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REPORT OF THE DIRECTORS

Vitop Bioenergy Holdings Limited
Annual Report 2006

The directors present their report and the audited financial statements
of Vitop Bioenergy Holdings Limited (the “Company”) and its
subsidiaries (hereinafter collectively referred to as the “Group”) for
the year ended 30 June 2006.

PRINCIPAL ACTIVITIES

The principal activity of the Company is investment holding.  The
principal activities of its subsidiaries are manufacturing and trading
of multi-functional water generators, BIOenergy® products,
healthcare food products and other healthcare products in the
People’s Republic of China, excluding Hong Kong and Macau.

RESULTS AND APPROPRIATIONS

The results of the Group for the year ended 30 June 2006 and the
state of affairs of the Group and the Company as at that date are set
out in the financial statements on pages 33 to 95.

The directors do not recommend the payment of a final dividend to
shareholders of the Company for the year ended 30 June 2006 (2005:
HK0.72 cent per share).

SUMMARY OF FINANCIAL INFORMATION

A summary of the published results and the assets, liabilities and
minority interests of the Group for the last five financial years is set
out on page 96.  This summary does not form part of the audited
financial statements.

DONATIONS

During the year, the Group made charitable donations of HK$0.48
million.

PROPERTY, PLANT AND EQUIPMENT

Details of the movements in the Group’s property, plant and
equipment during the year are set out in note 15 to the financial
statements.

PREPAID LAND LEASE PAYMENTS AND INTANGIBLE
ASSETS

Details of the movements in the Group’s prepaid land lease payments
and intangible assets during the year are set out in notes 16 and 17
to the financial statements, respectively.

SHARE CAPITAL AND SHARE OPTIONS

Details of the movements in the Company’s share capital and share
options during the year, together with the reasons therefor, are set
out in notes 28 and 29 to the financial statements, respectively.
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PRE-EMPTIVE RIGHTS

There are no provisions for pre-emptive rights under the Company’s
articles of association or the laws of the Cayman Islands, being the
jurisdiction in which the Company was incorporated, which would
oblige the Company to offer new shares on a pro rata basis to existing
shareholders.

PURCHASE, SALE OR REDEMPTION OF LISTED
SECURITIES OF THE COMPANY

During the year, there were no purchases, sales or redemptions by
the Company, or any of its subsidiaries, of the Company’s listed
securities.

RESERVES

Details of the movements in the reserves of the Group and the
Company during the year are set out in the consolidated statement
of changes in equity and note 30 to the financial statements,
respectively.

DISTRIBUTABLE RESERVES

As at 30 June 2006, the Company’s reserves available for distribution,
calculated in accordance with the Companies Law, Cap. 22 (Law 3
of 1961, as consolidated and revised) of the Cayman Islands,
amounted to approximately HK$35.55 million.  This includes the
Company’s share premium account, in the capital amount of
approximately HK$52.08 million as at 30 June 2006, which may be
distributed provided that immediately following the date on which
the dividend is proposed to be distributed, the Company will be in
a position to pay off its debts as and when they fall due in the ordinary
course of business.  The share premium account may also be
distributed in the form of fully paid bonus shares.

MAJOR CUSTOMERS AND SUPPLIERS

During the year under review, the percentage of sales to the Group’s
five largest customers accounted for approximately 35% of the
Group’s total sales for the year and sales to the largest customer
included therein amounted to approximately 11%.  Purchases from
the Group’s five largest suppliers accounted for approximately 54%
of the total purchases for the year and purchases from the largest
supplier included therein amounted to 26%.

To the best knowledge of the directors, neither the directors, their
associates, nor any shareholders who owned more than 5.0% of the
Company’s issued share capital, had any beneficial interest in the
Group’s five largest customers and/or five largest suppliers during
the year.
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DIRECTORS

The directors of the Company during the year and up to the date of
this report were as follows:

Executive directors

Mr. Hung Kai So (Chairman)
Mr. Kam Ioi (Managing director)
Mr. Chan Yuk Tong (appointed on 30 September 2005)
Mr. Ma Yufeng
Mr. Liu Jun

Non-executive director

Mr. Lee Kwok Ming (resigned on 5 January 2006)

Independent non-executive directors

Mr. Yuan Tsu I
Professor Li Li Te
Mr. Chan Chiu Hung Alex (appointed on 5 January 2006)
Mr. Yick Wing Fat Simon (resigned on 1 February 2006)

In accordance with article 86(3) of the articles of association of the
Company, Mr. Chan Chiu Hung Alex shall hold office only until the
forthcoming annual general meeting of the Company and shall be
eligible for re-election.  Mr. Chan, being eligible, will offer himself
for re-election at the meeting.

In accordance with article 87(1) of the articles of association of the
Company, Mr. Hung Kai So, Mr. Kam Ioi and Mr. Ma Yufeng will
retire by rotation at the forthcoming annual general meeting of the
Company.  These retiring directors, being eligible, will offer
themselves for re-election at the meeting.

DIRECTORS’  AND SENIOR MANAGEMENT’S
BIOGRAPHIES

Biographical details of the directors of the Company and the senior
management of the Group are set out on pages 12 to 15 of the annual
report.

DIRECTORS’ SERVICE CONTRACTS

Each of Messrs. Hung Kai So, Kam Ioi, Ma Yufeng and Liu Jun, the
executive directors, has entered into a director’s service agreement
with the Company for a term of three years commencing from 10
February 2005, unless and until terminated in accordance with the
terms of the relevant service agreement, or by either party to the
service agreement giving to the other not less than six months’ prior
notice in writing at any time during the term.

86(3)

87(1)
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Mr. Chan Yuk Tong, the executive director, has entered into a
director’s service agreement with the Company for a term of three
years commencing from 30 September 2005, unless and until
terminated in accordance with the terms of the service agreement,
or by either party to the service agreement giving to the other not
less than six months’ prior notice in writing at any time during the
term.

Mr. Yuan Tsu I, the independent non-executive director, has entered
into a non-executive director’s contract with the Company for an
initial fixed period of one year commencing from 10 February 2003.
The contract will continue thereafter for further successive periods
of one year, provided that the Company may terminate the
appointment at the end of each one-year period by giving to the
director at least one month’s written notice thereof.

Each of Mr. Chan Chiu Hung Alex and Professor Li Li Te, the
independent non-executive directors, has not entered into non-
executive director’s contract with the Company.  They are not
appointed for a specific term but are subject to retirement by rotation
and re-election at the annual general meetings of the Company in
accordance with the articles of association of the Company.  Either
the Company or they may terminate the appointment by giving at
least one month’s notice in writing.

Save as disclosed above, no director proposed for re-election at the
forthcoming annual general meeting has a service contract with the
Company, which is not determinable by the Company within one
year without payment of compensation (other than statutory
compensation).

DIRECTORS’ INTERESTS IN CONTRACTS

Save as disclosed in note 38 to the financial statements under the
heading “Related Party Transactions”, there were no other contracts
of significance to which the Company or any of its subsidiaries was
a party and in which a director of the Company had a material
interests, whether or any directly or indirectly subsisting at the end
of the year or at any time during the year.

38
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DIRECTORS’ INTERESTS AND SHORT POSITIONS IN
SHARES, UNDERLYING SHARES AND DEBENTURES

As at 30 June 2006, the interests and short positions of the directors
of the Company in the shares, underlying shares and debentures of
the Company or any associated corporation (within the meaning of
Part XV of the Securities and Futures Ordinance (Chapter 571 of the
Laws of Hong Kong) (the “SFO”)) as recorded in the register required
to be kept under section 352 of the SFO, or as otherwise notified to
the Company and The Stock Exchange of Hong Kong Limited (the
“Stock Exchange”) pursuant to the Model Code for Securities
Transactions by Directors of Listed Companies (the “Model Code”),
were as follows:

Long positions in the shares and underlying shares of the Company

Number of
underlying
shares held Approximate

Number of pursuant to Aggregate percentage
Name of director Capacity shares held share options interest of interest

Hung Kai So Beneficial owner 138,707,105 – 138,707,105 19.86%

Kam Ioi Beneficial owner 119,805,112 – 119,805,112 17.15%

Ma Yufeng Interest of controlled 46,211,493 – 50,363,193 7.21%
corporation (Note 1)

Beneficial owner – 4,151,700

Liu Jun Beneficial owner 16,816,607 4,151,700 20,968,307 3.00%

Lee Kwok Ming Joint interest 7,005,348 – 12,005,348 1.72%
(resigned as a director (Note 2)
of the Company on
5 January 2006)

Beneficial owner – 5,000,000
(Note 3)

571 XV

352
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Notes:

(1) By virtue of the SFO, Mr. Ma Yufeng is deemed to be interested in
the 46,211,493 shares of the Company held by Longway Group Ltd.,
a company incorporated in the British Virgin Islands and wholly
owned by Mr. Ma.

(2) Mr. Lee Kwok Ming and his spouse jointly and beneficially hold
7,005,348 shares in the Company.

(3) Mr. Lee Kwok Ming is still entitled to have options to subscribe for
5,000,000 shares of the Company out of a total of 20,000,000 shares
of the Company for a period of five years commencing from 5 January
2004 at an exercise price of HK$0.495 each pursuant to a letter
agreement dated 4 January 2006 and entered into between the
Company and Mr. Lee Kwok Ming in respect of his re-designation as
consultant of the Company following his resignation as a director of
the Company on 5 January 2006.  His options to subscribe for the
remaining 15,000,000 shares of the Company were lapsed upon his
resignation as a director of the Company on 5 January 2006.

Save as disclosed above, as at 30 June 2006, none of the directors
of the Company had any interests or short positions in the shares,
underlying shares and debentures of the Company or any associated
corporation (within the meaning of Part XV of the SFO) which were
recorded in the register required to be kept under section 352 of the
SFO, or otherwise to be notified to the Company and the Stock
Exchange pursuant to the Model Code.

DIRECTORS’ REMUNERATION

The directors’ fees are subject to shareholders’ approval at general
meetings. Other emoluments are determined by the Company’s board
of directors or its remuneration committee with reference to directors’
duties, responsibilities and performance and the results of the Group.

DIRECTORS’ RIGHT TO ACQUIRE SHARES OR
DEBENTURES

Save as disclosed in the share option scheme disclosures in note 29
to the financial statements, at no time during the year was the
Company or any of its subsidiaries a party to any arrangement to
enable the directors of the Company to acquire benefits by means
of the acquisition of shares in, or debt securities including debentures
of, the Company or any other body corporate and none of the
directors or their spouses or children under the age of 18 had any
right to subscribe for securities of the Company, or had exercised
any such right during the year.

SHARE OPTION SCHEME

Details of the share option scheme are set out in note 29 to the
financial statements.

L o n g w a y  G r o u p  L t d .
46,211,493 Longway
Group Ltd.

7,005,348

20,000,000

0.495 5,000,000
15,000,000
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INTERESTS AND SHORT POSITIONS OF SUBSTANTIAL
SHAREHOLDERS/OTHER PERSONS RECORDED IN
THE REGISTER KEPT UNDER SECTION 336 OF THE SFO

As at 30 June 2006, so far as the directors of the Company are aware
of and having made due enquiries, the interests and short positions
of the substantial shareholders/persons (other than the directors of
the Company) in the shares and underlying shares of the Company
as recorded in the register required to be kept under section 336 of
the SFO were as follows:

Long positions in the shares and underlying shares of the Company

Underlying Percentage of
shares the Company’s

Number of pursuant to issued
Name Capacity shares held share options Total share capital

Sae-lao Rakchanok Beneficial owner 48,902,949 4,151,700 53,054,649 7.60%

Longway Group Ltd. Beneficial owner 46,211,493 – 46,211,493 6.62%

Martin Currie Investment Investment adviser 44,830,000 – 44,830,000 6.42%
Management Limited

336

336

Save as disclosed above, as at 30 June 2006, no person, other than
the directors of the Company whose interests are set out in the section
“Directors’ interests and short positions in shares, underlying shares
and debentures” above, had an interest or a short position in the
shares or underlying shares of the Company as recorded in the
register required to be kept by the Company under section 336 of
the SFO.

DIRECTORS’ INTERESTS IN COMPETING BUSINESS

During the year and up to the date of this report, none of the directors
of the Company is interested in any business apart from the Group’s
business, which competes or is likely to compete, either directly or
indirectly, with the business of the Group.

336
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PUBLIC FLOAT

Based on information that is publicly available to the Company and
within the knowledge of the directors of the Company, as at the
date of this report, there is sufficient public float of not less than
25% of the Company’s issued shares as required under the Listing
Rules.

INDEPENDENT NON-EXECUTIVE DIRECTORS

The Company has received from each of its independent non-
executive directors the annual confirmation of his independence
pursuant to rule 3.13 of the Listing Rules.  The Company, based on
such confirmation, considers Mr. Yuan Tsu I, Professor Li Li Te and
Mr. Chan Chiu Hung Alex to be independent as at the date of this
annual report.

AUDITORS

The Company’s auditors, Grant Thornton retire and, being eligible,
offer themselves for reappointment.

On behalf of the Board

Kam Ioi
Managing Director

Hong Kong, 20 October 2006
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