
amounts payable on the Notes, and, as a result, we or any
Subsidiary Guarantor is required to pay additional amounts with
respect to such withholding taxes. If we exercise such
redemption right, we must pay you a price equal to the principal
amount of the Notes plus accrued and unpaid interest and
additional amounts, if any, to the date of redemption. See
“Description of the Notes — Redemption for Tax Reasons™.

If we experience a Change of Control Triggering Event (as
defined under ““Description of the Notes — Definitions”), we will
be required to offer to repurchase the Notes at 101% of their
principal amount plus accrued interest to the date of such
repurchase. See “Description of the Notes — Repurchase of
Notes Upon a Change of Control Triggering Event™.




Certain CovenantS...........ccuvveereeereennn.

Notice to INVEStOrS.......cevevvveeeienrennn

Absence of a Public Market for the

We will issue the Notes under the indenture. The indenture will
partially limit, among other things, our ability and the ability of
our restricted subsidiaries to:

o incur or guarantee additional indebtedness and issue
preferred stock;

° pay dividends, redeem capital stock and make investments;
° make other restricted payments;

° create or permit to exist liens;

o enter into sale and leaseback transactions;

° impose restrictions on the ability of our subsidiaries to pay
dividends or make other payments to us;

° transfer, lease or sell certain assets, including subsidiary
stock;

° merge or consolidate with other entities;
° enter into transactions with affiliates; and
° enter into unrelated businesses.

Each of these covenants is subject to a number of significant
exceptions and qualifications. See “Description of the Notes —
Certain Covenants” and the related definitions.

The Notes and the Subsidiary Guarantees have not been, and
will not be, registered under the Securities Act or the securities
laws of any other jurisdiction. The Notes are subject to
restrictions on transfer and may only be offered or sold in
transactions that are exempt from or not subject to the
registration requirements of the Securities Act. See “Plan of
distribution” and ““Notice to investors”.

The Notes will be new securities for which there is currently no
market. Although the Initial Purchasers have informed us that
they intend to make a market in the Notes, they are not
obligated to do so and they may discontinue market making at
any time without notice. Accordingly, we cannot assure you that
a liquid market for the Notes will develop or be maintained.




LIStING . .vvee e

Form, Denomination and

Approval-in-principle has been obtained for the listing of the
Notes on the SGX-ST. The Notes will be traded on the SGX-ST in
a minimum board lot size of S$200,000 or its equivalent in US
dollars, for so long as the Notes are listed on the SGX-ST and
the rules of the SGX-ST so require.

For so long as the Notes are listed on the SGX-ST and the rules
of the SGX-ST so require, we will appoint and maintain a paying
agent in Singapore, where the definitive Notes may be presented
or surrendered for payment or redemption, in the event that any
of the global Notes is exchanged for definitive Notes. In
addition, an announcement of such exchange will be made
through the SGX-ST and such announcement will include all
material information with respect to the delivery of definitive
Notes, including details of the paying agent in Singapore.



Use of ProCceeds.......ccvvevvveeeeeeeeieeinenn.

Governing Law of the Indenture,
Notes and Subsidiary Guarantees......

Governing Law of the Share Pledges.

Original Issue Discount .....................

Risk Factors

We intend to use the proceeds of the offering of the Notes for
refinancing of existing indebtedness, capital expenditures and
other general corporate purposes.

New York law.

Hong Kong law.

The Notes may be treated as issued with original issue discount for
U.S. federal income tax purposes. In such case, U.S. holders of
Notes generally must include original issue discount in gross
income as ordinary income as it accrues, in advance of receiving
cash attributable to that income. See “Taxation Certain U.S.
Federal Income Tax considerations for U.S. holders™.

Please see ““Risk factors™ for a description of certain of the risks you
should carefully consider before investing in the Notes.




Summary historical consolidated financial information and other data

We have derived the following summary historical consolidated financial information from our audited
consolidated financial statements as of and for the years ended December 31, 2008, 2009 and 2010
included elsewhere in this offering memorandum, which have been audited by Ernst & Young (“E&Y™).
You should read the following summary financial information and operating data together with the section
entitled “Management’s Discussion and Analysis of Financial Condition and Results of Operations and the
financial statements and related notes included elsewhere in this offering memorandum. We prepare and
present our financial statements in accordance with HKFRS.

Year ended December 31,

2008 2009 2010 2010

RMB RMB RMB usD

(in thousands)
Consolidated statement of comprehensive

income data:
Continuing operations
REVENUE ...ttt 3,618,526 5,322,244 7,711,532 1,168,414
COSE OF SAIES ... (3,114,419) (4,109,005) (5,677,884) (860,285)
Gross Profit......cccceecciieiiiie e 504,107 1,213,239 2,033,648 308,129
Other revenue, income and gains.........cccceceveeeeiveeennn, 21,717 22,876 43,515 6,593
Selling and distribution COStS ........cccoeecviveeeiiiiiiieeees (161,853) (198,509) (298,866) (45,283)
AdMINIStrative eXPENSES ....c.veveiiieeeiiieeerieeerieee e (106,571) (163,554) (234,581) (35,543)
Other operating expenses, NEet.........cccocveerieeeiiieeennn (17,659) (38,163)  (117,229) (17,762)
FINANCE COSES ...eiiiuiiiiiiieie e (45,894) (36,475) (52,971 (8,026)
Share of loss of a jointly-controlled entity.................... (4,969) — — —
Profit before tax from continuing operations............... 188,878 799,414 1,373,516 208,108
INCOME taX EXPENSE ...eiiiniiieeiiiiee e et e e (34,221)  (155,443) (241,333) (36,565)
Profit for the year from continuing operations.... 154,657 643,971 1,132,183 171,543
Discontinued operations
Loss for the year from discontinued operations........... (18,743) — — —
Profit for the year ........cccccoccvvvvvv e, 135,914 643,971 1,132,183 171,543
Other comprehensive income:
Exchange differences on translation of

foreign operations ..........ccccoecvveeeees v, 14,237 972 (10,160) (1,540)
Total comprehensive income for the year ................... 150,151 644,943 1,122,023 170,003
Profit for the year attributable to:
Owners of the Company .........ccccocceveviiieecieee e 135,481 643,971 1,132,183 171,543
Non-controlling iNterests ..........cceevvevveveeeeecieeee e 433 — — —
TOTAD .. 135,914 643,971 1,132,183 171,543
Total comprehensive income attributable to:
Owners of the CompPany .........ccceevvieeiiieseece e 149,718 644,943 1,122,023 170,003
Non-controlling INTErests ..........coovveeeriieeiniiee e 433 — — —
TOTAD .. 150,151 644,943 1,122,023 170,003




Year ended December 31,
2008 2009 2010 2010
RMB RMB RMB UsD

(in thousands)

Other financial data:

EBITDA® ..o 275,545 910,978 1,549,799 234,818
EBITDA margin®® 7.0% 17.1% 20.1% 20.1%
EBITDA/FINANCE COSES ...vvvieeeiiiiieeee e it 6.0x 25.0x 29.3x 29.3x
Total deb/EBITDA......coiie ittt 1.7x 1.4x 0.5x 0.5x
Adjusted EBITDA® ..., 277,540 888,102 1,506,284 228,225
Adjusted EBITDA Margin®..........cccccvevveveeeevereeeeenn, 7.7% 16.7% 19.5% 19.5%
Adjusted EBITDA/FINANCE COSES .....ccccveveevvieeriiieeeiieeenns 6.0x 24.3x 28.4x 28.4x
Total debt/Adjusted EBITDA........cceevceeeeiiieeciiee e vieeens 1.7x 1.5x 0.5x 0.5x

Notes:

Profit for the year before income tax expense, depreciation and amortization and finance costs (excluding capitalized interest).
EBITDA is not a standard measure under HKFRS. EBITDA is a widely used financial indicator of a company’s ability to service
and incur debt. EBITDA should not be considered in isolation or construed as an alternative to cash flows, net income or any
other measure of financial performance or as an indicator of our operating performance, liquidity, profitability or cash flows
generated by operating, investing or financing activities. In evaluating EBITDA, we believe that investors should consider,
among other things, the components of EBITDA such as sales and operating expenses and the amount by which EBITDA
exceeds capital expenditures and other charges. We have included EBITDA because we believe it is a useful supplement to cash
flow data as a measure of our performance and our ability to generate cash flow from operations to cover debt service and
taxes. EBITDA presented herein may not be comparable to similarly titled measures presented by other companies. Investors
should not compare our EBITDA to EBITDA presented by other companies because not all companies use the same definition.
Investors should also note that EBITDA as presented above is calculated differently from “Consolidated EBITDA” as defined and
used in the indenture governing the Notes. See “Description of the Notes — Definitions™ for a description of the manner in
which “Consolidated EBITDA” is defined for purposes of the indenture governing the Notes. Set forth below is a reconciliation
of EBITDA to the most directly comparable HKFRS measure, profit for the year.

Year ended December 31,

2008 2009 2010 2010

RMB RMB RMB usD

(in thousands)

Profit for the year..........ccocoviiieiiiii e 135,914 643,971 1,132,183 171,543
Add:
AMOTtiZatioN.........cccoiiiiiiiiiie 3,110 4,292 5,236 793
DEPIECIALION ...t 56,406 70,797 118,076 17,890
Finance costs (excluding capitalized interest)............c........ 45,894 36,475 52,971 8,026
INCOME taX EXPENSE ......eoivieiiiiie it 34,221 155,443 241,333 36,566
EBITDA ...ttt 275,545 910,978 1,549,799 234,818
Adjustments:
Add: Share of loss of a jointly controlled entity................. 4,969 — — —
Minus: Other revenue, income and gains...........cccocveeveene (21,717) (22,876) (43,515) (6,593)
Add: Loss for the year from discontinued operations ...... 18,743 — — —
Adjusted EBITDA ..o 277,540 888,102 1,506,284 228,225




EBITDA divided by revenue.

EBITDA excluding share of loss of a jointly controlled entity, other revenue, income and gains and loss for the year from
discontinued operations.

Adjusted EBITDA divided by revenue arising from continuing operations.

— 14 —




As of December 31,

2008 2009 2010 2010
RMB RMB RMB USD
(in thousands)
Consolidated statement of financial
position data:
Non-current assets
Property, plant and equipment...........cccccevieeeniieenne 734,844 1,302,735 1,705,918 258,472
Prepaid land lease payments...........ccccveeevvcvieeeeeeinnnen, 176,894 205,516 248,612 37,668
Other intangible assets........ccccvvveiiieeeiiiee e 1,052 1,138 2,281 346
Deposits paid for the purchase of land, property,
plant and equipment...........ccccoiiieiiiee e 34,097 26,248 55,056 8,342
Deferred tax assetsS......ccccvvviiriiriiriieeiieee e, 1,535 7,314 2,295 348
Total non-current assetsS.........ccccevveeeecvvvvvvveeeeeeeeee, 948,422 1,542,951 2,014,162 305,176
Current assets
INVENTOTIES.....vvveiee e ittt e e e eareees 584,131 743,507 1,139,452 172,644
Trade and hills receivables...........ccoceveeeviiieeeeeicciieeeen, 203,247 466,735 681,415 103,245
Prepayments, deposits and other receivables............... 238,524 257,938 270,435 40,975
Amounts due from related companies..........cccccccueennne 16,304 720 — —
RESNCtEd CASN ceovveiiieeeeeeee e 2,780 125,133 23,044 3,492
Cash and cash equivalents............ccccevieeiiieeeniieeeee 135,947 361,767 1,500,292 227,317
Total current assetsS.....cccccveeeeccvieeee i, 1,180,933 1,955,800 3,614,638 547,673
Current liabilities
Trade and bills payables .............ccovveeeeiiiiiiieec e, 39,667 232,702 242,760 36,782
Other payables and accruals ..........ccccoeevvveviveeesinieeene 447,630 501,547 439,758 66,630
Interest-bearing bank loans..........c.ccccccveviiveevciec i, 416,700 427,527 630,326 95,504
Amounts due t0 direCtOrS .....uvvveeeieeeieeeeeeieeeeeeeeiiaes 492,772 263,798 — —
Amounts due to related companies..........ccceceeeeeiieennne 226,045 15,693 — —
Tax PAYADIE .....ooiviieciieeie e 19,034 73,770 94,900 14,379
Total current liabilitieS.........cccoceeeiiiiiiiiec e, 1,641,848 1,515,037 1,407,744 213,295
Net current assets/(liabilities) ...........ccocceeiiinnnnnn. (460,915) 440,763 2,206,894 334,378
Total assets less current liabilities............ccccveeeeenns 487,507 1,983,714 4,221,056 639,554
Non-current liabilities
Interest-bearing bank 10ans............ccccvveeiiiciieee e, 52,000 882,150 154,000 23,333
Deferred tax liabilitieS.........cccvvveeeeiiciiieeee e, 11,393 41,749 44,778 6,785
Deferred iNCOME .....ccvvveeeeeicieeeee e — 17,827 17,827 2,701
Total non-current liabilities............ccccccvvvvvvvreeeenne... 63,393 941,726 216,605 32,819
NET ASSETS.....uvviiiiiiiitiiee e 424,114 1,041,988 4,004,451 606,735
Equity
Share capital........ccccveviiiiiiiie e — 352 131,297 19,893
RESEIVES ...ttt 424,114 1,041,636 3,570,128 540,929
Proposed final dividend............cccooiiiiiiiiee — — 303,026 45,913
Total EQUILY c.evvveeeiee et 424,114 1,041,988 4,004,451 606,735




Risk factors

An investment in the Notes is subject to significant risks. You should carefully consider all of the
information in this offering memorandum and, in particular, the risks described below before deciding to
invest in the Notes. The following describes some of the significant risks that could affect us and the value
of the Notes. Some risks may be unknown to us and other risks, currently believed to be immaterial, could
be material. All of these could materially and adversely affect our business, results of operations, financial
condition and prospects. The market price of the Notes could decline due to any of these risks and you
may lose all or part of your investment. This offering memorandum also contains forward-looking
statements that involve risks and uncertainties. Our actual results could differ materially from those
anticipated in these forward-looking statements as a result of certain factors, including the risks faced by
us described below and elsewhere in this offering memorandum.

Risks relating to our business

A substantial portion of our products are used in infrastructure and real estate construction; the
PRC government has recently implemented several measures to control the growth of the
infrastructure and real estate sectors, which could materially and adversely impact demand for
our products.

Sales of our products and the growth of our operations have depended, and will continue to depend,
substantially on the growth of the end-user markets for our products in the infrastructure and real estate
development sectors. Generally, within the PRC, construction activities in the infrastructure and real estate
development sectors are cyclical and dependent upon many factors beyond our control. Some market
observers have expressed concern that growth in the infrastructure and real estate sectors has been driven
by excess availability of bank lending in the PRC, which has enabled investors to purchase real estate for
speculative purposes at inflationary prices. Increased availability of bank lending in the PRC may have also
enabled increases in the level of infrastructure development activities. Due to concerns about inflation, the
PBOC significantly increased the reserve requirement ratio for PRC commercial banks beginning in February
2010. The reserve requirement ratio refers to the amount of funds that PRC banks must hold in reserve
with the PBOC against deposits made by their customers. During the first four months of 2011, the PBOC
increased the reserve requirement ratio four times, each by 50 basis points with the last adjustment made
on April 21, 2011 to 20.5%. Increases in the reserve requirement ratio may negatively impact the amount
of funds available to lend to infrastructure and real estate developers by commercial banks in China.

In addition to these anti-inflationary measures, since late 2009, the Chinese government has promulgated
a series of regulatory and fiscal policies targeted specifically towards curbing the level of investment in the
real estate sector. These policies include the following:

° With effect from January 2011, transfers of residential properties by individuals who have held them
for less than five years are subject to business tax calculated on a gross basis; transfers of
non-ordinary residential properties by individuals who have held them for five years or more are
subject to business tax calculated on a net basis; and transfers of ordinary residential properties by
individuals who have held them for five years or more are exempted from business tax.

° With effect from March 2010, the Ministry of Land and Resources of the PRC began requiring real
estate developers acquiring land use rights to pay 50% of the land premiums as down payment
within one month of entering into the relevant land grant contracts.



° In January 2011, the State Council of the PRC mandated that banks require at least a 60% down
payment from second-home purchasers (at mortgage rates of no less than 1.1 times benchmark
rates). The State Council also mandated that banks require a 30% down payment from purchasers of
first homes.

° In April 2010, the State Council of the PRC promulgated a notice that provides that, in those areas
where property prices have escalated and property supply is tight, commercial banks may, subject to
their own risk assessment, refuse to grant mortgage loans to those purchasing their third or more
properties, and the granting of mortgage loans shall be suspended to those non-local residents who
cannot provide documentation showing payment of local tax or social security for one year or more.

° Since January 2011, many PRC cities have promulgated measures to restrict purchasers from
acquiring their second (or more) residential properties and restricting non-residents who cannot
provide proof of local tax or social security payments for more than a specified period from
purchasing any residential properties.

° The State Council recently approved, on a trial basis, the launch of a new property tax scheme in
selected PRC cities, including Shanghai and Chongqing. The detailed measures will be formulated by
the local branches of the central governments at the pilot provinces, autonomous regions or
municipalities.

Because such macroeconomic and regulatory measures may not have a significant impact on investment
and consumption patterns until several months after the measures are implemented, it is too early to
determine the extent to which recent monetary, fiscal and other policy measures may have on our
business. Nevertheless, the level of investment in infrastructure and real estate construction in China may
level off or decrease as a result of these or other measures, which in turn may negatively impact demand
for plastic pipes and, hence, have a material and adverse effect on our financial performance.



average unit cost per tonne of our other plastic resins was approximately RMB11,717, RMB8,441 and
RMB10,220 for the same respective periods. Instability in the plastic resin markets could quickly affect the
prices and general availability of our raw materials, which could have a material and adverse impact on us.
Due to the uncertain extent and rapid nature of these increases, we cannot reasonably estimate our ability
to successfully recover any cost increases. To the extent that cost increases cannot be passed on to our
customers, or the duration of time lags associated with a pass-through becomes significant, such increases
may have a material and adverse effect on our financial performance. In 2010, we increased our gross
margins to 26.4% from 22.8% for the prior year in large part due to raw material prices decreasing more
than our average selling prices, the continued improvement in production efficiencies and economies of
scale. Increases in our raw material costs could lower our gross margin significantly.

In addition, to maintain competitive operations, we must obtain from our suppliers, in a timely manner,
sufficient quantities of raw materials at acceptable prices. Our policy is to maintain an inventory level of
one to two months’ supply of our principal raw materials at all times. We have signed formal framework
agreements with our suppliers which generally have a term of one year and provisions regarding the
indicative volume to be purchased during the year, but do not contain fixed price provisions. As a
consequence of the recent global financial and economic crisis, certain suppliers may be unwilling to
continue extending favorable credit terms to us. During 2008, 2009 and 2010, we have been able to
obtain raw materials from our suppliers on terms acceptable to us, but as suppliers seek to reduce their
own costs in the face of the recent global financial and economic crisis, suppliers may offer materials to us
on less favorable terms.

If our suppliers are unable to meet our demand for raw materials on a timely basis and on acceptable
terms, our ability to maintain timely and cost-effective production of our products could suffer. In addition,
if any of our suppliers were to cease selling to us or to cease operations for any reason, we might
experience difficulty in obtaining raw materials from alternative suppliers on a timely, cost-effective basis
and on acceptable terms. If our inventories run low, our production activities could be slowed or halted. In
the event of any delay or failure in obtaining the necessary raw materials or other component parts from
our suppliers on commercially acceptable terms or at all, our business, results of operations, financial
condition and prospects may be materially and adversely affected.

We may not be able to effectively manage our planned capacity expansion.

We have grown rapidly over the last few years and intend to further expand our operation in the future.
The expansion of our production capacity is a key aspect of our growth strategy. Our planned expansion
requires us to identify suitable locations that are in close proximity to our target markets. Even if we
successfully identify suitable locations, there can be no assurance that we will be able to secure sufficient
financing to fund our expansion plans and we may be unable to acquire land and property on acceptable
terms or at all. In addition, we may not have the necessary management or the financial resources to
oversee the successful and timely construction of new production facilities or the expansion of existing
facilities. Our expansion plans could also be materially affected by construction delays, cost overruns,
failures or delays in obtaining government approvals of necessary permits and our inability to secure the
necessary production equipment. Furthermore, to effectively manage our planned expansion, we must
improve our operational and financial systems and procedures and system of internal control. If we fail to
anticipate customer requirements and market demand accurately, in particular regions such as Northern
China, Northwestern China, Eastern China, Northeastern China, which have not historically been our major
markets (as we had focused on the Southern China market in the past), our expanded production capacity
may not be able to operate at optimal levels and we may not be able to capture the target market share
as planned. In addition, if demand for our products does not meet our expectations, the utilization rates of
our expanded production facilities may be reduced and our revenue, results of operations and financial
condition may be materially and adversely affected.



We may make acquisitions or divestitures that may be unsuccessful.

We have made, and may in the future consider, the acquisition of other plastic pipe manufacturers or
product lines of other businesses that either complement or expand our existing business, or the divestiture
of some of our businesses. We cannot assure you that we will be able to consummate any acquisitions or
that any future acquisitions or divestitures will be able to be consummated at acceptable prices and terms.
Acquisitions or divestitures involve a number of special risks, including some or all of the following:

the diversion of management’s attention from our core pipe manufacturing businesses;

° the disruption of our ongoing business;

° entry into markets in which we have limited or no experience;

o the ability to integrate our acquisitions without substantial costs, delays or other problems;
o inaccurate assessment of undisclosed liabilities;

° the incorporation of acquired product lines into our business;

° the failure to realize expected synergies and cost savings;

° the loss of key employees or customers of the acquired or divested business;

° increasing demands on our operational systems;

° the integration of information system and internal controls;

° possible adverse effects on our reported operating results, particularly during the first several
reporting periods after the acquisition is completed; and

o the amortization of acquired intangible assets.

Additionally, any acquisitions or divestitures we may make could result in significant increases in our
outstanding indebtedness and debt service requirements.

We depend on independent distributors for a substantial portion of our revenue. Failure to
maintain relationships with our distributors or to otherwise expand our distribution network
could materially and adversely affect our business.

We sell a substantial portion of our products to independent distributors, which in turn sell our products to
end-users. In 2010, no single distributor contributed, on an individual basis, more than 3.0% of our total
revenue. We expect to continue to rely on our distributors for a substantial portion of our sales. As such,
the sales performance and ability of our distributors to expand their businesses and sales networks are
important to the future growth of our business. Furthermore, rather than enter into long-term agreements
with our distributors, we generally enter into distribution agreements with one year terms, renewable
annually upon mutual agreement. There is no assurance that we will be able to renew the distribution
agreements with our distributors on mutually acceptable terms or at all. If we fail to renew our distribution
agreements with them or to attract new distributors, our sales network and our business, results of
operations, financial condition and prospects may be materially and adversely affected.



We may not be able to successfully develop our products and new production processes on a
timely basis, or at all.

One of our business strategies is to continue to introduce new products to enable us to meet the needs of
the end-users of our products. Changes in customer requirements and preferences, frequent product
introductions and the emergence of new or substitute technology or evolving industry standards and
practices could render our existing products and services obsolete or less attractive. The success of our
strategy to introduce new products is dependent on our ability to anticipate customer needs, provide new
products and differentiate our products from those of our competitors. The introduction of our new
products may be less successful than we expect due to low levels of customer acceptance, costs associated
with the introduction of new products, delays in bringing products to market, lower than anticipated prices
for new products or quality issues. Our future success will depend upon our ability to successfully identify,
develop and market new products that meet customer needs and are accepted in the market. There can
be no assurance that we will be able to anticipate and respond to the demand for new products, services
and technologies in a timely and cost-effective manner, adapt to technological advances or fulfill customer
expectations.

Our operations depend on the stability of our core personnel. If we fail to retain or otherwise
lose the services of our core team members or fail to recruit well-qualified and experienced new
team members, our business may be materially and adversely affected.

The success of our operations depends to a large extent on the expertise and experience of our core team,
which consists of the directors, senior management and key technical and research personnel. Mr. Wong,
our founder, chairman and an executive director, has approximately 14 years of experience in the plastic
pipe industry. Six out of our other eight executive directors have at least ten years of experience in the
plastic pipe industry. Losing the services of our key personnel could materially harm us. Whether we are
able to retain and motivate members of our existing core team and attract and recruit additional
well-qualified and experienced personnel is one of the key factors that may affect our sustained
development.

We expect that our and our competitors’ demand for senior management and technical personnel will
continue to grow. There can be no assurance that we will not encounter difficulties in retaining and
attracting key personnel in the future. We are not insured against the detrimental effects to our business
resulting from the loss or dismissal of key personnel. If any of the directors or senior management ceases
to participate in our management, or if we fail to retain or attract certain key personnel, the operations
and growth of our business may be materially and adversely affected.

Our operations rely on a continuous power supply and the ready availability of utilities, and any
shortages or interruptions could significantly disrupt our operations and increase our expenses.

The manufacture of our products relies on the continuous and uninterrupted supply of electric power,
water and natural gas, as well as water, waste and emissions discharge facilities. Any shortage, interruption
or discharge curtailment could significantly disrupt our operations and increase our expenses. We do not
have backup generators or alternate sources of power at any of our manufacturing facilities to support our
production in the event of a blackout. We have in the past been subject to occasions of power shortages
caused by power supply limits imposed by the PRC government. In addition, our insurance coverage does
not extend to any damages resulting from any interruptions to our power supply. Any interruption in our
ability to continue operations at our facilities could damage our reputation, harm our ability to retain
existing customers or obtain new customers and could result in revenue loss, any of which could have a
material adverse effect on our business, financial condition and results of operations.



Our business operations may be materially and adversely affected by a shortage of labor.

The success of our operations relies in part on the availability of manual labor at rates acceptable to us.
The competition for such personnel is intense in China, and there have been instances of shortages in the
supply of labor in the Guangdong Province and the southern parts of the PRC. In the event of a shortage



and development center and general office. We leased the land on which such building is situated from
Foshan City Shunde District Longjiang Town Xixi Community Stock Cooperation
(DOO0OO0ODhOoOooDOOoOoooooood) (“Xixi Community Stock Cooperation™), an Independent Third
Party. Such lease is for a term of nine years and expires on December 31, 2008. As of December 31, 2010,
the carrying amount of the such building in Shunde was RMB2.7 million and the construction cost of the
building was RMB3.8 million. Our PRC legal adviser, Jun He Law Offices, has advised that such land is an
allocated state-owned land and the prior approval of the PRC government is required before Xixi
Community Stock Cooperation could lease it to us. Xixi Community Stock Cooperation did not obtain such
approval.

As of the date of this offering memorandum, we have not obtained the construction work planning permit
and the building ownership certificate for two buildings occupied by us in Shunde. These two buildings are
situated on land owned by us, have a total gross floor area of approximately 10,534 sq.m. and are being
used by us as warehouses. As of December 31, 2010, the carrying amount of such buildings in Shunde
was nil and the total construction cost of the buildings was RMB4.9 million (US$0.7 million). As such
buildings have been built for the purpose of temporary use, we did not intend or plan to obtain their title
documents. As we plan to demolish these buildings, no remedial actions will be taken in relation thereto.

Our failure to obtain the requisite PRC government approvals, construction work planning permit and
building ownership certificates may result in such buildings being considered illegal and unauthorized
structures. Our PRC legal adviser, Jun He Law Offices, has advised us that the relevant governmental
authorities may order the demolition, forfeiture or rectification of such buildings and/or require us to pay a



We provide social insurance to our employees in accordance with local governmental authorities’
implementation policies, and except for Changchun Liansu, we have received confirmation letters from the
local governmental authorities indicating that we have made all requisite contributions to the social security
insurance funds in a timely manner according to the local regulations, other than the housing provident
fund contributions in respect of certain of our subsidiaries. Due to the different levels of development in
social benefits in different parts of the PRC, the local policies in some places where we operate are less
stringent than the requirements under the PRC housing provident fund laws and regulations. Due to the
relatively high mobility of our workers (especially migrant workers), significant administrative resources are
needed to properly administer housing provident fund contributions for all of our employees and as a
privately-owned company, we did not allocate such resources in the past. According to the Regulations on
Management of Housing Provident Fund (0 O 0 O 0O 0O O O O), in the event that a company fails to carry
out the formalities of opening the requisite housing provident fund accounts, such company will be
ordered by the housing provident fund management centre to carry out the requisite formalities within a
prescribed time limit, failing which a fine of up to RMB50,000 may be imposed. In the event that a
company fails to make the requisite payment and deposit of the housing provident fund on time or
underpays it, such company will be ordered by the housing provident fund management centre to make
the requisite payment and deposit within a prescribed time limit, failing which an application may be made
to the court for compulsory enforcement. In December 2009, we completed registration applications for
the payment of housing provident fund contributions at the relevant PRC authorities for the PRC
subsidiaries then existing and have commenced payments of housing provident fund contributions in
respect of all eligible employees. As of the date of this offering memorandum, 15 of our PRC subsidiaries
have opened the requisite housing provident fund accounts., However, Shaanxi Liansu, which was
incorporated by Guangdong Liansu Technology on October 26, 2010, is still under application for opening
its housing provident fund account. Our PRC legal adviser, Jun He Law Offices, has advised that we would
not be subject to any fines in relation to the opening of accounts. As of the date of this offering
memorandum, we had not fully repaid all of the outstanding housing provident fund contributions but we
have made, as of December 31, 2010, a provision of RMB22.7 million (US$3.4 million) million in respect of
the overdue housing provident fund contributions for the three years ended December 31, 2010. We wiill
repay all outstanding housing provident fund contributions as and when requested by the housing
provident fund management centre.

If the PRC government or the relevant local authorities implement more stringent laws and regulations, or
interpret the existing laws and regulations more strictly, we may be required to incur additional expenses to
comply with such laws and regulations, which in turn may materially and affect our results of operations.

We may not be able to adequately protect our intellectual property.

We rely on a combination of patents and trademarks to define and protect our intellectual property. We
cannot assure you that any of our registered or unregistered intellectual property rights, or claims to such
rights, will now or in the future successfully protect what we consider to be the intellectual property
underlying our products in any or all of the jurisdictions in which we do business, or that our registered or
unregistered rights subsequently will not be successfully opposed or otherwise challenged. We also cannot
assure you that upon expiration of any of our patents, our competitors will not manufacture products or
use technologies similar to ours.

To the extent that our innovations and products are not protected by patents, copyrights or other
intellectual property rights, third parties (including competitors) may be able to commercialize our
innovations or products or use our know-how, which could have a material adverse effect on our business,
results of operations, financial condition and prospects.



In addition, legal protection of our intellectual property rights in one jurisdiction may not provide protection
in markets in other jurisdictions which we may enter.

Laws and regulations relating to the environmental protection in the PRC could impose
significant costs on and require significant efforts from us.

The PRC government has adopted extensive environmental laws and regulations with national and local
standards in relation to emission control, discharge of waste water and storage, transportation, treatment
and disposal of waste materials. Compliance with environmental laws and regulations which apply to us
and to the plastic pipes industry may generally be difficult or impose significant costs. If we are unable to
comply with existing and future environmental laws and regulations or have to incur significant costs in
complying with them, it could have a material adverse effect on our business, financial condition and
results of operations.

Our production activities are subject to environmental protection laws and regulations in China,
concerning, among other things, the discharge of waste products in relation to our plastic pipes
production. These laws and regulations establish quotas for the discharge of waste products, permit the
levy of fines and payments for damages for serious environmental offences, and permit the state or local
authorities, at their discretion, to close any facility that fails to comply with orders requiring it to correct or
stop operations causing environmental damage. Waste products generated from plastic pipes production
such as dust and waste water are hazardous to the environment and must be properly disposed of under
applicable environmental laws.

Although we believe we have fully complied with all environmental protection laws and regulations in all
material respects, we cannot provide assurance that the state or local authorities will not enact additional
environmental protection laws or regulations or enforce in a more rigorous manner current or new
environmental protection laws or regulations. In 2008, 2009, 2010 and as of the date of this offering
memorandum, we have not been subject to any fines exceeding RMB100,000 for any violation of
environmental protection laws. However, there can be no assurance that we will not incur substantially
more capital and operating costs for its business as a result of any future changes to environmental
protection laws or regulations. We may be required to obtain the requisite environmental approvals for our
subsidiaries. We cannot assure you that we will be able to obtain the requisite environmental approvals in
time or at all.

We are subject to safety and health laws and regulations in the PRC and our operations carry
significant risks of workplace injury or death.

We are required to comply with the applicable PRC national or local laws and regulations in relation to the
maintenance of workplace safety and its production processes. Our production facilities are subject to
regular inspections by the regulatory authorities for compliance with the Safe Production Law of the PRC.
Furthermore, under the PRC Labor Law and the PRC Law on the Prevention and Treatment of Occupational
Diseases, we must ensure that its facilities comply with state standards and requirements on occupational
safety and health conditions of employees.

We are also required to provide our employees with safety education, necessary protective tools and
facilities, and regular health examinations for those who are engaged in work involving risks of
occupational hazards. Failure to meet the relevant legal requirements on production safety and labor safety
could subject us to warnings from relevant governmental authorities, governmental orders to rectify such
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non-compliance within a specified time frame and fines of up to RMBO0.5 million, and fines imposed on us
could be RMB5.0 million where an extraordinary production safety accident takes place and we are liable
for such an accident. We may also be required to temporarily suspend our production or permanently
cease our operations for significant non-compliance.

The plastic pipes making process by its nature presents inherent dangers of workplace injury or death in
spite of safety precautions, training and compliance with state and local safety and health laws and
regulations. We have in place and intend to continuously maintain policies and procedures to minimize
these risks. However, there can be no assurance that we will not incur any or avoid material liabilities for
workplace injuries or deaths, which could have a material adverse effect on our business, financial
condition and results of operations.

Any failure to maintain an effective quality control system at our production facilities could have
a material adverse effect on our business, results of operations, financial condition and
prospects.

The quality of our products is critical to the success of our business. This significantly depends on the
effectiveness of our quality control system, which in turn depends on a number of factors, including the
design of the system, the quality control training program, and our ability to ensure that our employees
adhere to our quality control policies and guidelines. Any significant failure or deterioration of our quality
control system could result in the production of defective or substandard products, delays in the delivery of
our products, the need to replace defective or substandard products, and damage to our reputation.

If our products do not meet the specifications and requirements agreed with or requested by our
customers, or if any of our products are defective, or result in our customers suffering losses as a result of
product liability claims, we may be subject to product liability claims, claims for indemnity by our
customers, and other claims for compensation. Although we maintain product liability insurance that we
consider customary for our industry and our operations, we may still be subject to losses resulting from the
risks that are not covered by the insurance we currently carry on. We may be subject to product liability
claims and litigation and may incur significant legal costs regardless of the outcome of any claim of alleged
defect. Products failure or defects, and any complaints or negative publicity resulting therefrom, could



or at all, by the insurance policies we carry. In accordance with customary practice in the PRC, we do not
carry any business interruption insurance or third party liability insurance for losses or damage arising from
accidents on our properties or relating to our operations, other than those relating to our vehicles. In
addition, as a result of market conditions, premiums and deductibles for our existing insurance policies
could increase substantially and, in some instances, our existing insurance may become unavailable or
available only for reduced amounts of coverage. Losses and damage arising from accidents on our
properties or relating to our operations may have a material adverse effect on our business, financial
condition and/or results of operations if such losses or damage are not fully insured.

We may not be able to continue to enjoy our current preferential tax treatment.

In accordance with the PRC’s tax regulations, certain of our subsidiaries in the PRC benefit from preferential
tax treatment. Our Group’s effective income tax rate, calculated as our Group’s income tax expense divided
by profit before tax from continuing operations, was 18.1% in 2008, 19.4% in 2009 and 17.6% in 2010.
The New Income Tax Law revokes most preferential tax treatment for foreign-invested enterprises and
adopts a unified income tax rate of 25% on most domestic enterprises and foreign-invested enterprises.
Accordingly, when the preferential tax treatment currently enjoyed by our PRC subsidiaries expires, we will



bribes or other illegal gains or benefits. Our distributors may violate these laws or otherwise engage in
illegal practices with respect to their sales or marketing of our products. If our distributors violate these



ability to obtain the necessary financing or obtaining favorable terms for the financing to fund future
capital expenditures and working capital. Such limitations could reduce our competitiveness and increase
our exposure and sensitivity to adverse economic and industry conditions, which could have a material and
adverse effect on our financial condition and results of operations.

We may be affected by actions of our affiliates to whom we have licensed certain of our patents
and trademarks.

We have entered into various trademark licensing agreements and patent licensing agreements with certain
affiliates pursuant to which we granted to the licensees non-exclusive licenses to use certain of our
trademarks and patents. Although the licensing agreements provide for the scope and limitations of use
and provisions for termination and damages in the event of breach by the licensees, there is no assurance
that there will not be any breach of the licensing agreements or misuse of our licensed trademarks and
patents by the licensees or that the licensees will compensate us as per the terms of such agreements for
any breach committed by them. Any such breach or misuse may damage our brand and our business and
our results of operations may be materially and adversely affected.

Risks relating to our industry

The industry in which we operate is highly competitive, and a further increase in competition or
productivity by our competitors may materially and adversely affect our market share and profit
margins.

The plastic pipes industry in China is fragmented and competitive, with a large number of manufacturers
throughout the country. We face competition in the sale of our products in the PRC as well as in other
regional markets in which we compete. We believe that the principal competitive factors impacting the sale
of our products include, depending on the particular product, the nature of the product, the quality and
range of product lines and specifications, brand recognition, and the ability to supply products to
customers in a timely manner and at competitive prices. Some of our potential competitors, which may
consist of other PRC manufacturers of plastic pipes as well as foreign products that have entered into
China through joint ventures or subsidiaries, could grow to have larger production capacities, greater brand
recognition, greater technical, marketing and public relations resources, and geographical reach than we
have. Our market share could be reduced if our competitors develop any new technology or new products,
or offer products that are comparable or superior to ours at a lower price. Increased competition in the
future could result in price reductions, reduced margins or other strains on our operations. If our
competitors offer better quality products, services or better pricing, we may not be able to compete
effectively and our revenue, market share and results of operations could be materially and adversely
affected.

We are subject to stringent environmental laws and regulations. Failure to comply with these
laws and regulations could have a material adverse effect on our business, results of operations,
financial condition and prospects.

We are subject to a broad range of increasingly stringent environmental laws and regulations in the PRC.
These laws and regulations result in significant compliance costs and could expose our operations to
substantial legal liability or place limitations on the development of our operations. In addition, changes to
existing laws and regulations could require us to incur additional compliance costs or require costly and
time-consuming changes to our operations, either of which could have a material adverse effect on our
business, results of operations, financial condition and prospects.



We are unable to predict future changes in environmental laws or enforcement policies or the ultimate cost
of compliance with such laws and regulations. The requirements of existing environmental laws and
enforcement policies have generally become stricter in recent years, and the trend is likely to continue. The
regulatory environment in which we operate frequently changes and has seen significantly increased
regulation in recent years. We may be adversely affected as a result of new or revised legislation or
regulations or by changes in the interpretation or enforcement of existing laws and regulations. New
regulations could require us to acquire costly equipment, refit existing plants, redesign products or incur
other significant expenses.

Failure to obtain or maintain permits could have a material adverse effect on our business,
results of operations, financial condition and prospects.

We are required to have permits for certain of our operations and products, and these permits and



governance in business enterprises. The PRC government exercises significant control over economic
growth through the allocation of resources, controlling payment of foreign currency denominated
obligations, setting monetary and industrial policies and providing preferential treatment to particular
industries or companies.

Recently, the PRC government has implemented a number of measures to prevent the economy and
certain industry sectors from overheating. While some of these measures may benefit the overall economy
in the PRC, they may have a negative effect on us. See, for example, the measures to control the growth
of the infrastructure and real estate sectors discussed above under “A substantial part of our products are
used in infrastructure and real estate construction; the PRC government has recently implemented several
measures to control the growth of the infrastructure and real estate sectors, which could reduce demand
for our products™. Stricter lending policies may also impact our ability to obtain financing, which could
adversely affect our growth.

Moreover, a decrease in the overall level of economic activities in the PRC, including demand for plastic
pipe products, could result from changes in relations between the PRC and Taiwan or other political
conditions or potential social instability arising from the increasing income disparity between the rich and
poor associated with a rapidly developing economy in major cities and different parts of the PRC. Any such
change may have a material adverse effect our business and results of operations.

Governmental control of currency conversion may affect the value of our investment.

The PRC government imposes controls on the convertibility of Renminbi into foreign currencies and, in
certain cases, the remittance of currency to jurisdictions outside China. We receive the vast majority of our
revenue in Renminbi. Under our current structure, our income is primarily derived from dividend payments
from our PRC subsidiaries. Shortages in the availability of foreign currency may restrict the ability of our
PRC subsidiaries to remit sufficient foreign currency to pay dividends or other payments to us or otherwise
satisfy their foreign currency denominated or settled obligations, such as the Notes. Under existing PRC
foreign exchange regulations, payments of certain current account items can be made in foreign currencies
without prior approval from the local branch of the State Administration of Foreign Exchange (“SAFE™), by
complying with certain procedural requirements. However, approval from the appropriate government
authorities is required where Renminbi is to be converted into foreign currency and remitted to a
jurisdiction outside China to pay capital expenses such as the repayment of bank loans denominated in
foreign currencies. The PRC government may also, at its discretion, restrict access to foreign currencies for
current account transactions in the future. If the PRC foreign exchange control system prevents us from
obtaining sufficient foreign currency to satisfy our currency demands, our PRC subsidiaries may not be able



exchange transactions in their capital accounts, including the foreign currency capital in any foreign
investment enterprise in the PRC, the repayment of the principal amount of foreign currency loans and the
payment pursuant to foreign currency guarantees, continue to be subject to significant foreign exchange
controls and require the prior approval of the SAFE. In the event that future changes in relevant regulations
place restrictions on the ability of the subsidiaries to remit dividend payments to us, the subsidiaries are
unable to obtain SAFE approval to repay any loans to us or insufficient foreign exchange is available, our
liquidity and ability to pay our obligations, and our ability to pay dividends in respect of the Shares, could
be materially and adversely affected.

In addition, the value of the RMB against other foreign currencies is subject to changes in the PRC’s policies
and international economic and political developments. Effective from July 21, 2005, the RMB is no longer
pegged solely to the US dollar. Instead, it is pegged against a basket of currencies, determined by the
People’s Bank of China, against which it can rise or fall by as much as 0.3% each day. On May 18, 2007,
the PBOC enlarged the floating band for trading prices in the inter-bank foreign exchange market of the
Renminbi against the US dollar from 0.3% to 0.5% around the central parity rate. However, if the
exchange rate becomes volatile, if the RMB is be revalued further against the US dollar or other currencies
or if the RMB is permitted to enter into a full or limited free float, then there may be an appreciation or
depreciation in the value of the RMB against the US dollar or other currencies. In addition, fluctuations in
exchange rates may adversely affect the value, translated or converted into US dollars or Hong Kong
dollars (which are pegged to the US dollar), of our net assets, earnings or any declared dividends. We do
not maintain any hedging policy with respect to exchange rate risks.

Furthermore, the ability of our operating subsidiaries in the PRC to make dividend and other payments to
us is restricted by PRC laws and regulations. PRC laws and regulations permit payment of dividends only
out of accumulated profits, after making up prior year losses and allocations to various non-distributable
reserve funds, as determined in accordance with generally accepted accounting principles in the PRC (“PRC
GAAP”) and applicable regulations. These regulations may restrict the amount of profit available for
distribution from the operating subsidiaries, which could affect our liquidity and our ability to pay
dividends. Moreover, the calculation of profit available for distribution under PRC GAAP may differ from






Company’s non-resident shareholders as well as gains realized by such shareholders from the transfer of
our shares may be regarded as PRC-sourced income. As a result, such dividends and gains may be subject
to PRC withholding tax at the rate of up to 10%, depending on the provisions of tax treaty between the
PRC and the jurisdiction in which the non-resident shareholder resides.

As the New Income Tax Law and the Regulations on the Implementation of Enterprise Income Tax Law of
the PRC have only been in effect from January 1, 2008, we have been advised by our PRC legal adviser,
Jun He Law Offices, that it is uncertain as to how these laws and regulations would be implemented by
the relevant PRC tax authorities. If our Company’s dividend payments to our Company’s non-resident
shareholders are subject to PRC withholding tax, it may materially and adversely affect our shareholders’
return on, and the value of, their investment in our Company.

Interest payable by us to our foreign investors and gains on the sale of our Notes may be
subject to taxes under PRC tax laws.

Under the New Income Tax Laws, if we were determined to be a PRC resident enterprise, the interest
payable on the Notes will be considered to be sourced within China. In that case, PRC income tax at the
rate of 10% will be withheld from interest payable on the Notes to investors that are “non-resident
enterprises” so long as such “non-resident enterprise” investors do not have an establishment or place of
business in China or, if despite the existence of such establishment or place of business in China, the
relevant income is not effectively connected with such establishment or place of business in China. Any
gain realized on the transfer of the Notes by such investors will be subject to a 10% PRC income tax if
such gain is regarded as income derived from sources within China. It is uncertain whether we will be
considered a PRC “resident enterprise,” and whether the interest payable to our foreign investors, or the
gain our foreign investors may realize from the transfer of our Notes, would be treated as income sourced
within China and be subject to PRC tax. We currently do not intend to withhold taxes from interest
payments, but there can be no assurance that the PRC income tax authorities will accept our withholding
position. If we are required under the New Income Tax Laws to withhold PRC income tax on our interest
payable to our non-resident noteholders who are “non-resident enterprises,” we will be required, subject to
certain exceptions based on the applicable tax treaty, to pay such additional amounts as will result in
receipt by a holder of a Note of such amounts as would have been received by the holder had no such
withholding been required. The requirement to pay additional amounts will increase the cost of servicing
interest payments on the Notes, and could have a material adverse effect on our ability to pay interest on,
and repay the principal amount of, the Notes, as well as our profitability and cash flow. In addition, if you
are required to pay PRC income tax on the transfer of our Notes, the value of your investment in our Notes
may be materially and adversely affected. Prospective holders should consult their tax advisers as to
whether they may be able to claim the benefit of income tax treaties or agreements entered into between
China and other jurisdictions if we are considered a PRC “resident enterprise.”

The implementation of the new PRC Labor Contract Law and related regulations and the
expected increase in labor costs in the PRC may materially and adversely affect our business and
profitability.

The new PRC Labor Contract Law, which became effective on January 1, 2008, imposes more stringent
requirements on employers in relation to entering into fixed term employment contracts, hiring of
temporary employees and dismissing employees. In addition, under the newly promulgated Regulations on
Paid Annual Leave for Employees, which came into effect on the same date, employees who have
continuously worked for more than one year are entitled to a paid holiday ranging from 5 to 15 days,
depending on their length of service. Employees who agree to waive their holiday time at the request of
their employers must be compensated with three times their normal daily salaries for each holiday waived.



As a result of the new law and regulations, our labor costs may increase. We cannot assure you that any
disputes, work stoppages or strikes will not arise in the future. Increases in our labor costs and future
disputes with our employees could have a material adverse effect on our business, financial condition or
results of operations.

We are vulnerable to natural disasters and other events that could severely disrupt our
operations.

Our production facilities are located in nine provinces across China. Significant damage or other
impediments to any of these facilities, whether as a result of fire, weather, earthquakes or other natural
disasters, disease, civil strife, industrial strikes, breakdowns of equipment, difficulties or delays in obtaining
materials and equipment, terrorist incidents, industrial accidents or other causes could temporarily disrupt
or shut down our operations, which would have a material adverse effect on our business, financial
condition and results of operations. In addition, the production facilities of many of our suppliers and
customers are located in China. If our customers are affected by such disruptions, it could result in a
decline in the demand for our products. Similarly, if our suppliers are affected, our production schedule
could be interrupted or delayed. As a result, a major disruptive event in China — even one that does not
directly affect us — could severely disrupt the normal operation of our business and have a material
adverse effect on our business, financial condition and results of operations.

Interpretation of PRC laws and regulations involves uncertainty that could adversely affect our
business, results of operations and the value of our shares and could limit the legal protections
available to investors.

The PRC legal system is a civil law system based on written statutes. Unlike common law systems, it is a
system in which prior court decisions have limited precedential value. Since 1979, the PRC government has
promulgated laws and regulations governing economic matters such as foreign investment, corporate
organization and governance, commerce, taxation and trade. This legislation has significantly enhanced the
protections generally afforded to various forms of foreign investment in the PRC and, in particular, laws
and regulations applicable to wholly foreign-owned enterprises. Many of these laws, regulations and legal
requirements are relatively new. Accordingly, due to the limited volume of published cases and their
non-binding nature, the interpretation and enforcement of these laws and regulations involves greater
uncertainties than those in jurisdictions operating under common law systems. These uncertainties may
limit the legal protections available to us and to our investors.

We cannot predict the effect of future developments in the PRC legal system, including the promulgation
of new laws, changes to existing laws or the interpretation or enforcement thereof, or the pre-emption of
local regulations by national laws.

Any recurrence of severe acute respiratory syndrome (SARS), pandemic avian influenza or an
increase in the severity of HIN1 flu (swine flu) or another widespread public health problem
could materially and adversely affect our business, financial condition and results of operations.

From November 2002 to June 2003, the PRC and certain other countries and regions experienced an
outbreak of a new and highly contagious form of atypical pneumonia known 323.3(laws)-323.3(a)-323.3(new)-323.3(and)3:



travel restrictions, the sickness or death of our key officers and employees, import and export restrictions
and a general slowdown in the PRC’s economy. Additionally, the World Health Organization or the PRC
government may recommend or impose other measures that could cause significant interruption to our
business operations. Any of the foregoing events or other unforeseen consequences of public health
problems could materially and adversely affect our business, financial condition and results of operations.

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

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

We cannot guarantee the accuracy of facts, forecasts and other statistics derived from official
government publications contained in this offering memorandum.

Facts, forecasts and other statistics in this offering memorandum relating to the PRC, the PRC economy
and the PRC industries that affect our business have been derived from various official government
publications or other public publications generally believed to be reliable. However, we cannot guarantee
the quality or reliability of such source materials. They have not been prepared or independently verified by
us, the Initial Purchasers or any of our or their affiliates or advisors and, therefore, none of them makes any
representation as to the accuracy of such facts, forecasts and statistics, which may not be consistent with
other information compiled within or outside the PRC. Due to possibly flawed or ineffective collection
methods or discrepancies between official government publications and market practice and other
problems, the statistics herein may be inaccurate or may not be comparable to statistics produced for other
economies and should not be unduly relied upon. Furthermore, they might not be stated or compiled on
the same basis or with the same degree of accuracy as may be the case elsewhere. In all cases, investors
should give consideration as to how much weight or importance they should attach to or place on such
facts, forecasts or statistics.

We face PRC regulatory risks relating to our share option schemes.

We may face regulatory risks relating to the share option schemes adopted by us on May 14, 2010. On
March 28, 2007, the State Administration for Foreign Exchange issued the Application Procedures of
Foreign Exchange Administration for Domestic Individuals Participating in Employee Stock Holding Plan, or
the Stock Option Rules. Under the Stock Option Rules, PRC citizens who are granted stock options and
other types of stock-based awards by an overseas publicly listed company are required, through an agent
of the overseas publicly listed company, generally its PRC subsidiary or a financial institution, to obtain
approval from the local State Administration for Foreign Exchange branch.

If we are unable to comply with these rules, we may be subject to penalties and may become subject to
more stringent review and approval processes with respect to our foreign exchange activities, such as our
PRC subsidiaries’ payment of dividends to us or borrowing of foreign currency loans, which would
adversely affect our business and financial condition.

Risks relating to the Notes

We are a holding company and payments with respect to the Notes are structurally subordinated
to liabilities, contingent liabilities and obligations of our subsidiaries that do not guarantee the
Notes.

We are a holding company with no material operations. We conduct our operations through our
subsidiaries in Hong Kong and the PRC. The Notes will not be guaranteed by any current or future PRC



subsidiaries and PRC entities. Our primary assets are ownership interests in our Hong Kong and PRC
subsidiaries, which are held through our subsidiaries incorporated outside the PRC. On the date of issue of
the Notes, all the Subsidiary Guarantors of the Notes are subsidiaries incorporated outside the PRC. The



We have substantial indebtedness and may incur substantial additional indebtedness.
Our substantial indebtedness could have important consequences to you. For example, it could:

° limit our ability to satisfy our obligations under the Notes and other debt;

° increase our vulnerability to adverse general economic and industry conditions;

o require us to dedicate a substantial portion of our cash flow from operations to servicing and

repaying our indebtedness, thereby reducing the availability of our cash flow to fund working capital,
capital expenditures and for other general corporate purposes;

o limit our flexibility in planning for or reacting to changes in our businesses and the industry in which
we operate;
o limit, along with the financial and other restrictive covenants of our indebtedness, our ability to

borrow additional funds; and
° increase the cost of additional financing.

We may from time to time incur substantial additional indebtedness and contingent liabilities. Although the
indenture restricts us and our restricted subsidiaries from incurring additional debt and contingent liabilities,
these restrictions are subject to important exceptions and qualifications. If we or our subsidiaries incur
additional debt, the risks that we face as a result of our existing indebtedness and leverage could intensify.

In addition, the indenture governing the Notes prohibits us from incurring additional indebtedness unless (i)
we are able to satisfy a certain financial ratio or (ii) we are able to incur such additional indebtedness
pursuant to any of the exceptions to the financial ratio requirement, and meet any other applicable
restrictions. Our ability to meet our financial ratio requirement may be affected by events beyond our
control. We might not be able to meet this ratio. Certain of our financing arrangements also impose
operating and financial restrictions on our business. See “Description of other material indebtedness™. Such
restrictions in the Notes and our other financing arrangements may impair our ability to react to changes in
market conditions, take advantage of business opportunities we believe to be desirable, obtain future
financing, fund required capital expenditures, or withstand a continuing or future downturn in our
business. Any of these factors could materially and adversely affect our ability to satisfy our obligations
under the Notes and other debt.

To meet our obligations under our indebtedness, we will require a significant amount of cash.
Our ability to generate cash depends on many factors beyond our control.

Our ability to make payments on and to refinance our indebtedness, including these Notes, and to fund
planned capital expenditures and project development will depend on our future performance and ability
to generate cash. This, to a certain extent, is subject to general economic, financial, competitive, legislative,
regulatory and other factors that are beyond our control. As of December 31, 2010, our total liabilities
amounted to RMB1,624.3 million (US$246.1 million). Our business might not generate cash flow from
operations in an amount sufficient to enable us to pay our indebtedness or to fund our other liquidity
needs. We may need to refinance all or a portion of our indebtedness, including the Notes, on or before
maturity. We might not be able to refinance any of our indebtedness on commercially reasonable terms, or
at all. If we are unable to service our indebtedness or obtain refinancing on terms acceptable to us, we
may be forced to adopt an alternative strategy that may include actions such as reducing or delaying
capital expenditures, selling assets or seeking equity capital. These strategies may not be instituted on
satisfactory terms, if at all.



Our subsidiaries are subject to restrictions on the payment of dividends.

We will depend on the receipt of dividends from our subsidiaries, including our PRC subsidiaries, to satisfy
our obligations, including our obligations under the Notes. The ability of our subsidiaries to pay dividends is
subject to, among other things, distributable earnings, cash flow conditions, restrictions contained in the
articles of association of our subsidiaries, applicable laws and restrictions contained in the debt instruments
of such subsidiaries. For instance, certain of our PRC credit facilities, which governed outstanding
indebtedness of RMB250 million (US$37.9 million) as of December 31, 2010, contain various restrictions on
the payment of dividends by the relevant borrowers and guarantors under these facilities. These restrictions
are of two types. The first type limits the payment of dividends to 50% of net profit. The second type
prohibits the payment of dividends in the event that after-tax profit is zero or negative, accumulated losses
exceed net profit, scheduled debt service exceeds pre-tax earnings or pre-tax earnings are not sufficient for
the scheduled payment of interests, principal and expenses. The 50%-of-net-profit restriction applies to our
wholly-owned PRC holding company through which we hold our interests in all our PRC operating
company subsidiaries and to two wholly-owned operating company subsidiaries. In addition, if any of our
subsidiaries raises capital by issuing equity securities to third parties, dividends declared and paid with
respect to such shares would not be available to us to make payments on the Notes. These restrictions
could reduce the amounts that we receive from our subsidiaries, which would restrict our ability to meet
our payment obligations under the Notes and the guarantees for the Notes.

PRC laws and regulations permit payment of dividends only out of accumulated profits as determined in
accordance with PRC accounting standards and regulations, and such profits differ from profits determined
in accordance with HKFRS in certain significant respects. Our PRC subsidiaries are also required to set aside
a portion of their after-tax profits according to PRC accounting standards and regulations to fund certain
reserves that are not distributable as cash dividends by the board of directors. In addition, since January 1,
2008, dividends paid by our PRC subsidiaries to their non-PRC parent companies have been subject to a
10% withholding tax, unless there is a tax treaty between the PRC and the jurisdiction in which the
overseas parent company is incorporated that specifically exempts or reduces such withholding tax. In
addition, according to PRC regulations issued by SAFE, our PRC subsidiaries are only permitted to declare
and distribute dividends after the completion of a financial year. Pursuant to the articles of association of
some of our PRC subsidiaries, dividends may only be declared and distributed annually. As a result of such
limitations, there could be timing or other limitations on payments from our PRC subsidiaries to make
payments required by the Notes or satisfy our obligations under the guarantees for the Notes, and there
could be restrictions on payments required to redeem the Notes at maturity or as required for any early



The insolvency laws of the Cayman Islands and other local insolvency laws may differ from U.S.
bankruptcy law or those of another jurisdiction with which holders of the Notes are familiar.

Because we and some of the Subsidiary Guarantors are incorporated under the laws of the Cayman
Islands, the British Virgin Islands or Hong Kong, an insolvency proceeding relating to us or any such
guarantor, even if brought in the United States, would likely involve Cayman Islands, British Virgin Islands
or Hong Kong insolvency laws, the procedural and substantive provisions of which may differ from
comparable provisions of United States federal bankruptcy law or other jurisdictions with which the holders
of the Notes are familiar. We conduct substantially all of our business operations through PRC-incorporated
subsidiaries in China. The Subsidiary Guarantors, as equity shareholders in our PRC subsidiaries, are
necessarily subject to the bankruptcy and insolvency laws of China in a bankruptcy or insolvency
proceeding involving any of such PRC subsidiaries. The PRC laws and regulations relating to bankruptcy
and insolvency and the legal proceedings in that regard may significantly differ from those of the United
States and other jurisdictions with which the holders of the Notes are familiar. You should analyze the risks
and uncertainties carefully before you invest in our Notes.

We may be unable to obtain and remit foreign exchange.

Our ability to satisfy our obligations under the Notes depends solely upon the ability of our PRC subsidiaries
to obtain and remit sufficient foreign currency to pay dividends to us and, if applicable, to repay
shareholder loans. Our PRC subsidiaries must present certain documents to SAFE, its authorized branch, or
the designated foreign exchange bank for approval before they can obtain and remit foreign currencies out
of China, including, in the case of dividends, evidence that the relevant PRC taxes have been paid and, in
the case of shareholder loans, evidence of the registration of the loan with SAFE. Prior to payment of
interest and principal on any shareholder loan we make to our PRC subsidiaries, the relevant PRC
subsidiaries must also present evidence of payment of the 10% withholding tax or lower tax treaty rate on
the interest payable in respect of such shareholder loan. If any PRC subsidiary for any reason fails to satisfy
any of the PRC legal requirements for remitting foreign currency payments, the PRC subsidiaries will be
unable to pay us dividends or interest and principal on shareholder loans, which may affect our ability to
satisfy our obligations under the Notes.

We may not be able to repurchase the Notes upon a change of control.

We must offer to purchase the Notes upon the occurrence of a Change of Control Triggering Event (as
defined under “Description of the Notes — Definitions™), at a purchase price equal to 101% of the
principal amount plus accrued and unpaid interest. See ““Description of the Notes”. The source of funds for
any such purchase would be our available cash or third-party financing. However, we may not have
enough available funds at the time of the occurrence of any change of control to make purchases of
outstanding Notes. Our failure to make the offer to purchase or purchase the outstanding Notes would
constitute an event of default under the Notes. The event of default may, in turn, constitute an event of
default under other indebtedness, any of which could cause the related debt to be accelerated after any
applicable notice or grace periods. If our other debt were to be accelerated, we may not have sufficient
funds to purchase the Notes and repay the debt.

In addition, the definition of change of control for purposes of the indenture does not necessarily afford
protection for the holders of the Notes in the event of some highly leveraged transactions, including certain
acquisitions, mergers, refinancings, restructurings or other recapitalizations, although these types of
transactions could increase our indebtedness or otherwise affect our capital structure or credit ratings. The



“substantially all,” there is no precise established definition under applicable law. Accordingly, our
obligation to make an offer to purchase the Notes and the ability of a holder of the Notes to require us to
purchase its Notes pursuant to the offer as a result of a highly-leveraged transaction or a sale of less than
all of our assets may be uncertain.

If we do not comply with the terms of the indenture or our future debt agreements, there could
be a default under those agreements, which could cause repayment of our debt to be
accelerated.

If we do not comply with the terms in the indenture or our future debt obligations and other agreements,
there could be a default under those agreements. If that occurs, the holders of the debt could terminate
their commitments to lend to us, accelerate repayment of the debt and declare all outstanding amounts
due and payable or terminate the agreements, as the case may be. Furthermore, the indenture contains,
and our future debt agreements are likely to contain, cross-acceleration or cross-default provisions. As a
result, our default under one debt agreement may cause the acceleration of repayment of not only such
debt but also other debt, including the Notes, or result in a default under our other debt agreements,
including the indenture. If any of these events occur, our assets and cash flow might not be sufficient to
repay in full all of our indebtedness and we might not be able to find alternative financing. Even if we
could obtain alternative financing, it might not be on terms that are favorable or acceptable to us.

Our operations are restricted by the terms of the Notes, which could limit our ability to plan for
or to react to market conditions or meet our capital needs, which could increase your credit risk.

The indenture includes a number of significant restrictive covenants. These covenants restrict, among other
things, our ability, and the ability of our restricted subsidiaries, to:

° incur or guarantee additional indebtedness and issue disqualified or preferred stock;
° declare dividends on capital stock or purchase or redeem capital stock;

° make investments or other specified restricted payments;

° issue or sell capital stock of restricted subsidiaries;

° guarantee indebtedness of restricted subsidiaries;

° sell assets;

o create liens;

° enter into sale and leaseback transactions;

° engage in any business other than a permitted business;

° enter into agreements that restrict the restricted subsidiaries’ ability to pay dividends, transfer assets
or make intercompany loans;

° enter into transactions with shareholders or affiliates; and

° effect a consolidation or merger.

— 40 —



These covenants could limit our ability to plan for or react to market conditions or to meet our capital
needs. Our ability to comply with these covenants may be affected by events beyond our control, and we
may have to curtail some of our operations and growth plans to maintain compliance.

A trading market for the Notes may not develop, and there are restrictions on resale of the
Notes.

The Notes are a new issue of securities for which there is currently no trading market. We have received
approval in-principle of the listing of the Notes on the SGX-ST. We cannot assure you that we will be able
to maintain a listing on the SGX-ST. We cannot predict whether an active trading market for the Notes will
develop or be sustained. If no active trading market develops, you may not be able to resell your Notes at
their fair market value, or at all. Future trading prices of the Notes will depend on many factors, including
prevailing interest rates, our operating results and the market for similar securities. We have been advised
that the Initial Purchasers intend to make a market in the Notes, but the Initial Purchasers are not obligated
to do so and may discontinue such market making activity at any time without notice. In addition, the
Notes are being offered pursuant to exemptions from registration under the Securities Act and, as a result,
you will only be able to resell your Notes in transactions that have been registered under the Securities Act
or in transactions not subject to or exempt from registration under the Securities Act. See “Notice to
investors™.

The ratings assigned to the Notes may be lowered or withdrawn.

The Notes are expected to be assigned a rating of “Ba2”” by Moody’s and “BB”” by Fitch. The ratings
address our ability to perform our obligations under the terms of the Notes and credit risks in determining
the likelihood that payments will be made when due under the Notes. A rating is not a recommendation
to buy, sell or hold securities and may be subject to revision, suspension or withdrawal at any time. A
rating might not be maintained for any given period of time and could be lowered or withdrawn entirely
by the relevant rating agency. We have no obligation to inform holders of the Notes of any such revision,
downgrade or withdrawal. A suspension, reduction or withdrawal at any time of the rating assigned to the
Notes may materially and adversely affect the market price of the Notes.

We are subject to the applicable corporate disclosure standards for debt securities listed on the
SGX-ST, and such standards may be different from those applicable to companies in certain other
countries.

We are subject to reporting obligations in respect of the Notes to be listed on the SGX-ST. The disclosure
standards imposed by the SGX-ST may be different from those imposed by securities exchanges in other
countries or regions such as the United States or Hong Kong. As a result, the level of information that is
available may not be correspond to what investors in the Notes are accustomed to.

Certain transactions that constitute “connected transactions” under the Hong Kong listing rules
will not be subject to the “Limitation on Transactions with Shareholders and Affiliates” covenant.

Our shares are listed on the Hong Kong Stock Exchange and we are required to comply with its listing
rules, which provide, among other things, that a “connected transaction” exceeding the applicable de
minimis value thresholds will require prior approval of the independent shareholders of such listed
company. However, the ““Limitation on Transactions with Shareholders and Affiliates” covenant in the Notes
does not capture transactions between the company or any restricted subsidiary, on the one hand, and an
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amount. If the Notes are treated as having been issued with OID, a U.S. holder (whether a cash or accrual
method taxpayer) will be required to include in gross income (as ordinary income) any OID as it accrues on
a constant yield to maturity basis, before the receipt of cash payments attributable to that income. See
“Taxation — Certain U.S. Federal Income Tax considerations for U.S. Holders.”

We may be able to redeem the Notes in whole at a redemption price equal to 100% of the
principal amount plus accrued and unpaid interest in the event we are required to pay additional
amounts as a result of being treated as a PRC “resident enterprise.”

In the event we are treated as a PRC “‘resident enterprise” under the New EIT Law, we may be required to
withhold PRC tax on interest payable to certain of our non-resident noteholders. In such case, we wiill,
subject to certain exceptions, be required to pay such additional amounts as will result in receipt by a
holder of a Note of such amounts as would have been received by the holder had no such withholding
been required. As described under “Description of the Notes — Redemption for Tax Reasons,” in the event
we are required to pay additional amounts as a result of certain changes in or interpretations of tax law,
including any change or interpretation that results in our being required to withhold tax on interest
payments as a result of our being treated as a PRC ““resident enterprise,” we may redeem the Notes in
whole at a redemption price equal to 100% of the principal amount plus accrued and unpaid interest.

We may be subject to risks presented by fluctuations in exchange rates between the Renminbi
and other currencies, particularly the U.S. dollar.

The Notes are denominated in U.S. dollars, while substantially all of our revenues are generated by our PRC
operating subsidiaries and are denominated in Renminbi. Pursuant to reforms of the exchange rate system
announced by the PBOC on July 21, 2005, Renminbi-to-foreign currency exchange rates are allowed to
fluctuate within a narrow and managed band against a basket of foreign currencies, rather than being
effectively linked to the U.S. dollar. From May 18, 2007, the PBOC enlarged the floating band for the
trading prices in the inter-bank foreign exchange market of the Renminbi against the U.S. dollar from
0.3% to 0.5% around the central parity rate, effective on May 21, 2007. This allows the Renminbi to
fluctuate against the U.S. dollar by up to 0.5% above or below the central parity rate published by the
PBOC. The PBOC announced its intention to proceed with the reform of the Renminbi exchange rate
regime to increase the Chinese currency’s exchange rate flexibility on June 19, 2010. These changes in
currency policy resulted in the Renminbi appreciating against the U.S. dollar by 25.4% from July 21, 2005
to December 31, 2010. The PRC government may adopt further reforms of its exchange rate system,
including making the Renminbi freely convertible in the future. If such reforms were implemented and
resulted in devaluation of the Renminbi against the U.S. dollar, our financial condition could be adversely
affected because of our substantial U.S. dollar denominated indebtedness and other obligations. Such a
devaluation could also adversely affect the value, translated or converted into U.S. dollars or otherwise, of
our earnings.

There are limited hedging instruments available in China to reduce our exposure to exchange rate
fluctuations between the Renminbi and other currencies. In addition, following the offering of the Notes,
we may enter into foreign exchange or interest rate hedging agreements in respect of our U.S.
dollar-denominated liabilities under the Notes. These hedging agreements may require us to pledge or
transfer cash and other collateral to secure our obligations under the agreements, and the amount of
collateral required may increase as a result of mark-to-market adjustments.. If we were unable to provide
such collateral, it could constitute a default under such agreements. The Initial Purchasers and their
affiliates may enter into such hedging agreements permitted under the Indenture governing the Notes.

Any hedging obligation entered into or to be entered into by us or our subsidiaries may contain terms and
conditions that may result in the early termination, in whole or in part, of such hedging obligation upon
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the occurrence of certain termination or analogous events or conditions, including such events relating to
us or any of our subsidiaries, and the terms and conditions of such hedging obligation(s) may provide that,
in respect of any such early termination, limited or no payments may be due and payable to, or that
certain payments may be due and payable by, us or any of our subsidiaries in respect of any such early
termination. Any such early termination, in whole or in part, of any such hedging obligations, and the
payment and any other consequences and effects of such early terminations, may be material to our
financial condition and may be material in relation to the performance of our obligations under the Notes,
other indebtedness or any other present or future obligations and commitments.

Risks Relating to the Guarantees and the Collateral

The guarantees of the Notes may be challenged under applicable financial assistance, insolvency
or fraudulent transfer laws, which could impair the enforceability of the guarantees.

Under bankruptcy laws, fraudulent transfer laws, insolvency laws in the British Virgin Islands or bankruptcy
law, fraudulent transfer laws, insolvency or unfair preference or similar laws in the Cayman Islands, Hong
Kong and other jurisdictions where future subsidiary guarantors may be established, a guarantee could be
voided, or claims in respect of a guarantee could be subordinated to all other debts of that guarantor if,
among other things, the guarantor, at the time it incurred the indebtedness evidenced by, or when it gives,
its guarantee, it was insolvent or incurred the debt with the intent to defraud creditors. The measure of
insolvency for purposes of the foregoing will vary depending on the laws of the applicable jurisdiction.
Generally, however, a guarantor would be considered insolvent at a particular time if it were unable to pay
its debts as they fell due or if the sum of its debts was then greater than all of its properties at a fair
valuation or if the present fair saleable value of its assets was then less than the amount that would be
required to pay its probable liabilities in respect of its existing debts as they became absolute and matured.

In an attempt to limit the applicability of insolvency and fraudulent transfer laws in certain jurisdictions, the
obligations of the Subsidiary Guarantors under the guarantees will be limited to the maximum amount that
can be guaranteed by the applicable guarantor without rendering the guarantee, as it relates to such
guarantor, voidable under such applicable insolvency or fraudulent transfer laws.

If a court voids a guarantee, subordinates such guarantee to other indebtedness of the guarantor, or holds
the guarantee unenforceable for any other reason, holders of the Notes would cease to have a claim
against that guarantor based upon such guarantee, would be subject to the prior payment of all liabilities
(including trade payables) of such guarantor, and would solely be creditors of us and any Subsidiary



enforceability of the Subsidiary Guarantees. Moreover, as the pledge agreements will be governed by the
laws of Hong Kong, to the extent a judgment is obtained in a Hong Kong court, there is no guarantee
that such judgment can be enforced in the British Virgin Islands, the Cayman Islands, the United States or
anywhere else in the world.

The Notes will not be guaranteed by any existing or future PRC subsidiaries, and the collateral
securing the Notes will not include the capital stock of these subsidiaries.

None of our current or future PRC subsidiaries, which are or will be our operating subsidiaries, will provide
a guarantee for the Notes either upon issuance of the Notes or at any time thereafter. No future
subsidiaries that are organized under the laws of the PRC will provide a guarantee for the Notes at any
time in the future. As a result, the Notes will be effectively subordinated to all the debt and other
obligations, including contingent obligations and trade payables, of the PRC subsidiaries and such
non-guarantor subsidiaries. Moreover, the collateral securing the Notes will not include the capital stock of
our existing or future PRC subsidiaries and certain of our non-guarantor subsidiaries. We cannot assure you
that the initial Subsidiary Guarantors or any subsidiaries that may become Subsidiary Guarantors in the
future will have the funds necessary to satisfy our financial obligations under the Notes if we are unable to
do so.

The realizable value of the collateral is unlikely to be sufficient to satisfy our obligations under
the Notes and other parity secured indebtedness.

The collateral will consist only of the capital stock of the Subsidiary Guarantors. The security interest in
respect of certain collateral may be released upon the disposition of such collateral and any proceeds from
such disposition may be applied, prior to repaying any amounts due under the Notes, to repay other debt
or to make investments in properties and assets that will not be pledged as additional collateral. The ability
of the trustee, on behalf of the holders of the Notes, to foreclose on the collateral upon the occurrence of
an event of default or otherwise will be subject in certain instances to perfection and priority status.
Although procedures will be undertaken to support the validity and enforceability of the security interests,
the trustee or holders of the Notes might not be able to enforce the security interest.

The realizable value of the collateral in the event of a liquidation will depend upon market and economic
conditions, the availability of buyers and similar factors. No independent appraisals of any of the collateral
have been prepared by or on behalf of us in connection with this offering of the Notes. Accordingly, the
proceeds of any sale of the collateral following an acceleration of the Notes might not be sufficient to
satisfy amounts due and payable on the Notes. By its nature, the collateral, which consists solely of the
capital stock of privately owned companies, is likely to be illiquid and is unlikely to have a readily
ascertainable market value. Likewise, the collateral might not be saleable or, if saleable, there could be
substantial delays in its liquidation.

The collateral will be shared on an equal and ratable basis by the holders of the Notes and certain other
indebtedness that we may issue in the future. Accordingly, in the event of a default on the Notes or the
other secured indebtedness and a foreclosure on the collateral, any foreclosure proceeds would be shared
by the holders of secured indebtedness in proportion to the outstanding amounts of each class of such
secured indebtedness. The value of the collateral securing the Notes and the guarantees is unlikely to be
sufficient to satisfy the full repayment on the Notes and guarantees, and the collateral securing the Notes
and the guarantees may be reduced or diluted under certain circumstances, including the issuance of
additional Notes or other parity indebtedness and the disposition of assets comprising the collateral, subject
to the terms of the indenture.
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Holders of the Notes may be required to share recovery proceeds with other secured creditors
and have certain limitations on their ability to enforce the security documents.

The security interest over the collateral for our obligations and the obligations of the Subsidiary Guarantors
under the Notes, the guarantees and the indenture will not be granted directly to the holders of the Notes
but will be granted only in favor of the trustee or the collateral agent, as applicable. As a consequence,
holders of the Notes will not have direct security and will not be entitled to take enforcement action in
respect of the security for the Notes and the guarantees, except through the trustee and the collateral
agent. The indenture as well as the guarantees also permit us to enter into certain future financings, and
creditors under those future financings may share the collateral on an equal and ratable basis with the
trustee acting on behalf of the noteholders. See “Description of the Notes — Security”” for a further
discussion on the collateral. If this occurs, a smaller portion of the proceeds from the enforcement of the
collateral will be available to satisfy noteholders’ claims, which could have a material adverse effect on the
ability of the noteholders to recover sufficient proceeds to satisfy their claims under the Notes.
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Use of proceeds

We estimate that we will receive net proceeds from this offering in the amount of approximately US$292.0
million, after deducting underwriting fees and commissions and other estimated transaction expenses
payable by us. We intend to use the net proceeds from this offering for:

o refinancing of existing indebtedness;
° capital expenditures; and
° other general corporate purposes.

We expect that the timing and final amount of disbursements to be made for the foregoing purposes will
be determined by our directors with a view to obtaining the optimal benefit for us. However, depending
on future events or developments, such as general market conditions, the level of demand for our
products, the outlook for our industry, changes in social, political and economic conditions and the
regulatory environment in the places where we conduct our business, changes in our need for capital and
the availability of financing and capital to fund our needs, we may use the net proceeds differently than as
described above.
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Capitalization and indebtedness

The following table sets forth on an actual basis our consolidated cash and cash equivalents and

capitalization as of December 31, 2010 and as adjusted to give effect to the issuance of the Notes. The
as-adjusted information is illustrative only and does not take into account any changes in our borrowing
and capitalization after December 31, 2010, other than to give effect to the issuance of the Notes.

You should read this information together with “Use of proceeds,” “

Selected historical consolidated

financial information and other data,” “Management’s discussion and analysis of financial condition and
results of operations™ and the financial statements and related notes included elsewhere in this offering

memorandum.
As of December 31, 2010
Actual Adjusted
RMB usbD RMB usbD
(in thousands)
Cash and cash equivalents ...........cccccevveveeieeesiieesnne 1,500,292 227,317 3,427,492 519,317
Short-term borrowings
Bank loans due within one year...........ccccooevieeinenne 630,326 95,504 630,326 95,504
Total short term borrowings ........ccccccevviveeienennee 630,326 95,504 630,326 95,504
Long-term borrowings
BanK 0ANS.........cooieiieciieeeeeeee e 154,000 23,333 154,000 23,333
Notes offered hereby ........cccovevvviiiiieece e — — 1,927,200 292,000
Total long-term borrowings.......cccceeecvveevcveeesiieeennne 154,000 23,333 2,081,200 315,333
Total bOrroWINgS ....cceeeeviviieiiieeece e 784,326 118,837 2,711,526 410,837
L0 = U =To U 1) oY SRR 4,004,451 606,735 4,004,451 606,735
Total capitalization®............c.cccoveveevereereeerees 4,788,777 725572 6,715,977 1,017,572

(1) Total capitalization comprises total borrowings and total equity. The “adjusted” total capitalization as of December 31, 2010 is
adjusted only for the receipt of net proceeds from the issuance of the Notes as described above, and not for any other change
in indebtedness, and is consequently not indicative of the Company’s actual total capitalization upon completion of the

issuance of the Notes.
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Selected historical consolidated financial information
and other data

We have derived the following selected historical consolidated financial information and other data from
our audited consolidated financial statements as of and for the years ended December 31, 2008, 2009 and
2010 which have been audited by E&Y. You should read the following selected historical consolidated
financial information and other data together with the section entitled “Management’s discussion and
analysis of financial condition and results of operations™ and the financial statements and related notes
included elsewhere in this offering memorandum. We prepare and present our financial statements in
accordance with HKFRS.

Year ended December 31,
2008 2009 2010 2010
RMB RMB RMB usbD

(in thousands)
Consolidated statement of comprehensive

income data:
Continuing operations
REVENUE ... 3,618,526 5,322,244 7,711,532 1,168,414
COSt OF SAIES ... (3,114,419) (4,109,005) (5,677,884) (860,285)
Gross Profit......ccoeiiieiiiiee e 504,107 1,213,239 2,033,648 308,129
Other revenue, income and gains .........ccccocveeeiieeeene 21,717 22,876 43,515 6,593
Selling and distribution COStS ........ccccoviiieeiiiieiiieeee (161,853) (198,509) (298,866) (45,283)
AdMINIStrative eXPENSES .......veveiiiieeerieeeaiieeeeieeeeeiiee e (106,571) (163,554) (234,581) (35,543)
Other operating expenses, NEet.........ccoocveeriieeeiiieeeennn (17,659) (38,163)  (117,229) (17,762)
FINANCE COSES ...eiiiiiiiiiiiie et (45,894) (36,475 (52,971) (8,026
Share of loss of a jointly-controlled entity.................... (4,969) — — —
Profit before tax from continuing operations............... 188,878 799,414 1,373,516 208,108
INCOME taX EXPENSE ..veeeievieeecirieeitee e e sitee e s etee e e sree e et (34,221) (155,443) (241,333) (36,565)
Profit for the year from continuing operations .... 154,657 643,971 1,132,183 171,543
Discontinued operations
Loss for the year from discontinued operations........... (18,743) — — —
Profit for the year .........cccocoiiiiiiee e, 135,914 643,971 1,132,183 171,543
Other comprehensive income:
Exchange differences on translation of

foreign operations ...........cccceeeeeeiiiee e 14,237 972 (10,160) (1,540)
Total comprehensive income for the year ................... 150,151 644,943 1,122,023 170,003
Profit for the year attributable to:
Owners of the Company .........ccceeevvveeeeeiicciee e, 135,481 643,971 1,132,183 171,543
Non-controlling iNterests ..........ccceevvcveeeeesiiciieee e, 433 — — —
L) = | SRR 135,914 643,971 1,132,183 171,543
Total comprehensive income attributable to:
Owners of the CompPany .........cccoceerieeriienie e 149,718 644,943 1,122,023 170,003
Non-controlling iNterests ..........ccocvvereveieeiieenneeneeeee, 433 — — —
TOTAL .. 150,151 644,943 1,122,023 170,003
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Year ended December 31,

2008 2009 2010 2010
RMB RMB RMB USD
(in thousands)

Other financial data:
EBITDAM ..o 275,545 910,978 1,549,799 234,818
EBITDA Margin® ..........ccooeveeeeeeeereeeeeeeeeeeeeeeeeseeeees 7.0% 17.1% 20.1% 20.1%
EBITDA/FINANCE COSES ...vveivieeeeiieeeiieeesiieeesieeeesniee e 6.0x 25.0x 29.3x 29.3x
Total debt/EBITDA.......co e 1.7x 1.4x 0.5x 0.5x
Adjusted EBITDA® ..., 277,540 888,102 1,506,284 228,225
Adjusted EBITDA margin®..................... 7.7% 16.7% 19.5% 19.5%
Adjusted EBITDA/Finance costs 6.0x 24.3x 28.4x 28.4x
Total debt/Adjusted EBITDA........cceevceeeeiiieeciiee e vieeens 1.7x 1.5x 0.5x 0.5x
Notes:
1. Profit for the year before income tax expense, depreciation and amortization and finance costs (excluding capitalized interest).

EBITDA is not a standard measure under HKFRS. EBITDA is a widely used financial indicator of a company’s ability to service
and incur debt. EBITDA should not be considered in isolation or construed as an alternative to cash flows, net income or any
other measure of financial performance or as an indicator of our operating performance, liquidity, profitability or cash flows
generated by operating, investing or financing activities. In evaluating EBITDA, we believe that investors should consider,
among other things, the components of EBITDA such as sales and operating expenses and the amount by which EBITDA
exceeds capital expenditures and other charges. We have included EBITDA because we believe it is a useful supplement to cash



EBITDA divided by revenue.
EBITDA excluding share of loss of a jointly controlled entity, other revenue, income and gains and loss for the year from

discontinued operations.

Adjusted EBITDA divided by revenue arising from continuing operations.



As of December 31,

2008 2009 2010 2010
RMB RMB RMB UsbD
(in thousands)
Consolidated statement of financial
position data:
Non-current assets
Property, plant and equipment............ccccevieeriiieennn 734,844 1,302,735 1,705,918 258,472
Prepaid land lease payments.........ccccoeeeeeiiieeeiiieeenne 176,894 205,516 248,612...3 -16.17,668




Year ended December 31,

2008 2009 2010 2010

RMB RMB RMB usD

(in thousands)
Consolidated statement of cash flows data:

Net cash flows from operating activities .............. ....... 44,750 608,273 650,415 98,548
Net cash flows used in investing activities ...... ............ (287,222) (723,980) (464,159) (70,327)
Net cash flows from financing activities ...................... 190,663 341,382 971,746 147,234

Net increase(decrease) in cash and cash equivalents.... (51,809) 225,675 1,158,002 175,455



Management’s discussion and analysis of financial condition
and results of operations

You should read the following discussion and analysis of our financial condition and results of operations in
conjunction with “Selected Consolidated Financial Information” and our consolidated financial statements
and related notes included elsewhere in this offering memorandum. Our financial statements have been
prepared in accordance with HKFRS. The following discussion and analysis contains certain forward-looking
statements that reflect our current views with respect to future events and financial performance. These
statements are based on assumptions and analysis made by us in light of our experience and perception of
historical trends, current conditions and expected future developments, as well as other factors we believe



We have achieved significant revenue and earnings growth in recent years. We generated revenue of
RMB3,618.5 million in 2008, RMB5,322.2 million in 2009 and RMB7,711.5 million (US$1,168.4 million) in
2010, representing a CAGR of 46.0% from 2008 to 2010. Our EBITDA was RMB275.5 million in 2008,
RMB911.0 million in 2009 and RMB1,549.8 million (US$234.8 million) in 2010, representing a CAGR of
137.2% from 2008 to 2010. See ““Selected historical consolidated financial information and other data”
for a reconciliation of Profit for the Year to EBITDA.

Our shares are listed on The Stock Exchange of Hong Kong Limited under stock code 2128. Our equity
market capitalization as of April 15, 2011 was HK$22,770.0 million (US$2,929.3 million).

Factors Affecting Results of Operations and Financial Results of the Group

The Group’s financial condition and results of operations have been, and will continue to be, affected by a
number of factors, including those set forth below.

Market and economic conditions

Sales of our products and our business development have been driven by the demand in the end-user
markets in which our products are principally applied, namely the infrastructure and real estate
development sectors. Generally, within the PRC, construction activities are cyclical and dependent upon
many factors beyond our control, including general market conditions, the availability of credit to finance
investment, development of housing prices, mortgage and other financing interest rates, unemployment,
demographic trends, consumer confidence, public investment and spending on infrastructure projects.
Construction activities are also impacted by governmental policies that have the effect of encouraging or
discouraging residential housing or commercial construction, such as tax policies, policies that encourage
labor mobility and migration, subsidies, and health and safety regulations that encourage or discourage use
of certain materials and products.

Some market observers have expressed concern that growth in the infrastructure and real estate sectors
has been driven by excess availability of bank lending in the PRC, which has enabled investors to purchase
real estate for speculative purposes at inflationary prices. Increased availability of bank lending in the PRC
may have also enabled increases in the level of infrastructure development activities. Due to concerns about
inflation, the PBOC significantly increased the reserve requirement ratio for PRC commercial banks
beginning in February 2010. The reserve requirement ratio refers to the amount of funds that PRC banks
must hold in reserve with the PBOC against deposits made by their customers. During the first four months
of 2011, the PBOC increased the reserve requirement ratio four times, each by 50 basis points with the last
adjustment made on April 21, 2011 to 20.5%. Increases in the reserve requirement ratio may negatively
impact the amount of funds available to lend to infrastructure and real estate developers by commercial
banks in China. In addition to these monetary measures, the PRC government has implemented increased
down payment requirements on certain home purchases and new land use grants, business tax on
transfers of non-ordinary residential properties held for five years or less, and other measures designed to
control inflationary property prices. The level of investment in property construction in China may level off
or decrease as a result of these or other measures which in turn may negatively impact the demand for
plastic pipes and, hence, have a material adverse impact on our revenue and financial performance. See
“Risk factors — Risks relating to our business — A substantial portion of our products are used in
infrastructure and real estate construction; the PRC government has recently implemented several measures
to control the growth of the infrastructure and real estate sectors, which could materially and adversely
impact demand for our products”. Furthermore, to the extent that government expenditures on
infrastructure programmes are delayed, decreased or terminated as a result of macroeconomic
developments or a change in government policies, our revenue and financial performance may be
materially and adversely affected.



Pricing of Our Products

Our ability to continue to price our products competitively is important to our financial performance. We
determine pricing for our products based on various factors, including our production costs, our market
position, our marketing strategy, market supply and demand, market competition, the margin of such
products, the age and life cycle of such products and our relationship with the relevant customers. We set
different prices for different customers. The prices of our products are affected by a number of factors
including:



Seasonality

Our products are principally used in infrastructure projects and residential and commercial construction. As
such, the demand for these products tends to be seasonal and corresponds with increased construction
activities in the late spring, summer and early fall, particularly in the northern part of China where changes
in climate are more severe.

We generally experience a reduction in the sales of our products during the first and fourth quarters of the
calendar year as a result of seasonal downtimes in Northeastern and Northwestern China due to extreme
weather conditions and lower level of construction activities during the winter and the Lunar New Year
holiday period in the PRC. Any significant or prolonged adverse weather conditions that negatively affect
the construction activities or slow the growth of new construction activities could have a material adverse
effect on our business, results of operations, financial condition and prospects.

Cost of raw materials

Our financial performance is dependent on the cost and continued availability of plastic resins. The

principal raw materials for the production of our plastic pipe products are plastic resins such as PVC, PE

and PP-R. Our cost of raw materials amounted to RMB2,760.6 million, RMB3,627.5 million and

RMB5,039.0 million (US$763.5 million), accounting for 88.6%, 88.3% and 88.7% of our cost of sales in

2008, 2009 and 2010, respectively. Our financial performance is therefore dependent to a substantial

extent on the price fluctuations and the availability of plastic resins. The primary raw material used in a

majority of our pipe products is PVC resin manufactured in the PRC from coal and limestone, as opposed

to PVC resin manufactured from petrochemical intermediates that are primarily used in many other parts of

the world. Prices for PVC resins in the PRC have been affected by various factors, including fluctuations

resulting from refinery capac pri3(fall,)-323.3(pabOuatbs)-323.3(f23.3(PRC)--323.3(by)-323.3(varionery)-323.3(capac)-3.aul7.¢



factors including the growth of the infrastructure and real estate development sectors, increasing
urbanization and increasing replacement of traditional piping systems with plastic piping systems. We also
believe that our growth in sales volume has resulted from our expansion in production capacity and the
increasing recognition of our Liansu brand.

We have expanded our production capacity significantly in recent years through the launch of new
production facilities. The effective annual production capacity of our production facilities was approximately
426,000 tonnes, 661,800 tonnes and 1,090,779 tonnes of plastic pipes and pipe fittings in 2008, 2009
and 2010, respectively.

Level of income tax and preferential tax treatment

Our 16 subsidiaries incorporated in the PRC are subject to income tax in China. Our profit attributable to
equity shareholders is affected by the level of income tax that we pay and the preferential tax treatment to
which we are entitled.

Prior to January 1, 2008, the income tax rate that was generally applicable to domestic companies in China
was 33% and the foreign-invested companies may enjoy tax exemptions and preferential tax rates. On
March 16, 2007, the National People’s Congress of China promulgated the New Income Tax Law, which
came into effect on January 1, 2008. The New Income Tax Law adopts a unified income tax rate of 25%
on most domestic enterprises and foreign-invested enterprises. Under the New Income Tax Law, enterprises
that enjoyed a preferential tax rate prior to the promulgation of the New Income Tax Law are given a
five-year grace period from the effective date of the New Income Tax Law to gradually transition to the
new tax rate.

Under the New Income Tax Law and its implementing rules, enterprises established outside China with their
de facto management bodies located within China may be considered a resident enterprise and subject to
China enterprise income tax on their global income at the rate of 25%. Since most of our management is
currently located in China, we may be subject to PRC income tax at the rate of 25% on our global income.
In certain circumstances, dividends received by one resident enterprise from another resident enterprise may
be exempt from this tax, but there is no guarantee that we will qualify for this exemption.

Some of our subsidiaries in China enjoyed preferential tax rates in 2008, 2009 and 2010. Guangdong
Liansu Technology was recognized as a “High and New Technology Enterprise” in 2008 and was subject to
corporate income tax at a reduced rate of 15% during 2008, 2009 and 2010. In addition, certain of our
subsidiaries that are foreign invested companies are wholly exempt from corporate income tax for two
years from its first profitable year and are entitled to a 50% tax reduction for the subsequent three years.
Our effective income tax rate, calculated as our Group’s income tax expense divided by profit before tax
from continuing operations, was 18.1% in 2008, 19.4% in 2009 and 17.6% in 2010. We will not be able
to obtain the same preferential income tax treatment for the foreign invested companies, see “Risk factors
— Risks relating to our business — We may not be able to continue to enjoy our current preferential tax
treatment”.

We were not subject to Cayman Islands tax in 2008, 2009 and 2010. We have not provided for Hong
Kong Profits Tax in respect of 2008, 2009 and 2010 because we did not derive any assessable profits in
Hong Kong during those years.

Critical accounting policies and estimates

We prepare our consolidated financial statements in conformity with HKFRS issued by the HKICPA, which

requires us to make subjective judgments in selecting the appropriate estimates and assumptions that



affect the amounts reported in our financial statements. Actual results may differ from these estimates
under different assumptions and conditions. The selection of critical accounting policies, the judgments and
other uncertainties affecting application of those policies and the sensitivity of reported results to changes
in conditions and assumptions are factors to be considered when reviewing our audited consolidated
financial statements. By their nature, these judgments are subject to an inherent degree of uncertainty.
These judgments are based on our historical experience, terms of existing contracts, our observance of



A considerable amount of judgment is required in assessing the ultimate realization of these receivables,
including the creditworthiness and the past collection history of each customer. If the financial conditions
of the customers of the Group were to deteriorate, resulting in an impairment of their ability to make
payments, additional impairment may be required.

Impairment of non-financial assets

The Group assesses whether there are any indications of impairment for all non-financial assets at the end
of each reporting periods. Non-financial assets are tested for impairment when there are indications that
the carrying amounts may not be recoverable. When value in use calculations are undertaken,
management must estimate the expected future cash flows from the asset or cash-generating unit and
choose a suitable discount rate in order to calculate the present value of those cash flows.

Depreciation
Depreciation is calculated on the straight-line basis to write off the cost of each item of property, plant and

equipment to its residual value over its estimated useful life. The principal annual rates used for this
purpose are as follows:

Land and buildings.........ccocevvieeeviiee e, 4.5% to 5%

Plant and machinery ........cccccceveeviieeeice e, 9% to 19%

Furniture, fixtures and office equipment .............. 9.5% to 32.3%

MOtOr VENICIES .....veeieeiiiiiee e 9.5% to 32.3%

Leasehold improvements ..........c.cccovveeieenieennene Over the shorter of the lease terms and 20%

Where parts of an item of property, plant and equipment have different useful lives, the cost of that item is
allocated on a reasonable basis among the parts and each part is depreciated separately. Residual values,
useful lives and the depreciation method are reviewed, and adjusted if appropriate, at least at each
financial year end.

Inventories

Our inventories primarily consist of raw materials, work-in-progress and finished goods. Inventories are
stated at the lower of cost and net realizable value. Cost is determined on the weighted average basis and,
in the case of work in progress and finished goods, comprises raw materials, direct labor and an
appropriate proportion of overheads. Net realizable value is based on estimated selling prices less any
estimated costs to be incurred prior to completion and disposal. We review the ageing analysis of
inventories of the Group at the end of each reporting date, and make provision for obsolete and slow
moving inventory items identified that are no longer suitable for sale. We estimate the net realizable value
for such inventories based primarily on the latest invoice prices and current market conditions.

In 2008, we had a write-down of inventories to net realizable value of RMB2.0 million, while we had a

write-back of inventories to net realizable value of RMB1.5 million in 2009. In 2010, we had a write-back
of inventories to net realizable value of RMBO0.4 million (US$0.1 million).



Principal income statement components
Revenue

Revenue represents the net invoiced value of goods sold, after allowances for returns and trade discounts
(net of value-added tax). Substantially all of our revenue is derived from the sales of plastic pipes and pipe
fittings. We also derive a small portion of our revenue from the sale of a small amount of ancillary
materials such as springs for connecting plastic pipes. Our revenue in any given period is determined by our
sales volume and average selling prices of our products.

The following table sets forth a breakdown of our sales volume and revenue by products for the periods
indicated:

Year ended December 31,

2008 2009 2010

Sales Revenue % of Sales Revenue % of Sales Revenue % of

Volume (RMB total  Volume (RMB total  Volume (RMB total

(tonnes) million) revenue (tonnes) million) revenue (tonnes) million)  revenue

Plastic pipes and pipe fittings ................... 334,802 3,569.4 98.6% 566,229 5,277.3 99.2% 789,326 7,611.7 98.7%

Others®




For financial reporting purposes, we organize our business operations into the following eight segments:

Segment Provinces/Regions

Southern China ................ Guangdong Province, Guangxi Zhuang Autonomous Region, Hunan Province,
Fujian Province and Hainan Province

Southwestern China ......... Chongging Municipality, Sichuan Province, Guizhou Province, Yunnan Province
and Xizang (Tibet) Autonomous Region

Central China ..........cc.c..... Hubei Province, Jiangxi Province and Henan Province

Eastern China ................... Shanghai Municipality, Jiangsu Province, Zhejiang Province and Anhui Province

Northern China ................ Beijing Municipality, Tianjin Municipality, Hebei Province, Shandong Province,
Inner Mongolia Autonomous Region and Shanxi Province

Northwestern China ......... Shaanxi Province, Ningxia Hui Autonomous Region, Qinghai Province, Gansu
Province and Xinjiang Uygur Autonomous Region

Northeastern China .......... Liaoning Province, lJilin Province and Heilongjiang Province

Outside China .................. Includes sales to Hong Kong, Macau and Taiwan and all international sales

outside of China.

The following table sets forth a breakdown of our revenue and sales volume of plastic pipes and pipe
fittings by sales region for the periods indicated:

Year ended December 31,

2008 2009 2010

Average Average Average

Sales Revenue % of selling Sales Revenue % of selling Sales Revenue % of selling

Volume (RMB total  price®  Volume (RMB total  price®  Volume (RMB total  price®

(tonnes) million)  revenue (RMB)  (tonnes) million)  revenue (RMB)  (tonnes) million)  revenue (RMB)

Southern China.................... 223,242 2,371.9 66.5% 10,624.8 395,270 3,682.9 69.8% 9,317.4 559,919 5,218.6 68.6% 9,320.3
Southwestern China............ 38,009 396.5 11.1% 10,4317 53,831 487.5 9.2% 9,056.1 66,153 675.1 8.9%  10,205.1
Central China .........c.ccccceu.. 31,685 310.0 8.7% 9,783.8 56,508 482.5 9.1% 8,538.6 59,519 597.0 7.7%  10,030.4
Northern China 18,307 193.9 54% 10,591.6 26,380 268.6 51% 10,182.0 41,292 454.4 6.0% 11,004.6
Eastern China 13,266 1415 4.0% 10,666.4 17,363 167.9 3.2% 9,670.0 33,737 329.3 4.3% 9,760.8

Northwestern China ............ 4,511 58.5 1.6% 12,968.3 8,728 89.5 1.7% 10,254.4 16,468 188.1 25% 11,4222




The following table sets forth a breakdown of our cost of sales during the three years ended December 31,
2010:

Year ended December 31,

2008 2009 2010
% of total % of total % of total
RMB cost of RMB cost of RMB cost of
(million) sales (million) sales (million) sales
Cost of sales
Raw materials.................... 2,760.6 88.6% 3,627.5 88.3% 5,039.0 88.7%
Labor costs. .......ccceevuveenne 123.3 4.0% 192.0 4.7% 272.3 4.8%
Manufacturing costs:
Depreciation and
amortization............... 39.9 1.3% 51.0 1.2% 94.1 1.7%
Electricity and fuel.......... 160.0 5.1% 185.0 4.5% 2151 3.8%
Repair and
maintenance .............. 18.5 0.6% 35.8 0.9% 44.9 0.8%
Other manufacturing
COSES ... 121 0.4% 17.7 0.4% 125 0.2%
Total cost of sales........... 3,114.4 100.0% 4,109.0 100.0% 5,677.9 100%

Other revenue, income and gains

Our other revenue, income and gains primarily consist of gross rental income from leasing of properties,
gains on disposal of one jointly-controlled entity and one subsidiary, gain on sale of raw materials, income
from the provision of utilities, bank interest income, and government grants and subsidies. Gain on sale of
raw materials comprised mainly sale of raw materials to related parties and provision of utilities represented
mainly reimbursement by related parties of their portion of the utilities costs paid by us on their behalf
arising from the sharing of utilities meters. The sale of raw materials to related parties related to certain
raw materials used by the related parties in their productions which are also used by us in our production.
Historically, when we or our related parties experienced urgent need of certain raw materials, we sourced
such materials from each other.

Selling and distribution costs

Selling and distribution costs primarily consist of salaries and benefits of sales and marketing staff,
transportation cost associated with shipping our products to distributors and customers, packaging cost,
advertising cost and others such as travelling expenses, depreciation and business development expenses.
Our total selling and distribution costs accounted for 4.5%, 3.7% and 3.9% of our total revenue from
continuing operations in 2008, 2009 and 2010, respectively. Transportation and packaging costs accounted
for the majority of our selling and distribution costs, representing 58.7%, 58.7% and 43.6% of our total
selling and distribution costs in 2008, 2009 and 2010, respectively.

Administrative expenses
Administrative expenses primarily consist of salaries and benefits of administrative and management staff,

business development expenses, utility expenses, professional services/consultation fees, taxes (other than
corporate income tax), office expenses, and other expenses. Taxes (other than corporate income tax)



primarily consists of flood prevention tax, land use tax, property tax, stamp duty and vehicle and vessel
usage tax. Our administrative expenses accounted for 2.9%, 3.1% and 3.0% of our total revenue from
continuing operations for 2008, 2009 and 2010, respectively. Salaries and benefits of administrative and
management staff represented the largest component of our administrative expenses, representing 42.1%,
36.7% and 59.7% of our administrative expenses in 2008, 2009 and 2010, respectively. Salaries increased
25.9% from RMB24.7 million in 2008 to RMB31.1 million in 2009 and RMB46.9 million (US$7.1 million) in
2010.

Other operating expenses, net

Our other operating expenses, net consist primarily of our research and development expenses.

Finance costs

Our finance costs consist principally of interest payments on bank loans wholly repayable within five years.
Income tax expense

Income tax expense represents amounts of PRC corporate income tax paid by our Group. We were not
subject to any Hong Kong profits tax or any income tax in the Cayman Islands and the BVI during the
three years ended December 31, 2010. A number of our PRC subsidiaries enjoyed preferential tax
treatment during the three years ended December 31, 2010. See also ““Factors affecting results of
operations and financial condition of the Group — Level of income tax and preferential tax treatment” in
this section.

Pursuant to the New Income Tax Law, a 10% withholding tax is levied on dividends declared to foreign
investors from the foreign investment enterprises established in Mainland China. The requirement became
effective on January 1, 2008 and applies to earnings after December 31, 2007. A lower withholding tax
rate may be applied if there is a tax treaty between China and the jurisdiction of the foreign investors.
Liansu HK, being a company incorporated in Hong Kong, is eligible to a 5% lower withholding tax rate for
the dividends received from its subsidiaries established in China, according to the avoidance of double
taxation arrangement between China and Hong Kong. Therefore, the withholding tax is calculated at 5%
on the distributable profits generated from subsidiaries established in China from January 1, 2008.

Our directors have confirmed that we did not have any disputes, and they were not aware of us having



Accrued expenses with the respective invoices not yet received. According to the relevant PRC tax
regulations and practices, expenses accrued during a year or period for which the related invoice was



During 2010, we experienced increased demand for a variety of products used in PRC infrastructure
projects and commercial real estate construction. We believe market demand was positively influenced by
China’s continuing economic development, urbanization and public investment in infrastructure. An
increase in the number of our distributors from about 600 to more than 760 by the end of 2010 also
contributed to increased sales.

We were able to handle the increase in market demand by increasing our effective annual production
capacity of 64.8% from 661,800 tonnes in 2009 to 1,090,779 tonnes in 2010. We increased our annual
effective production capacity during 2010 at our Guangdong Liansu Technology, Wuhan Liansu, Guiyang
Liansu, Hebei Liansu, Heshan Liansu, Wuhan Liansu Mold, Sichuan Liansu and Nanjing Liansu facilities and
commenced operations at our Urumgi facility.

Revenue increased in all of our sales regions in China during 2010. Southern China remained our top sales
region, accounting for 68.7% of total revenue for 2010. Revenue generated in Southern China increased
42.4% from RMB3,717.2 million in 2009 to RMB5,294.9 million in 2010.

The average selling price of our products increased 3.5% from RMB9,320.1 per tonne in 2009 to
RMB9,643.3 per tonne in 2010, primarily because we were able to raise prices in response to increases in
the cost of PVC resins and other resins during 2010.

Cost of sales

Cost of sales increased 38.2% from RMB4,109.0 million in 2009 to RMB5,677.9 million (US$860.3 million)
in 2010, primarily due to a 38.9% increase in expenditures for raw materials from RMB3,627.5 million to
RMB5,039.0 million (US$763.5 million). Our expenditures for raw materials increased primarily because of
our expanded production volume during 2010 and increased price for raw materials. Our cost of sales also
increased as a result of a 41.8% increase in labor costs from RMB192.0 million in 2009 to RMB272.3
million (US$41.3 million) in 2010 due primarily to an increase in headcount related to our expanded
operations. Cost of electricity and fuel increased 16.3% from RMB185.0 million in 2009 to RMB215.1
million (US$32.6 million) in 2010 as a result of the increase in our production volume and an increase in
electricity tariffs, particularly in Southern China. A 84.5% increase in depreciation and amortization from
RMB51.0 million in 2009 to RMB94.1 million (US$14.3 million) in 2010 and a 25.4% increase in repair and
maintenance from RMB35.8 million in 2009 to RMB44.9 million (US$6.8 million) in 2010 both related
primarily to the expansion of our production facilities.

Gross profit and gross profit margin

As a result of the foregoing, our gross profit increased 67.6% from RMB1,213.2 million in 2009 to RMB
2,033.6 million (US$308.1 million) in 2010 and our gross profit margin increased from 22.8% to 26.4% as
a result of our revenue growth outpacing the increase in cost of sales growth. The gross profit margin of
our PVC plastic pipes and pipe fittings business increased from 21.3% in 2009 to 24.6% in 2010, while
the gross profit margin of our other plastic pipes and pipe fittings business increased from 25.2% to
29.0% in 2010. The gross profit margin growth for our PVC plastic pipes and pipe fittings business and
our other plastic pipes and pipe fittings business is in line with our overall gross profit margin growth. The
expansion of our production capacity and the related increase in our market share enhanced our
bargaining power during negotiations of both our purchase prices for raw materials and the sales prices of
our products, improving our gross margins.

Other revenue, income and gains

Other revenue, income and gains increased 90.0% from RMB22.9 million in 2009 to RMB43.5 million
(US$6.6 million) in 2010, primarily as a result of a 263.2% increase in bank interest income, a 115.6%
increase in government grants and subsidies and the write back of aged receipt in advance from customers
of RMB8.2 million.



Selling and distribution costs

Selling and distribution costs increased 50.6% from RMB198.5 million in 2009 to RMB298.9 million
(US$45.3 million) in 2010. This increase was primarily due to an increase in advertising costs related to the
expansion of our scale. Packaging costs increased due to increased sales and the use of more costly
packaging materials to better protect our products during transportation. The increase in selling and
distribution costs was partially offset by a decrease in transportation costs relating to more of our
customers collecting our products at the point of sale in lieu of our handling delivery.

Administrative expenses

Administrative expenses increased 43.4% from RMB163.6 million in 2009 to RMB234.6 million (US$35.5
million) in 2010, primarily as a result of an increase in professional services fees relating to our initial public
offering, an increase in depreciation and amortization of non-production related tangible and intangible
assets and increases in telecommunications expense, travel expense, bank charges and utility costs.

Other operating expenses, net

Other operating expenses, net, increased 206.8% from RMB38.2 million in 2009 to RMB117.2 million
(US$17.8 million) in 2010, primarily due to a 379.3% increase in research and development costs from
RMB20.8 million to RMB99.7 million (US$15.1 million).

Finance costs

Finance costs increased 45.2% from RMB36.5 million in 2009 to RMB53.0 million (US$8.0 million) in 2010
primarily due to increased working capital borrowings relating to our expansion.

Profit before tax

As a result of the foregoing, profit before tax from continuing operations increased 71.8%, from
RMB799.4 million in 2009 to RMB1,373.5 million in 2010.

Income tax expense

Income tax expense increased 55.3% from RMB155.4 million in 2009 to RMB241.3 million (US$36.6
million) in 2010 due to the increase in our profit before tax. Our effective income tax rate, calculated as
our consolidated income tax expense divided by profit before tax, decreased from 19.4% in 2009 to
17.6% in 2010 primarily as a result of the decrease in the deferred tax expenses arising from the
distributable earnings of our subsidiaries in the PRC that are subject to withholding taxes. Due to the
significant improvement in our operating results in 2010 and the expansion plans, we expect that only a
portion of the profit in 2010 will be distributed as dividends in the foreseeable future. As such, deferred
tax income liabilities in 2010 have only been established for withholding tax that would be payable on the
portion of the profit for 2010 that is expected to be repatriated and distributed by way of dividend in the
foreseeable future.

Profit for the year

As a result of the foregoing, net profit increased 75.8% from RMB644.0 million in 2009 to RMB1,132.2
million (US$171.5 million) in 2010. Our net profit margin increased from 12.1% in 2009 to 14.7% in
2010.



Year ended December 31, 2009 compared to year ended December 31, 2008
Revenue

Revenue increased 47.1% from RMB3,618.5 million in 2008 to RMB5,322.2 million in 2009, primarily as a
result of a 69.1% increase in total sales volume from 334,802 tonnes in 2008 to 566,229 tonnes in 2009,
while partially offset by a decrease in average selling prices . The increase in sales volume in 2009 was
principally attributable to increases in sales volume of water supply products (67.4%), drainage products
(85.4%), power supply and telecommunications products (56.9%) and gas supply products (67.4%),
arising from increasing market demand for such products from construction activities in the PRC
infrastructure and real estate sectors. We believe market demand was positively affected by China’s
continuing economic development and urbanization and increase in public expenditure and investment in
infrastructure. The increase in production volume was due to an increase in effective annual production
capacity from 426,000 tonnes in 2008 to 661,800 tonnes in 2009.

We were able to increase our sales volume in part due to the commencement of operations in 2009 of our
new production lines in Guangdong Liansu Technology’s existing production facilities in Shunde, which
contributed an additional 156,500 tonnes of effective annual production capacity in 2009 as compared to
2008. Due to an improvement in productivity and the establishment of new production lines, the
production volume of Guangdong Liansu Technology increased approximately 135,292 tonnes in 2009 as
compared to 2008. Such new production lines are used for production of various plastic pipes and pipe
fittings for all kinds of product categories from mainly PVC and PE materials. The full year operations of
our production facilities in Hebei and Henan, both of which commenced operations during 2008, and the
commencement of operations of our new production facilities in Sichuan and Nanjing in 2009 also
contributed to an increase in revenue from Northern, Central, Southwestern and Eastern China as we were
able to increase our sales volume as well as attract new customers in these regions.

Revenue from plastic pipes and pipe fittings in each of our sales regions in China increased in 2009
compared to 2008. Southern China remained our top sales region, accounting for 69.8% of our total
revenue for 2009, as compared to 66.5% of our total revenue for 2008. Revenue generated in Southern



fuel increased from RMB160.0 million for the year ended December 31, 2008 to RMB185.0 million for the
year ended December 31, 2009 as a result of the increase in our production volume and an increase in the
average per unit price of electricity, in particular in Southern China. The increase in depreciation and
amortization from RMB39.9 million for the year ended December 31, 2008 to RMB51.0 million for the
year ended December 31, 2009 related primarily to the operations of our new facilities and new
production lines in existing facilities. The increase in repair and maintenance from RMB18.5 million for the
year ended December 31, 2008 to RMB35.8 million was primarily due to maintenance in relation to our
expanded operations.

Gross profit and gross profit margin

As a result of the foregoing, gross profit increased 140.7% from RMB504.1 million for 2008 to
RMB1,213.2 million for 2009. Our overall gross profit margin increased from 13.9% in 2008 to 22.8% in
2009 as a result of raw material prices decreasing more than our average selling price in 2009, the
continuing improvement in our production efficiency and economies of scale. The gross profit margin of
our PVC plastic pipes and pipe fittings increased from 12.5% in 2008 to 21.3% in 2009, and the gross
profit margin of our other plastic pipes and pipe fittings increased from 16.9% in 2008 to 25.2% in 2009
in line with the increase in our overall gross profit margin. Due to the continuous expansion of our scale of



Other operating expenses, net

Other operating expenses, net, increased 115.8% from RMB17.7 million for 2008 to RMB38.2 million for
2009, primarily due to an increase of RMB9.6 million in research and development costs and an increase of
RMB5.1 million in impairment of trade receivables, net.

Finance costs

Finance costs decreased 20.5% from RMB45.9 million for 2008 to RMB36.5 million for 2009, primarily due
to decreases in interest rates.

Profit before tax from continuing operations

Profit before tax increased 323.2% from RMB188.9 million for 2008 to RMB799.4 million for 2009,
primarily as a result of the factors described above.

Income tax

Income tax increased 354.4% from RMB34.2 million for 2008 to RMB155.4 million for 2009. Our effective
income tax rate, calculated as our Group’s income tax expense divided by profit before tax from continuing
operations, increased from 18.1% in 2008 to 19.4% in 2009. The increase in income tax expense was

mainly due to the increase in profit and the increase in effective income tax rate, due primarily to the
cessation of the tax reduction period of Wuhan Liansu and the tax exemption period of Heshan Liansu.

Profit for the year

Due to the factors described above, our net profit increased 373.9% from RMB135.9 million for 2008 to
RMB644.0 million for 2009. Our net profit margin increased from 3.8% for 2008 to 12.1% for 2009.

Liquidity and capital resources

We have historically funded our operations primarily from cash flows from operating activities and
short-term and long-term borrowings from banks and related parties. We require cash primarily for:

° our working capital requirements, such as product manufacturing and development; and

° capital expenditures related to the development of new production facilities and the purchases of
property, plant and equipment.

The following table is a summary of our cash flow data for the periods indicated:




Cash flows from operating activities

We derive our cash inflow from operating activities principally from the receipt of payments for the sale of
our products. Our cash outflow from operating activities is principally for purchases of raw materials.

In 2010, we had net cash flows from operating activities of RMB650.4 million (US$98.5 million). This was
primarily due to the cash flows from operating activities before working capital adjustments of RMB1,584.1
million (US$240.0 million), as a result of increase in our production and sales volume, partially offset by an
increase in inventories of RMB395.6 million (US$59.9 million) due to the increase in finished goods to meet
increasing sales demand and an increase in trade and bills receivables of RMB221.8 million (US$33.6
million) which was in line with the increased sales in 2010.

In 2009, we had net cash flows from operating activities of RMB608.2 million. This was primarily due to
the cash flows from operating activities before working capital adjustments of RMB914.8 million and an
increase in .3(in)-323.3(our)-323.3(pr)17.9(oductb(million.)-323.3(This)-323.3(was)-323.3(primarily)-323.3(due)-3(cash)-323.6C



million for our Nanjing facilities and RMB14.1 million for our Urumgi facilities) and additions of prepaid
land lease payments of RMB79.1 million in relation mainly to our Changchun and Heshan facilities. We



Capital commitments

We had the following capital commitments as of December 31, 2008, 2009 and 2010:

As of December 31,

2008 2009 2010 2010
RMB RMB RMB UsD
(in millions)
Capital commitments
Contracted, but not provided for:
Property, plant and equipment............cccocoveeiiieeenne 103.2 109.7 138.5 21.0
Prepaid land lease payments ...........cccoooveereeiieenneens 9.3 — — —

Total



expansion during 2011 and 2012, respectively, which we may adjust according to market conditions. We
expect to finance our capital expenditures through a combination of the offering of the Notes, the
remaining proceeds from our initial public offering, cash flows from operations, cash on hand and banking
facilities.

Our capital expenditure plans may be adjusted according to the market conditions. For a discussion of
expected capital expenditures with respect to our expansion plan for production facilities up to 2012, see
“Business — Production facilities and production process — Production facilities™.

Receivables analysis

Our trade and bills receivables increased 46.0% from RMB466.7 million in 2009 to RMB681.4 million in
2010, generally in line with our increased sales in 2010.

The following table sets out our average trade and bills receivables turnover days:

Year ended December 31,

2008 2009 2010

Average trade and bills receivables turnover days® ................co........ 22 23 27

Note:

1. Average trade and bills receivables turnover days is equal to the average trade and bills receivables divided bies in 2010.



The following table sets out our average inventory turnover days:

Year ended December 31,

2008 2009 2010
Average inventory turnover days™ .............ccooveieiieeeeeeeee e 61 59 61
Note:
1 Average inventory turnover days is equal to the average inventory divided by cost of sales and multiplied by 365 days. Average
inventory equals inventory at the beginning of the year plus inventory at the end of the year end divided by two.
Indebtedness
Borrowings

The following table sets out our borrowings as of the dates indicated by maturity date:

As of December 31,

2008 2009 2010 2010
RMB RMB RMB UsD
(in millions)
Bank loans repayable:
Within one year or on demand ........cccccceveeviieeevinnenns 416.7 427.5 630.3 95.5
IN the SECONd Year........ccccvveiviieeiiee e 52.0 868.5 104.0 15.7
In the third year ..........cccoeiiiei e — 13.7 50.0 7.6
TOTAD .o 468.7 1,309.7 784.3 118.8
Setforth below are the details of our bank loans and their respective interest rates:
As of As of
Contractual December  Contractual December  Contractual As of
interest rate  Maturity 31, 2008 interest rate Maturity 31, 2009 interest rate Maturity December 31, 2010
RMB RMB RMB usb
(%) (million) (%) (million) (%) (million)  (million)
Current
Bank loans
— secured.......... 5.67 - 8.22 2009 3342 1.67 - 531 2010 229.1 530 - 594 2011 178.0 27.0
— unsecured ..... 6.12 - 8.22 2009 825 277 - 584 2010 198.4 1.67 - 5.40 2011 452.3 68.5
416.7 427.5 630.3 95.5
Non-current
Bank loans
— secured.......... 7.56 2010 20.2 167 - 584 2011 - 2012 662.2 5.40 2012 104.0 15.7
— unsecured ..... 7.56 2010 318 5.4 2011 220.0 5.40 2013 50.0 7.6
52.0 882.2 154.0 23.3
468.7 1,309.7 784.3 118.8

As of December 31, 2009 and 2010, all of our bank loans were denominated in RMB, except for

unsecured bank loans of HK$530.0 million and HK$360.0 million (RMB306.3 million and RMB466.7

million, respectively). For further details, please see ““Description of other material indebtedness”.



As of December 31, 2008 and 2009, and 2010, the following of our assets were pledged to certain banks
for securing the loans granted to the Group:

As of December 31,

2008 2009 2010 2010

RMB RMB RMB UsD

(in millions)

LANA e 24.2 53.5 23.1 35
BUIAINGS. .t 134.4 232.2 354.1 53.7
Machinery and equipment ...........cccccveveeeeeiiiieee e e, 30.8 71.6 121.0 18.3
INVENTOTIES . ...eeee et 102.6 — — —
TOTAL .. 292.0 357.3 498.2 75.5

We have not defaulted in our repayment of bank and other borrowings during the three years ended
December 31, 2010 and we did not receive any notices regarding withdrawal or early repayment of
banking facilities during the three years ended December 31, 2010. Our borrowings did not contain any
cross-default provisions related to borrowings of our Group companies.

Our bank borrowings decreased 40.1% from RMB1,309.7 million as of December 31, 2009 to RMB784.3
million (US$118.8 million) as of December 31, 2010. The decrease was primarily attributable to a
RMB728.2 million reduction in long term loans, which was partially offset by an increase of RMB202.8
million in short term loans for working capital purposes as we increased our purchase of raw materials.
Except as disclosed above, we did not have outstanding mortgages, charges, debentures, loan capital, bank
overdrafts, loans, debt securities or other similar indebtedness, finance leases or hire purchase
commitments, liabilities under acceptances or acceptance credits or any guarantees outstanding as of
December 31, 2010.

Contingent liabilities

As of December 31, 2010, we had no material contingent liabilities. We are not involved in any current
material legal proceedings, nor are we aware of any pending or potential material legal proceedings
involving us. If we were involved in such material legal proceedings, we would record any loss
contingencies when, based on information then available, it is probable that a loss has been incurred and

the amount of the loss can be reasonably estimated.

As of December 31, 2010, the Company has provided a guarantee, amounting to RMB51.1 million, to a
bank in connection with a loan granted to a subsidiary.

Quantitative and qualitative information about market risks
Commodity price risk

We are exposed to fluctuations in the prices of raw materials, and in particular, PVC, PE and PP-R, as well
as fluctuations in the prevailing prices of our products. We generally purchase our raw materials at



Our policy is to maintain up to one to two months’ supply of our key raw materials, being PVC, PE and
PP-R, at our production facilities. We believe the use of this reserve helps us to reduce the risk associated
with an unexpected sharp rise in the prices of such raw materials. During 2008, our directors took the view
that prices for certain raw materials would increase significantly in the short-term and we purchased
additional quantities of such raw materials beyond the one-month inventory back-up amounts, and when
prices of such raw materials went up, we were able to benefit from the lower prices that we paid a few
months earlier. The risk of obsolescence is insignificant given that PVC, PE and PP-R are basic raw materials
that we use to manufacture plastic pipes. Through the regular monitoring of market prices for our raw
materials, we are able to take advantage of our directors’ and senior management’s assessment of
movements in raw materials prices. During the three years ended December 31, 2010, we did not enter
into any long-term forward purchase or hedging contracts for our raw materials. We seek to mitigate the
market risk related to commodity pricing by passing the increases in raw material costs through to our
customers in the form of price increases.

Interest rate risk

Our exposure to interest rate risks relates to our bank borrowings. Our net profit is affected by changes in
interest rates due to the impact such changes have on interest income and interest expense from
short-term deposits and other interest-bearing financial assets and liabilities. In addition, an increase in
interest rates would adversely affect our ability to service loans and our ability to raise and service
long-term debt and to finance our developments, all of which in turn would adversely affect our results of
operations. We have not entered into any interest rate hedging contracts or any other derivative financial
instruments.

Foreign currency risk

Our businesses are located in the PRC and most of our transactions are conducted in RMB. With the
exception of our obligations under the Notes and certain bank loans, the majority of our assets and
liabilities are also denominated in RMB. Accordingly, fluctuations of the exchange rates of RMB against
foreign currencies have not had significant effects on our results. We have not hedged our exposure to
foreign exchange rate risk.

Notwithstanding the above, a depreciation of the Renminbi would negatively affect the value of dividends
paid by our PRC subsidiaries, which may in turn affect our ability to service foreign-currency denominated
debts, including the Notes. After the issuance of the Notes, fluctuations in foreign exchange rates will have
an impact on our business, financial condition and results of operations. See “Risk factors — Risks relating
to the Notes — We may be subject to risks presented by fluctuations in exchange rates between the
Renminbi and other currencies, particularly the U.S. dollar”.

Liquidity risk

Liquidity risk is the risk of non-availability of funds to meet all contractual financial commitments as they
fall due. Our management aims to maintain sufficient cash and cash equivalents and have available
funding through an adequate amount of committed credit facilities to meet our commitments. Please also
refer to the section headed ““Risk factors — Risks relating to our business — We had net current liabilities
in recent periods and may have net current liabilities in the future”.



Industry

The information in the section below has been derived, in part, from various government publications
unless otherwise indicated. We have endeavored to obtain the most recent sources available. This
information has not been independently verified by us or the Initial Purchasers or any of our and its
affiliates or advisors. The information may not be consistent with other information compiled within or
outside the PRC.

The characteristics and application of plastic pipe products

Traditionally, piping systems, including both pipes and fittings, for applications such as water supply,
drainage, power supply and telecommunications and gas supply, were primarily made of concrete or metal.
More recently, plastic pipes and fittings began to replace traditional piping systems in the PRC as plastic
piping systems offer many qualities and performance characteristics that are superior to those of concrete
or metal piping systems, including:

° Lightweight and easy and safe to install. Plastic pipes weigh less and can be installed faster than
metal and concrete pipes. This feature means lower freight charges, less manpower and simpler
handling equipment for installation and transportation. Assembling plastic pipes does not require the
use of the traditional lead pot and torch used for the production of metal pipes. As a result, plastic
pipe installation procedures save time and resources as well as reduce workplace hazards.

° Low-energy manufacturing and low environmental impact. Compared with metal and concrete
alternatives, a significant benefit of plastic pipes is their low environmental impact. The
manufacturing of plastic pipes used in the construction and transportation industries consumes less
energy and causes less pollution than that of traditional concrete or metal pipes. Unlikely to leak and
corrode, plastic pipes are used to contain and deliver water, waste, or chemicals without
contamination by or of surrounding materials.

o Chemical resistant and low maintenance. Due to their chemical and corrosion resistant nature, interior
and exterior surfaces of plastic pipes are not subject to chemical corrosion or electrolysis. A properly
designed and installed plastic pipe and fitting system requires very little maintenance because there is
no rust, pitting, or scaling to contend with, and the entire system can be buried in acidic, alkaline,
wet or dry soils without protective coatings.

o Durable and flexible. Plastic pipes endure electric shocks and pressure, are resistant to corrosion and
do not break or split easily. They are relatively flexible and can be bent to a greater degree than
concrete or metal pipes. Due to these characteristics, plastic pipes are often chosen for building and
construction applications in earthquake-prone areas or high pressure conditions.

° No electric conductivity and low thermal conductivity. Plastic pipes and fittings are non-conductive
and immune to galvanic or electrolytic erosion, and therefore are often used as safe electrical conduit
and power duct pipes. In addition, plastic pipes have low thermal conductance properties and can
maintain more uniform temperatures when transporting fluids than metal or