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Notes:

1. As used in this document, and unless otherwise described or the context otherwise requires, references are as
follows:

e “China” or “PRC” refers to the People’s Republic of China

o “Company” or “Issuer” or “Xinhua Finance” refers to Xinhua Finance Limited
o “EconWorld” refers to EconWorld Media Ltd

o “Exchange” refers to the Tokyo Stock Exchange

e “Ford” means Ford Investor Services, Inc.

o “FTSE” refers to FTSE Group, a joint venture between the Financial Times and the London Stock
Exchange

e “Fortune China” refers to Fortune China Public Relations Limited

o “G7 Group” refers to The G-7 Group, Inc.

o “GAAP” refers to Generally Accepted Accounting Principles

o “Hong Kong” refers to the Hong Kong Special Administrative Region

o “|FRS” refers to International Financial Reporting Standards issued by the International Financial
Reporting Standards Committee

e “Mergent” refers to Mergent, Inc.

e “MNI” refers to Market News International, Inc.

o “SMRA” refers to Stone & McCarthy Research Associates, Inc.

e “Taylor Rafferty” refers to Taylor Rafferty Associates, Inc.

o “We” or the “Group” refers to the Company and its consolidated subsidiaries
o “XFN” refers to Xinhua Financial Network Limited

o “Washington Analysis” refers to Washington Analysis LLC

2. For convenience, conversion of U.S. dollars from our financial statements into Japanese yen is calculated by
the foreign currency, exchange rate (middle rate), as of June 30, 2005, which is US$1.00 = ¥110.62. U.S.
dollar amounts are presented in thousands (rounded), and Japanese yen amounts are stated in thousands
(rounded). Please note that these Japanese yen amounts are stated only for the purpose of convenience.
Therefore it is not assured that the amounts in U.S. dollars could be exchanged to Japanese yen amounts
calculated by the abovementioned exchange rate.

3. Where figures in tables in this document have been rounded, the totals may not necessarily agree to the sum of
the figures.
4. On August 24, 2004 our shareholders approved a 1-for-2000 reverse stock split. As a result, each of our

shareholders received one new share in exchange for every 2000 old shares. Unless we indicate otherwise, all
information in this document reflects the 1-for-2000 reverse stock split.
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PART I CORPORATE INFORMATION

I. OUTLINE OF LEGAL AND OTHER SYSTEMS IN THE HOME COUNTRY

There have been no material changes in Corporate System of the Country and State from what was described in Securities
Report filed on June 10, 2005 (**Securities Report”).
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Il. OUTLINE OF THE GROUP

1. Trends in Key Financial Data

(1) Consolidated key financial data

The 1st The 2nd
Term Semi-annual Semi-annual The 1st
fiscal year fiscal year fiscal year
Fiscal year 2004 2005 2004

Turnover US$'000 17,885 46,500 59,689

JPY'000 (1,978,491) (5,143,854) (6,602,794)

Ordinary loss US$'000 3,917 820 9,100

JPY'000 (433,299) (90,711) (1,006,642)

Net loss US$'000 4,296 1,385 9,305

JPY'000 (475,175) (153,248) (1,029,359)

Net assets US$'000 120,312 174,736 149,102

JPY'000 (13,308,968) | (19,329,311) (16,493,693)

Total assets US$'000 177,438 221,687 201,927

JPY'000 (19,628,190) | (24,523,057) | (22,337,213)

Net assets per share uss$ 0.19 725.68 719.66

JPY (20.84) (80,274.72) (79,607.29)

Net loss per share uss$ 0.05 6.59 103.94

JPY (5.65) (728.88) (11,497.30)

Diluted EPS us$ — - -

JPY — — —

Capital adequacy ratio (%) 67.8 78.8 73.9
Cashflow provided from ,

(Aused inI)) US$'000 2,840 A 5,093 A 1,915

operating activities JPY'000 (314,197) | (A 563,410) | (A 211,808)

Cashflow from US$'000 A\ 25,893 A\ 28,910 A\ 54,595

investing activities JPY'000 | (A 2,864,247) | (A\3,198,050) | (/A\6,039,334)

Cashflow from US$'000 48,076 4,765 78,387

financing activities JPY'000 (5,318,208) (527,060) (8,671,220)

Cash and cash equivalents, US$'000 43,159 10,890 40,089

end of the year JPY'000 (4,774,275) (1,204,608) (4,434,617)

Number of employees 527 707 588

US$°000 197 6,223 4,230

EBITDA JPY 000 (21,822) (688,338) (467,912)
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(2) Key financial data of the Company

The 1st The 2nd
Term Semi-annual Semi-annual The 1st fiscal
fiscal year fiscal year year
Fiscal year 2004 2005 2004

Turnover US$'000 — 3,872 5,355
JPY'000 — (428,311) (592,346)

Ordinary profit/loss (A) US$'000 A 3,265 928 A 6,285
JPY'000 (A 361,144) (102,655) (A 695,253)

Net profit/loss (A) US$'000 A 3,265 928 6,285
JPY'000 | (A 361,144) (102,655) | (A 695,253)

Share capital US$'000 423 559 522
JPY'000 (46,770) (61,857) (57,739)

Number of shares outstanding 171,733,081 218,083.29 203,565.36
Net assets US$'000 120,800 183,646 151,865
JPY'000 (13,362,886) (20,314,876) (16,799,323)

Total assets US$'000 146,132 191,667 172,059
JPY'000 (16,165,151) (21,202,242) (19,033,123)

Dividend per share us$ — - -
JPY — — —

Capital adequacy ratio (%) 82.7 95.8 88.3
Number of employees 3 4 1
EBITDA US$'000 A 518 860 A1,215
JPY'000 (A 57,334) (95,121) (A134,456)

Notes 1. Consumption tax is not included in turnover.

2.

3.

Regarding net assets per share, the suspense account of share exchange included in share premium is excluded
from the calculation.

The financial statements of the Group and the financial statements of the Company are stated in U.S. dollars. The
amounts in Japanese yen are calculated by the foreign currency exchange rate (middle rate), being
US$1.00=110.62, from the Tokyo Foreign Exchange Market as of June 30, 2005 . U.S. dollar amounts are
presented in thousands (rounded), and Japanese yen amounts are stated in thousands (rounded). Please note that
these Japanese yen amounts are stated only for the purpose of convenience. Therefore it is not assured that the
amounts in U.S. dollars could be exchanged to Japanese yen amounts calculated by the above-mentioned
exchange rate.

. We define EBITDA in relation to our Japanese GAAP financial statements as operating income or loss plus

depreciation, amortization and amortization of goodwill. EBITDA is presented because we believe that it is an
important measure of our financial performance. EBITDA is not a Japanese GAAP measurement and should not
be considered in isolation or as a substitute for income or cash flow statement data prepared in accordance with
applicable generally accepted accounting principles. It should be understood that items excluded in calculating
EBITDA, such as depreciation and amortization, are significant components in understanding and assessing the
Company’s performance.

. The disclosure documents of the Group included in this document have been prepared in accordance with

Disclosure Rules for Financial Statements and in conformity with generally accepted accounting principles in
Japan (Japanese GAAP). Additionally, financial statements in accordance with International Financial
Reporting Standards (IFRS) have been prepared for global investors in accordance with the Company’s past
practice. Significant differences between Japanese GAAP and IFRS as applied to us include those relating to
share issuance costs, listing related costs, amortization of goodwill and share based payments.

. On August 24, 2004 XFL’s shares were reversely split on a 1-for-2000 basis.
. On September 22, 2005 XFL’s shares were split on 3 for 1 basis. The effect of this share-split is not reflected in

the information provided above.
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2. Business Overview

We are a global organization with our headquarters in Hong Kong and offices across Asia, Australia, North America and
Europe. Our 17 office locations include Hong Kong, Beijing, Shanghai, Shenzhen, Taipei, Tokyo, Seoul, Singapore,
Kuala Lumpur, Melbourne, New York, Washington, D.C., Charlotte, Dallas, San Diego, Toronto, London. Our 22 news
bureaus are located in Hong Kong, Beijing, Shanghai, Taipei, Tokyo, Seoul, Singapore, Kuala Lumpur, Jakarta, Manila,
Sydney, New York, Washington, D.C., Chicago, Princeton, Sunnyvale, San Diego, London, Frankfurt, Brussels, Paris
and Berlin. As at June 30, 2005 we had 707 employees worldwide.

In May 2005, we acquired EconWorld, a Hong Kong based media company, publishing a range of Chinese language
publications and a magazine on China’s financial markets. In June 2005, we acquired Taylor Rafferty, a global investor
relations and cross-border financial communications advisory firm. In July 2005, we acquired Washington Analysis, an
economic and political advisory firm based in Washington D.C.

3. Related Companies (As of June 30, 2005)

In the first half of 2005, the company made the following additional acquisitions to enhance our product lines:

e EconWorld, a Hong Kong based book-publishing company with a financial magazine called Money Journal
distributed in China, Hong Kong and Taiwan.

e Taylor Rafferty, a leading independent investor relations and financial communications advisory firm.

The following table presents the subsidiaries and affiliates we acquired in this semi-annual period.

Company Name Address Total Share Principal % Relationship with
Capital Activities* Shares / Company
Equity
Held
EconWorld Flat 203A, 2/F., HK$3,500.00 | Publishing and 60% Publishing and
Media Limited Stanhope House, sale of books sale of books and
734-738 King’s and magazines magazines and sale
Road, Hong Kong and sale of of advertising; 1
advertising common director
EconWorld Flat 203A, 2/F., HK$1,000.00 | Publishing and 60% Publishing and
Publishing Stanhope House, sale of books (60%) sale of books and
Limited 734-738 King’s and magazines magazines and sale
Road, Hong Kong and sale of of advertising
advertising
EconWorld Room 710-718, | US$140,000.00 | Provision of 60% Provision of
(Shanghai)  Co. | JinDu Building, business (60%) business advisory,
Ltd. 277 WuXing advisory, market research
Road, Shanghai market research and corporate
200030, China and corporate image planning
image planning
Financial World | Room 710-718, | US$210,000.00 | Provision of 60% Provision of
(Shanghai)  Co. | JinDu Building, business (60%) business advisory
Ltd. 277 WuXing advisory and and corporate
Road, Shanghai corporate management
200030, China management advisory
advisory
Highasia P.O. Box 957, US$150,000.00 Investment 60% Holding company
Investments Offshore holding (60%) | of Xinhua Top Sky
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Limited Incorporations Public Relations
Centre, Road Consulting
Town, Tortola, (Beijing) Co. Ltd.
British Virgin
Islands
Money Journal | Flat 203A, 2/F., HK$10,000.00 Advertising 60% Advertising
Advertising Stanhope House, agency (60%) agency
Company Limited | 734-738 King’s
Road, Hong Kong
Money  Journal | Flat 203A, 2/F., HK$10.00 Publishing and 60% Publishing and
Publication Stanhope House, sale of books (60%) sale of books and
Limited 734-738 King’s and magazines magazines and sale
Road, Hong Kong and sale of of advertising
advertising
Taylor Rafferty | 205 Lexington US$1.00 Investor 100% Investor relations
Associates, Inc. Avenue, New relations and and cross border
York, NY 10016, cross border financial
USA financial communications
communication advisor; 1 common
s advisor director
Taylor Rafferty | 2 Throgmorton £2.00 Investor 100% Investor relations
Associates Avenue, 1st Floor, relations and (100%) and cross border
Limited London EC2N cross border financial
2DG, United financial communications
Kingdom communication advisor
s advisor
Taylor Rafferty | 3/F Atagoyama | JPY 10 million Investor 100% Investor relations
KK Bengoshi relations and (100%) and cross border
Building, 1-6-7 cross border financial
Atago, Minato-ku, financial communications
Tokyo 105-0002 communication advisor
Japan s advisor
Tesserae Capital c/o Corporation Nil Licensed 100% Licensed
Advisors, LLC Service Company, investment (100%) investment

2711 Centerville
Road, Suite 400,
Wilmington,
Delaware 19808

advisory firm

advisory firm

Note: (1) Numbers in brackets indicate percentage of equity held indirectly by the Company.

(2) Subsequent to June 30, 2005, the Company acquired Washington Analysis. In addition, the Company
formed a 60% owned subsidiary, Xinhua Top Sky Public Relations Consulting (Beijing) Co. Ltd, with
another joint venture partner.

(3) The address of Xinhua Finance Japan Limited has changed to 5/F Kioicho Building, 3-12 Kioicho,
Chiyoda-ku, Tokyo, Japan on May 28, 2005.
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4. Employees

The Group:

As of June 30, 2005, the Group employed 707 persons. The number of employees by geographical region is shown in the
table below:

Headcount
CHINA 189
EUROPE 38
HONG KONG 68
JAPAN 19
AUSTRALIA 7
REST OF ASIA 35
TAIWAN 11
USA 340
TOTAL 707

Note: The increase of the headcount during this Semi-annual fiscal year was due mainly to the acquisitions of EconWorld
and Taylor Rafferty.

The Company:
As of June 30, 2005, the Company employed 4 persons.

There are no union agreements or collective bargaining agreements with employees of the Group, and there are no
material disputes, complaints, investigations and proceedings on matters relating to employment.
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I11. CONDITION OF BUSINESS OF THE GROUP

1. Summary of Results of Operations, etc.
Turnover by Geography

Certain information regarding the geographic breakdown of our turnover, determined on the basis of the billing addresses
of our customers, is set forth below.

Fiscal Period Ended June 30, 2004

(thousands) % of total
Asia US$9,528 ¥ 1,053,940 53.3
United States 7,217 798,381 40.3
Japan 872 96,480 4.9
Others 268 29,690 15
Total US$17,885 ¥1,978,491 100.0%

Fiscal Period Ended June 30, 2005

(thousands) % of total
Asia US$13,223 ¥ 1,462,706 284
United States 30,386 3,361,257 65.3
Japan 2,627 290,651 5.7
Others 264 29,240 0.6
Total US$46,500 ¥5,143,854 100.0%

Turnover was US$46,500 thousand (5,143,854 thousand) for the six months ended June 30, 2005, higher than the
US$17,885 thousand (% 1,978,491 thousand) for the six months ended June 30, 2004. Higher turnover in 2005 is
primarily due to:

Greater efficiency in extracting synergies among the group, enhancing cross-selling efforts

Robust demand for China focused financial information, product line extensions with existing clients and
cross-selling

Effective improvements to sales and marketing process

Full period impact from acquired subsidiaries in 2004
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Cashflow Analysis
Operating Activities

Net cash used in operating activities amounted to US$5,093 thousand (¥ 563,410 thousand) for the six months ended
June 30, 2005 versus US$2,840 thousand (% 314,197 thousand) for the six months ended June 30, 2004. This was due to
an increase in working capital needs from the rapid expansion of our business.

Investing Activities

Net cash used in investing activities amounted to US$28,910 thousand (*¢ 3,198,050 thousand) for the six months ended
June 30, 2005 versus US$25,893 thousand (¥ 2,864,247 thousand) for the six months ended June 30, 2004, mainly
consisting of capital expenditures and cash used for strategic acquisitions.

Financing Activities

Cashflow from financing activities amounted to US$4,765 thousand (¥ 527,060 thousand) for the six months ended June
30, 2005 versus US$48,076 thousand (% 5,318,208 thousand) for the six months ended June 30, 2004.

This was mainly due to the decrease in equity fundraising after the IPO in October 2004.

Cash Balance

Ending cash balance was US$10,890 thousand (% 1,204,608 thousand) as at June 30, 2005 versus US$43,159 thousand
(4,774,275 thousand) for the six months ended June 30, 2004, due to the activities as described in “Operating
Activities”, “Investing Activities” and “Financing Activities”, above.

page 11



2. Condition of Production, Order Acceptance and Sales

Condition of Production and Order Acceptance:
As we are a services company, this is not applicable.

Condition of Sales:

Please refer to “1. Summary of Results of Operations, etc.”.

3. Issues to be resolved

No material change in our issues to be resolved occurred in this semi-annual period.
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4. Material Contracts Relating to Business

ECONWORLD

The Company entered into a Subscription Agreement with the shareholders of EconWorld (the “EconWorld Selling
Shareholders™) and EconWorld on May 26, 2005 (“Subscription Agreement”). Pursuant to the Subscription Agreement,
the Company acquired 60% of the total issued share capital of EconWorld at a total subscription price of US$1,500,000.
The Company might invest a further US$2,820,000 for one additional share in EconWorld subject to EconWorld’s
financial performance for the period ended March 31, 2006. In addition, the EconWorld Selling Shareholders have a put
option to sell the shares held by them to the Company and the Company has a call option to purchase the shares from the
EconWorld Selling Shareholders.

TAYLOR RAFFERTY

The Company entered into an Agreement and Plan of Merger with Taylor Rafferty, the shareholders of Taylor Rafferty
(the “Taylor Rafferty Selling Shareholders”), XFL Merger Sub 1, Inc. and XFL Merger Sub 2, Inc., wholly owned
subsidiaries of the Company dated June 15, 2005 (the “TR Merger Agreement”). Pursuant to the TR Merger Agreement,
XFL Merger Subl, Inc. merged with and into Taylor Rafferty with XFL Merger Sub 1, Inc. as the surviving entity and
then this surviving entity merged with and into XFL Merger Sub 2, Inc. with XFL Merger Sub 2, Inc. as the sole surviving
entity thereby effecting the acquisition of Taylor Rafferty by the Company. XFL Merger Sub 2, Inc. subsequently
changed its name to Taylor Rafferty Associates, Inc. The Taylor Rafferty Selling Shareholders received, as initial
consideration, US$4,586,303 in cash and 4,475 shares in the Company. Subsequent considerations will be determined
and paid according to Taylor Rafferty’s financial performance in 2006 and 2007.

WASHINGTON ANALYSIS

The Company entered into an Agreement and Plan of Merger with Washington Analysis, the shareholders of
Washington Analysis (the “WA Selling Shareholders”) and Washington Analysis Corporation, a wholly owned
subsidiary of the Company dated July 13, 2005 (the “WA Merger Agreement”). Pursuant to the WA Merger Agreement,
Washington Analysis Corporation merged with and into Washington Analysis with Washington Analysis Corporation as
the surviving entity thereby effecting the acquisition of Washington Analysis by the Company. The WA Selling
Shareholders received, as initial consideration, US$2,000,000 in cash and 798 shares in the Company. Subsequent
considerations will be determined and paid according to Washington Analysis’s financial performance in 2005, 2006 and
2007.

LOAN FACILITY

The Company entered into a secured three year US$12,000,000 term loan facility agreement with ABN Amro Bank N.V.
in September 2004 (the “Loan Agreement”). The amount available under the facility was subsequently increased to a
maximum of US$24.5 million in May 2005. All amounts borrowed under this facility must be repaid by the end of June
2008. Interest on any borrowed amount is payable quarterly at 4.25% above three-month LIBOR. The obligations under
this facility are secured by a pledge of all of the shares of Mergent and are guaranteed by XFN, the Company and
Mergent.

The Loan Agreement contains provisions which, among other things, require Mergent and its subsidiaries to
maintain certain financial ratios and restrict their ability to dispose of assets, grant security interests over assets, pay
dividends, make investments and enter into mergers.

page 13



5. Research and Development

In new product development for first half 2005, our ratings business continues to develop China sector reports, applying
methodologies used in international markets to the local business realities and practices in China. Also, our news
business has begun developing China government and fiscal policy analysis and China newsfeeds targeting clients in the
fixed income and forex sectors.

For product/service enhancements, our market indices business has continued to refine and improve its existing indices to
cater for specific needs of our clients. Our index committee continues to commission many initiatives to continue
improving our index calculation methodology. Our ratings business continues to improve upon its training programs for
existing and potential clients. Our investor relations business also continues to hold training seminars and conferences for
existing and potential clients.
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IV. CONDITION OF FACILITIES

1. Principal Facilities

Relocation of Japan office in May 2005. Completed in May 2005 as scheduled.

New address: 5/F Kioicho Building, 3-12 Kioicho, Chiyoda-ku, Tokyo 102-0094, Japan
Area: 271.0 m?

New monthly rental: US$19,076.17

2. Plans for Installation, Removal, etc. of Facilities

Relocation of Beijing office in August 2005. Completed in August 2005 as scheduled.

New address: Room 701, Kun Tai International Mansion, 12B Chaowai Street, Chaoyang District,
Beijing 100020, China
Area: 1,382.45 m?

New monthly rental: US$4,522.83

Relocation of Shanghai office in September 2005. Completed in September 2005 as scheduled.

New address: Unit 3905-3909, 1 Grand Gateway, 1 Hong Qiao Road, Xu Hui Distric, Shanghai,
200030, China

Area: 838.2 m?
New monthly rental: US$21,158.48
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V.CONDITION OF THE REPORTING COMPANY

1. Condition of Shares, etc.

(1) Total number of shares, etc. (As of June 30, 2005)

@ Total number of shares

Number of Authorized Shares: 2,500,000
Total Number of Shares Outstanding: 218,083.29
Number of Shares Unissued: 2,281,916.71
Warrants and Options to subscribe for the 1,661.753

equivalent number of ordinary shares**:

Ordinary shares to be issued 2,388.535
in respect of an acquisition subject to certain
conditions***:

Maximum number of options to subscribe for 5,000
equivalent number of ordinary shares committed

to be issued pursuant to an Employee Stock

Compensation Plan * and ****:

Ordinary shares committed to be issued 20
pursuant to an Employee Stock Compensation
Plan * and ****:

Shares committed to be issued to a consultant 1,850
and a senior executive

FULLY DILUTED SHARES: 229,003.578
Notes : Subsequent to June 30, 2005, 798 shares were issued on July 13, 2005 in connection with the acquisition of
Washington Analysis, 527 and 283 shares were issued on July 15, 2005 to an executive and a consultant respectively.
*  These shares will be issued upon payment of par-value amount.

** The following table sets forth certain information regarding grants of options and warrants to acquire our shares:
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Amount to

Date of ivg:rants jop Class # of shares Amount to be _Share Qapital Exe_rcise Transferable Other material
Grant - paid ($US) if exercise Period terms
tions
($US)
5-Jan-04 Options  to  Ordinary 50 $720 pershare $36,000 or as 5 January Option shall 10 shares and 20
subscribe for or as determined by 2004 to 31 not be shares vested on 5
50 ordinary determined by Compensation ~ December assignable January 2004 and 31
shares Compensation Committee 2005 December 2004,
Committee respectively. 20
shares will vest on 31
December 2005.
16-Jul-04 Warrant to Ordinary 1,300.4805 $792 per share $1,029,981 1 October Subscription Must be exercised in
subscribe for 2004 to 30 rights are not whole and not in part.
1,300.4805 September  transferable May not sell or
ordinary 2008 otherwise dispose of
shares any securities of the
Company without the
prior written consent
of the Company or
underwriters.
12-Aug-04  Warrant to Ordinary 98.2725 $792 per share $77,832 1 October Subscription Must be exercised in
subscribe for 2004 to 30 rights are not whole and not in part.
98.2725 September  transferable May not sell or
ordinary 2008 otherwise dispose of
shares any securities of the
Company without the
prior written consent
of the Company or
underwriters.
1-Nov-04 Options to Ordinary 13 $1,600 per $20,800 or as 1 Option  shall 3 shares vested on 1
subscribe for share or as determined by November  not be November 2004. 5
13 ordinary determined by Compensation 2004 to 1 assignable shares will vest on
shares Compensation  Committee December each of 1 November
Committee 2006 2005 and 1 November
2006 respectively
9-Feb-05 Options  to  Ordinary 200 $2,000 per  $400,000 9 February Option shall 68 shares vested on 9
subscribe for share 2005 to 9 not be February 2005, 66
200 ordinary February assignable shares vested on 31
shares 2015 December 2005 and
66 shares vested on
31 December 2006
respectively
*kk

*khkk

Pursuant to the agreement for acquisition of SMRA, the Company committed to issue and allot to the vendors of
the shares of SMRA 2,388.535 ordinary shares should certain milestones (such as reaching the pre-determined
revenue target) be met. These shares will be issued with no additional payment.

The Company has established an employee stock compensation plan, which is administered by the compensation

committee. It provides for coverage to include employees, directors, consultants and/or advisors and any others as
determined by the board. The share price or option price (as the case may be) is determined by the committee but
may not be below par value. The share pool is subject to adjustment but may not exceed 20% of the Enlarged Share
Capital of the Company. Enlarged Share Capital is defined as the fully-diluted total outstanding share capital of

the Company.
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® Details of Shares Outstanding

Registered / bearer shares and par value or|
no-par-value

Registered shares with par value of HK$20.00 per share

Class

Ordinary

Number of shares outstanding:

218,083.29 (as of June 30, 2005)

Name of securities exchange or securities|
association in which shares are listed or
registered

Tokyo Stock Exchange (Mothers Section)
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(2) Total number of shares issued and changes in capital stock (as of June 30, 2005)

Cumulative Cumulative Total
Number of Shares Number of Shares Increase in Total Capital” US$
Date Remarks Issued Issued Capital” US$ (Japanese Yen)
1-Jan-05 203,565.358 203,565.358 - 155,546,695
(17,206,575,401)
3-Jan-05 Share issuance related to employee 60.000 203,625.358 154 155,546,849
compensation (17,206,592,420)
15-Jan-05 Share issuance related to employee 2,983.833 206,609.191 7,651 155,554,500
compensation (17,207,438,757)
26-Feb-05 Share issuance related to employee 1.000 206,610.191 3 155,554,502
compensation (17,207,439,040)
31-Mar-05 Additional share issuance related to MNI 29.000 206,639.191 74 155,554,577
acquisition (17,207,447,266)
1-Apr-05 Exercise of warrants by a warrant-holder 6,944.444 213,583.635 5,000,000 160,554,576
(17,760,547,231)
28-Apr-05 Additional shares issuance related to 24.655 213,608.290 71,720 160,626,297
Fortune China acquisition (17,768,480,925)
14-Jun-05 Share issuance related to Taylor Rafferty 4,475.000 218,083.290 11,900,000 172,526,297
acquisition (19,084,858,925)
Note: After June 30, 2005, XFL issued shares as follows:
13-Jul-05 Share issuance related to Washington 798.000 218,881.290 2,058,333 174,584,630
Analysis acquisition (19,312,551,757)
15-Jul-05 Share issuance to a consultant 283.000 219,164.290 705,800 175,290,429
(19,390,627,310)
15-Jul-05 Share issuance to CEO 527.000 219,691.290 1,295,655 176,586,084
(19,533,952,646)

* “Total Capital” includes share capital and share premium.
Note: Total number of shares increased by exercise of warrants and options in this semi-annual period was 6,944.444 and
total amount of capital increased by exercise of warrants and options in the same period was
US$5,000,000(JPY553,099,965).

(3) Major Shareholders (as of June 30, 2005)

Number Name of Shareholder Address Number of Shares  Shareholding %
1 Patriarch Partners and affiliates 40 Wall Street, 25th Floor, New York, NY 21,918 10.05%
10005, USA
2 Fredy Bush Family Trust and1911 Sacramento Street, San Francisco, CA 14,122 6.48%
associated companies 94109
3 Xinhua Development HoldingsEast Asia Chambers, P.O. Box 901, Road Town, 9,384 4.30%
Limited Tortola, British Virgin Islands

page 19



As of June 30, 2005, Xinhua Development Holdings Limited had 9,384 shares (4.39%) inthe company. These shares have
been deposited into the clearing and settlement system in Japan through HSBC, one of the Japan Securities Settlement &
Custody Participants. Xinhua Development Holdings Limited holds its shares in the Company for and on behalf of China
Media Development Shenzhen Incorporation, a company wholly-owned by Xinhua News Agency.

Shareholding of Patriarch Partners and affiliates includes shares held by Patriarch Partners 11, LLC (9,909 shares, 4.54%),
ARK I CLO 2001-1, Limited (9,909 shares, 4.54%) and Patriarch Partners I11, LLC (2,100 shares, 0.96%).

Shareholding of Fredy Bush Family Trust and associated companies includes shares held by Fredy Bush Family Trust

(6,622 shares, 3.03%), JDD China Investment, LLC (2,500 shares, 1.15%), Lofred Investment Company, LLC (2,500
shares, 1.15%) and Red China Investments, LLC (2,500 shares, 1.15%).

2. Trend in Share Prices

The following table provides the highest and lowest share prices for each of the six most recent months in the most recent
fiscal year on The Tokyo Stock Exchange.

Month Share Price High Share Price Low
(Yen) (Yen)
January 2005 180,000 125,000
February 2005 353,000 190,000
March 2005 439,000 296,000
April 2005 436,000 292,000
May 2005 318,000 242,000
June 2005 311,000 266,000

3. Directors and Officers

There is no change in Directors and Officers.

page 20



VI. FINANCIAL CONDITION

1  The first half consolidated financial statements of the Company were prepared in accordance with “Rules Governing
Term, Form and Preparation of First Half Consolidated Financial Statements” (Finance Ministerial Order the 24th,
1999, which is hereinafter referred to as “First Half Consolidated Financial Statements Rule”).

The first half consolidated financial statements of the Company for the period from January 1, 2004 to June 30, 2004
was prepared in accordance with the First Half Consolidated Financial Statements Rule before revision, and the fist
half consolidated financial statements of the Company for the period from January 1, 2005 to June 30, 2005 was
prepared in accordance with the First Half Consolidated Financial Statements Rule after revision.

However, the first half consolidated financial statements of the Company for the period from 1 January 1, 2005 to
June 30, 2005 was prepared in accordance with the First Half Consolidated Financial Statements Rule before
revision due to a condition clause of the 3rd section in supplementary provision of Cabinet Ordinancerevising a part
of the Rules Governing term, Form and Preparation of Financial Statements (Cabinet Ordinance the 5th, January 30,
2004).

2 Thefirst half financial statements of the Company were prepared in accordance with “Rules Governing Term, Form
and Preparation of First Half Financial Statements” (Finance Ministerial Order the 38th, 1977, which is hereinafter
referred to as “First Half Financial Statements Rule”).

The first half financial statements of the Company for the period from January 5, 2004 to June 30, 2004 was
prepared in accordance with the First Half Financial Statements Rule before revision, and the fist half financial
statements of the Company for the period from January5, 2005 to June 30, 2005 was prepared in accordance with the
First Half Financial Statements Rule after revision.

However, the first half financial statements of the Company for the period from January 1, 2005 to June 30, 2005
was prepared in accordance with the First Half Financial Statements Rule before revision due to a condition clause
of the 3rd section in supplementary provision of Cabinet Ordinancerevising a part of the Rules Governing term,
Form and Preparation of Financial Statements (Cabinet Ordinance the 5th, January 30, 2004).

3 The third clause of Article 630of the First Half Financial Statements Rule is applied to the semi-annual financial
information of the Company for the period ended June 30, 2005.

4 The first half consolidated financial statements of the Company and the first half financial statements of the
Company are stated in U.S. dollars. The amounts in Japanese yen are calculated by the foreign currency exchange
rate (mean of the buying and selling rates) in the Tokyo Foreign Exchange Market as of June 30, 2005, which is
calculated as US$1 = 110.62 Japanese yen, in accordance with Article 66 of the First Half Financial Statements
Rules. U.S. dollar amounts are presented in thousands (rounded), and Japanese yen amounts are stated in thousands
(rounded). Please note that the Japanese yen amounts are stated only for convenience only. The amounts in U.S.
dollar may not have been or may not be exchanged to Japanese yen amounts calculated by the abovementioned
exchange rate.

5  Pursuant to Article 193-2 of the Securities and Exchange Law, Deloitte Touche Tohmatsu has performed a
semi-annual audit on the first half consolidated financial statements of the Company for the period from January 1,
2005 to June 30, 2005 and for the period from January 1, 2004 to June 30, 2004 and the first half financial statements
of the Company for the period from January 1, 2005 to June 30, 2005 and for the period from January 5, 2004 to
June 30, 2004.
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Semi-annual Financial Information

(1) Consolidated Financial Statements

(D 1st half Consolidated Balance Sheets
(Unit: Thousands of U.S. Dollars (Thousands of Japanese Yen))

Consolidated 1st half Consolidated 1st half Consolidated fiscal year
-prior year -current year -prior year
(As of June 30, 2004) (As of June 30, 2005) (As of December 31, 2004)
Item Note Amount (%) Amount (%) Amount (%)
(Assets)
I Current assets
Cash and bank balances ¥4 43,517 11,250 40,449
(4,813,805) (1,244,431) (4,474,440)
Trade receivable *4,7 7,191 13,157 10,033
(795,496) (1,455,411) (1,109,902)
Other receivable 697 1,224 698
(77,110) (135,434) (77,191)
Deferred tax assets 285 200 299
(31,505) (22,124) (33,045)
Other ¥4 1,876 8,457 5,158
(207,511) (935,553) (570,595)
Total current assets 53,566 30.2 34,288 155 56,637 28.0
(5,925,427) (3,792,954) (6,265,173)
I Non-current assets
1 Property, plant and equipment
Buildings and structures X4 520 1,080 530
(57,488) (119,471) (58,575)
Less: accumulated depreciation X4 A 193 326 A 459 621 A\ 244 285
(A 21,399) (36,089) (A 50,824) (68,647) (A 27,000) (31,575)
Equipments %4 3,755 7,380 4,777
(415,373) (816,422) (528,407)
Less: accumulated depreciation ¥4 AN T29 3,026 A 3,154 4,226 A 1,335 3,442
(£ 80,600) (334,773) (£ 348,947) (467,475) (A 147,657) (380,751)
Total property, plant and 3,353 1.9 4,847 2.2 3,727 18
equipment (370,862) (536,122) (412,326)
2 Intangible assets
Goodwill 9,349 8,488 10,616
(1,034,160) (938,978) (1,174,317)
Goodwill on consolidation *8 97,777 153,562 116,544
(10,816,076) (16,986,999) (12,892,133)
Trade mark and distribution rights %3 3,838 3,407 4,064
(424,553) (376,842) (449,511)
Total intangible assets 110,964 62.5 165,457 74.6 131,224 65.0
(12,274,789) (18,302,819) (14,515,961)
3 Investments and other assets
Securities assets 7,625 14,828 10,151
(843,481) (1,640,281) (1,122,863)
Investment in securities ¥4 - 68 68
©) (7,511) (7,511)
Investment in progress %2 1,814 121 121
(200,689) (13,379) (13,379)
Deferred tax assets 117 1,022 -
(12,943) (112,998) )
Other - 1,058 -
0 (116,992) 0
Total investments and other assets 9,556 5.4 17,096 7.7 10,339 5.2
(1,057,113) (1,891,162) (1,143,753)
Total non-current assets 123,872 69.8 187,399 84.5 145,291 72.0
(13,702,764) (20,730,102) (16,072,040)
Total assets 177,438 | 100.0 221,687 | 1000 201,927 100.0
(19,628,190) (24,523,057) (22,337,213)
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(Unit: Thousands of U.S. Dollars (Thousands of Japanese Yen))

Consolidated 1st half
-prior year
(As of June 30, 2004)

Consolidated 1st half

-current year

(As of June 30, 2005)

Consolidated fiscal year

-prior year

(As of December 31, 2004)

Item Note Amount (%) Amount (%) Amount (%)
(Liabilities)
I Current liabilities
Trade payable 3,125 2,576 3,014
(345,669) (284,925) (333,385)
Short-term loans X4 492 624 122
(54,410) (69,024) (13,459)
Bank borrowing - due within one year 29 41 40
(3,202) (4,498) (4,414)
Taxation payable 1,141 676 398
(126,166) (74,826) (44,051)
Other payable %5 21,224 9,625 25,842
(2,347,803) (1,064,722) (2,858,604)
Accrued expenses 2,944 5,343 2,592
(325,717) (591,011) (286,745)
Deferred revenue 13,424 14,504 15,748
(1,484,959) (1,604,382) (1,742,085)
Promissory note (non-operating) 34,6 12,000 1,250 350
(1,327,440) (138,275) (38,717)
Lease obligations %4 56 18 37
(6,172) (1,944) (4,141)
Total current liabilities 54,434 30.7 34,656 15.7 48,143 23.8
(6,021,538) (3,833,606) (5,325,602)
I Non-current liabilities
Bank borrowing - due after one year 58 2,033 48
(6,396) (224,838) (5,297)
Long-term lease obligations X4 37 19 26
(4,106) (2,113) (2,847)
Long-term other payable 5 2,804 9,960 3,494
(310,211) (1,101,827) (386,495)
Long-term promissory note (non-operating) 26 - - 1,250
6] ) (138,275)
Deferred tax liabilities - - 44
() () (4,889)
Total non-current liabilities 2,899 1.6 12,012 5.4 4,862 2.4
(320,713) (1,328,778) (537,803)
Total liabilities 57,334 323 46,668 211 53,005 26.2
(6,342,251) (5,162,384) (5,863,405)
(Minority interests)
Minority interest X1 A 208 A 0.1 284 0.1 A 180 A 0.1
(A 23,029) (31,361) (A 19,885)
(Capital and reserves)
| Share capital 423 0.2 559 0.3 522 0.3
(46,770) (61,857) (57,739)
11 Share premium 147,557 83.2 208,508 94.0 181,543 90.0
(16,322,765) (23,065,183) (20,082,340)
111 Retained earnings A\ 27,660 A15.6 A 34,056 AN 154 A 32,670 A 16.2
(A 3,059,789) (A 3,767,223) (A 3,613,975)
1V Unrealized gain (Aloss) on - - A 171 A0.1 A 151 A 01
available-for-sale securities ) (A 18,926) (A 16,678)
V Translation adjustment AT A 0.0 A 105 A 0.0 A 142 A 01
(A 778) (A 11,580) (A 15,734)
Total shareholders' equity 120,312 67.8 174,736 78.8 149,102 739
(13,308,968) (19,329,311) (16,493,693)
Total liabilities, minority interests 177,438 100.0 221,687 100.0 201,927 100.0
and shareholders' equity (19,628,190) (24,523,057) (22,337,213)
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@ 1st half Consolidated Income Statements

(Unit: Thousands of U.S. Dollars (Thousands of Japanese Yen))

Consolidated 1st half
-prior year
(From January 1, 2004
to June 30, 2004)

Consolidated 1st half
-current year
(From January 1, 2005
to June 30, 2005)

Consolidated fiscal year
-prior year

(From January 1, 2004

to December 31, 2004)

Item Note Amount (%) Amount (%) Amount (%)
I Turnover 17,885 100.0 46,500 100.0 59,689 100.0
(1,978,491) (5,143,854) (6,602,794)
II  Cost of sales 8,511 47.6 22,082 475 29,283 49.1
(941,515) (2,442,752) (3,239,331)
Gross profit 9,374 52.4 24,418 52.5 30,406 50.9
(1,036,976) (2,701,102) (3,363,462)
I Selling, general and
administrative expenses
Directors’ emoluments 570 521 839
(63,027) (57,582) (92,861)
Salary 3,455 7,175 11,344
(382,201) (793,691) (1,254,775)
Marketing and promotion expense 752 1,846 2,111
(83,229) (204,231) (233,474)
Depreciation 283 827 1,001
(31,318) (91,531) (120,670)
Amortization 504 3,200 3,630
(55,801) (353,989) (401,515)
Amortization of goodwill on 582 3,160 3,643
consolidation (64,366) (349,553) (403,041)
Other 4,400 10,546 59.0 8,654 25,383 54.6 11,882 34,540 57.9
(486,698) | (1,166,640) (957,260) | (2,807,836) (1,314,441) | (3,820,777)
Operating loss 1,172 N 6.6 965 A 21 4,134 ATO
(129,664) (106,734) (457,314)
IV Non-operating income
Interest and dividend income 3 375 186
(312) (41,506) (20,605)
Gain on foreign exchange 9 - 120
(995) ) (13,259)
Consumption tax refund 14 - -
(1.512) ) )
Franchise commission income 11 - -
(1,211) () )
Other 1 38 03 8 383 0.8 4 310 05
(132) (4,222) (895) (42,400) (441) (34,304)
V' Non-operating expenses
Interest expense 74 82 498
(8,176) (9,099) (55,090)
Share issuance related expenses %1 2,709 - 2,757
(299,681) ) (304,997)
Listing related expenses - - 2,021
) () (223,545)
Loss on foreign exchange - 2,783 15.6 156 238 0.5 - 5,276 8.7
) (307,857) (17,278) (26,377) (-) (583,632)
Ordinary loss 3,917 A 219 820 A 18 9,100 A 152
(433,299) (90,711) (1,006,642)
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(Unit: Thousands of U.S. Dollars (Thousands of Japanese Yen))

Consolidated 1st half
-prior year
(From January 1, 2004
to June 30, 2004)

Consolidated 1st half
-current year
(From January 1, 2005
to June 30, 2005)

Consolidated fiscal year
-prior year

(From January 1, 2004

to December 31, 2004)

Item Note Amount (%) Amount (%) Amount (%)
VI Extraordinary gains
Gain on disposal of property, 0 R 0
plant and equipment
© 0 ©
Gain on relief of debt 4 4 0.0 - - - 4 4 0.0
(492) (492) 0 e (492) (492)
VI Extraordinary losses
Loss on disposal of property, | 2 1 1 0.0 4 4 0.0 2 2 0.0
plant and equipment (165) (165) (482) (482) (188) (188)
Loss before tax, minority interest and 3914 A 219 824 A18 9,097 A 152
distribution of profits (allocation of ! : : ! )
losses) from joint alliance (432,972) (91,193) (1,006,338)
VIl Distribution of profits (A A 92 A 05 A 144 A 03 A 243 A 0.4
allocation of losses) from joint
alliance (A 10,230) (A 15,891) (A 26,827)
Loss before tax and minority 4,007 A 224 968 A21 9,340 A 15.6
interest (443,202) (107,084) (1,033,165)
Income taxes (current) 297 907 10
(32,847) (100,354) (1,058)
Reversal of over-accrued tax for - - A 212
the past year
) ) (A 23,426)
Income taxes (deferred) A 100 197 11 A\ 706 201 0.4 47 A 155 A 0.2
(A 11,062) (21,785) (A 78,095) (22,259) (5,230) | (A 17,139)
Minority interests 92 05 216 0.5 121 0.2
(10,188) (23,905) (13,333)
Net loss for the period / year 4,296 A 240 1,385 A 3.0 9,305 A 15.6
(475,175) (153,248) (1,029,359)
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@ 1st half Consolidated Surplus Statements

(Unit: Thousands of U.S. Dollars (Thousands of Japanese Yen))

Consolidated 1st half
-prior year
(From January 1, 2004
to June 30, 2004)

Consolidated 1st half
-current year
(From January 1, 2005
to June 30, 2005)

Consolidated fiscal year
-prior year

(From January 1, 2004

to December 31, 2004)

Item Note Amount Amount Amount
(Share premium)
I Share premium — Beginning 51,174 181,543 51,174
balance (5,660,910) (20,082,340) (5,660,910)
1T Increases of share premium
Stock issuance 51,216 11,960 85,202
(5,665,517) (1,323,035) (9,425,092)
Share premium increased upon %2 46,168 - 46,168
share exchange (5,107,054) ) (5,107,054)
Suspense account of share %l 2,604 10,022 2,604
exchange (288,000) (1,108,677) (288,000)
Exercise of warrants - 99,987 4,982 26,965 - 133,973
(-) (11,060,571) (551,130) (2,982,843) (-) (14,820,146)
I  Decrease of share premium
Suspense account of share %2 3,604 3,604 - - 3,604 3,604
exchange (398,717) (398,717) () () (398,717) (398,717)
IV Share premium - Ending balance 147,557 208,508 181,543
(16,322,765) (23,065,183) (20,082,340)
(Retained earnings)
I Retained earnings - Beginning A 23,365 A 32,670 A 23,365
balance (A 2,584,616) (A 3,613,975) (A 2,584,616)
II  Decreases of retained earnings
Net loss for the period / year 4,296 4,296 1,385 1,385 9,305 9,305
(475,175) (475,175) (153,248) (153,248) (1,029,359) (1,029,359)
III Retained earnings - Ending balance £ 27,660 £ 34,056 £ 82670
(A 3,059,789) (A 3,767,223) (A 3,613,975)
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@ 1st half Consolidated Cashflow Statements

(Unit: Thousands of US dollars (Thousands of Japanese Yen))

Consolidated 1st half
-prior year
(From January 1, 2004
to June 30, 2004)

Consolidated 1st half
-current year
(From January 1, 2005
to June 30, 2005)

Consolidated fiscal year
-prior year

(From January 1, 2004

to December 31, 2004)

Iltem Note Amount Amount Amount

I Operating activities
Loss before tax and minority interest A 4,007 A 968 A\ 9,340
(A 443,202) (4 107,084) (A 1,033,165)
Depreciation 283 827 1,001
(31,318) (91,531) (120,670)
Amortization 504 3,200 3,630
(55,801) (353,989) (401,515)
Amortization of goodwill on consolidation 582 3,160 3,643
(64,366) (349,553) (403,041)
Interest and dividend income A3 A 375 A 186
(A 312) (A 41,506) (A 20,605)
Interest expense 74 82 498
(8,176) (9,099) (55,090)
Commission expenses 2 - 1,409 -
) (155,900) )
Share issuance related expenses 2,709 - 2,757
(299,681) ) (304,997)
Listing related expenses - - 2,021
) ) (223,545)
Foreign exchange gain (loss) (A :gain) A2 7 A 189
(A 232) (727) (4 20,855)
Gain on disposal of property, plant and equipment A0 - A0
(20) 0 (2 0)
Loss on disposal of property, plant and equipment 1 4 2
(165) (482) (188)
Gain on relief of debts A4 - A4
(A 492) @) (A 492)
Distribution of profits (allocation of losses) from joint alliance 92 144 243
(10,230) (15,891) (26,827)
Assets received for services A 3,375 A 4,698 A 6,051
(A 373,346) (4 519,667) (4 669,406)
Increase (decrease) in accounts receivable (A :increase) A 3,958 3,582 A\ 6,800
(A 437,796) (396,211) (A 752,202)
Increase (decrease) in accounts payable (A : decrease) 2,010 438 2,168
(222,314) (48,461) (239,799)
Increase (decrease) in other current assets (A :increase) 4,107 A 3,864 3,998
(454,328) (A 427,486) (442,301)
Increase (decrease) in other current liabilities (A : decrease) 3,847 A\ 6,583 1,027
(425,557) (A 728,163) (113,631)
Subtotal 2,862 A 3,635 A 1,493
(316,556) (A 402,062) (A 165,122)
Taxes paid A21 A 1,459 A 422
(A 2,359) (A 161,348) (/\ 46,686)
Net cash provided from (Aused in) operating activities 2,840 A\ 5,093 A 1,915
(314,197) (/\ 563,410) (A 211,808)
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(Unit: Thousands of US dollars (Thousands of Japanese Yen))

Consolidated 1st half
-prior year
(From January 1, 2004
to June 30, 2004)

Consolidated 1st half
-current year
(From January 1, 2005
to June 30, 2005)

Consolidated fiscal year
-prior year

(From January 1, 2004

to December 31, 2004)

Item Note Amount Amount Amount

I Investing activities
Interests and dividends received 3 375 186
(312) (41,506) (20,605)
Deposit for security - - A 360
¢ 0 (A 39,823)
Purchase of property, plant and equipment A 313 A 1,390 A\ 1,353
(A 34,645) (A 153,772) (A 149,673)
Sale of property, plant and equipment - 11 4
) (1,187) (391)
Investment in unlisted securities - - A 68
¢ 0 (2 7511)
Deposits paid for investment in securities - A\ 3,000 -
6] (£ 331,860) )
Payment for asset purchase - - A 3,725
© ) (A 412,079)
Refund received from deposits paid for acquisition - - 1,694
) O] (187,392)
Payment to acquire shares of subsidiary A 65 - A\ 65
(A 7,190) O] (A 7,190)
Payment to acquire shares of subsidiary resulting a change A\ 25,517 A\ 5378 A\ 49,222
in scope of consolidation (A 2,822,723) (A 594,891) (A 5,444,943)
Subsequent additional consideration paid - A 19,528 -
) (A 2,160,219) )
Other - - A 1,686
(-) ) (A 186,502)
Net cash used in investing activities A\ 25,893 A 28,910 A 54,595
(A 2,864,247) (A 3,198,050) (A 6,039,334)

I Financing activities
Interest paid AN T4 A 82 A\ 498
(A 8,176) (A 9,099) (4\ 55,090)
Increase (decrease) in short-term loans —net (A: decrease) A\ 447 485 A 997
(A 49,434) (53,672) (A 110,327)
Raise of long-term loans - 2,000 -
O] (221,240) )
Repayments of long-term loans - - A 48
¢ 0 (£ 5,301)
Proceeds from issuance of shares 48,622 - 79,986
(5,378,585) ) (8,847,997)
Issue of shares (exercise of warrants) - 1,389 -
©) (153,639) )
Repayments of lease obligation A 25 N 27 A 55
(A 2,768) (A 2,932) (A 6,058)
Increase (decrease) in long term payables (A : decrease) - 999 -
0 (110,541) (O]
Net cash provided from financing activities 48,076 4,765 78,387
(5,318,208) (527,060) (8,671,220)
IV Foreign currency translation adjustments AT 40 69
on cash and cash equivalents (A 763) (4,391) (7,658)
V  Net increase (decrease) in cash and cash equivalents 25,017 A 29,199 21,947
(/\: decrease) (2,767,394) (A 3,230,009) (2,427,736)
VI Cash and cash equivalents, beginning of the year 18,142 40,089 18,142
(2,006,881) (4,434,617) (2,006,881)
VI Cash and cash equivalents, end of the period / year %1 43,159 10,890 40,089
(4,774,275) (1,204,608) (4,434,617)

page 28




Basis of Presenting 1st half Consolidated Financial Statements

Consolidated 1st half
-prior year

Consolidated 1st half
-current year

Consolidated fiscal year
-prior year

Item (From January 1, 2004 (From January 1, 2005 (From January 1, 2004
to June 30, 2004) to June 30, 2005) to December 31, 2004)
1 Scope of (1) The number of consolidated (1) The number of consolidated (1) The number of consolidated

consolidation

subsidiaries: 21

The name of consolidated subsidiaries are
as follows:

Xinhua Financial Network Ltd.

Market News International, Inc.

Market News Service (International) Inc.
China Financial News Ltd.

Fortune China Public Relations Ltd.
FTSE/Xinhua Index Ltd.

Xinhua Financial Network Inc.

Xinhua Financial Network (Korea) Ltd.
China Finance Limited (formerly known
as China Financial Network Ltd.)

AFX Asia Pte Ltd.

Xinhua Financial Network (Beijing) Ltd.
Xinhua Finance Japan Ltd.(formerly
known as Xinhua Netchina Ltd.)

Xinhua Investment Group Hong Kong
Ltd.

Shanghai NetChina Ltd.

Xinhua Financial Network (Shanghai)
Ltd.

Xinhua Asset Management Ltd.
Mergent, Inc.

Mergent Japan K.K.

Stone & McCarthy Research Associates,
Inc.

SMRA International, Inc.

G-7 Group, Inc.

(2) Name of unconsolidated subsidiaries
and relative information

Intelligence Asia Pty Ltd.

LJS Global Information Services, Inc.
Mergent Pricing & Evaluation Services,
Inc.

Mergent (UK) Ltd.

(Reason of status to be unconsolidated)
All of the unconsolidated subsidiaries do
not have significant influence on the
Group’s 1st half consolidated financial
statements due to its small magnitude
taking into account the total assets,
revenue, net income for thelst half of year
and retained earnings as well as the
aggregated amounts of all unconsolidated
subsidiaries.

subsidiaries: 32

The name of consolidated subsidiaries are
as follows:

Xinhua Financial Network Ltd.

Market News International, Inc.

Market News Service (International) Inc.
China Financial News Ltd.

Fortune China Public Relations Ltd.
FTSE/Xinhua Index Ltd.

Xinhua Financial Network Inc.

Xinhua Financial Network (Korea) Ltd.
China Finance Limited (formerly known
as China Financial Network Ltd.)

AFX Asia Pte Ltd.

Xinhua Financial Network (Beijing) Ltd.
Xinhua Finance Japan Ltd.(formerly
known as Xinhua Netchina Ltd.)

Xinhua Investment Group Hong Kong Ltd.
Shanghai NetChina Ltd.

Xinhua Financial Network (Shanghai) Ltd.
Mergent, Inc.

Mergent Japan K.K.

Stone & McCarthy Research Associates,
Inc.

SMRA International, Inc.

G-7 Group, Inc.

Xinhua Mergent Holdings Limited

Ford Investor Services, Inc.

Taylor Rafferty Associates, Inc.

Taylor Rafferty Associates Ltd.

Taylor Rafferty KK

EconWorld Media Ltd.

Financial World (Shanghai) Co., Ltd.
EconWorld (Shanghai) Co., Ltd.
EconWorld Publishing Ltd.

Money Journal Publication Ltd.

Money Journal Advertising Co., Ltd.
Highasia Investments Ltd.

(2) Name of unconsolidated subsidiaries
and relative information
Same as on the left.

(Reason of status to be unconsolidated)
All of the unconsolidated subsidiaries do
not have significant influence on the
Group’s 1st half consolidated financial
statements due to its small magnitude
taking into account the total assets,
revenue, net income for the thelst half of
year and retained earnings as well as the
aggregated amounts of all unconsolidated
subsidiaries.

subsidiaries: 22

The name of consolidated subsidiaries
are as follows:

Xinhua Financial Network Ltd.

Market News International, Inc.

Market News Service (International) Inc.
China Financial News Ltd.

Fortune China Public Relations Ltd.
FTSE/Xinhua Index Ltd.

Xinhua Financial Network Inc.

Xinhua Financial Network (Korea) Ltd.
China Finance Limited (formerly known
as China Financial Network Ltd.)

AFX Asia Pte Ltd.

Xinhua Financial Network (Beijing) Ltd.
Xinhua Finance Japan Ltd.(formerly
known as Xinhua Netchina Ltd.)
Xinhua Investment Group Hong Kong
Ltd.

Shanghai NetChina Ltd.

Xinhua Financial Network (Shanghai)
Ltd.

Mergent, Inc.

Mergent Japan K.K.

Stone & McCarthy Research Associates,
Inc.

SMRA International, Inc.

G-7 Group, Inc.

Xinhua Mergent Holdings Limited

Ford Investor Services, Inc.

(2) Name of unconsolidated subsidiaries
and relative information
Same as on the left.

(Reason of status to be unconsolidated)
All of the unconsolidated subsidiaries do
not have significant influence on the
Group’s consolidated financial
statements due to its small magnitude
taking into account the total assets,
revenue, net income for the year and
retained earnings as well as the
aggregated amounts of all
unconsolidated subsidiaries.
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Consolidated 1st half
-prior year

Consolidated 1st half
-current year

Consolidated fiscal year
-prior year

Item (From January 1, 2004 (From January 1, 2005 (From January 1, 2004
to June 30, 2004) to June 30, 2005) to December 31, 2004)
2 Adoption | (1) There is no group company (1) There is no group company (1) There is no group company
of equity accounteq by the equ_ity rr_lethod. accounteq by the equ_ity method. accounted by the equity m_etl_woq.
method (2) Unconsolidated subsidiaries not | (2) Unconsolidated subsidiaries not (2) Unconsolidated subsidiaries not

3
Reconciliation
of closing date
for
consolidation

4 Method of
business
combination

accounted by the equity method
Intelligence Asia Pty Ltd.
LJS Global Information Services, Inc.
Mergent Pricing & Evaluation
Services, Inc.
Mergent (UK) Ltd.
(Reason of status not to be accounted
by the equity method)
The adoption of the equity method for
all of the subsidiaries does not have
any significant influence on the
Group’s 1st half consolidated financial
statements due to its small magnitude
taking into account the net income for
the 1st half of the year and retained
earnings as well as the aggregated
amounts of all unconsolidated
subsidiaries.

There is no consolidated subsidiary
whose closing date for the 1st half
period is different from that of the
Company.

All of the shareholders of Xinhua
Financial Network Ltd (“XFN”)
exchanged their shares in XFN for
equivalent shares in Xinhua Finance
Ltd.(“XFL") upon which XFL became
the 100% parent company of XFN.

In terms of the business combination,
accounting treatment in accordance
with the pooling of interest method is
applied based on “Guidance for
business combination for formation of
an ultimate parent company through
share exchange or share transfer”
(Research Report #6 announced by
Accounting Standard Committee in
Japanese Institute of Certified Public
Accountants)

accounted by the equity method
Same as on the left.

(Reason of status not to be accounted
by the equity method)

The adoption of the equity method for
all of the subsidiaries does not have any
significant influence on the Group’s 1st
half consolidated financial statements
due to its small magnitude taking into
account the net income for the 1st half
of the year and retained earnings as
well as the aggregated amounts of all
unconsolidated subsidiaries.

Same as on the left.

accounted by the equity method
Same as on the left.

(Reason of status not to be accounted
by the equity method)

The adoption of the equity method for
all of the subsidiaries does not have
any significant influence on the
Group’s consolidated financial
statements due to its small magnitude
taking into account the net income for
the year and retained earnings as well
as the aggregated amounts of all
unconsolidated subsidiaries.

There is no consolidated subsidiary
whose closing date for the year is
different from that of the Company.

All of the shareholders of Xinhua
Financial Network Ltd (“XFN”)
exchanged their shares in XFN for
equivalent shares in Xinhua Finance
Ltd.(“XFL") upon which XFL became
the 100% parent company of XFN.

In terms of the business combination,
accounting treatment in accordance
with the pooling of interest method is
applied based on “Guidance for
business combination for formation of
an ultimate parent company through
share exchange or share transfer”
(Research Report #6 announced by
Accounting Standard Committee in
Japanese Institute of Certified Public
Accountants)
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Consolidated 1st half
-prior year

Consolidated 1st half
-current year

Consolidated fiscal year
-prior year

Item (From January 1, 2004 (From January 1, 2005 (From January 1, 2004
to June 30, 2004) to June 30, 2005) to December 31, 2004)
5 Significant
accounting
policies
(1) Valuation | Securities Securities Securities
basis and Auvailable-for sale securities Auvailable-for sale securities Auvailable-for sale securities
method for -With fair value -With fair value -With fair value
assets Fair value method based on fair value | Fair value method based on fair value
information, such as market information, such as market
information, at the 1st half balance information, at the balance sheet date is
sheet date is applied. (Unrealized gain | applied. (Unrealized gain or loss is
or loss is accounted for as an equity accounted for as an equity item, and
item, and acquisition costs are based on | acquisition costs are based on the
the moving-average method.) moving-average method.)
-With no fair value -With no fair value -With no fair value
Cost method based on the Same as on the left. Same as on the left.
moving-average method is applied
) (a) Property, plant and equipment (a) Property, plant and equipment (a) Property, plant and equipment

Depreciation
or
amortization
method

Depreciation of property, plant and
equipment of the Company and its
consolidated non-Japanese
subsidiaries is computed substantially
by the straight-line method, while the
declining-balance method is applied to
the property, plant and equipment of
consolidated Japanese subsidiaries.

Estimated useful lives are as follows:

Buildings and structures: 3 to 7 years

Equipments: 1 to 7 years

(b) Intangible assets

Intangible assets are amortized by the
straight-line method. Estimated useful
lives are as follows:
Trade mark and distribution rights: 3 to
11 years

Goodwill : 4 to 5 years

Depreciation of property, plant and
equipment of the Company and its
consolidated non-Japanese
subsidiaries is computed substantially
by the straight-line method, while the
declining-balance method is applied to
the property, plant and equipment of
consolidated Japanese subsidiaries.

Estimated useful lives are as follows:

Buildings and structures: 3 to 7 years

Equipments: 1 to 10 years

(b) Intangible assets
Same as on the left.

Same as on the left.

(b) Intangible assets
Same as on the left.
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Consolidated 1st half
-prior year

Consolidated 1st half
-current year

Consolidated fiscal year
-prior year

Item (From January 1, 2004 (From January 1, 2005 (From January 1, 2004
to June 30, 2004) to June 30, 2005) to December 31, 2004)
®3) Allowance for Doubtful Accounts Allowance for Doubtful Accounts Allowance for Doubtful Accounts

Allowance, In terms of the Company and its Same as on the left. Same as on the left.
reserve and non-Japanese subsidiaries, the
provision allowance has been determined by

evaluation of respective potential

losses in the receivables outstanding.

In terms of the Japanese subsidiaries,

the allowance for doubtful accounts is

stated in amounts considered to be

appropriate based on the past credit

loss experience and an evaluation of

respective potential losses in the

receivables outstanding.
(4) All short-term and long-term monetary | Same as on the left. All short-term and long-term monetary
Conversion of | receivables and payables denominated receivables and payables denominated
significant in foreign currencies are translated into in foreign currencies are translated into
items in U.S. Dollars at the exchange rates at U.S. Dollars at the exchange rates at
foreign the 1st half balance sheet date, while all the balance sheet date, while all
currencies revenue and expense accounts are revenue and expense accounts are

translated into U.S. Dollars at the
average rate of the period. The foreign
exchange gains and losses from
translation are recognized in the 1st
half income statement.

All assets and liabilities of foreign
subsidiaries are translated into U.S.
Dollars at the exchange rates at the 1st
half balance sheet date, while all
revenue and expense accounts are
translated into U.S. Dollars at the
average rate applicable for the period.
Differences arising from such
translation are shown as “Translation
adjustments” in a separate component
of shareholders’ equity.

translated into U.S. Dollars at the
average rate of the period. The foreign
exchange gains and losses from
translation are recognized in the
income statement.

All assets and liabilities of foreign
subsidiaries are translated into U.S.
Dollars at the exchange rates at the
balance sheet date, while all revenue
and expense accounts are translated
into U.S. Dollars at the average rate
applicable for the period. Differences
arising from such translation are shown
as “Translation adjustments” in a
separate component of shareholders’
equity.
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Consolidated 1st half
-prior year

Consolidated 1st half
-current year

Consolidated fiscal year
-prior year

Item (From January 1, 2004 (From January 1, 2005 (From January 1, 2004
to June 30, 2004) to June 30, 2005) to December 31, 2004)
(5) Leases Finance leases that deem to transfer Same as on the left. Same as on the left.
ownership of the leased property to the
lessee are to be capitalized, while other
finance leases are permitted to be
accounted for as operating lease
transactions.
(6) Other Accounting policy of consumption tax | Accounting policy of consumption tax | Accounting policy of consumption tax
significant Tax-excluding method is applied. Same as on the left. Same as on the left.

items for the
preparation of
the
consolidated
financial
statements

6 Cashand
cash
equivalents in
the
consolidated
cashflow
statement

Cash equivalents in the 1st half
consolidated cashflow statement are
short-term investments that are readily
convertible into cash and are not
exposed to significant risk of changes
in value. Cash equivalents mature or
become due within three months of the
date of investment.

Conversion of dollars into yen

In accordance with the Article 66 of
the Interim Financial Statements rules,
the amounts in Japanese yen are
calculated by the foreign currency
exchange rate (middle rate), being
US$1.00=110.62, from the Tokyo
Foreign Exchange Market as of June
30, 2005. The Japanese yen amounts
are stated only for the purpose of
convenience. Therefore it is not
assured that the amounts in U.S.
dollars could be exchanged to Japanese
yen amounts calculated by the
abovementioned exchange rate.

Same as on the left.

Conversion of dollars into yen

In accordance with the Article 130 of
the Financial Statements rules, the
amounts in Japanese yen are calculated
by the foreign currency exchange rate
(middle rate), being US$1.00=110.62,
from the Tokyo Foreign Exchange
Market as of June 30, 2005. The
Japanese yen amounts are stated only
for the purpose of convenience.
Therefore it is not assured that the
amounts in U.S. dollars could be
exchanged to Japanese yen amounts
calculated by the abovementioned
exchange rate.

Cash equivalents in the consolidated
cashflow statement are short-term
investments that are readily convertible
into cash and are not exposed to
significant risk of changes in value.
Cash equivalents mature or become
due within three months of the date of
investment.
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Footnote Information

(1st half Consolidated Balance Sheets)
(Unit: Thousands of U.S. Dollars (Thousands of Japanese Yen))

Consolidated 1st half Consolidated 1st half Consolidated fiscal year
-prior year -current year -prior year

(As of June 30, 2004) (As of June 30, 2005) (As of December 31, 2004)
31 The reason for the negative balance of *1 31 The reason for the negative balance of
"minority interests” is that the company "minority interests” is that the company
accounts for a subsidiary's deficit on "minority accounts for a subsidiary's deficit on
interests" based on a contract with FTSE, a "minority interests" based on a contract with
co-investor of FTSE/Xinhua Index LTD., which FTSE, a co-investor of FTSE/Xinhua Index
is a subsidiary of the Company in Hong Kong, LTD., which is a subsidiary of the Company
whereby the Company and FTSE are jointly in Hong Kong, whereby the Company and
liable for the deficit of the subsidiary. FTSE are jointly liable for the deficit of the

subsidiary.

$%2 The amount represents the deposit paid for | »¢2 Same as on the left. $¢2  Same as on the left.

the acquisition of an existing equity stock of a
credit rating agency in the People's Republic of
China.

$%¢3 Trade mark and distribution rights are $%¢3  Same as on the left. $¢3  Same as on the left.
combined together in one set of contracts and
are therefore accounted for in a single

account. Another intangible asset that relates to
only trademark are included in this account as

well.
% 4 Assets collateralized and corresponding 3% 4 Assets collateralized and corresponding %4 Assets collateralized and corresponding
liabilities liabilities liabilities
Assets collateralized Assets collateralized Assets collateralized
Restricted Cash Bank deposit Bank deposit
490 1,260 389
(54,206) (139,425) (43,035)
Trade receivable Trade receivable
2,501 924
Correspondent obligation (276,639) (102,243)
Lease obligation Other Other
(including obligations for operating lease) 1,653 928
Short-term (182,838) (102,637)
2,073 Building and structures Equipments
(229,354) 48 78
Long-term (5,267) (8,601)
5,229 Equipments Investment in securities
(578,423) 510 68
(56,425) (7,511)
Investment in securities Correspondent obligation
68 Promissory note (non-operating)
(7,511) Short-term
Correspondent obligation 350
Promissory note (non-operating) (38,717)
Short-term Long-term
1,250 1,250
(138,275) (138,275)
Lease obligation Lease obligation
(including obligations for operating lease) (including obligations for operating lease)
Short-term Short-term
804 745
(88,932) (82,412)
Long-term Long-term
2,057 2,176
(227,510) (240,709)
Bank borrowing
500
(55,310)
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Consolidated 1st half
-prior year
(As of June 30, 2004)

Consolidated 1st half
-current year
(As of June 30, 2005)

Consolidated fiscal year
-prior year
(As of December 31, 2004)

%5 The consideration for the acquisition of shares
of Market News International, Inc., G7 Group Inc.
and Stone & McCarthy Research Associates, Inc.
could fluctuate since the final payments are based
on the future operating results of the respective
companies.

%6 This promissory note was issued as part of the
consideration for the acquisition of shares of
Mergent, Inc., which became a consolidated
subsidiary of the Company during the period.

%7

%5 Other payables include part of the
consideration for the acquisition of shares of
Stone & McCarthy Research Associates, Inc,
Taylor Rafferty Associates, Inc and Econ World
Media Ltd.. The consideration for the
acquisition of shares of Stone & McCarthy
Research Associates, Inc., Taylor Rafferty
Associates Inc. and Econ World Media Ltd.
could fluctuate since the final payments are
based on the future operating results of the
respective companies.

$%6 This promissory note was issued as part of
the consideration for the acquisition of shares of
Ford Investor Services Inc., which became a
consolidated subsidiary of the Company in the
prior period. The consideration for the
acquisition of shares could fluctuate since the
final payment is based on future operating
results and future payments made for additional
obligations due under the terminated Ford
executive bonus plan.

7 Assets are presented after deduction of
allowance for doubtful accounts.
Amounts deducted from current assets
843
(93,356)

%5 Other payables include part of the
consideration for the acquisition of shares of
Mergent, Inc. and Stone & McCarthy Research
Associates, Inc. The consideration for the
acquisition of shares of Stone & McCarthy
Research Associates, Inc. could fluctuate since
the final payments are based on the future
operating results of the respective companies.

36 This promissory note was issued as part of
the consideration for the acquisition of shares of
Ford Investor Services Inc., which became a
consolidated subsidiary of the Company during
the period. The consideration for the
acquisition of shares could fluctuate since the
final payment is based on future operating
results and future payments made for additional
obligations due under the terminated Ford
executive bonus plan.

37 Assets are presented after deduction of
allowance for doubtful accounts.
Amounts deducted from current assets
834
(92,235)
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(Unit: Thousands of U.S. Dollars (Thousands of Japanese Yen))

Consolidated 1st half
-prior year
(As of June 30, 2004)

Consolidated 1st half
-current year
(As of June 30, 2005)

Consolidated fiscal year
- prior year
(As of December 31, 2004)

%8

(Contingent liabilities)
Pursuant to an agreement dated January 1, 2002
entered into by the Company to acquire the
entire issued share capital of Fortune China
Public Relations Ltd., in addition to the agreed
consideration, the Company committed to issue
49,310 ordinary shares of HK$ 0.01 each of the
Company at the end of the year 2005 if the
Company was listed at that time or make a cash
payment of US$128,000 before January 31,
20086, if the Company was not listed by then.

%8 The consideration for the acquisition of
shares of Stone & McCarthy Research
Associates, Inc., Taylor Rafferty Associates,
Inc. and Econ World Media Ltd. could fluctuate
since the final payments are based on the future
operating results of the respective companies.
The consideration for the acquisition of shares
of Ford Investor Services Inc. could fluctuate
since the final payment is based on the future
operating results and future payments made for
additional obligations due under the terminated
Ford executive bonus plan.

9 Xinhua Mergent Holdings Limited and
Market News International, Inc. have a line of
credit agreements with banks. The amount of
the line of credit and the balance outstanding
under the agreements at June 30, 2005 are as
follows:

Total amount of the line of credit

24,500
(2,710,190)
Outstanding balance
2,500
(276,550)
Remaining amount of -
the line of credit 22,000
(2,433,640)

3%8 The consideration for the acquisition of
shares of Market News International, Inc., G-7
Group, Inc. and Stone & McCarthy Research
Associates, Inc. could fluctuate since the final
payments are based on the future operating
results of the respective companies. The
consideration for the acquisition of shares of
Ford Investor Services Inc. could fluctuate
since the final payment is based on the future
operating results and future payments made for
additional obligations due under the terminated
Ford executive bonus plan.

9 Xinhua Mergent Holdings Limited and
Market News International, Inc. have a line of
credit agreements with banks. The amount of
the line of credit and the balance outstanding
under the agreements at December 31, 2004 are
as follows:

Total amount of the line of credit

24,500
(2,710,190)
Outstanding balance
0|
Remaining amount of
the line of credit 24,500
(2,710,190)
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(1st half Consolidated Income Statements)

(Unit: Thousands of U.S. Dollars (Thousands of Japanese Yen))

Consolidated 1st half
-prior year
(From January 1, 2004
to June 30, 2004)

Consolidated 1st half
-current year
(From January 1, 2005
to June 30, 2005)

Consolidated fiscal year
- prior year
(From January 1, 2004
to December 31, 2004)

%1 Expenses directly relating to share issuance are
presented as “share issuance related cost”, which
includes “share issuance cost”.

%2 Components of Loss on disposal of property,
plant and equipment are as follows:

Equipments 1
(165)

%1

$%2 Components of Loss on disposal of
property, plant and equipment are as follows:

Equipments

4
(482)

%1 Expenses directly relating to share issuance
are presented as “share issuance related
expenses”, which includes “share issuance
cost”.

%2 Components of Loss on disposal of
property, plant and equipment are as follows:

Equipments 2
(188)

(1st half Consolidated Surplus Statements)

Consolidated 1st half
-prior year
(From January 1, 2004
to June 30, 2004)

Consolidated 1st half
-current year
(From January 1, 2005
to June 30, 2005)

Consolidated fiscal year
- prior year
(From January 1, 2004
to December 31, 2004)

%1 The Company acquired shares of Stone &
McCarthy Research Associates, Inc. through share
exchange contracts resulting that it became the
Company's subsidiary. However, the Company's
shares to be exchanged for subsequent
consideration have not been issued, whereas
related acquisition costs have been included in
share premium.

32 This represents transfer of suspense account of
share exchange into share capital and share
premium due to issuance of shares previously
unissued at the time of share exchange with Xinhua
Investment Group Hong Kong Ltd. and Xinhua
Finance Japan (formerly known as Xinhua
Netchina Ltd.).

%1 The Company acquired full ownership of
Taylor Rafferty Associates, Inc. through cash
and share exchange. However, the Company's

shares to be exchanged for subsequent

consideration have not been issued, whereas
related acquisition costs have been included in
share premium.

%2

%1 The Company acquired full ownership of
Stone & McCarthy Research Associates, Inc.
through cash and share exchange. However, the
Company's shares to be exchanged for
subsequent consideration have not been issued,
whereas related acquisition costs have been
included in share premium.

%2 This represents transfer of suspense
account of share exchange into share capital and
share premium due to issuance of shares
previously unissued at the time of share
exchange with Xinhua Investment Group Hong
Kong Ltd. and Xinhua Finance Japan Limited
(formerly known as Xinhua Netchina Ltd.).
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(1st half Consolidated Cashflow Statements)

(Unit: Thousands of U.S. Dollars (Thousands of Japanese Yen))

Consolidated 1st half
-prior year
(From January 1, 2004
to June 30, 2004)

Consolidated 1st half
-current year
(From January 1, 2005
to June 30, 2005)

Consolidated fiscal year
- prior year
(From January 1, 2004
to December 31, 2004)

$¢1 Reconciliation between ending balances of
cash and cash equivalents in the 1st half
consolidated cashflow statement and balance in
consolidated balance sheet.
Cash and cash equivalents

21 Reconciliation between ending balances of
cash and cash equivalents in the 1st half
consolidated cashflow statement and balance in
consolidated balance sheet
Cash and cash equivalents

$%¢1 Reconciliation between ending balances of cash
and cash equivalents in consolidated cashflow
statement and balance in consolidated balance sheet
Cash and cash equivalents

Cash and bank balances 43,517 Cash and bank balances 11,250 Cash and bank balances 40,449
(4.813,805) (1,244,431) (4,474,440)
Restricted cash A 320 Deposit pledged as Deposit pledged as
(A 35,398) collateral £ 360 collateral 4 360
Bank overdraft A 37 (A 39,823) (A 39,823)
(A 4,133) Cash and cash equivalents 10,890 Cash and cash equivalents 40,089
Cash and cash equivalents 43,159 (1,204,608) (4,434,617)
(4,774,275)
2 $%2 Non-cash expense with share issuance as | 2
consideration
(Lease Transaction)
(Unit: Thousands of U.S. Dollars (Thousands of Japanese Yen))
Consolidated 1st half Consolidated 1st half Consolidated fiscal year
-prior year -current year - prior year
(From January 1, 2004 (From January 1, 2005 (From January 1, 2004
to June 30, 2004) to June 30, 2005) to December 31, 2004)
Operating leases Operating leases Operating leases
Unearned lease expenses Unearned lease expenses Unearned lease expenses
Within one year 3,119 Within one year 4,099 Within one year 2,954
(345,094) (453,399) (326,771)
After one year 5,978 After one year 9,496 After one year 5,219
(661,265) (1,050,434) (577,326)
Total 9,097 Total 13,595 Total 8,173
(1,006,359) (1,503,832) (904,097)
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(Securities)

As of June 30, 2004

1 Available-for-sale securities with fair value

1 Securities not stated at fair value

(Unit: Thousands of U.S. Dollars (Thousands of Japanese Yen))

Category

Amounts on the 1st half Consolidated Balance Sheet

(1) Other investments
Options and warrants

7,625
(843,481)

Total

7,625
(843,481)

(Note 1) Other investments are the Securities assets on the 1st half Consolidated Balance Sheet.
(Note 2) The Securities assets are stated at appraised value determined by a qualified appraiser at the point of transaction.

As of June 30, 2005

1 Available-for-sale securities with fair value

(Unit: Thousands of U.S. Dollars (Thousands of Japanese Yen))

L Amounts on the 1st half .
Al Diff
Category cquisition cost Consolidated Balance Sheet ifference
Book value more than acquisition cost:
1) Securities - - -
) ©) ©)
2) Bonds - - -
) ©) ©)
3) Others 2,614 6,628 4,014
(289,118) (733,143) (444,026)
Subtotal 2,614 6,628 4,014
(289,118) (733,143) (444,026)
Book value which equal to or less than
acquisition cost:
1) Securities - - -
(O] ©) ©)
2) Bonds - - -
) ©) )
3) Others 12,386 8,200 A 4,185
(1,370,090) (907,138) (A 462,952)
Subtotal 12,386 8,200 A 4,185
(1,370,090) (907,138) (A 462,952)
TOTAL 14,999 14,828 A 171
(1,659,207) (1,640,281) (A 18,926)

(Note 1) Other investments are the Securities assets on the 1st half Consolidated Balance Sheet.
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2 Securities not stated at fair value

(Unit: Thousands of U.S. Dollars (Thousands of Japanese Yen))

Category Amounts on the 1st half Consolidated Balance Sheet

Other investments

(1)Investment in securities 68
(7,511)

Total 68

(7,511)

(Note 1) Other investments are the Investment in securities on the 1st half Consolidated Balance Sheet.

As of December 31, 2004

1. Available-for-sale securities with fair value
(Unit: Thousands of U.S. Dollars (Thousands of Japanese Yen))

s Amounts on the 1st half .
Category Acquisition cost Consolidated Balance Sheet Difference
Book value more than acquisition cost:
1) Securities - - -
) ©) ©)
2) Bonds - - -
Q] Q] Q]
3) Others 4,329 6,968 2,639
(478,820) (770,779) (291,960)
Subtotal 4,329 6,968 2,639
(478,820) (770,779) (291,960)
Book value which equal to or less than
acquisition cost:
1) Securities - - -
Q] Q] Q]
2) Bonds - - -
Q] Q] Q]
3) Others 5973 3,183 A 2,790
(660,721) (352,084) (A 308,637)
Subtotal 5,973 3,183 A 2,790
(660,721) (352,084) (A 308,637)
TOTAL 10,301 10,151 A 151
(1,139,541) (1,122,863) (A 16,678)

(Notel) Other investments are the Securities assets on the Consolidated Balance Sheet.

2 Securities not stated at fair value
(Unit: Thousands of U.S. Dollars (Thousands of Japanese Yen))

Category Amounts on the consolidated balance sheet

Other investments

(1) Investment in securities 68
(7,511)

Total 68

(7,511)

(Notel) Other investments are the Investment in securities on the Consolidated Balance Sheet.

(Derivative Transactions)

For the six months ended June 30, 2004 and 2005 and for the year ended December 31, 2004, the Group did not enter
into any derivative contracts.
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(Segment Information)
[ Business Segment]

The Group is engaged solely in financial information business which includes distribution of market indices,
financial news, credit ratings, investor relations services and other relevant services. Thus, information of
business segmentation for the six months ended June 30, 2004 and 2005 and for the year ended December 31,
2004 are omitted.

[Regional Segmental Information]

For the six months ended June 30, 2004

(Unit: Thousands of U.S. Dollars (Thousands of Japanese Yen))

Japan Asia North America | Other location Total Eliminated or Consolidated
unallocated
Sales and operating
income / loss
Sales
(1) Outside customer 872 9,528 7,217 268 17,885 - 17,885
(96,480) (1,053,940) (798,381) (29,690) (1,978,491) ) (1,978,491)
(2) Inter segment or
transfer ) ) ) ) ) ) )
0 0 ©) 0 0 ©) ©)
Total 872 9,528 7,217 268 17,885 - 17,885
(96,480) (1,053,940) (798,381) (29,690) (1,978,491) () (1,978,491)
Operating expenses 947 10,606 6,818 827 19,199 A 141 19,058
(104,773) (1,173,244) (754,242) (91,521) (2,123,780) (A 15,626) (2,108,154)
Operating income ATS A 1,079 399 £ 559 A 1313 141 A 1,172
(A loss)
(A 8,292) | (A 119,305) (44,139) (A 61,831) | (A 145,289) (15,626) | (A 129,664)
Note

1 Location segments are based on geographical closeness.

2 Main countries or locations which do not belong to Japan:

(1) Asia ...... Hong Kong, China, Singapore and so on.
(2) North America......U.S.A.

(3) Other location ......

U.K.

For the six months ended June 30, 2005

(Unit: Thousands of U.S. Dollars (Thousands of Japanese Yen))

Japan Asia North America | Other location Total Eliminated or Consolidated
unallocated
Sales and operating
income/loss
Sales
(1) Outside customer 2,627 13,223 30,386 264 46,500 - 46,500
(290,651) (1,462,706) (3,361,257) (29,240) (5,143,854) “) (5,143,854)
(2) Inter segment or } 47 3 : 81 A8l }
transfer
() (5,165) (3,794) () (8,960) (A8,960) (-)
Total 2,627 13,269 30,420 264 46,581 A 81 46,500
(290,651) (1,467,871) (3,365,052) (29,240) (5,152,814) (A 8,960) (5,143,854)
Operating expenses 2,643 10,812 34,537 A\ 526 47,465 - 47,465
(292,325) (1,195,985) (3,820,471) (A\58,194) (5,250,588) ) (5,250,588)
Operating income A5 2,458 A 4117 790 A 884 N £ 965
(A loss)
(A 1,674) (271,886) (A\ 455,420) (87,433) (A 97,774) (A 8,960) | (A 106,734)
Note

1  Location segments are based on geographical closeness.

2 Main countries or locations which do not belong to Japan:

(1) Asia ...... Hong Kong, China, Singapore and so on.
(2) North America......U.S.A.

(3) Other location ......

U.K.
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For the year ended December 31, 2004
(Unit: Thousands of U.S. Dollars (Thousands of Japanese Yen))

Japan Asia North America | Other location Total Eliminated or Consolidated
unallocated
Sales and operating
income / loss
Sales
(1) Outside customer 3,672 19,105 36,172 741 59,689 - 59,689
(406,144) (2,113,347) (4,001,337) (81,965) (6,602,794) -) (6,602,794)
(2) Inter segment or ) 324 ) ) 324 A 324 A
transfer
(-) (35,829) (-) (-) (35,829) (A 35,829) (-)
Total 3,672 19,428 36,172 741 60,013 A 324 59,689
(406,144) (2,149,177) (4,001,337) (81,965) (6,638,623) (A 35,829) (6,602,794)
Operating expenses 3,674 20,895 37,254 2,000 63,823 - 63,823
(406,424) (2,311,404) (4,121,015) (221,266) (7,060,108) (-) (7,060,108)
Operating income A3 A 1,467 A 1,082 A 1,259 A 3810 A 324 A 4,134
(A loss)
(A 279) | (A 162,227) (A 119,677) | (A 139,301) | (A 421,485) (A 35,829) | (A 457,314)
Note

1 Location segments are based on geographical closeness.
2 Main countries or locations which do not belong to Japan:
(1) Asia ...... Hong Kong, China, Singapore and so on.
(2) North America...... US.A.
(3) Other location ...... U.K.
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[Overseas Sales]

For the six months ended June 30, 2004

(Unit: Thousands of U.S. Dollars (Thousands of Japanese Yen))

Asia North America Europe Other Total
I Overseas Sales 5,515 8,088 3,224 24 16,852
(610,068) (894,741) (356,687) (2,708) (1,864,205)
I Consolidated Sales - - - - 17,885
() () () () (1,978,491)
I Ratio of overseas sales which
accounts for consolidated sales 30.8% 45.2% 18.0% 0.2% 94.2%
(%)
Note

1 Location segments are based on geographical closeness.

2 Main countries or locations which do not belong to Japan:

(1) Asia -++-++ Hong Kong, China, Singapore and so on
(2) North America «---+- U.S.A. and Canada

(3) Europe----+- U.K., Germany and France and so on
(4) Other-++--- Australia, South America and so on

3 Overseas sales are sales of the Company and consolidated subsidiaries in undomesticated

countries or locations.
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For the six months ended June 30, 2005

(Unit: Thousands of U.S. Dollars (Thousands of Japanese Yen))

Asia North America Europe Other Total
I Overseas Sales 5,725 29,326 7,181 800 43,032
(633,333) (3,244,054) (794,323) (88,482) (4,760,191)
II  Consolidated Sales - - - - 46,500
) ) () ) (5,143,854)
Il Ratio of overseas sales which
accounts for consolidated sales 12.3% 63.1% 15.4% 1.7% 92.5%
(%)
Note
1 Location segments are based on geographical closeness.
2 Main countries or locations which do not belong to Japan
(1) Asia ...... Hong Kong, China, Singapore and so on
(2) North America ......U.S.A. and Canada
(3) Europe......U.K., Germany and France and so on
(4) Other...... Australia, South America and so on
3 Overseas sales are sales of the Company and consolidated subsidiaries in undomesticated
countries or locations.
For the year ended December 31, 2004
(Unit: Thousands of U.S. Dollars (Thousands of Japanese Yen))
Asia North America Europe Other Total
I Overseas Sale 11,994 33,021 9,448 151 54,614
(1,326,727) (3,652,748) (1,045,154) (16,732) (6,041,361)
II Consolidated Sale - - - - 59,689
() ) (@) () (6,602,794)
I Ratio of overseas sales which
accounts for consolidated sale 20.1% 55.3% 15.8% 0.3% 91.5%
(%)
Note
1  Location segments are based on the geographical closeness.

2

3

Main countries or locations which do not belong to Japan.

(1)Asia ...... Hong Kong, China, Singapore and so on

(2)North America ......U.S.A. and Canada

(3)Europe......U.K., Germany and France and so on

(4)Other...... Australia, South America and so on

Overseas sales are sales of the Company and consolidated subsidiaries in undomesticated

countries or locations.
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(Per Share Information)

(Unit: U.S. Dollars (Japanese Yen))

Item

Consolidated 1st half
-prior year
(From January 1, 2004
to June 30, 2004)

Consolidated 1st half
-current year
(From January 1, 2005
to June 30, 2005)

Consolidated fiscal year
- prior year
(From January 1, 2004
to December 31, 2004)

Net assets per
share

Net loss per
share

0.19

(20.84)
Suspense account of share exchange
included in share premium is excluded from
the process of calculation of net asset per
share.

0.05

(5.65)
For diluted net profits per share, even if the
Company has shares with dilution effect, the
company is in a loss position, and the
average stock price of the Company cannot
be identified since the Company is not a
listed company, thus, such information is not
stated.

Preferred shares shall automatically be
converted into ordinary shares at an IPO. If
the conversion have been exercised at the

725.68

(80,274.72)
Suspense account of share exchange
included in share premium is excluded
from the process of calculation of net
asset per share.

6.59

(728.88)
For diluted net profits per share, even if
the Company has shares with dilution
effect, the Company is in a loss position,
thus, such information is not stated.

719.66

(79,609.29)
Suspense account of share exchange
included in share premium is excluded
from the process of calculation of net
asset per share.

103.94

(11,497.30)
For diluted net profits per share, even if
the Company has shares with dilution
effect, the Company is in a loss position,
thus, such information is not stated.
The Company’s outstanding shares were
reversely split on August 24, 2004 on a
one for two thousand basis.

beginning of the period, “Per share
information” would be as follows:
Net assets per share 0.36 (39.82)
Net loss per share 0.02 (2.21)
(Note) Basis of calculation for the net profit (loss) per share
(Unit: Thousands of U.S. Dollars (Thousands of Japanese Yen))
Consolidated 1st half Consolidated 1st half Consolidated fiscal year
-prior year -current year - prior year
Item (From January 1, 2004 (From January 1, 2005 (From January 1, 2004
to June 30, 2004) to June 30, 2005) to December 31, 2004)
Net loss for the period / 4,296 1,385 9,305
year (475,175) (153,248) (1,029,359)
Net loss NOT attributed - - -
to ordinary shares (-) (-) (-)
Net loss attributed 4,296 1,385 9,305
to ordinary shares (475,175) (153,248) (1,029,359)
Average number of
ordinary shares during 84,139 210,250.36 89,530.42
the period / year
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(Significant Subsequent Events)

Consolidated 1st half
-prior year
(From January 1, 2004
to June 30, 2004)

Consolidated 1st half
-current year
(From January 1, 2005
to June 30, 2005)

Consolidated fiscal year
- prior year
(From January 1, 2004
to December 31, 2004)

1 Assets acquisition from Capco Reference
Data Services

On July 30, 2004, Mergent, Inc., a subsidiary of
the Company, entered into an agreement to
acquire all the operating assets of the Historical
Securities Database (HSD), a unit of Capco
Reference Data Services , formerly Iverson
Financial Systems Inc.

1) Purpose of the acquisition
The purpose of the acquisition is to expand

the market data services and client network.

) Outline of assets transferred
Market data services of institutional

investment firms

®3) Acquisition cost and payment term
Cash payment of US$3,000 thousand (JPY
331,860 thousand) and note payable in the
amount of US$1,000 thousand(JPY 110,620
thousand), subject to certain post closing
adjustments, which is payable on the earlier
of an IPO by Xinhua Finance or December
31, 2004.

4) Date of transfer: ~ August 13, 2004

1 On July 13, 2005, the Company entered
into contract to acquire Washington Analysis
LLC,

(1)  Purpose of the acquisition
The purpose of the acquisition is to expand
the Group’s financial information service and

political analysis services.

(2)  Outline of Washington Analysis LLC.

Address: Washington D.C., U.S.A.

Revenue: USS$ 6,372 thousand (JPY 704,914
thousand) (For the year ended
December 31, 2004)

Share capital: US$ 110 thousand (JPY 12,168

thousand)
Business: Financial information service and

political analysis services

(3)  Outline of the acquisition

@ Method of acquisition
Acquired par value shares (1 shares,
100%) of Washington Analysis LLC

@) Acquisition cost and payment term
Cash payment of US$2,000 thousand (JPY
221,240 thousand) and 798 shares of the
Company payable on July 13, 2005.
The consideration will be determined
based on the performance of Washington
Analysis LLC in 2005 and 2006.

©)] Name of Sellers
Lesley M. Alberstein
Ira Ross
Allen Jacobson
George Dellinger
Carl Joseph Lieber

@ Date of acquisition
July 13, 2005

1

On February 9, 2005, the Compensation
Committee of the Board of Directors approved
that the Company would issue stock options
based upon the compensation strategy
designed to align the interests of employees
and shareholders. The summary of this

issuance is summarized as follows:

(1) Class and number of shares issued
pursuant to the stock option
Ordinary shares, the maximum number to

be issued is 4,665 and the minimum is 2,253

(2) Issue price of the stock option

No consideration

(3)  Strike price
Based upon the average closing price of
shares for the 90 days ending December 31,
2004

(4)  Exercisable period
Exercisable over three years to encourage
long term commitment, one third being
granted at each year end of 2005, 2006 and
2007, and expired ten years from the date of
grant

(5)  Conditions of the grant
Half of the shares in each option grant will
be awarded based on the achievement of
financial targets and overall company
objectives, while the remaining options will
be awarded based upon the managing

personnel’s position with the company.

(6)  Allottees of the options

Managing personnel of the Group
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Consolidated 1st half
-prior year
(From January 1, 2004
to June 30, 2004)

Consolidated 1st half
-current year
(From January 1, 2005
to June 30, 2005)

Consolidated fiscal year
- prior year
(From January 1, 2004
to December 31, 2004)

2

Acquisition of Ford Investor Services, Inc.

OnJu

ly 30, 2004, The Company entered into a

contract to acquire all of the shares of Ford

Invest

(Y]

or Services, Inc.

Purpose

The Company plans to expand services that

prov

ide institutional clients with fundamental

financial data, proprietary investment models

and software as well as custom investment

research.

@

Outline of Ford Investor Services, Inc.
(unaudited)

Address: 11722 Sorrento Valley Road,

Re

Suite 1, San Diego, CA 92121
venue: US$ 1,869 thousand (JPY

206,748 thousand) (For the year

ended December 31, 2003)

Share capital: US$ 30 thousand (JPY 3,319

Bu:

®
®©

@)

®

@

thousand)
siness: Financial and investment

information service

Outline of the acquisition
Way of acquisition
Acquired all of par value shares (30,000
shares, 100%) of Ford Investor Service
Inc.

Acquisition cost and payment term
Cash payment of US$1,500 thousand
(JPY 165,930 thousand) and a note
payable in the amount of US$900
thousand(JPY 99,558 thousand) which is
payable on the earlier of an IPO by Xinhua
Finance or December 31, 2004.
Additional earn-out payments of up to a
maximum total of US$ 1,114 thousand
(JPY 123,231 thousand) will be payable in
2006 and 2007 based on performance
achieved in 2005 and 2006 respectively.

Name of Seller
Ford Family Trust

Date of acquisition
August 4, 2004

2 Stock split
Based on a resolution of the board of directors
held on August 15, 2005, the Company’s
outstanding shares were split. Terms of the
share split is summarized as follows;
(1)  Purpose of the share split
To enhance the liquidity of shares and to
broaden its investor base.
(2)  How the share split worked
Three-for-one split: Every ordinary share
was split into three shares on September 22,
2005.
(3) Class and number of shares increased upon
the share split
Ordinary shares Numbers of ordinary shares
outstanding at the September 14, 2005 multiplied
by two.

If the share split have been effective from the
beginning of the year, the per share information
would be as follows;

Consouglafted st Consolr:glafted st ngzglligsﬁd
-prior year -current year - prior year
oo | S | Mo
Net assets per Net assets per Net assets per
share share share
237.95 241.89 239.89
(26,322.03) (26,757.87) (26,536.63)
Net loss per Net loss per Net loss per
share share share
16.20 220 34.65
(1,792.04) (243.36) (3,832,98)
The diluted net The diluted net The diluted net
loss per share loss per share loss per share
is not stated is not stated is not stated
because of the because of the because of the
net loss net loss net loss
position. position. position)
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Consolidated 1st half
-prior year
(From January 1, 2004
to June 30, 2004)

Consolidated 1st half
-current year
(From January 1, 2005
to June 30, 2005)

Consolidated fiscal year
- prior year
(From January 1, 2004
to December 31, 2004)

3

Stock Issuance
Pursuant to fund raising activities and the share
option plan to incentivize employees, terms of
stock issuance is summarized in the following
tables;

(1)  Stock issuance pursuant to the share
option plan
@ Issued shares: 31,874,275 ordinary
shares
@ Issued price: Par value (HKD 0.01
per share)
® Proceeds of capital:
US$ 41 thousand
(JPY 4,535 thousand)
@ Increase of share capital:
US$ 41 thousand
(JPY 4,535 thousand)
® Issued date:
July 11 and 19 and
August 16 and 20, 2004
© Utilization of fund raised:
Working capital purposes

(2)  Stock issuance pursuant to the allocation
of new shares to third parties
@ Issued shares: 894,975 preferred
shares
@ Issued price: US$ 0.73 per share
@ Proceeds of capital:
US$ 653 thousand
(JPY 72,235 thousand)
@ Increase of share capital:
US$ 1 thousand
(JPY 111thousand)
® Issued date: July 30, 2004
® Utilization of fund raised:

Working capital purposes
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Consolidated 1st half
-prior year
(From January 1, 2004
to June 30, 2004)

Consolidated 1st half
-current year
(From January 1, 2005
to June 30, 2005)

Consolidated fiscal year
- prior year
(From January 1, 2004
to December 31, 2004)

4

Reverse share split
Based on a resolution passed at the extraordinary
meeting of shareholders held on August 24,
2004, the Company’s outstanding shares were
reversely split. Terms of the reverse share split is

summarized as follows;

(1)  Purpose of the reverse share split
To increase the value of each share and
enhance its liquidity to facilitate trading.

(2)  How the reverse share split worked
One for two thousand reverse split: Every
2,000 ordinary share and preferred share were
reverse split into one share of the same class
or series on August 24, 2004

(3)  Number of shares decreased upon the
reverse share split

Ordinary shares 171,647,215 shares

Preferred shares 157,969,361 shares

If the reverse share split have been effective
from the beginning of the year, the per share
information would be as follows;

Net asset per share 376.86 (41,688.25)
Net loss per share 102.11 (11,295.41)

In addition, if both the automatic conversion of
preferred shares into ordinary shares upon IPO
and the reverse share split were effective from
the beginning of the year, the per share
information would be as follows;

Net asset per share 713.86 (78,967.19)
Net loss per share 48.60 (5,376.13)

For the diluted net profit per share, even if the
Company has shares with dilution effect, the
Company is not a listed company and the
average share price of the Company cannot be
identified, thus such information is not stated.
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Consolidated 1st half
-prior year
(From January 1, 2004
to June 30, 2004)

Consolidated 1st half
-current year
(From January 1, 2005
to June 30, 2005)

Consolidated fiscal year
- prior year
(From January 1, 2004
to December 31, 2004)

Establishment of a new subsidiary
The Company has established a wholly owned
subsidiary in September 2004.

(1)  Purpose of establishment:
Holding company for Mergent, Inc., borrowing
entity for loan with ABN Amro

(2)  Name of the new subsidiary:
Xinhua Mergent Holdings Limited

(3) Business description:
Holding company, borrowing special purpose
vehicle

(4)  Share capital and share premium:
Share capital US$1 (JPY111)
Share premium - (JPY -)
Total US$1 (JPY111)

(5) Date of incorporation: September 6, 2004

(6)  Number of shares issued: 1 share

Loan Facility
To diversify funding source for working capital
and acquisitions, Xinhua Mergent Holdings
Limited, a wholly owned subsidiary of the
Company, entered into a secured term loan
facility agreement for the Group with ABN Amro
in September 2004. As a result, the Group has
the option, but not the obligation, to borrow a
maximum of US$12,000 thousand
(JPY1,327,440 thousand) (Term: three year
period, Interest: semi-annually at 4.75% above
six month LIBOR). The obligations under this
facility are secured by a pledge of all of the shares
of Mergent and are guaranteed by XFN, the
Company and Mergent.
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(2) Financial Statements

(D1st half Balance Sheet
Unit: Thousands of U.S. Dollars (Thousands of Japanese Yen))
1st half - prior year 1st half - current year Fiscal year -prior year
(As of June 30, 2004) (As of June 30, 2005) (As of December 31, 2004)
Item Note Amount (%) Amount (%) Amount (%)
(Assets)
I Current assets

Loan receivables from related companies - 2,400 3,000
-) (265,488) (331,860)
Other receivables %5 23,976 78,914 27,318
(2,652,263) (8,729,485) (3,021,949)
Other 4 - -
(445) () ©)

Total current assets 23,980 16.4 81,314 424 30,318 17.6
(2,652,709) (8,994,973) (3,353,809)

II Non-current assets
Investments and other assets

Investment in subsidiaries %3 122,152 107,939 140,990
(13,512,442) (11,940,266) (15,596,350)
Loan to shareholder - 2,414 -
Q] (267,003) Q]
Loan receivables from related companies - - 750
() () (82,965)

Total investments and other assets 122,152 83.6 110,353 57.6 141,740 82.4
(13,512,442) (12,207,270) (15,679,315)

Total non-current assets 122,152 83.6 110,353 57.6 141,740 824
(13,512,442) (12,207,270) (15,679,315)

Total assets 146,132 | 100.0 191,667 | 100.0 172,059 100.0
(16,165,151) (21,202,242) (19,033,123)
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(Unit: Thousands of U.S. Dollars (Thousands of Japanese Yen))

1st half - prior year
(As of June 30, 2004)

1st half - current year
(As of June 30, 2005)

Fiscal year -prior year
(As of December 31, 2004)

Item Note Amount (%) Amount (%) Amount (%)
(Liabilities)
1 Current liabilities
Other payable %5 12,568 224 342
(1,390,311) (24,825) (37,803)
Accrued expenses 764 64 64
(84,514) (7,080) (7,080)
Other payable to shareholders 2 - 1,000 19,788
) (110,620) (2,188,919)
Promissory note (non-operating) X1 12,000 - -
(1,327,440) Q) 0
Total current liabilities 25,332 17.3 1,288 0.7 20,193 11.7
(2,802,265) (142,525) (2,233,801)
I Non-current liabilities
Long-term other payable %2 - 6,733 -
“) (744,841) -)
Total Non-current liabilities - - 6,733 35 - -
“) (744,841) “)
Total liabilities 25,332 17.3 8,022 4.2 20,193 11.7
(2,802,265) (887,366) (2,233,801)
(Capital and reserves)
1 Share capital %6 423 0.3 559 0.3 522 0.3
(46,770) (61,857) (57,739)
11 Capital surplus
Share premium 121,038 171,967 155,025
(13,389,261) (19,023,002) (17,148,836)
Other capital surplus
Suspense account of share exchange %4 2,604 16,476 2,604
(288,000) (1,822,614) (288,000)
Total capital surplus 123,642 84.6 188,443 98.3 157,628 91.6
(13,677,260) (20,845,616) (17,436,836)
III Retained losses
Accumulated loss carried forward 3,265 5,357 6,285
(361,144) (592,598) (695,253)
Total retained losses AN3265 | A22 AN5357 | A28 A 6,285 | A3.6
(A 361,144) (A 592,598) (A 695,253)
Total shareholders' equity 120,800 82.7 183,646 95.8 151,865 88.3
(13,362,886) (20,314,876) (16,799,323)
Total liabilities and shareholders' equity 146,132 | 100.0 191,667 | 100.0 172,059 | 100.0
(16,165,151) (21,202,242) (19,033,123)
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@1st half Income Statement

(Unit: Thousands of U.S. Dollars (Thousands of Japanese Yen))

1st half -prior year
(From January 5, 2004
to June 30, 2004)

1st half -current year
(From January 1, 2005
to June 30, 2005)

Fiscal year -prior year
(From January 5, 2004
to December 31, 2004)

Item Note Amount (%) Amount (%) Amount (%)
I Turnover %1 - - 3,872 100.0 5,355 100.0
) (428,311) (592,346)
I Cost of sales %1
Group Service Expenses - - - 1,678 1,678 43.3 5,279 5,279 98.6
O 0 (8s670) | (185670 (583'95§ (583,957)
Gross profit - - 2,193 56.7 76 14
) (242,640) (8,388)
1 Selling, general and administrative expenses
Directors’ emoluments 147 461 547
(16,207) (50,945) (60,475)
Salary 54 216 163
(6,016) (23,894) (18,048)
Commissions, fees and charges 317 620 552
(35,111) (68,595) (61,046)
Other - 518 - 36 1,333 34.4 30 1,291 241
(-) (57,334) (4,085) (147,519) (3,276) (142,845)
Operating profit / loss (A) A\ 518 - 860 22.2 A 1,215 N22.7
(A 57,334) (95,121) (A 134,456)
IV Non-operating income
Interest income X1 - - - 68 68 18 71 71 13
() (-) (7,534) (7,534) (7,901) (7,901)
V Non-operating expenses
Interest expenses 37 - 363
(4,130) ) (40,155)
Share issuance related expenses %2 2,709 - 2,757
(299,681) O (304'99§
Listing related expenses - 2,746 - - - - 2,021 5,141 96.0
0| (eo3s0) 8 0 @254 1 (ss8.607)
Ordinary profit / loss (A) A\ 3,265 - 928 24.0 A 6,285 117%
(A 361,144) (102,655) (A 695,253)
Profit / loss (A\) before income tax A 3,265 - 928 240 A 6,285 117A4
(A 361,144) (102,655) (A 695,253)
Income taxes (current) - - -
Q] ) ©)
Income taxes (deferred) - - - - - - - - -
©) ©) ©) ©) ©) ©)
Net profit / loss (A) for the period / year A 3,265 - 928 24.0 A 6,285 “7A4
(A 361,144) (102,655) (A 695,253)
. - 6,285 -
Loss brought forward from the prior year ) (695.253) o
JAN
Undisposed loss (A\) at the period / year end 3,265 ) 5,357 A1384 6.285 1174
(361,144) (592,598) (695,253)
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Basis of presenting the 1st half Financial Sta

ments

1st half -prior year

1st half -current year

Fiscal year -prior year

Item (From January 5, 2004 (From January 1, 2005 (From January 5, 2004
to June 30, 2004) to June 30, 2005) to December 31, 2004)
1 Valuation (1) Securities (1) Securities (1) Securities
basis and Subsidiaries' securities Subsidiaries' securities Subsidiaries' securities
method for Cost method based on Same as on the left. Same as on the left.
assets moving-average method is
applied
2 Allowance, | Allowance for Doubtful Allowance for Doubtful Allowance for Doubtful
reserve and Accounts Accounts Accounts
provision The allowance has been Same as on the left. Same as on the left.
determined by evaluation of
respective potential losses in
the receivables outstanding.
3 Other Conversion of dollars into yen Conversion of dollars into yen
significant In accordance with the Article In accordance with the Article

items for the
preparation
of the (1st
half)
financial
statements

66 of the Interim Financial
Statements rules, the amounts in
Japanese yen are calculated by
the foreign currency exchange
rate (middle rate), being
US$1.00=110.62, from the
Tokyo Foreign Exchange Market
as of June 30, 2005. The
Japanese yen amounts are stated
only for the purpose of
convenience. Therefore it is not
assured that the amounts in U.S.
dollars could be exchanged to
Japanese yen amounts calculated
by the abovementioned exchange
rate.

130 of the Financial Statements
rules, the amounts in Japanese
yen are calculated by the foreign
currency exchange rate (middle
rate), being US$1.00=110.62,
from the Tokyo Foreign
Exchange Market as of June 30,
2005. The Japanese yen amounts
are stated only for the purpose of
convenience. Therefore it is not
assured that the amounts in U.S.
dollars could be exchanged to
Japanese yen amounts calculated
by the abovementioned exchange
rate.
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(1st half Balance Sheet)

(Unit: Thousands of U.S.

Dollars (Thousands of Japanese Yen))

1st half - prior year
(As of June 30, 2004)

1st half - current year
(As of June 30, 2005)

Fiscal year -prior year
(As of December 31, 2004)

$¢1 This promissory note was issued
as a part of a consideration for the
acquisition of shares of Mergent,
Inc., which had become a
consolidated subsidiary of the
Company during the period.

%2

X3 The consideration for the
acquisition of shares of Market
News International, Inc., G7 Group
Inc. and Stone & McCarthy
Research Associates, Inc., could
fluctuate since determination is
based on the operating results of the
companies in the future respectively.

¢4 The Company acquired shares
of Stone & McCarthy Research
Associates, Inc. through share
exchange contracts resulting that it
became the Company's subsidiary.
However, the Company's shares to
be exchanged has not been issued,
whereas acquisition costs of
subsidiary are included in share
premium.

el

%2 Other payables include part of
the consideration for the acquisition
of shares of Stone & McCarthy
Research Associates, Inc, Taylor
Rafferty Associates, Inc and Econ
World Media Ltd.. The
consideration for the acquisition of
shares of Stone & McCarthy
Research Associates, Inc., Taylor
Rafferty Associates Inc. and Econ
World Media Ltd. could fluctuate
since the final payments are based
on the future operating results of the
respective companies.

%3 The consideration for the
acquisition of share of Stone &
McCarthy Research Associates,
Inc., Taylor Rafferty Associates
Inc.and Econ World Media Ltd.
could fluctuate since determination
is based on the future operating
results of the respective companies.

%4 The Company acquired shares
of Stone & McCarthy Research
Associates, Inc. and Taylor Rafferty
Associates Inc. through share
exchange contracts resulting that
they became the Company's
subsidiaries. However, the
Company's shares to be exchanged
for subsequent consideration has not
been issued, whereas acquisition
costs of subsidiaries are included in

share premium.

%1

X2 This other payables represent a
part of a consideration for the
acquisition of shares of Mergent,
Inc. and Stone & McCarthy
Research Associates, Inc., which
had become a subsidiary of the
Company in this period. The
consideration for acquisition of
shares of Stone & McCarthy
Research Associates, Inc. could
fluctuate since the final payment is
based on the future operating results
of the respective companies.

X3 The consideration for the
acquisition of shares of Market
News International, Inc., G-7 Group,
Inc. and Stone & McCarthy
Research Associates, Inc., could
fluctuate since determination is
based on the future operating results
of the respective companies.

$¢4 The Company acquired shares
of Stone & McCarthy Research
Associates, Inc. through share
exchange contracts resulting that it
became the Company's subsidiary.
However, the Company's shares to
be exchanged has not been issued,
whereas acquisition costs of
subsidiary are included in share
premium.
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1st half - prior year
(As of June 30, 2004)

1st half - current year
(As of June 30, 2005)

Fiscal year -prior year
(As of December 31, 2004)

%5

%6

(Contingent liabilities)
Pursuant to an agreement dated
January 1, 2002 entered into by the
Company to acquire the entire issued
share capital of Fortune China
Public Relations Ltd.. In addition to
the agreed consideration, the
Company committed to issue 49,310
ordinary shares of HK$ 0.01 each of
the Company at the end of the year
2005 if the Company was listed at
that time or make a cash payment of
US$128 thousand before January
31, 20086, if the Company was not
listed by then.

35 Balances on related companies
Receivables from and payables to
related companies other than the
accounts specifically stated are as
follows:
Current assets

Other receivables 78,909
(8,728,911)
Current liabilities
Other payable 143
(15,865)
X6

Authorized number of shares:
Ordinary shares
2,500,000 shares

Number of issued shares:
Ordinary shares
218,083 shares

25 Balances on related companies
Receivables from and payables to
related companies other than the
accounts specifically stated are as
follows:
Current assets

Other receivables 27,318
(3,021,949)
Current liabilities
Other payable 277
(30,612)
X6

Authorized number of shares:
Ordinary shares
2,500,000 shares

Number of issued shares:
Ordinary shares
203,565 shares
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(1st half Income Statement)

(Unit: Thousands of U.S. Dollars (Thousands of Japanese Yen))

1st half -prior year
(From January 5, 2004
to June 30, 2004)

1st half -current year
(From January 1, 2005
to June 30, 2005)

Fiscal year -prior year
(From January 5, 2004
to December 31, 2004)

%l %1 Transactions with related | 1 Transactions with related
companies are as follows: companies are as follows:
Turnover 3,872 | Turnover 5,355
(428,311) (592,346)
Cost of sales 1,678 | Cost of sales 5,279
(185,670) (583,957)
Interest income 68 | Interest income 71

(7,534) | (7,901)
22 Expenses directly relating to %2 %2 Expenses directly relating to

share issuance are presented as
“share issuance related cost”, which
includes “share issuance cost”.

share issuance are presented as
“share issuance related cost”, which
includes “share issuance cost”.

(Lease Transaction)

For the six months ended June 30, 2004 and 2005, and for the year ended December 31, 2004
The Company has no lease transactions, thus, none applicable.

(Securities)

For the six months ended June 30, 2004 and 2005, and for the year ended December 31, 2004
For the periods, the subsidiaries' securities held by the Company have no market value.

(Per Share Information)

For the six months ended June 30, 2004 and 2005, and for the year ended December 31, 2004

Since the Group prepares the consolidated (1st half) financial statement, per share information of the Company is

omitted.
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(Significant Subsequent Events)

1st half -prior year
(From January 5, 2004
to June 30, 2004)

1st half -current year
(From January 1, 2005
to June 30, 2005)

Fiscal year -prior year
(From January 5, 2004
to December 31, 2004)

1 Stock issuance
Pursuant to fund raising activities
and the share option plan to
incentivize employees, terms of
stock issuance is summarized in the
following tables;

(1) Stock issuance pursuant to the
share option plan
@ Issued shares:
31,874,275 ordinary
shares
@  Issued price:
Par value (HKD 0.01 per
share)
@  Proceeds of capital:
US$ 41 thousand
(JPY 4,535 thousand)
@ Increase of share capital
US$ 41 thousand
(JPY 4,535 thousand)
®  lIssued date:
July 11 and 19 and
August 16 and 20, 2004
®  Utilization of fund raised:
Working capital purposes

(2) Stock issuance pursuant to the
allocation of new shares to
third parties

1 Issued shares:
894,975 preferred shares
2 Issued price:

US$ 0.73 per share
3 Proceeds of capital:
US$ 653 thousand
(JPY 72,235 thousand)
4 Increase of share capital:
US$ 1 thousand
(JPY 111 thousand)
5 Issued date:
July 27, 2004
6 Utilization of fund raised:
Working capital purposes

1

On July 13, 2005, the
Company entered into contract to
acquire Washington Analysis LLC

(1) Purpose of the acquisition
The purpose of the acquisition
is to expand the Group’s
financial information service
and political analysis services.

(2) Outline of Washington
Analysis LLC
Address: Washington D.C.,
US.A.
Revenue:
US$ 6,372 thousand (JPY
704,914 thousand) (For the
year ended December 31,
2004)
Share capital:
US$ 110 thousand (JPY
12,168 thousand)
Business:
Financial information service
and political analysis services

(3) Outline of the acquisition

@ Method of acquisition
Acquired par value shares (1
shares, 100%) of Washington
Analysis LLC

@  Acquisition cost and

payment term

Cash payment of US$2,000
thousand (JPY 221,240
thousand) and 798 shares of
the Company payable on July
13, 2005.
The consideration will be
determined based on
performance of Washington
Analysis LLC in the 2005
and 2006.

® Name of Sellers
Lesley M. Alberstein
Ira Ross
Allen Jacobson
George Dellinger
Carl Joseph Lieber

@ Date of acquisition
July 13, 2005

On February 9, 2005, the
Compensation Committee of the
Board of Directors approved that
the Company would issue stock
options based upon the
compensation strategy designed to
align the interests of employees
and shareholders. The summary of
this issuance is summarized as
follows:

1) Class and number of
shares issued pursuant to the
stock option

Ordinary shares, the maximum
number to be issued is 4,665 and
the minimum is 2,253

2) Issue price of the stock
option
No consideration

3) Strike price
Based upon the average closing
price of shares for the 90 days
ending December 31, 2004

4 Exercisable period
Exercisable over three years to
encourage long term
commitment, one third being
granted at each year end of 2005,
2006 and 2007, and expired ten
years from the date of grant

(5) Conditions of the grant
Half of the shares in each option
grant will be awarded based on
the achievement of financial
targets and overall company
objectives, while the remaining
options will be awarded based
upon the managing personnel’s
position with the company.

(6) Allottees of the options
Managing personnel of the
Group
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1st half -prior year
(From January 5, 2004
to June 30, 2004)

1st half -current year
(From January 1, 2005
to June 30, 2005)

Fiscal year -prior year
(From January 5, 2004
to December 31, 2004)

2 Reverse share split
Based on a resolution passed at the
extraordinary meeting of
shareholders held on August 24,
2004, the Company’s outstanding
shares were reversely split. Terms
of the reverse share split is
summarized as follows;

(1) Purpose of the reverse share split
To increase the value of each
share and enhance its liquidity to
facilitate trading.

(2) How the reverse share split
worked
One for two thousand reverse
split: Every 2,000 ordinary share
and preferred share were reverse
split into one share of the same
class or series on August 24,
2004

(3) Number of shares decreased upon
the reverse share split
Ordinary shares
171,647,215 shares
Preferred shares
157,969,361 shares

2 Stock split
Based on a resolution of the board
of directors held on August 15,
2005, the Company’s outstanding
shares were split. Terms of the
share split is summarized as
follows;

(1) Purpose of the share split
To enhance the liquidity of shares
and to broaden its investor base.

(2) How the share split worked
Three-for-one split: Every
ordinary share was split into three
shares on September 22, 2005.

(3) Class and number of shares
increased upon the share split
Ordinary shares Numbers of
ordinary shares outstanding at
September 14, 2005 multiplied by
two.
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Fiscal year -prior year

1st half -prior year
(From January 5, 2004

1st half -current year
(From January 1, 2005
to June 30, 2005)

(From January 5, 2004
to December 31, 2004)

to June 30, 2004)

3 Establishment of a new
subsidiary

The Company has established a
wholly owned subsidiary in
September 2004.

D Purpose of establishment:
Holding company for Mergent,
Inc., borrowing entity for loan
with ABN Amro

@ Name of the new subsidiary:
Xinhua Mergent Holdings
Limited

(@ Business description:
Holding company, borrowing

special purpose vehicle

Share capital
US$ 1 (JPY 111)

Share premium
US$ - (JPY -)
Total US$ 1 (JPY 111)

® Date of incorporation:
September 6, 2004

& Number of shares issued:
1 share

@ Share capital and share premium:

2. Other Information

Not applicable
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VII. TREND IN FOREIGN EXCHANGE RATES

Since the foreign exchange rate between JPY and USD is published in more that two Japanese daily newspapers, the
information is omitted.

VIll. REFERENCE INFORMATION

We filed the following documents with the Kanto Local Finance Bureau during this semi-annual fiscal year of 2005 (from
January 1, 2005 to the date of filing of this Semi-annual Report.

(1) Extraordinary Report:

Filed with the Director of the Kanto Local Finance Bureau on February 23, 2005 pursuant to the Article 19, Paragraph 2
Subparagraph 1 of the Cabinet Ordinance Concerning Disclosure of Corporate Information, etc. in connection with
issuance of shares (restricted stock) outside of Japan.

(2) Extraordinary Report:

Filed with the Director of the Kanto Local Finance Bureau on March 2, 2005 pursuant to the Article 19, Paragraph 2
Subparagraph 1 of the Cabinet Ordinance Concerning Disclosure of Corporate Information, etc. in connection with
issuance of stock options outside of Japan.

(3) Securities Report

Filed with the Director of the Kanto Local Finance Bureau on June 10, 2005 pursuant to Article 24 of the Securities and
Exchange Law.

(4) Amendment to Securities Report filed on June 10, 2005

Filed with the Director of the Kanto Local Finance Bureau on July 4, 2005.

(5) Extraordinary Report

Filed with the Director of the Kanto Local Finace Bureau on July 11, 2005 pursuant to Article 24-5, Paragraph 4 of the
Securities and Exchange Law and Article 19, Paragraph 2, Subparagraphs 2 and 3 of the Cabinet Ordinance Concerning
Disclosure of Corporate Information, etc. in connection with the issuance of shares for acquisition of Taylor Rafferty
Associates Limited.

(6) Amendment to Extraordinary Report filed on July 11, 2005

Filed with the Director of the Kanto Local Finance Bureau on July 28, 2005.

(7) Extraordinary Report

Filed with the Director of the Kanto Local Finance Bureau on July 29, 2005 pursuant to Article 24-5, Paragraph 4 of the
Securities and Exchange Law and Article 19, Paragraphs 2 and 3 of the Cabinet Ordinance Concerning Disclosure of

Corporate Information, etc. in connection with the issuance of shares for acquisition of Washington Analysis and issuance
of shares to an executive and a consultant outside of Japan.
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PART Il. INFORMATION ON THE GUARANTOR, ETC.

I. INFORMATION ON THE GUARANTOR

Not Applicable.

I1. INFORMATION ON THE COMPANIES OTHER THAN THE GUARANTOR

Not Applicable.

I111. INFORMATION ON INDEX, ETC.

Not Applicable.
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