Edgar Filing: Xinyuan Real Estate Co., Ltd. - Form 20-F

Xinyuan Real Estate Co., Ltd.
Form 20-F

April 20, 2011
Table of Contents

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 20-F

(Mark One)

REGISTRATION STATEMENT PURSUANT TO SECTION 12(b) OR (g) OF THE SECURITIES EXCHANGE ACT OF 1934
OR

X ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For The Fiscal Year Ended December 31, 2010.

OR

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
OR

SHELL COMPANY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
Date of event requiring this shell company report

For The Transition Period From To

Commission file number: 001-33863

Table of Contents



Edgar Filing: Xinyuan Real Estate Co., Ltd. - Form 20-F

XINYUAN REAL ESTATE CO., LTD.

(Exact name of Registrant as specified in its charter)

N/A
(Translation of Registrant s name into English)
Cayman Islands
(Jurisdiction of incorporation or organization)
27/F, China Central Place, Tower II
79 Jianguo Road, Chaoyang District
Beijing 100025
People s Republic of China
(Address of principal executive offices)
Tom Gurnee
Xinyuan Real Estate Co., Ltd
27F, China Central Place, Tower II,
79 Jianguo Road, Chaoyang District
Beijing 100025
People s Republic of China
Tel: (86-10) 8588-9390
Fax: (86-10) 8588-9300

(Name, Telephone, E-mail and/or Facsimile number and Address of Company Contact Person)

Securities registered or to be registered pursuant to Section 12(b) of the Act:

Table of Contents



Edgar Filing: Xinyuan Real Estate Co., Ltd. - Form 20-F

Title of Each Class Name of Each Exchange on Which Registered
American Depositary Shares, each representing two New York Stock Exchange

common shares, par value US$0.0001 per share
Securities registered or to be registered pursuant to Section 12(g) of the Act:

None
(Title of Class)
Securities for which there is a reporting obligation pursuant to Section 15(d) of the Act:
None

(Title of Class)

Indicate the number of outstanding shares of each of the Issuer s classes of capital or common stock as of the close of the period covered by the
annual report 153,807,616 common shares, par value US$0.0001 per share, as of December 31, 2010.

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act. Yes © No x

If this report is an annual or transition report, indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or
15(d) of the Securities Exchange Act of 1934. Yes © No x

Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days. Yes x No ~

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or
for such shorter period that the registrant was required to submit and post such files). Yes = No ~

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated filer. See definition of
accelerated filer and large accelerated filer in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer ~ Accelerated filer x Non-accelerated filer ~

Indicate by check mark which basis of accounting the registrant has used to prepare the financial statements included in this filing:

U.S. GAAP x International Financial Reporting Standards as issued by the Other ~
International Accounting Standards Board ~
If Other has been checked in response to the previous question, indicate by check mark which financial statement item the registrant has elected
to follow. Item 17 © Item 18 ~

If this is an annual report, indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act). Yes © No x

(APPLICABLE ONLY TO ISSUERS INVOLVED IN BANKRUPTCY PROCEEDINGS DURING THE PAST FIVE YEARS)

Indicate by check mark whether the registrant has filed all documents and reports required to be filed by Sections 12, 13 or 15(d) of the
Securities Exchange Act of 1934 subsequent to the distribution of securities under a plan confirmed by a court. Yes © No ~

Table of Contents 3



Edgar Filing: Xinyuan Real Estate Co., Ltd. - Form 20-F

Table of Contents



Edgar Filing: Xinyuan Real Estate Co., Ltd. - Form 20-F

Table of Conten

TABLE OF CONTENTS

PAGE

ITEM 1. IDENTITY OF DIRECTORS. SENIOR MANAGEMENT AND ADVISERS 1
ITEM 2. OFFER STATISTICS AND EXPECTED TIMETABLE 2
ITEM 3. KEY INFORMATION 2
A. Selected Financial Data 2

B. Capitalization and Indebtedness 3

C. Reasons for the Offer and Use of Proceeds 3

D. Risk Factors 4
ITEM 4. INFORMATION ON THE COMPANY 25
A. History and Development of the Company 25

B. Business Overview 25

C. Organizational Structure 54

D. Property. Plants and Equipment 54
ITEM 4A. UNRESOLVED STAFF COMMENTS 54
ITEM 5. OPERATING AND FINANCIAL REVIEW AND PROSPECTS 54
A. Operating Results 54

B. Liquidity and Capital Resources 90

C. Research and Development. Patent and Licenses. etc. 93

D. Trend Information 93

E. Off-Balance Sheet Arrangements 93

F. Tabular Disclosure of Contractual Obligations 94

G. Safe Harbor 95
ITEM 6. DIRECTORS. SENIOR MANAGEMENT AND EMPLOYEES 96
A. Directors and Senior Management 96

B. Compensation 97

C. Board Practices 101

D. Employees 103

E. Share Ownership 103
ITEM 7. MAJOR SHAREHOLDERS AND RELATED PARTY TRANSACTIONS 104
A. Major Shareholders 104

B. Related Party Transactions 105

C. Interests of Experts and Counsel 106
ITEM 8. FINANCIAL INFORMATION 106
A. Consolidated Statements and Other Financial Information 106

Table of Contents 5



Edgar Filing: Xinyuan Real Estate Co., Ltd. - Form 20-F

B. Significant Changes
ITEM 9. THE OFFER AND LISTING

A. Offer and Listing Details
Plan of Distribution

Markets

Selling Shareholders

Dilution

mm o 0w

Expenses of the Issue

Table of Contents

107
107
107
107
107
107
108
108



Edgar Filing: Xinyuan Real Estate Co., Ltd. - Form 20-F

Table of Conten

PAGE

ITEM 10. ADDITIONAL INFORMATION 108

A. Share Capital 108

B. Memorandum and Articles of Association 108

C. Material Contracts 108

D. Exchange Controls 108

E. Taxation 108

F. Dividends and Paying Agents 113

G. Statement by Experts 113

H. Documents on Display 113

L Subsidiary Information 113

ITEM 11. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK 113

ITEM 12. DESCRIPTION OF SECURITIES OTHER THAN EQUITY SECURITIES 115

ITEM 13. DEFAULTS. DIVIDEND ARREARAGES AND DELINQUENCIES 117

ITEM 14. MATERIAL MODIFICATIONS TO THE RIGHTS OF SECURITY HOLDERS AND USE OF PROCEEDS 117

ITEM 15. CONTROLS AND PROCEDURES 117

ITEM 16 RESERVED 119

ITEM 16A. AUDIT COMMITTEE FINANCIAL EXPERT 119

ITEM 16B. CODE OF ETHICS 119

ITEM 16C. PRINCIPAL ACCOUNTANT FEES AND SERVICES 119

ITEM 16D. EXEMPTIONS FROM THE LISTING STANDARDS FOR AUDIT COMMITTEES 119

ITEM 16E. PURCHASES OF EQUITY SECURITIES BY THE ISSUER AND AFFILIATED PURCHASERS 119

ITEM 16F. CHANGE IN REGISTRANT S CERTIFYING ACCOUNTANT 119

ITEM 16G. CORPORATE GOVERNANCE 120

ITEM 17. FINANCIAL STATEMENTS 120

ITEM 18. FINANCIAL STATEMENTS 120

ITEM 19. EXHIBITS 120
Table of Contents



Edgar Filing: Xinyuan Real Estate Co., Ltd. - Form 20-F

Table of Conten
INTRODUCTION

Unless otherwise indicated and except where the context otherwise requires, references in this annual report on Form 20-F to:

we, us, ourcompany, our, the Group or Xinyuan refers to Xinyuan Real Estate Co., Ltd., its predecessor entities and its subsic

shares or common shares refers to our common shares, par value US$0.0001 per share;

ADSs refers to our American depositary shares, each of which represents two common shares, and ADRs refers to the American
depositary receipts that evidence our ADSs;

China or PRC refers to the People s Republic of China, excluding, for the purposes of this Form 20-F only, Taiwan, Hong Kong and

Macau;

GFA refers to gross floor area. The amounts for total GFA in this annual report are the amounts of total saleable residential and
commercial GFA and are derived on the following basis:

for properties that are sold, the stated GFA is based on the sales contracts relating to such property; GFA may be adjusted
based on final examination upon delivery of the property;

for unsold properties that are completed or under construction, the stated GFA is calculated based on the detailed construction
blueprint and the calculation method approved by the PRC government for saleable GFA, after necessary adjustments; and

for properties that are under planning, the stated GFA is based on the land grant contract and our internal projection; and

RMB or Renminbi refers to the legal currency of China and US$ or U.S. dollars refers to the legal currency of the United States.

At present, there is no uniform standard to categorize the different types and sizes of cities in China. In this annual report, we refer to certain
larger and more developed cities as Tier I and Tier II cities based on the categorization used by the CIHAF Valuation Report on Real Estate
Investment in PRC Cities published by China Real Estate Business, an authoritative real estate publication in China, YUBO Media and Institute
of Finance and Trade Economics of Chinese Academy of Social Sciences. Based on this approach, there are currently four Tier I cities and over
35 Tier II cities in China.

This annual report includes our audited consolidated financial statements for the years ended December 31, 2008, 2009 and 2010 and as of
December 31, 2009 and 2010.

Our financial statements and other financial data included in this annual report are presented in U.S. dollars. Our business and operations are
primarily conducted in China through our PRC subsidiaries. The functional currency of our PRC subsidiaries is RMB. The financial statements
of our PRC subsidiaries are translated into U.S. dollars, using published exchange rates in China, based on (i) year-end exchange rates for assets
and liabilities and (ii) average yearly exchange rates for revenues and expenses. Capital accounts are translated at historical exchange rates when
the transactions occurred. The effects of foreign currency translation adjustments are included as a component of accumulated other
comprehensive income in our shareholders equity. We make no representation that any RMB or U.S. dollar amounts could have been, or could
be, converted into U.S. dollar or RMB, as the case may be, at any particular rate or at all. See Item 3. Key Information A. Selected Financial
Data Exchange Rate Information.
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We completed an initial public offering, or IPO, of 20,125,000 ADSs, each representing two common shares, in December 2007. On
December 12, 2007, we listed our ADSs on the New York Stock Exchange, or the NYSE, under the symbol XIN. The closing price of our ADSs
on the NYSE as of April 15, 2011 was $2.17 per ADS.

FORWARD-LOOKING STATEMENTS

This annual report contains forward-looking statements that involve risks and uncertainties. All statements other than statements of historical
facts are forward-looking statements. These statements involve known and unknown risks, uncertainties and other factors that may cause our
actual results, performance or achievements to be materially different from those expressed or implied by the forward-looking statements.

You can identify these forward-looking statements by words or phrases such as may, will, expect, isexpectedto, anticipate, aim, estima
intend, plan, Dbelieve, potential, continue, is/are likely to or other similar expressions or negatives of such expressions. These forward-lool
statements include, among others, statements about:

our anticipated growth strategies;

our future business development, results of operations and financial condition;

our expectations with respect to our ability to acquire adequate suitable land use rights for future development; and

our belief with respect to market opportunities in, and growth prospects of, Tier II cities in China.
We have based these forward-looking statements largely on our current expectations and projections about future events and financial trends that
we believe may affect our financial condition, results of operations, business strategy and financial needs. However, a number of known and
unknown risks, uncertainties and other factors could affect the accuracy of these statements. Among the important factors to consider in
evaluating our forward-looking statements are:

our ability to continue to implement our business model successfully;

our ability to secure adequate financing for our project development;

our ability to successfully sell or complete our property projects under construction and planning;

our ability to enter into new geographic markets and expand our operations;

our ability to maintain strict cost control;

the marketing and sales ability of our third-party sales agents;

PRC laws, regulations and policies relating to real estate developers and the real estate industry in China;
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our ability to obtain permits and licenses to carry on our business in compliance with applicable laws and regulations;

competition from other real estate developers;

the growth of the real estate industry in China, particularly Tier II cities;

fluctuations in general economic and business conditions in China; and

fluctuations in interest rates in China.

(i)

Table of Contents
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You should read thoroughly this annual report and the documents that we refer to herein with the understanding that our actual future results

may be materially different from and/or worse than what we expect. We qualify all of our forward-looking statements by these cautionary
statements. Other sections of this annual report include additional factors which could adversely impact our business and financial performance,
including the risks outlined under Item 3. Key Information D. Risk Factors . Moreover, we operate in an evolving environment. New risk factors
emerge from time to time and it is not possible for our management to predict all risk factors, nor can we assess the impact of all factors on our
business or the extent to which any factor, or combination of factors, may cause actual results to differ materially from those contained in any
forward-looking statements.

This annual report may also contain third party data relating to the real estate industry in China that includes projections based on a number of
assumptions. The real estate industry in China may not grow at the rates projected by market data, or at all. The failure of this market to grow at
projected rates may have a material adverse effect on our business and the market price of our ADSs. Furthermore, if one or more of the
assumptions underlying the market data turns out to be incorrect, actual results may differ from the projections based on these assumptions. You
should not place undue reliance on these forward looking statements.

You should not rely upon forward-looking statements as predictions of future events. The forward-looking statements made in this annual report
relate only to events or information as of the date on which the statements are made in this annual report. We undertake no obligation to update
or revise any forward-looking statements, whether as a result of new information, future events or otherwise, except as otherwise required by
applicable securities laws.

(iii)
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PART I

ITEM 1. IDENTITY OF DIRECTORS, SENIOR MANAGEMENT AND ADVISERS
Not Applicable.

ITEM 2. OFFER STATISTICS AND EXPECTED TIMETABLE
Not Applicable.

ITEM 3. KEY INFORMATION
A. Selected financial data

Our Selected Consolidated Financial Data

The following selected consolidated statement of operations and other financial data for the years ended December 31, 2006, 2007, 2008, 2009
and 2010, other than the earnings per ADS data, and the consolidated balance sheet data as of December 31, 2006, 2007, 2008, 2009 and 2010
have been derived from our audited consolidated financial statements which are included elsewhere in this annual report. Our audited
consolidated financial statements have been prepared and presented in accordance with United States generally accepted accounting principles,
or U.S. GAAP. Except for changes in operating subsidiaries, our consolidated financial statements have been prepared as if our current corporate
structure had been in existence throughout the relevant periods.

The selected consolidated financial data should be read in conjunction with, and are qualified in their entirety by reference to, our audited
consolidated financial statements and related notes and Item 5. Operating and Financial Review and Prospects included elsewhere in this annual
report.

Years ended December 31,
2006 2007 2008 2009 2010
US$ US$ US$ US$ US$
(in thousands except share, per share and per ADS data)
Consolidated Statements of Operations Data(1)

Total revenues 142,367 309,725 356,632 448,984 449,972
Total costs of revenues (108,196) (208,135) (356,981) (359,739) (334,453)
Selling and distribution expenses (2,996) (10,515) (13,578) (11,443) (10,724)
General and administrative expenses (3,626) (17,077) (32,343) (22,215) (22,209)
Operating income/(loss) 27,549 73,998 (46,270) 55,587 82,586
Net income/(loss) 16,120 45,663 (23,640) 42,419 51,123
Accretion of Series A convertible redeemable Preference
shares (942) (2,739)
Deemed dividend(2) (182,229)
Net loss attributable to non-controlling interest 18
Net income (loss) attributable to shareholders(2) 15,181 (139,305) (23,640) 42,419 51,141
Earnings (loss) per share
Basic 0.21 (1.28) (0.16) 0.28 0.34
Diluted 0.21 (1.28) (0.16) 0.26 0.33
Shares used in computation
Basic 72,694,467 108,690,267 149,149,309 151,252,815 152,577,960
Diluted 72,694,467 108,690,267 149,149,309 160,871,387 155,397,355

Earnings (loss) per ADS(3)
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Basic 0.42 (2.56) (0.32) 0.56 0.68
Diluted 0.42 (2.56) (0.32) 0.52 0.66
Other Operating Data
Number of projects launched 3 6 3 3
Aggregate GFA delivered(1) (m?) 370,105 513,878 519,100 1,591,132 291,686

(1) Delivery occurs when the Company has obtained all the completion acceptance certificates required by the PRC government in respect of
the apartment and delivers full access to the apartment, such as the keys, to the buyer.
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The following table presents a summary of our consolidated balance sheet data as of December 31, 2006, 2007, 2008, 2009 and 2010:

As of and for the Years Ended December 31,
2006 2007 2008 2009 2010
US$ US$ US$ US$ US$
(in thousands, except share, per share and per ADS data)
Consolidated Balance Sheet Data(1)

Cash and cash equivalents 34914 309,315 135,659 157,800 213,326
Restricted cash 32,011 48,267 57,951 40,240 82,305
Real estate property under development(4) 106,804 388,881 623,203 560,590 710,585
Total current assets 174,426 770,347 778,013 849,357 1,075,045
Total assets 204,956 807,195 936,166 881,782 1,103,965
Total current liabilities 118,840 154,374 417,990 369,098 463,747
Long-term bank loans 12,806 137,858 105,007 53,015 70,213
Preference shares 22,309

Capital stock 7,570 14,840 15,102 15,148 15,319
Total Xinyuan Real Estate Co., Ltd. shareholders equity 46,583 389,899 400,255 446,912 517,798

(1)  Our financial information is first prepared in RMB and then translated into U.S. dollars for assets and liabilities at the year-end exchange
rate and, for revenues and expenses at the yearly average exchange rate. The rates used are set forth in the table below. Capital accounts
are translated at their historical exchange rates when the transactions occurred.

As of and for the Year Ended December 31,

2006 2007 2008 2009 2010
Period-end US$: RMB exchange rate 7.8087 73046  6.8346  6.8282  6.6227
Period average US$: RMB exchange rate 79721  7.6079 69480 6.8311  6.7704

As of April 15, 2011, the US$: RMB exchange rate was 6.5317.

(2) On November 13, 2007, the holders of the Series A convertible redeemable preference shares, or Series A preference shares, agreed to
waive the contingent conversion option. The modification was deemed to be substantive and was treated for accounting purpose as an
extinguishment of the Series A preference shares. In connection with this, we recognized a dividend of approximately US$182.2 million to
the Series A preference shareholders, representing the difference between the fair value of the convertible preference shares immediately
after the modification and the carrying value of the preference shares immediately prior to the modification. This deemed dividend did not
affect our net income or cash flows. However, it reduced the net income attributable to ordinary shareholders and retained earnings for the
year ended December 31, 2007 by the amount of the dividend.

(3) Earnings per ADS are calculated based on each ADS representing two common shares.

(4) Includes real estate property under development recorded under current assets and non-current assets.
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Our financial statements and other financial data included in this annual report are presented in U.S. dollars. Our business and operations are
primarily conducted in China through our PRC subsidiaries. The functional currency of our PRC subsidiaries is RMB. The financial statements
of our PRC subsidiaries are translated into U.S. dollars, using published exchange rates in China, based on (i) year-end exchange rates for assets
and liabilities and (ii) average yearly exchange rates for revenues and expenses. Capital accounts are translated at historical exchange rates when
the transactions occurred. The effects of foreign currency translation adjustments are included as a component of accumulated other
comprehensive income in our shareholders equity. We make no representation that any RMB or U.S. dollar amounts could have been, or could
be, converted into U.S. dollars or RMB at any particular rate, including the rate stated below.

The RMB is not freely convertible into foreign currency. The PRC government imposes control over its foreign currency reserves in part
through direct regulation of the conversion of the RMB into foreign exchange and through restrictions on foreign trade. Since 2005, the People s
Bank of China, or the PBOC, has allowed the RMB to fluctuate within a narrow and managed band against a basket of foreign currencies,
according to market demand and supply conditions. The PBOC announces the RMB closing price each day and that rate serves as the mid-point
of the next day s trading band.

The following table sets forth, for each of the periods indicated, the low, average, high and period-end noon buying rates in New York City for
cable transfers, in RMB per U.S. dollar. These rates are provided solely for your convenience and are not necessarily the exchange rates that we
used in this annual report or will use in the preparation of periodic reports or other information to be provided to you.

Noon Buying Rate(1)
Period Period End  Average(2) Low High
(RMB Per US$1.00)
2006 7.8041 7.9597 7.8041 8.0702
2007 7.2946 7.6058 7.2946 7.8127
2008 6.8225 6.9221 6.8225 7.2946
2009 6.8259 6.8307 6.8176 6.8470
2010 6.6000 6.7426 6.6000 6.8330
October 6.6707 6.6678 6.6397 6.6912
November 6.6670 6.6538 6.6330 6.6892
December 6.6000 6.6497 6.6000 6.6745
2011
January 6.6017 6.5964 6.5809 6.6364
February 6.5713 6.5761 6.5520 6.5965
March 6.5483 6.5645 6.5483 6.5743
April (through April 15) 6.5317 6.5382 6.5310 6.5477

(1) For December 2008 and prior periods, the noon buying rate refers to the noon buying rate as reported by the Federal Reserve Bank of New
York. For January 2009 and later periods, the noon buying rate refers to the exchange rate as set forth in the H.10 statistical release of the
Federal Reserve Board.

(2) Annual averages are calculated by averaging the exchange rates on the last business day of each month or the elapsed portion thereof
during the relevant period. Monthly averages are calculated using the average of the daily rates during the relevant period.

B. Capitalization and Indebtedness

Not Applicable.
C. Reasons for the Offer and Use of Proceeds

Not Applicable.
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Risks Related to Our Business

Our business is sensitive to the current global economic crisis. A severe or prolonged downturn in the global economy could materially and
adversely affect our revenues and results of operations.

Global market and economic conditions have been challenging with tight credit conditions and recession in most major economies continuing
into 2011. Continued concerns about the systemic impact of potential long-term and wide-spread recession, energy costs, geopolitical issues, the
availability and cost of credit, and the global housing and mortgage markets have contributed to increased market volatility and diminished
expectations for economic growth around the world. The grim economic outlook has negatively affected business and consumer confidence and
contributed to volatility of unprecedented levels.

The PRC economy also faces challenges in the short to medium term. Continued turbulence in the international markets and prolonged declines
in consumer spending, including home purchases, as well as any slowdown of economic growth in China, may adversely affect our liquidity and
financial condition.

If we are unable to successfully manage our expansion into other Tier Il cities, we will not be able to execute our business plan.

Historically, our business and operations was concentrated in Zhengzhou. Since 2006, we have expanded our residential property development
operations into other Tier II cities, consisting of Chengdu in Sichuan Province, Hefei in Anhui Province, Jinan in Shandong Province, and
Suzhou, Kunshan and Xuzhou in Jiangsu Province. We plan to expand into other Tier II cities as suitable opportunities arise. The development
of real estate projects in other Tier II cities will impose significant demands on our management and other operational resources. Moreover, we
will face additional competition and will need to establish brand recognition and market acceptance for our developments in these new markets.
Each of these Tier II cities has its own market conditions, customer requirements and local regulations related to the real estate industry. If we
are unable to successfully develop and sell projects outside of our current markets, our future growth may be limited and we may not generate
adequate returns to cover our investments in these Tier II cities. In addition, if we expand our operations to other cities with higher land prices,
our costs may increase, which may lead to a decrease in our profit margin, or impairments resulting from land value decreases.

Our business requires access to substantial financing. Our failure to obtain adequate financing in a timely manner could severely adversely
(1) restrict our ability to complete existing projects, expand our business, or repay our debts and (2) affect our financial performance and
condition.

Our property development business is capital intensive. To date, we have funded our operations primarily through bank borrowings, shareholder
loans, proceeds from sales and pre-sales of our properties and proceeds from issuance of equity and debt securities. We obtain commercial bank
financing for our projects through credit lines extended on a case-by-case basis. Our ability to secure sufficient financing for land use rights
acquisition and property development and repayment of our existing onshore and offshore debt obligations depends on a number of factors that
are beyond our control, including lenders perceptions of our creditworthiness, market conditions in the capital markets, investors perception of
our securities, the PRC economy and PRC government regulations that affect the availability and cost of financing for real estate companies or
property purchasers.

Since 2003, commercial banks have been prohibited, under guidelines of the PBOC, from advancing loans to fund the payment of land use rights
and projects can be only partially funded based on loan-to-value ratios. In addition the PRC State Council have taken and may continue to take
action to curb speculation in the housing market and housing price increases. Among other actions, as of March 25, 2010, the PBOC raised the
reserve requirement ratio for large commercial banks by 0.5% to 20%, and small and middle sized financial institutions by 0.5% to 16.5%.
Increases in the reserve requirement ratio will reduce the amount of commercial bank credit available to businesses in China, including us. We
generate significant cash flow through pre-sales, which are subject to government restrictions. In particular, PRC regulations on the pre-sales of
properties generally provide that the proceeds from the pre-sales of a real estate project may only be used for the construction of such project.
Any additional potential government restrictions on pre-sales could significantly increase our financing needs. Moreover, our ability to move
cash through inter-company transfers or transfer funds from onshore subsidiaries to our offshore parent company is limited by PRC government
regulations, which limits our ability to use excess cash resources in one subsidiary to fund the obligations of another subsidiary or our offshore
parent company.
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Furthermore, various other PRC regulations restrict our ability to raise capital through external financing and other methods, including, without
limitation, the following:

we cannot pre-sell uncompleted residential units in a project prior to achieving certain development milestones specified in related
regulations;

we cannot borrow from a PRC bank for a particular project unless we fund at least 35% of the total investment amount of that project
from our own capital;

we cannot borrow from a PRC bank for a particular project if we do not have the land use rights certificate for that project;

property developers are strictly restricted from using the proceeds from a loan obtained from a local bank to fund property
developments outside the region where that bank is located; and

PRC banks are prohibited from accepting properties that have been vacant for more than three years as collateral for loans.
As of December 31, 2010, our contractual obligations amounted to US$532.8 million, primarily arising from contracted construction costs or
other capital commitments for future property developments and debt obligations. Of this amount, US$407.9 million was due within one year.

There can be no assurance that our internally generated cash flow and external financing will be sufficient for us to meet our contractual and
financing obligations in a timely manner. Due to the current measures imposed (as well as other measures that may be imposed by the PRC
government in the future) which limit our access to additional capital, we cannot assure you that we will be able to obtain sufficient funding to
finance intended purchases of land use rights, develop future projects or meet other capital needs as and when required at a commercially
reasonable cost or at all. Our failure to obtain adequate financing in a timely manner and on reasonable terms could severely adversely

(1) restrict our ability to complete existing projects, expand our business, or repay our debts and (2) affect our financial performance and
condition.

We may be unable to acquire desired development sites at commercially reasonable costs.

Our revenue depends on the completion and sale of our projects, which in turn depends on our ability to acquire development sites. Our land use
rights costs are a major component of our cost of real estate sales and increases in such costs could diminish our gross margin. In China, the PRC
government controls the supply of land and regulates land sales and transfers in the secondary market. As a result, the policies of the PRC
government, including those related to land supply and urban planning, affect our ability to acquire, and our costs of acquiring, land use rights
for our projects. In recent years, the government has introduced various measures attempting to moderate investment in the property market in
China. Although we believe that these measures are generally targeted at the luxury property market and speculative purchases of land and
properties, we cannot assure you that the PRC government will not introduce other measures in the future that would adversely affect our ability
to obtain land for development. We currently acquire our development sites primarily by bidding for government land. Under current
regulations, land use rights acquired from government authorities for commercial and residential development purposes must be purchased
through a public tender, auction or listing-for-sale. Competition in these bidding processes has resulted in higher land use rights costs for us. In
addition, we may not successfully obtain desired development sites due to the increasingly intense competition in the bidding processes. We may
also need to acquire land use rights through acquisition, which could increase our costs. Moreover, the supply of potential development sites in
any given city will diminish over time, and we may find it increasingly difficult to identify and acquire attractive development sites at
commercially reasonable costs in the future.
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Our secured note contains certain financial and other covenants that restrict our ability to pay dividends, raise further debt and take other
corporate actions which may adversely affect our business.

In April 2010, we issued the secured note that contains a number of significant financial and other covenants substantially similar to the
covenants included in the indentures for our floating rate notes and convertible notes repaid in April 2010. Such covenants restrict, among other
things, our ability and the ability of our subsidiaries to incur additional debt or guarantees, make restricted payments, make investments, pay
dividends or distributions on our or our subsidiaries capital stock, repurchase our or our subsidiaries capital stock, pay subordinated
indebtedness, make or repay inter-company loans or enter into non-ordinary course business transactions. Among other restrictions, we are
limited in the dollar amount of mortgage guarantees we may provide if we do not maintain a minimum consolidated interest expense coverage
ratio, or interest coverage ratio.

As a result of the covenants, our ability to pay dividends or other distributions on our common shares and ADSs may be limited. These
covenants also restrict our ability to raise additional capital in the future through bank borrowings and debt and equity issuances and may restrict
our ability to engage in some transactions that we expect to be of benefit to us. The covenants may also limit the amount of units we may sell in
any period by limiting the amount of mortgage guarantees we can provide to purchasers if we do not maintain the requisite interest coverage
ratio.

The note is secured by the mortgage of our shares in our wholly owned subsidiary, Xinyuan Real Estate, Ltd., or Xinyuan Ltd., which indirectly
holds all of our assets and operations in China. If we default under the note in the future, the holder may enforce its claims against these shares

to satisfy our obligations to it. In such an event, the holder of the note could gain ownership of the shares of Xinyuan Ltd., and, as a result, own
and control all of our subsidiaries in China. We conduct substantially all of our operations in China and all of our assets are located in China and,
if we default under the note, we could lose control or ownership of our assets and operations in China and there may be no assets remaining from
which your claims could be satisfied. In addition, the note is also required to be secured by the pledge of all of Xinyuan Ltd. s shares in Xinyuan
(China) Real Estate, Ltd., or Xinyuan China, and a pledge of our and our subsidiaries assets located outside of the PRC.

We provide guarantees for the mortgage loans of our customers which expose us to risks of default by our customers.

We pre-sell properties before actual completion and, in accordance with industry practice, our customers mortgage banks require us to guarantee
our customers mortgage loans. Typically, we provide guarantees to PRC banks with respect to loans procured by the purchasers of our properties
for the total mortgage loan amount until the completion of the registration of the mortgage with the relevant mortgage registration authorities,
which generally occurs within six to 12 months after the purchasers take possession of the relevant properties. In line with what we believe to be
industry practice, we rely on the credit evaluation conducted by mortgagee banks and do not conduct our own independent credit checks on our
customers. The mortgagee banks typically require us to maintain, as restricted cash, 0% to 10% of the mortgage proceeds paid to us as security
for our obligations under such guarantees. If a purchaser defaults on its payment obligations during the term of our guarantee, the mortgagee

bank may deduct the delinquent mortgage payment from the security deposit. If the delinquent mortgage payments exceed the security deposit,
the banks may require us to pay the excess amount. If multiple purchasers default on their payment obligations, we will be required to make
significant payments to the banks to satisfy our guarantee obligations. Factors such as a significant decrease in housing prices, increase in

interest rates or the occurrence of natural catastrophes, among others, could result in a purchaser defaulting on its mortgage payment obligations.
If we are unable to resell the properties underlying defaulted mortgages on a timely basis or at prices higher than the amounts of our guarantees
and related expenses, we will suffer financial losses. For the three years ended December 31, 2010, we experienced certain defaults on mortgage
loans by our customers in an aggregate principal amount of approximately US$161,000.

As of December 31, 2008, 2009 and 2010, our outstanding guarantees in respect of our customers mortgage loans amounted to US$384.0
million, US$509.2 million, and US$666.4 million, respectively. If substantial defaults by our customers occur and we are called upon to honor
our guarantees, our financial condition and results of operations will be materially adversely affected.

Table of Contents 19



Edgar Filing: Xinyuan Real Estate Co., Ltd. - Form 20-F

Table of Conten

Our level of indebtedness could have an adverse effect on our financial condition, diminish our ability to raise additional capital to fund our
operations and limit our ability to explore business opportunities.

As of December 31, 2010, the outstanding balance of our total indebtedness amounted to US$295.9 million. Our level of indebtedness could
have an adverse effect on us. For example, it could:

require us to dedicate a large portion of our cash flow from operations to fund payments on our debt, thereby reducing the
availability of our cash flow to fund working capital, capital expenditures and other general corporate purposes;

increase our vulnerability to adverse general economic or industry conditions;

limit our flexibility in planning for, or reacting to, changes in our business or the industry in which we operate;

limit our ability to raise additional debt or equity capital in the future or increase the cost of such funding;

restrict us from making strategic acquisitions or exploring business opportunities; and

make it more difficult for us to satisfy our obligations with respect to our debt.
Our financing costs are subject to changes in interest rates.

The rates of interest payable on our long-term bank loans are adjustable based on the range of 95% to 135% of the PBOC benchmark rate, which
were raised by the PBOC four times from October 19, 2010 until April 5, 2011, and may be raised in the future. The PBOC benchmark rate for a
one year loan stands at 6.31% as of April 5, 2011. As of December 31, 2010, the principal amount of our aggregate outstanding variable rate
debt was US$155.8 million. A hypothetical 1% increase in annual interest rates would increase our interest expenses by US$1.6 million based on
our debt level at December 31, 2010.

We may be required to record impairment charges in the future.

If the projected profitability of a given project deteriorates due to a decline in the pace of unit sales, a decline in selling prices, or some other
factor, such project is reviewed for possible impairment by comparing the estimated future undiscounted cash flows for the project to its carrying
value. If the estimated future undiscounted cash flows are less than the asset s carrying value, the asset is written down to its estimated fair value.
In the fourth quarter of 2008, Suzhou International City Garden was identified as an unprofitable project subject to recognition of impairment.

On a quarterly basis we are required to conduct impairment tests on our projects. If business conditions deteriorate, there is a potential risk that
future impairment charges will be recorded.

We rely on third-party contractors.

Substantially all of our project construction and related work are outsourced to third-party contractors. We are exposed to risks that the
performance of our contractors may not meet our standards or specifications. Negligence or poor work quality by contractors may result in
defects in our buildings or residential units, which could in turn cause us to suffer financial losses, harm our reputation or expose us to
third-party claims. We work with multiple contractors on different projects and we cannot guarantee that we can effectively monitor their work
at all times. Although our construction and other contracts contain provisions designed to protect us, we may be unable to successfully enforce
these rights and, even if we are able to successfully enforce these rights, the third-party contractor may not have sufficient financial resources to
compensate us. Moreover, the contractors may undertake projects from other property developers, engage in risky undertakings or encounter
financial or other difficulties, such as supply shortages, labor disputes or work accidents, which may cause delays in the completion of our
property projects or increases in our costs.
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We may be unable to complete our property developments on time or at all.

The progress and costs for a development project can be adversely affected by many factors, including, without limitation:

delays in obtaining necessary licenses, permits or approvals from government agencies or authorities;

shortages of materials, equipment, contractors and skilled labor;

disputes with our third-party contractors;

failure by our third-party contractors to comply with our designs, specifications or standards;

difficult geological situations or other geotechnical issues;

onsite labor disputes or work accidents; and

natural catastrophes or adverse weather conditions, including strong winds, storms, floods, and earthquakes.
Any construction delays, or failure to complete a project according to our planned specifications or budget, may delay our property sales, which
could harm our revenues, cash flows and our reputation.

Under PRC laws and regulations and our pre-sale contracts, we are required to compensate purchasers for late delivery of or failure to complete
our pre-sold units. For the three years ended December 31, 2010, we paid an aggregate amount of US$1.3 million of compensation to our
customers due to late delivery. If the delay extends beyond the contractually specified period, the purchasers may become entitled to terminate
the pre-sale contracts and claim damages. Proceeds from pre-sale of our properties are an important source of financing for our property
developments. Under PRC laws, we are not permitted to commence pre-sales until we have completed certain stages of the construction process
for a project. Consequently, a significant delay in the construction of a project could restrict our ability to pre-sell our properties, which could
extend the recovery period for our capital outlay. This, in turn, could have an adverse effect on our cash flow, business and financial position.

Changes of laws and regulations with respect to pre-sales may adversely affect our cash flow position and performance.

We depend on cash flows from pre-sale of properties as an important source of funding for our property projects. Under current PRC laws and
regulations, property developers must fulfill certain conditions before they can commence pre-sale of the relevant properties and may only use
pre-sale proceeds to finance the construction of the specific developments. On August 5, 2005, PBOC issued a report entitled 2004 Real Estate
Financing Report, in which it recommended that the practice of pre-selling uncompleted properties be discontinued because, according to the
report, such activity creates significant market risks and generates transactional irregularities. This and other PBOC recommendations have not
been adopted by the PRC government and have no enforceability. However, there can be no assurance that the PRC government will not ban the
practice of pre-selling uncompleted properties or implement further restrictions on the pre-sale of properties, such as imposing additional
conditions for a pre-sale permit or further restrictions on the use of pre-sale proceeds or that cities will not voluntarily suspend or restrict
pre-sales. For example, the city of Nanning in the Guangxi providence (in which we do not have any operations) suspended pre-sales of
commercial property for a trial period in 2010. Any measures prohibiting or further restricting pre-sales by the PRC government or province or
city government affecting cities in which we operate will adversely affect our cash flow position and force us to seek alternative sources of
funding for much of our property development business.

Our results of operations may fluctuate from period to period.
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Our results of operations tend to fluctuate from period to period. The number of properties that we can develop or complete during any particular
period is limited due to the substantial capital required for land acquisition and construction, as well as the development periods required before
positive cash flows may be generated. In addition, several properties that we have developed or that are under development are large scale and
developed in multiple phases over the course of one to several years. The selling prices of the residential units in larger scale property
developments tend to change over time, which may impact our sales proceeds and, accordingly, our revenues for any given period.
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The recognition of our real estate revenue and costs is dependent upon our estimation of total project revenues and costs.

We recognize our real estate revenue based on the full accrual method and the percentage of completion method depending on the estimated
project construction period. Under both methods, revenue and costs are calculated based on an estimation of total project costs and total project
revenues, which are revised on a regular basis as the work progresses. Any material deviation between actual and estimated total project
revenues and costs may result in an increase, a reduction or an elimination of reported revenues or costs from period to period, which will affect
our gross profit and net income.

We may be required to pay additional corporate income taxes in China.

Based on the current levy method applied by the Zhengzhou local tax bureau, our subsidiaries in Zhengzhou are paying corporate income tax, or
CIT, on a deemed profit basis, where taxable income is deemed to be 15% of cash receipts, regardless of actual income generated in that year.
The local tax authorities may challenge our basis as compared to the actual income basis. Accordingly, we may be subject to CIT on our actual
taxable income. We have made provision for the full amount of applicable CIT calculated in accordance with the relevant PRC tax laws and
regulations, but we pay CIT each year as required by the local tax authorities. We cannot guarantee that we will not be required to pay additional
taxes in accordance with the PRC tax laws and regulations or that our accrued deferred tax liabilities will be sufficient to cover any additional
CIT payments we will be required to pay in the future with respect to past financial periods.

Dividends we receive from our PRC subsidiaries located in the PRC may be subject to PRC withholding tax.

The PRC Corporate Income Tax Law, or the CIT Law, and the Implementation for the CIT Law issued by the PRC State Council became

effective as of January 1, 2008. The CIT Law provides that a maximum income tax rate of 20% may be applicable to dividends payable to
non-PRC investors that are non-resident enterprises, to the extent such dividends are derived from sources within the PRC, and the State Council
has reduced such rate to 10% through the Implementation for the CIT Law. We are a Cayman Islands holding company and substantially all of

our income may be derived from dividends we receive from our PRC subsidiaries. Thus, dividends paid to us by our subsidiaries in China may

be subject to the 10% income tax if we are considered a non-resident enterprise under the CIT Law. If we are required under the CIT Law to pay
income tax for any dividends we receive from our PRC subsidiaries, it will materially and adversely affect the amount of dividends received by

us from our PRC subsidiaries.

We may be deemed a PRC resident enterprise under the CIT Law and be subject to the PRC taxation on our worldwide income.

The CIT Law also provides that enterprises established outside of China whose de facto management bodies are located in China are considered
resident enterprises and are generally subject to the uniform 25% corporate income tax rate as to their worldwide income (including dividend
income received from subsidiaries). Under the Implementation for the CIT Law, de facto management body is defined as a body that has material
and overall management and control over the manufacturing and business operations, personnel and human resources, finances and treasury, and
acquisition and disposition of properties and other assets of an enterprise. Under the Notice on the Issues Regarding Recognition of Overseas
Incorporated Domestically Controlled Enterprises as PRC Resident Enterprises Based on the De Facto Management Body Criteria, which was
retroactively effective as of January 1, 2008, an overseas incorporated, domestically-controlled enterprise will be recognized as a PRC resident
enterprise if it satisfies certain conditions. However, it is still unclear whether PRC tax authorities would require (or permit) us to be treated as a
PRC resident enterprise. If we are treated as a resident enterprise for PRC tax purposes, we will be subject to PRC tax on our worldwide income
at the 25% uniform tax rate, which could have an impact on our effective tax rate and an adverse effect on our net income and results of
operations, although dividends distributed from our PRC subsidiaries to us could be exempt from Chinese dividend withholding tax, since such
income is exempted under the new CIT Law to a PRC resident recipient.
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Dividends payable by us to our non-PRC investors and gain on the sale of our ADSs may become subject to taxes under PRC tax laws.

Under the Implementation for the CIT Law, a PRC income tax rate of 10% is applicable to dividends payable to investors that are non-resident
enterprises, which do not have an establishment or place of business in the PRC, or which have such establishment or place of business but the
relevant income is not effectively connected with the establishment or place of business, to the extent such dividends have their sources within
the PRC. Similarly, any gain realized on the transfer of ADSs by such investors is also subject to 10% PRC income tax if such gain is regarded

as income derived from sources within the PRC. If we are considered a PRC resident enterprise, it is unclear whether dividends we pay with
respect to our ADSs, or the gain you may realize from the transfer of our ADSs, would be treated as income derived from sources within the

PRC and be subject to PRC tax. If we are required under the Implementation for the CIT Law to withhold PRC income tax on dividends payable
to our non-PRC investors that are non-resident enterprises, or if you are required to pay PRC income tax on the transfer of our ADSs, the value
of your investment in our ADSs may be materially and adversely affected.

The relevant PRC tax authorities may challenge the basis on which we have been paying our land appreciation tax obligations and our results
of operations and cash flows may be affected.

Under PRC laws and regulations, our PRC subsidiaries engaging in property development are subject to land appreciation tax, or LAT, which is
levied by the local tax authorities. All taxable gains from the sale or transfer of land use rights, buildings and their attached facilities in the PRC
are subject to LAT at progressive rates ranging from 30% to 60%. Exemptions are available for the sale of ordinary residential properties if the
appreciation values do not exceed certain thresholds specified in the relevant tax laws. Gains from the sale of commercial properties are not
eligible for this exemption.

We have accrued all LAT payable on our property sales and transfers in accordance with the progressive rates specified in relevant tax laws, less
amounts previously paid under the levy method applied by relevant local tax authorities. However, provisioning for LAT requires our
management to use a significant amount of judgment with respect to, among other things, the anticipated total proceeds to be derived from the
sale of the entire phase of the project or the entire project, the total appreciation of land value and the various deductible items. If the LAT
provisions we have made are substantially lower than the actual LAT amounts assessed by the tax authorities in the future, our results of
operations and cash flows will be materially and adversely affected.

We rely on our key management members.

We depend on the services provided by key management members. Competition for management talent is intense in the property development
sector. In particular, we are highly dependent on Mr. Yong Zhang, our founder, Chairman and Chief Executive Officer, Ms. Yuyan Yang, our
co-founder, and Mr. Tom Gurnee, our Chief Financial Officer. We do not maintain key employee insurance. In the event that we lose the
services of any key management member, we may be unable to identify and recruit suitable successors in a timely manner or at all, which will
adversely affect our business and operations. In 2008 particularly, we experienced high turnover at the Chief Operating Officer, Chief
Accounting Officer, Chief Financial Officer and subsidiary general manager positions. Moreover, we may need to employ and retain more
management personnel to support an expansion into other Tier II cities on a much larger geographical scale. If we cannot attract and retain
suitable human resources, especially at the management level, our business and future growth will be adversely affected.

Increases in the price of raw materials or labor costs may increase our cost of sales and reduce our earnings.

We outsource the design and construction of our projects under development to third-party service providers. Our third-party contractors are
responsible for provider labor and procuring almost all of the raw materials used in our project developments. Our construction contracts
typically provide for fixed or capped payments, but the payments are subject to changes in government-suggested prices for certain raw
materials we use, such as steel. Any increase in labor costs or other costs which may result in adjustments in payments under our construction
contracts could result in an increase in our construction costs. In the event that the price of any raw materials, including cement, concrete blocks
and bricks, increase in the future, such increase could be passed on to us by our contractors, and our construction costs would increase
accordingly. Passing such increased costs to our customers may result in reduced sales and delay our ability to complete sales for our projects.
Any input cost increase could reduce our earnings to the extent we are unable to pass these increased costs to our customers.
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We may engage in joint ventures, which could result in unforeseen expenses or disruptive effects on our business.

From time to time, we may consider joint ventures with other businesses to develop a property. Any joint venture that we determine to pursue
will be accompanied by a number of risks. We may not be in a position to exercise sole decision-making authority regarding the joint ventures.
We may not be able to control the quality of products produced by the joint venture. Depending on the terms of the joint venture agreement, we
may require the consent of our joint venture partners for the joint venture to take certain actions, such as making distributions to the partners. In
addition, our joint venture partners and the joint venture themselves may hold different views or have different interests from ours, and therefore
may compete in the same market with us, in which case our interest and future development may be materially adversely affected.

Any future acquisition could expose us to unforeseen expenses or place additional strain on management and other resources.

We completed our acquisition of Jiantou Xinyuan in late 2010. We may consider other acquisitions in the future. Any potential acquisition will
be accompanied by a number of risks. An acquired business may underperform relative to expectations or may expose us to unexpected
liabilities. In addition, the integration of any acquisition could require substantial management attention and resources. If we were unable to
successfully manage the integration and ongoing operations, or hire or retain additional personal necessary to running the expanded business,
our results of operations and branch could be negatively affected.

We are a holding company that depends on dividend payments from our subsidiaries for funding.

We are a holding company established in the Cayman Islands and operate all of our business and operations through our subsidiaries in China.
Therefore, our ability to pay dividends to our shareholders and to service our indebtedness depends upon dividends that we receive from our
subsidiaries in China. If our subsidiaries incur indebtedness or losses, such indebtedness or losses may impair their ability to pay dividends or
other distributions to us. As a result, our ability to pay dividends and to service our indebtedness will be restricted. Regulations in China
currently permit payment of dividends only out of accumulated profits as determined in accordance with accounting standards and regulations in
China. Each of our PRC subsidiaries, including wholly foreign-owned enterprises and domestic companies, is required to set aside at least 10.0%
of its after-tax profit based on PRC accounting standards each year to its general reserves or statutory capital reserve fund until the accumulative
amount of such reserves reaches 50.0% of its respective registered capital. As of December 31, 2010, our statutory reserves under PRC GAAP
amounted to US$27.6 million, and our accumulated deficit amounted to US$69.2 million. Our statutory reserves are not distributable as cash
dividends. The terms of our secured note contain restrictions on our subsidiaries ability to pay dividends. In addition, restrictive covenants in
bank credit facilities, joint venture agreements or other agreements that we or our subsidiaries currently have or may enter into in the future may
also restrict the ability of our subsidiaries to make contributions to us and our ability to receive distributions. Therefore, these restrictions on the
availability and usage of our major source of funding may impact our ability to pay dividends to our shareholders and to service our
indebtedness.

If the value of our brand or image diminishes, it could have a material adverse effect on our business and results of operations.

We intend to continue promoting the Xinyuan brand in selected Tier II cities by delivering quality products and attentive real estate-related
services to our customers. Our brand is integral to our sales and marketing efforts. Our continued success in maintaining and enhancing our
brand and image depends to a large extent on our ability to satisfy customer needs by further developing and maintaining quality of service
across our operations, as well as our ability to respond to competitive pressures. If we are unable to satisfy customer needs or if our public image
or reputation were otherwise diminished, our business transactions with our customers may decline, which could in turn adversely affect our
results of operations.
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Any unauthorized use of our brand or trademark may adversely affect our business.

We own trademarks for in the form of Chinese characters and our company logo. We rely on the PRC intellectual property and anti-unfair
competition laws and contractual restrictions to protect brand name and trademarks. We believe our brand, trademarks and other intellectual
property rights are important to our success. Any unauthorized use of our brand, trademarks and other intellectual property rights could harm our
competitive advantages and business. Historically, China has not protected intellectual property rights to the same extent as the United States or
the Cayman Islands, and infringement of intellectual property rights continues to pose a serious risk of doing business in China. Monitoring and
preventing unauthorized use is difficult. The measures we take to protect our intellectual property rights may not be adequate. Furthermore, the
application of laws governing intellectual property rights in China and abroad is uncertain and evolving, and could involve substantial risks to
us. If we are unable to adequately protect our brand, trademarks and other intellectual property rights, our reputation may be harmed and our
business may be adversely affected.

We may be subject to additional payments of statutory employee benefits.

According to PRC central government and local regulations, we are required to pay various statutory employee benefits, including pensions,
housing fund, medical insurance, work-related injury insurance, unemployment insurance and childbearing insurance for all employees, to
designated government agents. We pay statutory employee benefits based on the local government pre-set contribution ratio, while we accrue
provisions for unpaid employee benefits based on relevant central government regulations. We cannot be certain that such accrued amount will
be sufficient to meet any additional employee benefits payments that we are required to pay in the future.

We do not have insurance to cover potential losses and claims.

We do not have insurance coverage against potential losses or damages with respect to our properties before their delivery to customers, nor do
we maintain insurance coverage against liability from tortious acts or other personal injuries on our project sites. Although we require our
contractors to carry insurance, we believe most of our contractors do not comply with this requirement. Our contractors may not be sufficiently
insured themselves or have the financial ability to absorb any losses that arise with respect to our projects or pay our claims. In addition, there
are certain types of losses, such as losses due to earthquakes, which are currently uninsurable in China. While we believe that our practice is in
line with the general practice in the PRC property development industry, there may be instances when we will have to internalize losses,
damages and liabilities because of the lack of insurance coverage, which may in turn adversely affect our financial condition and results of
operations.

We may fail to obtain, or may experience material delays in obtaining, necessary government approvals for any major property development,
which will adversely affect our business.

The real estate industry is strictly regulated by the PRC government. Property developers in China must abide by various laws and regulations,
including implementation rules promulgated by local governments to enforce these laws and regulations. Before commencing, and during the
course of, development of a property project, we need to apply for various licenses, permits, certificates and approvals, including land use rights
certificates, construction site planning permits, construction work planning permits, construction permits, pre-sale permits and completion
acceptance certificates. We need to satisfy various requirements to obtain these certificates and permits. To date, we have not encountered
serious delays or difficulties in the process of applying for these certificates and permits, but we cannot guarantee that we will not encounter
serious delays or difficulties in the future. In the event that we fail to obtain the necessary governmental approvals for any of our major property
projects, or a serious delay occurs in the government s examination and approval progress, we may not be able to maintain our development
schedule and our business and cash flows may be adversely affected.
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We may suffer a penalty or even forfeit land to the PRC government if we fail to comply with procedural requirements applicable to land grants
from the government or the terms of the land use rights grant contracts.

According to the relevant PRC laws and regulations, if we fail to develop a property project according to the terms of the land use rights grant
contract, including those relating to the payment of land premiums, specified use of the land and the time for commencement and completion of
the property development, the PRC government may issue a warning, may impose a penalty or may order us to forfeit the land. Specifically,
under current PRC laws and regulations, if we fail to pay land premiums in accordance with the payment schedule set forth in the relevant land
use rights grant contract, the relevant PRC land bureau may issue a warning notice to us, impose late payment penalties or even require us to
forfeit the related land to the PRC government. The late payment penalties are usually calculated based on the overdue days for the land
premium payments. Furthermore, if we fail to commence development within one year after the commencement date stipulated in the land use
rights grant contract, the relevant PRC land bureau may issue a warning notice to us and impose an idle land fee on the land of up to 20% of the
land premium. If we fail to commence development within two years, the land will be subject to forfeiture to the PRC government, unless the
delay in development is caused by government actions or force majeure. Even if the commencement of the land development is compliant with
the land use rights grant contract, if the developed GFA on the land is less than one-third of the total GFA of the project or the total capital
invested is less than one-fourth of the total investment of the project and the suspension of the development of the land continues for more than
one year without government approval, the land will also be treated as idle land and be subject to penalty or forfeiture. We and Zhengzhou
Jiantou Xinyuan Real Estate Co., Ltd. or Jiantou Xinyuan, during the time we owned only 45% of the company, have made late payments of
land premiums. Although we and Jiantou Xinyuan imposed penalties for these late payments, neither we nor Jiantou Xinyuan have been required
to forfeit land. In 2009, Jiantou Xinyuan recorded US$7.5 million in penalty charges and we absorbed our 45% share of the charge.

We cannot assure you that circumstances leading to significant delays in our own land premium payments or development schedules or
forfeiture of land will not arise in the future. If we pay a substantial penalty, we may not be able to meet pre-set investment targeted returns for a
given project and our financial conditions could be adversely affected. If we forfeit land, we will not only lose the opportunity to develop the
property projects on such land, but may also lose a significant portion of the investment in such land, including land premium deposits and the
development costs incurred.

Any non-compliant GFA of our uncompleted and future property developments will be subject to governmental approval and additional
payments.

The local government authorities inspect property developments after their completion and issue the completion acceptance certificates if the
developments are in compliance with the relevant laws and regulations. If the total constructed GFA of a property development exceeds the GFA
originally authorized in the relevant land grant contracts or construction permit, or if the completed property contains built-up areas that do not
conform with the plan authorized by the construction permit, the property developer may be required to pay additional amounts or take
corrective actions with respect to such non-compliant GFA before a completion acceptance certificate can be issued to the property
development.

We have obtained completion acceptance certificates for all of our completed properties as of December 31, 2010. However, we cannot be
certain that local government authorities will not determine that the total constructed GFA upon completion of our existing projects under
development or any future property developments exceed the relevant authorized GFA. Any such non-compliance could lead to additional
payments or penalty, which would adversely affect our financial condition. We have not incurred any such payments or penalties since the
founding of the company.

We may not be able to continue obtaining qualification certificates, which will adversely affect our business.

Real estate developers in the PRC must obtain a formal qualification certificate in order to carry on a property development business in the PRC.
According to the PRC regulations on qualification of property developers issued in 2000, a newly established property developer must first
apply for a temporary qualification certificate with a one-year validity, which can be renewed for not more than two years. If, however, the
newly established property developer fails to commence a property development project within the one-year period during which the temporary
qualification certificate is in effect, it will not be allowed to renew its temporary qualification certificate. All qualification certificates are subject
to renewal on an annual basis. Under government regulations, developers must fulfill all statutory requirements before they may obtain or renew
their qualification certificates. In accordance with the provisions of the rules on the administration of qualifications, the real estate developer
qualifications are classified into four classes and the approval system for each class is tiered. A real estate developer may only engage in the
development and sale of real estate within the scope of its qualification certificate. For instance, a Class I developer is not restricted to the scale
of real estate projects to be developed and may undertake real estate development projects anywhere in the country, while a Class II or below
developer may undertake projects with construction area of less than 250,000 square meters per project. See Item 4. Information on the
Company B. Business Overview Regulation Regulations on Qualifications of Developer.
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There can be no assurance that some of our project companies that are in the process of applying for proper qualification certificates will be able
to obtain such certificates on a timely basis to commence their planned real estate projects development on schedule. There can be no further
assurance that we and our project companies will continue to be able to extend or renew the qualification certificates or be able to successfully
upgrade the current qualification class to a higher qualification. If we or our project companies are unable to obtain or renew qualification
certificates, the PRC government will refuse to issue pre-sale and other permits necessary for the conduct of the property development business,
and our results of operations, financial condition and cash flows will be adversely affected. In addition, if any of our project companies engages
in the development and sale of real estate outside the scope of its qualification certificate, it may be ordered to rectify such conduct within a
prescribed period, be fined up to RMB100,000, or even have its qualification certificate and business license suspended.

Our failure to assist our customers in applying for property ownership certificates in a timely manner may lead to compensatory liabilities to
our customers.

We are required to meet various requirements within 90 days after delivery of property, or such other period contracted with our customers, in
order for our customers to apply for their property ownership certificates, including passing various governmental clearances, formalities and
procedures. Under our typical sales contract, we are liable for any delay in the submission of the required documents as a result of our failure to
meet such requirements, and are required to compensate our customers for delays. In the case of serious delays on one or more property projects,
we may be required to pay significant compensation to our customers and our reputation may be adversely affected.

We could face possible regulatory sanctions for the lack of environmental impact assessments, or EIAs, for some of our projects in Zhengzhou,
Henan Province.

Under PRC environmental protection laws and regulations, a construction entity must conduct an EIA and submit an EIA report for a
construction project to the competent administrative department of environmental protection for their examination and approval prior to the
commencement of construction. Upon the completion of construction of the project, the construction entity must also seek environmental
inspection of the construction project by the same administrative department of environmental protection and obtain its permission before the
project can be put into use. A construction entity starting construction without approval of the EIA report may be ordered to comply with the
foregoing formalities within a prescribed time limit, and the failure to do so may result in an order of suspension of construction work and a fine
of up to RMB200,000 for the project in question. In addition, if a particular construction project fails to pass the environmental inspection and is
denied permission to use approval, the project may fail to pass the completion acceptance inspection and may fail to obtain the completion
acceptance certificate from the relevant administrative department of construction. Such failures may restrict both our ability to use proceeds
from the pre-sales of the project even after the completion of construction and that of purchasers of such project from obtaining the title
certificate for units they purchased on the project.

Certain of our projects in Zhengzhou, Henan Province did not conduct the EIA, did not prepare and submit an EIA report for approval prior to
commencement of construction, or did not seek environmental inspection to obtain permission to use approvals. In the past, we were able to
obtain the required completion acceptance certificates and title certificates from the competent administrative department of construction in
Zhengzhou even for proje