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EXEN
Business Profiles

Thinners is one of the main components in the manufacture of
Paints and Inks and is widely used with other chemical products. In
this financial year, Hang Cheung was engaged in the manufacture
of Thinners and Varnishes while Bauhinia and Yip's Ink the
manufacture of Thinners. The Thinners and Varnishes businesses are
briefly described as follows:

All along, the Group has been focusing on providing industrial
paints, thinners and varnishes and professional technical services to
other manufacturing concerns. Its business scope covers a large
range of light industries, including toys, paper products, wooden
furniture, electronics and electrical goods.

The Group's strong commitment to the principles of quality and
professionalism is manifested in its strict implementation of a
quality management system. Hang Cheung received the
ISO9001(2000) certification in 2001, and last August, its laboratory
in the Buji factory received accreditation from the China National
Analytical Laboratory (CNAL), enabling it to provide internationally
recognized product testing reports directly to customers. Hang
Cheung’s technical department for paints and high molecular
chemicals includes over 200 technical professionals engaging in
product R&D as well as providing customized technical service to
end customers. In addition, Hang Cheung also has ample logistics
capabilities as well as a “one-stop” customer service centre offering
speedy ordering, enquiries, order tracking and delivery service.

The $220 million new plant in Huiyang, with the most advanced
automated equipment and facilities, was on stream last October.
Together with the ERP system, the Group’s operations has entered
into a new chapter, making us even better positioned to provide
products and services of the highest quality to our customers.
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Paints is one of the Group’s main products. There are various kinds
of paints, from common domestic paints to furniture paints and
other industrial paints. In the year, Hang Cheung, Bauhinia and Hui
Yang Da Chang were engaged in the manufacture of Paints. The

Division is briefly described as follows:

The Group has produced a large range of paint products named
after the official emblem of Hong Kong, “Bauhinia”, including
domestic, architectural, automotive, furniture, as well as coatings

for light and heavy industries. With over 20 years of continued
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EXELIEEERAH
Yip’s Chemical Holdings Limited

research, improvement and introduction of international advanced
technology, the “Bauhinia” brand had developed a good reputation
for quality as well as brand image in Hong Kong and in the
Mainland. Turnover increased year on year. A turnover of almost

HK$600 million was recorded in the year.
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The Group has manufacturing facilities located in Shenzhen,
Shantou, Chengdu, Changchun, Shanghai, Huiyang and Dongguan.
In March 1995 Bauhinia Paints became the first paint manufacturer
in Hong Kong to gain the ISO9001 accreditation. We have put in
continual effort in developing high-tech products with international
advanced standards. With more than 3 years’ effort, a revolutionary
environmental product “water-based multi-functional paint and
water-based PU paint” which changes the conventional solvent-
based architectural paint to a water-based formulation was
developed by the Bauhinia Paints R&D centre. The product passed
all the tests on quality and environmental standards of National
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Research Centre of Testing Techniques for Building Material and it
was launched in 2003. In the same year, we obtained the FDA
certification on three industrial paints. In April 2005, all manufacturing
facilities of Bauhinia Paints gained the 3C accreditation.

Since 1992, Hong Kong's Housing Department and Architectural
Services Department has put Bauhinia on the approved list of
paints. Bauhinia Paints was widely used in all kinds of large scale
social facilities and housing projects. With experience accumulated
in the past years and with the successful promotion of the our
brand through “Artistic Coatings Centre”, Bauhinia architectural
paints was used in more than 500 key projects in China. Paints for
the heavy industries was very well received by the market. Since the
launch of the product, it was quickly adopted by many large-scale
projects including airports, bridges, ports, container manufacturing
and chemical manufacturing complexes. The development of paints
for heavy industries is another milestone for Bauhinia Paints.
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Yip’s Chemical Holdings Limited

Raw solvents (including ethyl acetate, normal butyl acetate, mixed
butyl acetate, toluene and xylene, etc) are complementary to the
main products of the Group. Besides forming the main components
in the manufacture of Paints and Inks, Raw solvents are also needed
in the application of Paints, Inks and Varnishes. Various subsidiaries
of the group including Jiangmen Handsome, Jiangmen Thansome,
Hang Cheung, Yip’s Ink and Bauhinia, were engaged in the

i
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manufacture and/or trading of Raw Solvents. The supply and
demand imbalances together with the soaring high selling price
contributed to the substantial growth in the Division this year.

The core companies in the Division, Jiangmen Handsome and
Jiangmen Thansome, had achieved continuous growth in a number
of aspects, from sales promotion, raw material sourcing to capacity
enhancements and energy reduction, etc. which led to good
returns during the past year. The Management believes that
following the increase in the popularity of environmentally friendly
solvents, its market potential is huge. By continuously strengthening
the competitive edge of this Division, it will maintain stable growth.
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The Lubricants Division began operations in 1992 and focused on
the production and sales of automotive and industrial lubricants
under the “Hercules” brand. In order to further expand the
Division, the Group entered into an agreement with the original
shareholders of Pacific Oil and Chemical Company Limited ("Pacific
Qil") in February 2005 to establish a new holding company “Yip’s
Pacific Limited” to jointly develop the business of special lubricants.
This Division is briefly described as follows:

-
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“Quiality is our lifeline. Efficiency is our route to development” is the
philosophy of the Lubricants Division. The Group built large-scale
modern lubricant blending plants in Tianjin and Zhanjiang to serve
its customers from north to south. The plants have received
ISO9001:2000 certification. With modern production equipment
and stringent quality control, all automotive and industrial lubricants
manufactured are of excellent quality and meet the most rigorous
operating needs.

During the year 2004/05, the continual escalation of base oil price
had a great impact on the lubricant market. After evaluating the
market conditions, the Group made necessary transformations and
adjusted its market strategy. We accelerated the upgrade of our
product portfolio and launched medium-to-high grade automotive
engine lubricants of the “Hercules” series to further enhance our
brand image. At the same time, our industrial lubricants has also
captured more market share. These established a good foundation
for the Division to move forward in this difficult-to-predict market.

TEENE—ETRFEFR
2004-2005 Annual Report



EBEN
Business Profiles

R M - R RFF]RZR—
NNPFE - TBRELEEREE SRS
BHEBHERSMTITET M - AENE
RARFFEBREEKKRBHEEEEN
MEElmENER IR E RIZH
Bl =2 mh R mm AR - KF ¥l
25 ERITERN-HERRLEMA -

As far as special lubricants is concerned, the former Pacific Oil,
founded in 1994, focused on the production and sales of high
performance special lubricants and processing oils for many
processing industries. Sales of the series of products under the
“Pacoil” brand manufactured by Yip’s Pacific contributed to 60% of
the turnover. Distribution of famous international brands of
lubricants contributed to the remaining 40% of the business. The
business was in leading position in the market since establishment.
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Yip’s Chemical Holdings Limited

Since the opening up of the Chinese market 20 years ago, various
industries have imported large numbers of advanced equipment
and technology. This brings with it huge opportunities for
development in the area of special lubricants. To meet the demands
of advanced technology from various industries in China, our new
Company will continue to research and improve on our products
and services as we have been doing in the past, so as to ensure our
product quality and technical standards are at the forefront of the
industry and to grow with all industries in China.
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The Group formed “"Dongguan Pacoil Lubricant Company Limited”
in Dongguan, Guangdong in 2005. It is situated by the Zhujiang
river, opposite to the Guangzhou economic technical development
zone (Guangzhou Free Trade Zone) and beside the new “Guangzhou
Xinsha port” which can accommodate tankers of 50,000 MTs.
Convenient transport by both road and sea fully meet the demands
of the frequent delivery of raw materials and transportation of
products. The 20,000 square meters factory complex includes an
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office building, a QC laboratory, a product development laboratory,
a lubricant blending area, a metal-working fluid blending area, a
grease production area, warehouse, tank farm with 9,000 cubic
meters capacity and a jetty which can accommodate 5,000MTs
tankers. The annual production capacity is 60,000MTs and the plant
has received the ISO9001-2000 quality management system
certification.

With the resources and back office support of the Group,
substantial growth in business is anticipated in the future. With the
strengthening of synergy effect, further development opportunities
and more contribution to the Group can be expected in the next
few years.
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Yip’s Chemical Holdings Limited

The clienteles of the Division are manufacturers and dealers in the
Eastern part and the Pearl River Delta of China. The Division has
specialized in the development of inks for plastic films printing,
paper gravure and metal coatings. Its product ranges from surface
printing inks and lamination printing inks in the early days, to the
present technically more sophisticated products like general purpose
lamination inks, aromatic-free and alcohol based inks. The Division
has managed to successfully promote the ‘Bauhinia Variegata’
brand image in the large client base. At present, the Shanghai and
Zhongshan plants under Yip's Ink are mainly engaged in the sales
and manufacture of inks, the brief description of the Division is as
follows:

o 5=

Since established in 1998, it took the Division only 7 years to
become number one in terms of sales volume in the gravure ink
sector in China. In August 2004, the monthly sales reached a record
breaking level of over 1,748 MTs. This year total sales reached
12,772MTs. Besides the continual improvement in quality of plastic
printing inks, we have also put in great effort in the development of
environmentally-friendly ink products, including alcohol-based inks
and water-based inks.

The Division now operates from two manufacturing facilities, in
Zhongshan and Shanghai respectively. It has sales and distribution
centres in Xiamen, Chengdu, Yunnan, Tianjin and Dalian. To support
the future growth and development of the business, a new plant is
being built in Zhongshan on a piece of land of 45,000 square meters.
Construction has started and is expected to start operations in the
middle of 2006.

In March 2005, Bauhinia Variegata was selected as “Famous brand of
Guangdong Province”, the first amongst ink manufacturers in
Guangdong. This has affirmed the position of Yip's Ink in the industry.

The past year has been the most difficult year for the ink business.
Escalation of raw material prices together with the difficulties in
passing it entirely on to customers has greatly reduced the profit
margin of the business. This resulted in a drop in profits while a
substantial increase in sales turnover was achieved. Colleagues of the
ink business worked on various aspects of the business to try to
breakthrough this difficult market condition. With prices of raw
materials coming down off their peaks, we believe profitability of this
Division will have substantial improvement in the coming year.
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Resins is one of the main components in the manufacture of Paints
and Inks. The Group considered that the Resins business would
have continuous growth and promising prospect, its results were
thus separated from Paints this year. The Division is briefly described
as follows:

The Group has been engaged in the production of resins for use in
coatings and inks since 1997. Production was mainly for internal
consumption in the early years. Our products with stable quality has
gained approval from many external customers and good reputation
in the industry. External customers currently account for more than
two-thirds of the sales volume. We have developed more than 100
products of mainly 3 families, alkyd resins, acrylic resins and
hardeners.

The plant of Hui Yang Da Chang is located in Huizhou, eastern part
of the Pearl River Delta. This area has a strong growth in coating
business, especially with the completion of the Daya Bay
petrochemical complex, a complete product chain from Raw
materials for resins to Resins to Coatings is being formed offering
new opportunities for growth and development. Going with this
trend, Hui Yang Da Chang successfully increased production
capacity to 20,000MTs last year. This lays a good foundation for
future development.

The Group has a strong technical team which can develop products
that meets our customers’ needs. We have installed modern
automatic control systems to control the production flow all the
way ensuring safety at work and quality of products. We are
equipped with advanced testing instruments, for example QUV and
GC, and professional quality control engineers to issue professional
and fair testing reports. Trucks for transportation of dangerous
goods provide safe and speedy delivery of products. Hui Yang Da
Chang has passed 1ISO9001:2000 accreditation.

The rapid growth of the coating industry in China has increased the
demand for high quality resins. Domestic production has advantage
over imported ones. The Group’s strategy is to acquire resin
professionals, to apply new technology, to launch new products
and to establish a high quality technical service team to provide
speedy, professional and effective technical support. Through these,
Hui Yang Da Chang is aimed to become one of the most
professional and most customer-oriented resin providers.
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