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Total share offer: *550,000,000 shares
(25.0% of the enlarged share capital)

Public Offer: 55,000,000 shares (10%)
Placing: 495,000,000 shares (90%)
Greenshoe: 82,500,000 shares

*All 550,000,000 shares are New Shares

Price: HK$4.05 — HK$5.50 per share

Market Cap:
HK$8,910 million — HK$12,100 million

Unaudited pro forma fully diluted FYO8E PER:
17.1x — 23.3x

Adjusted NTA per share:
RMBO0.97 — RMB1.28 or HK$1.08 — HK$1.43

Staffing: 6,188 (as of 30" April 2008)

HK Public Offer period:

21 May 2008 — 26" May 2008
Receiving banks:

Bank of China (Hong Kong) Limited
Hang Seng Bank Limited

Share registrar:
Computershare Hong Kong Investor Services Ltd.

Listing date: 3" June 2008

Business of Xtep

Xtep is one of the leading domestic fashion
sportswear enterprises in the PRC and has a
market share of approximately 3.4% in the total
PRC sportswear market in 2007.

The business of Xtep began in 1999 as an OEM
enterprise which manufactures sports footwear
products for various international brands and
started to develop its own brands in 2002. Since
then, the Company has engaged in the design,
development, manufacture and marketing of
sportswear, including footwear, apparel and
accessory products, sold under two proprietary
brands - Xtep and Koling, and one licensed brand
- Disney Sport.

Xtep distributes the products through an
extensive network of distributors covering all 31
provinces, autonomous regions and municipalities
in the PRC. As of 31 Mar 2008, those distributors
owned, directly operated or managed 4,678, 265
and 50 retail outlets for the brands Xtep, Disney
Sport and Koling, respectively.

Xtep also grew rapidly in the past 3 years, with
revenue increasing from RMB297.4million in 2005
to RMB1,364.9million, representing a CAGR of
114.2%. The net profit also grew significantly from
RMB8.2million in 2005 to RMB221.9million in
2007.

This report has been prepared solely for information purposes and we are not soliciting any action based upon it. Neither
this document nor its contents shall be construed as an offer, invitation, advertisement, inducement or representation of
any kind or form whatsoever. The information is based upon information, which we consider reliable, but accuracy or
completeness is not guaranteed. Opinions expressed herein are subject to change without notice. At time of this report,
East Asia Securities Company Limited has no position in securities of the company or companies mentioned herein, while
its group companies may from time to time have interests in securities of the company or companies mentioned herein.
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Shareholding Structure after Listing (Assuming the over-allotment option is not exercised)

Group Success (BVI) —63.2% owned by Mr. Ding Shui Po, the founder, the chairman and the
CEO of the Company, and; 64.5%
36.8% owned by Ms. Ding Mei Qing, an executive Director and the sister '
of Mr. Ding Shui Po
Henley Hope (GVI) — 100% owned by Mr. Ding Jin Chao, the father of Mr. Ding Shui Po 3.3%
CAGP L.P & CAGP Il — investment funds managed by Carlyle, a global private equity firm 7.2%
Public Investors 25.0%
100.00%

Use of Proceeds

Net proceeds from the offer are estimated to be HK$2,451 million (Assuming the over-allotment option is
not exercised, and at an issue price of HK$4.78 each, being the midpoint of the indicative price range)

HK$ million
For media advertising and brand promotional activities 539
For expanding and improving the coverage of the distribution network 417
For expanding the apparel production facilities 466
For acquiring brands 588
For recru_iting designers, engaging design and consultancy firms and upgrading the 172
laboratories
For working capital and other general corporate proposes 195
For upgrading the information management system 74
Financial Highlights
Year ended 31° December
2005 2006 2007
RMB’000 RMB’000 RMB’000
Revenue 297,445 483,562 1,364,947
Gross profit 59,714 136,088 443,143
Attributable profit 8,211 50,069 221,878
Gross margin 20.1% 28.1% 32.5%
Net margin 2.8% 10.4% 16.3%
Revenue Breakdown by product (% of Total Revenues)
Year ended 31° December
2005 2006 2007
RMB’000 % RMB’000 % RMB’000 %
Footwear 294,817 99.1 441,948 914 849,135 62.2
Apparel 2,628 0.9 40,596 8.4 497,635 36.5
Accessories - 0.0 1,018 0.2 18,177 1.3
Total 297,445 100.0 483,563 100.0 1,364,947 100.0
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Strengths/Opportunities

v

High growth potential of sportswear market Sportswear market in the PRC grew at a CAGR of
19.4% from 2003 to 2007, along with the nominal GDP CAGR growth of 16.1% in the same period.
Demand for branded sports goods are expected to rise at the pace of the overall economy going
forward. Moreover, sportswear market worth about RMB40.7b in 2007, or only 0.17% of the country’s
GDP. This ratio is low compared to developed markets such as the US, Germany, Italy, Japan, and
South Korea, where this is at 1.5%—-3% of GDP.

Fast-paced retail network expansion Xtep has been aggressively expanding the brand’s retalil
network. The number of retail outlets increased from 739 in 2005 to 4,380 in 2006, representing a
CAGR of 144%. The fast-paced expansion of the retail network has an immediate impact on sales,
which boosted the revenue to grow from RMB297m to RMB1,364m in the same period.

Fair valuation With shares priced at 2008E P/E of 17x-23x, valuation of Xtep is fair, when compared
with other sportswear-related peers Li Ning (2331.HK)’s 2008E P/E of 34.8x, Anta Sports (2020.HK)'s
2008E P/E of 27.4x and Dongxiang (3818.HK)'s 2008E P/E of 21.8x.

Weaknesses/Threats

X

Limited operating history Unlike the leading domestic brands such as Li Ning and Anta Sports with
more than 15-year history, Xtep has less experience in the PRC sportswear industry as most of its
revenues were derived from its OEM activities before 2005.

2" tier brand reflected in the low gross margin The 2007 gross margin of Xtep, Li Ning and
Dongxiang were 32.4%, 47.9% and 58.5% respectively. The lower gross margin of Xtep’s products
suggests the Xtep brand is not among the premium brands such as Li Ning and Dongxiang, not to
mention the international players Nike and Adidas.

Unstable cash flow Xtep recorded negative operating cash flow of RMB13.7m and RMB62.9m in
2005 and 2006, respectively. Management attributed the problem to the lengthened credit terms to its
customers in order to promote the Xtep branded products. Despite the Company turned the operating
cash flow to positive amount of RMB12.9m in 2007, its operating cash flow as a percentage of
revenue is still very low, compared with other listed peers.

Recommendation: Unattractive
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Important Disclosure / Analyst Certification / Disclaimer

This document is published by East Asia Securities Company Limited, a wholly-owned subsidiary of
The Bank of East Asia, Limited (BEA).

The research analyst primarily responsible for the content of this report, in part or in whole certifies
that the views on the companies and their securities mentioned in this report accurately reflect his/her
personal views. The analyst also certifies that no part of his/her compensation was, is, or will be,
directly, or indirectly, related to specific recommendations or views expressed in this report.

This report has been prepared solely for information purposes and has no intention whatsoever to
solicit any action based upon it. Neither this report nor its contents shall be construed as an offer,
invitation, advertisement, inducement or representation of any kind or form whatsoever. The
information is based upon information, which East Asia Securities Company Limited considers
reliable, but accuracy or completeness is not guaranteed. Information and opinions expressed herein
reflect a judgment as of the date of this document and are subject to change without notice. Any
recommendation contained in this report does not have regard to the specific investment objectives,
financial situation and the particular needs of any specific addressee. This report is not to be taken in
substitution for the exercise of judgment by respective readers of this report, who should obtain
separate legal or financial advice. East Asia Securities Company Limited and / or The BEA Group
accepts no liability whatsoever for any direct or consequential loss arising from any use of this report
or further communication given in relation to this report.

At time of this report, East Asia Securities Company Limited has no position in securities of the
company or companies mentioned herein the report, while BEA along with its affiliates and/or
persons associated with any of them may from time to time have interests in the securities mentioned
in this report. BEA and its associates, its directors, and/or employees may have positions in, and may
effect transactions in securities mentioned herein and may also perform or seek to perform broking,
investment banking and other banking services for these companies.

BEA and/or any of its affiliates may beneficially own a total of 1% or more of any class of common
equity securities of the subject company or companies mentioned in this report and may, within the
past 12 months, have received compensation and/or within the next 3 months seek to obtain
compensation for investment banking services from the subject company or companies mentioned in
the report.

This document is not directed to, or intended for distribution to or use by, any person or entity who is
a citizen or resident of, or located in, any locality, state, country or other jurisdiction, publication,
availability or use would be contrary to law and regulation.




