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The Group is a fine chemical producer in the PRC and
is one of the market leaders in producing ethyl
cyanoacetate ("ECYA") in the world. The Group is
principally engaged in the production, trading and sale
of fine chemical products, which are broadly categorised
into two major product groups, namely cyanoacetate
products and alcoholic products. These fine chemical
products are mainly used for application in a wide range
of downstream industries such as pharmaceutical
industry, pesticide industry and adhesive industry. The
Group’s products are mainly used as functional
ingredients or intermediates in the production of
adhesive products, pharmaceutical products, dyes and
other chemical products.

Driven by increasing demand for its downstream
industries, the Group records encouraging results in
2006 by leveraging on its competitive strengths,
including economies of scale, stringent quality control,
extensive experience and accumulated in-depth
knowledge in the fine chemical industry.
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A fine chemical producer in the PRC
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FINANCIAL REVIEW

Results

In light of the increasing demand of the Group's
products and the Group’s continuous enhancement of
its production capabilities, the Group achieved an
appreciable growth for the year ended 31 December
2006. Turnover and profit attributable to equity holders
for the financial year 2006 amounted to approximately
RMB504.2 million and RMB58.0 million respectively,
representing a year-on-year increase of 17.0% and
39.1% respectively as compared with that of
approximately RMB430.8 million and RMB41.7 million
respectively in 2005. The increase in profit attributable
to equity holders of the Group was mainly attributable
to the continued expansion of the Group’s business and
the increase of sales of the Group’s fine chemical
products.

Turnover

The Group has recorded a rapid growth of PRC sales
and the overseas sales recorded have also posted a
sustained growth during the year under review. The
turnover derived from PRC was approximately
RMB384.1 million representing a year-on-year increase
of 11.8% as compared with that of approximately
RMB343.4 million in 2005. Meanwhile, the turnover
derived from overseas amounted to approximately
RMB120.1 million representing a year-on-year increase
of 37.4% as compared with that of approximately
RMB87.4 million in 2005.
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One of the milestones
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Gross profit

The gross profit of the Group in 2006 amounted to
approximately RMB98.6 million, representing a year-
on-year increase of 36.5% as compared with that of
approximately RMB72.2 million in 2005. The gross profit
margin of the Group increased from 16.8% in 2005 to
19.5% in 2006. The improvement of the Group’s gross
profit margin was mainly attributable to the reduction
of production cost arising from self-supplying of core
raw materials. The Group will continue to enhance the
production cost effectiveness in order to improve its
profitability.

The Group will continue its effort in improving the
productivity, strategic material production capability and
production overhead control.

Operating Income and Expense

Other income recorded in 2006 mainly comprised (i)
government grants; (i) rental income; (iii) interest
income from bank deposits; and (iv) scrap sales and
others amounted to approximately RMB1.6 million,
RMBO.4 million, RMB1.1 million and RMB0.9 million
respectively.
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Selling and distribution expenses amounted to
approximately RMB13.0 million (2005: RMB12.7
million) for the year ended 31 December 2006 and
mainly comprised (i) transportation and logistics
expenses; (i) sales commission expenses; and (jii) staff
costs. The slight increase in these expenses was mainly
due to the increase in the staff costs. Selling and
distribution expenses accounted for 2.6% of the
Group’s total turnover, representing a decrease of 0.4%
against 3.0% in 2005.

Administrative expenses of approximately RMB23.4
million (2005: RMB10.2 million) for the year ended 31
December 2006, as a percentage of turnover increased
from 2.4% in 2005 to 4.6% in 2006 as a result of the
increase in the listing and audit fees, depreciation and
amortisation, exchange loss, traveling, research and
development, other localization tax and staff costs
amounted to approximately RMB6.1 million, RMB1.1
million, RMBO0.9 million, RMB1.0 million, RMB0.9
million, RMBO.5 million and RMB1.5 million respectively.
The increase of staff costs was mainly due to the
increase in directors remuneration and staff and
management bonus. Other than the listing and audit
fees, the increase in other expenses was due to the
expansion of Group’s businesses and operations in the
year under review.

The finance expenses of approximately RMB3.7 million
(2005: RMB3.3 million) for the year ended 31 December
2006 was comprised bank borrowing interests and
discounted bills interests. The increase in these expenses
of approximately RMBO.4 million as compared with last
year was mainly due to the increase in the interest
expenses on additional bank borrowings obtained
during the year under review.

Profit attributable to equity holders of the
Company

Profit attributable to equity holders of the Company
for the year ended 31 December 2006 was
approximately RMB58.0 million, representing an
increase of 39.1% from approximately RMB41.7 million
in 2005. Net profit margin attributable to equity holders
of the Company for the year under review was 11.5%,
representing an increase of 1.8% as compared with
that of 9.7% in 2005.

Basic earnings per share amounted to RMB18.2 cents
(2005: RMB13.9 cents).
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Liquidity and Capital Resources

During the year under review, the Group’s primary
source of funding included the net proceeds of
approximately RMB92.6 million (2005: nil) received from
the public offering and placing of new shares of the
Company, the cash generated from operating activities
of approximately RMB4.6 million (2005: RMB61.1
million), new raised borrowings of approximately
RMB156.6 million (2005: RMB75.2 million) and interest
income received of approximately RMB1.1 million
(2005: RMBO.1 million). With the financial resources
obtained from the Group’s operations, the Group had
invested approximately RMB102.1 million (2005:
RMB73.3 million) in the acquisition of the prepaid lease
payments, property, plant and equipment, repaid
approximately RMB139.5 million (2005: RMB46.6
million) borrowings and interest expenses paid of
approximately RMB3.7 million (2005: RMB3.3 million)
during the year. As at 31 December 2006, the Group
had cash and bank deposits of approximately RMB38.7
million (2005: RMB28.8 million), of which 73.5% was
held in Renminbi, 20.6% was held in Hong Kong dollars
and the remaining balance was held in United States
dollars.

The Group’s financial position remains healthy during
the year under review. As at 31 December 2006, the
net current assets and the current ratio of the Group
were approximately RMB50.9 million (2005: net current
liabilities of RMB52.9 million) and 1.5 times (2005:
0.7 times), respectively.

As at 31 December 2006, the Group had bank
borrowings of approximately RMB82.3 million (2005:
RMB65.2 million) and the Group’s gearing ratio which
is represented by the ratio of total borrowings to total
shareholders’ equity, was approximately 27.3% (2005:
43.4%).

With the positive cash inflow from the Group’s
operations, its available banking facilities, its existing
cash resources, and the proceeds from the Company’s
issue of new shares at the time of its listing on the
Stock Exchange on 27 October 2006, the Group has
sufficient financial resources to meet its commitments,
working capital requirements and future investments
for expansion.
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Pledge of assets

As at 31 December 2006, bank deposit of approximately
RMB1.8 million (2005: RMB15.7 million) was pledged
for bills facilities. Certain property, plant and equipment
of the Group with an aggregate net book value of about
RMB63.6 million (2005: RMB33.8 million) and prepaid
lease payments of approximately RMB59.0 million
(2005: RMB18.0 million) were pledged to secure the
Group’s bank borrowings.

Contingent Liabilities
As at 31 December 2006, the Group had no material
contingent liabilities.

Capital Commitment

As at 31 December 2006, the Group had capital
commitments of approximately RMB16.4 million (2005:
RMB6.5 million) in respect of purchases of property,
plant and equipment, construction-in-progress and
product development projects.

Exposure to Fluctuations in Exchange Rates

The Group’s assets, liabilities, revenues and transactions
are mainly denominated in Renminbi, Hong Kong
dollars and United States dollars with its operation
mainly in the PRC. As at 31 December 2006, the Group's
bank borrowings of approximately RMB82.3 million
were denominated in Renminbi. The Group’s cash and
cash equivalents (comprising cash on hand, bank
balances and time deposits within two to six months
of maturity when acquired) denominated in Renminbi
amounted to approximately RMB28.4 million of the
total balance, with the remaining balance denominated
in Hong Kong dollars and United States dollars.

The Group's foremost exposure to the foreign exchange
fluctuations was caused by the revaluation of Renminbi
during the year under review. The Group's export sales
were, in majority, denominated in United States dollars.
Nevertheless, the Group has not experienced any
material difficulties or effects on its operations or
liquidity as a result of the fluctuations in currency
exchange rates during the year. Besides, the Group will
conduct periodic review of its exposure to foreign
exchange risk and may use financial instrument for
hedging purpose when considered appropriate.



PR K o (A

Management Discussion and Analysis (continued)

EERMESEE

RIZEERNF+_A=+—H A~EEHEEF636%
EREE HEP6ARBLEENREET 1745
HERTISHES T 128403 08153
ZRARANERHYE T - —TT NF 2 EERAN
REDEESHESHARK15,500,0007T A&
EHEEANERBRREF REFMGIES
IIATEAL K 288 M B T3 e F B iRE
HESEmME BUAERmEKE-8 TEMNE
BEEREREAES

AEBINRY —EARERRFEHE itk NE
BiREEEFEREAGEER HEERRE
IREERp

AKERE RS A BB R RE G Y
AEBERNELELHERZ A ER2EAL-R
CEFER NEBEYER RS R EMEEE

AP Ak AU I

RARZBMRKNR - EENFE+A - +LER
B S AT AR 77 - B E AR 8K 3£ 100,000,000/% o 7
TEEXRE+ A=+ R BITHRABRA
SRECEAT RS

*  #950,900,0007& 7T A {EEsZ h B LU SR A M)
MHFT A E R B E RS Mg A
IEAEELENER (BESAEERT R
RERTE) WERE:

e #98,200,000/% 7T FA{EMNsR AN & B O B2 AE
iRk

e #91,000,000/8 TAEREEN —REEE

AEBESEEN L ARERIE HETH
BAE R FEREETARBAR KBRS

Employees and Remuneration Policy

As at 31 December 2006, the Group has 686 full-time
employees of which 604 were production and
warehouse, 17 were sales and marketing, 12 were
research and development centre, and 53 were back-
office supportive employees. For the year under review,
the total employment costs incurred for 2006 including
directors’ remuneration amounted to approximately
RMB15.5 million. The Group has established its human
resources policies and procedures with a view to
deploying the incentives and rewards of the
remuneration system. The remuneration package
offered to the staff was appropriate for the duties and
in line with the prevailing market terms. Staff benefits,
including medical coverage and provident funds, were
provided to employees.

The Group has also established effective performance
evaluation system in which employees were rewarded
on a performance-related basis within the general
framework of the Group’s salary and bonus system.

The Group has also adopted a share option scheme for
the purpose of providing incentives and rewards to
eligible participants who contribute to the success of
the Group's operations. During the year under review,
no share option was granted to employees.

USE OF NET PROCEEDS FROM THE NEW
ISSUE

The shares of the Company were successfully listed on
the Main Board of the Stock Exchange on 27 October
2006 with a total number of offer shares of
100,000,000 shares. As at 31 December 2006, the net
proceeds from the new issue have been utilized as
follows:

e approximately HK$50,900,000 for the
construction of new production facilities in
Weifang City, Shandong Province, the PRC,
including investments in new plant and machinery
so as to enhance the Group’s manufacturing
capability for producing new products, namely
high purity isobutylene and polyisobutylene;

e approximately HK$8,200,000 for enhancing the
Group's research and development capability; and

e approximately HK$1,000,000 for general working
capital of the Group.

As disclosed in the Listing prospectus, the Group will

continue to utilize the net proceeds from the new issue
to finance our future development plans.
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BUSINESS REVIEW

The Group's businesses were established in 1997. In
October 2006, the Company, following years of rapid
expansion, was successfully listed on the Main Board
of the Stock Exchange, which was a recognition of the
Group's leading market position, its business and
financial strengths.

During the year under review, the Group has continued
to focus on its growth strategies by:

(i) strengthening research and development
capabilities;

(i) reinforcing sales channels and distribution
network;

(iii) advancement of production facilities for better
efficiency; and

(iv) expansion of product range.

The Group vertically integrates its production process,
which include research and development, production
of its core raw materials such as sodium cyanide and
steam. During the year under review, the new
production plant in Weifang City commenced the
production of sodium cyanide and steam in February
2006 and also increased methyl cyanoacetate
production capacity to 5,000 tons per year in October
2006. The new production plant ensures steadier supply
and better quality of raw materials at lower cost.

The Group has also commenced the construction of
another new production plant, namely Weifang Binhai,
facilitating the diversification of the Group’s product
range and reinforcing the Group’s leading position in
the fine chemical industry in the PRC. It is expected to
generate new revenue to the Group in 2007.

Research and development

During the period under review, the Group was
committed to advance and upgrade the facilities and
equipment of research and development center located
in Weifang City of Shandong Province, China, by
recruiting more professional and qualified staff and
acquiring more sophisticated equipment for chemical
laboratory.
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Besides, the Group has made a great progress in
collaborating with domestic reputable institution,
namely The University of Petroleum (East China), to
advance the production process of ECYA this year. In
results, the new production process can save the cost
of production and upgrade the product’s performance.

In December 2006, Weifang Common, a wholly-owned
subsidiary of the Company, has spent approximately
RMB8.0 million to acquire a piece of land and property
located in Shangdong Weifang Economic Development
Zone for the development of a highly competent
research and development professional centre of the
Group.

The Group will continue its research and development
efforts to strengthen new products development in
order to wider product range and to strengthen its
market position in the industry.

Marketing strategy

To prepare the launching of new products of the Group
to the market, the Group takes initiatives to identify
potential customers, and carries out the promotion and
advertisement activities in selected appropriated
markets and brings more new customers to the Group.
To be in line with the Group’s efforts in expanding its
market share, the Group planned to participate in fine
chemical fairs to be held in Shanghai, Nanjing of the
PRC and Europe so as to extend its overseas market by
such promotion.

To further reinforce the good relationship built up with
its existing customers, the Group actively developed
strategic trading partnership with its major customers
and believed that both the Group and its customers
were able to achieve win-win situation and on-going
development. During the year under review, the number
of customers increased with the enhancement of
production capability and the launch of new products.
The number of the Group’s customers was over 600
until now.
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Production strategy

The Group has been devoting more efforts in
accelerating production technology advancement in
order to advance the products features, maintain
premium product quality to overcome the increasing
market competition. The Group has continuously
maintained a mass production of its core products to
achieve the economic of sales and enhance the products
quality to strengthen its competitiveness and
profitability.

During the year under review, the Group has expanded
the production capability of methyl cyanoacetate from
2,000 tons per year to 5,000 tons per year in order to
cope with coming growth demand. Meanwhile, it has
launched the production of two core raw materials,
namely sodium cyanide and steam. As a result, the gross
profit of the Group was improved by overall 2.7% over
the previous year and new revenue was generated
through direct sale of such core raw materials.

To maintain the competitiveness of the Group’s products
in the market, more resources will be given in the
production of cyanoacetate products rather than
alcoholic products, since the selling prices and profit
margins in production of cyanoacetate products are
higher than the production of alcoholic products as the
production technology of the latter become common.

In order to expand the Group’s products range, the
Group has also acquired a right to use a piece of land
with an area of approximately 569,581 sq. m. located
at Weifang City, Shandong Province, China during the
year under review. As disclosed in the prospectus of
the Company, the piece of land would be used for the
construction of new plant and installation of machinery
and equipment for producing high purity isobutylene,
polyisobutylene and tert-butyl acetate. Among of which
high purity isobutylene had been put in the production
and was expected to generate new revenue in near
future.



