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The directors of the Company (the “Directors”) have
pleasure in presenting their first annual report together
with the audited financial statements of the Company
and of its subsidiaries (collectively the “Group”) for the
year ended 31 December 2006.

GROUP REORGANISATION AND LISTING
ON THE STOCK EXCHANGE

The Company was incorporated as an exempted
company in the Cayman Islands with limited liability
on 7 December 2004 under the Companies Law,
Chapter 22 (Law 3 of 1961, as consolidated and revised)
of the Cayman Islands.

Pursuant to a group reorganisation (the
“Reorganisation”), the Company has become the
holding company of the subsidiaries now comprising
the Group since 30 December 2004. Details of the
Reorganisation are set out in the prospectus of the
Company dated 17 October 2006. The shares of the
Company have been listed and traded on the Main
Board of the Stock Exchange since 27 October 2006.

PRINCIPAL ACTIVITIES

The Company is an investment holding company. The
principal business of the Group is the research and
development, production and sale of fine chemical
products, which is broadly categorised into two major
product groups, namely cyanoacetate products and
alcoholic products.

An analysis of the Group’s performance by principal
activities and geographical locations of operations for
the year ended 31 December 2006 is set out in note 5
to the financial statements.

RESULTS AND APPROPRIATIONS

The results of the Group for the year ended 31
December 2006 are set out in the Consolidated Income
Statement on page 46.

The Directors do not recommend the payment of a final
dividend for the year ended 31 December 2006.

SHARE CAPITAL
Details of movements during the year in the share
capital of the Company are set out in note 23 to the
financial statements of the Company for the year ended
31 December 2006.

During the year after the Listing, neither the Company

nor any of its subsidiaries purchased, sold or redeemed
any of the Company’s listed securities.
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FINANCIAL SUMMARY

A summary of the results of the Group for the past
four financial years ended 31 December 2006 and assets
and liabilities of the Group as at 31 December 2003,
2004, 2005 and 2006 are set out on page 84 of the
annual report.

RESERVES

Details of movements in the reserves of the Company
are set out in the consolidated statement of changes in
equity on page 48 of the annual report.

DISTRIBUTABLE RESERVES OF THE
COMPANY

As at 31 December 2006, under Chapter 22 of the
Companies Law of the Cayman Islands, the share
premium account of the Company is available for paying
distributions or dividends to shareholders subject to the
provisions of its Memorandum or Articles of Association
and provided that immediately following the
distribution of dividend, the Company is able to pay its
debts as they fall due in the ordinary course of business.
At 31 December 2006, the Company’s reserves available
for distribution to shareholders amounted in total to
approximately RMB238.4 million (2005: RMB117.5
million).

PROPERTY, PLANT AND EQUIPMENT AND
PREPAID LEASE PAYMENTS

During the year, the Group spent approximately
RMB102.1 million on prepaid lease payments and
property, plant and equipment to expand its production
capabilities. Details of the movements during the year
in the prepaid lease payments and property, plant and
equipment of the Group are set out in note 13 and
note 14 to the financial statements of the Company
for the year ended 31 December 2006 respectively.

MAJOR CUSTOMERS AND SUPPLIERS

For the year ended 31 December 2006, the five largest
customers accounted for approximately 28.6% (2005:
27.9%) of the Group's total turnover, whilst turnover
attributable to the Group’s largest customer accounted
for approximately 7.4% (2005: 8.1%) of the Group’s
total turnover.

For the year ended 31 December 2006, the five largest
suppliers accounted for approximately 45.1% (2005:
46.7 %) of the Group’s total purchases, whilst purchases
attributable to the Group’s largest supplier accounted
for approximately 13.5% (2005: 12.3%) of the Group’s
total purchases.
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MAJOR CUSTOMERS AND SUPPLIERS
(continued)

At no time during the year did any Director, any
associate of a Director or any shareholder of the
Company (which to the knowledge of the Directors
owns more than 5% of the Company’s share capital)
has an interest in any of the Group's five largest
customers and suppliers.

DIRECTORS AND SERVICE CONTRACTS
The Directors during the financial year and up to date
of this report are:

Executive Directors:

Mr. Liu Hongliang (appointed on 4 October 2006)
Mr. Wang Zijiang (appointed on 4 October 2006)
Mr. Guo Xitian (appointed on 4 October 2006)
Mr. Guo Yucheng (appointed on 4 October 2006)

Independent non-executive Directors:

Mr. Leung Kam Wan (appointed on 1 March 2007)

Mr. Chak Kwan (appointed on 4 October 2006 and
resigned on 1 March 2007)

Mr. Liu Chenguang (appointed on 4 October 2006)

Mr. Gao Baoyu (appointed on 4 October 2006)

In accordance with Article 86 and 87 of the Company’s
Articles of Association, Mr. Wang Zijiang, Mr. Guo
Yucheng, Mr. Liu Chenguang, Mr. Gao Baoyu and Mr.
Leung Kam Wan shall retire and, being eligible, offer
themselves for re-election as Directors at the
forthcoming annual general meeting.

The independent non-executive Directors were
appointed for an initial term of not more than three
years and will be renewable automatically for successive
term of three years until terminated by not less than
one month’s notice in writing served by either party on
the other.

The executive Directors have entered into service
contracts with the Company for a term of 3 years
commencing on 4 October 2006 and thereafter shall
continue from year to year until terminated by giving
three month’s notice in writing thereof by either party
to the other.

No Directors proposed for re-election at the forthcoming
annual general meeting has an unexpired service
contract which is not determinable by the Company or
any its subsidiaries within one year without payment
of compensation, other than statutory compensation.
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DIRECTORS’ INTERESTS IN CONTRACTS
Save as disclosed in the paragraph headed “Connected
Transactions” set out in this report and note 27 to the
financial statements of the Company for the year ended
31 December 2006 on “Related Party Transactions”,
no contracts of significance in relation to the Group’s
business to which the Company or its subsidiaries was
a party and in which a Director of the Company had a
material interest, whether directly or indirectly, subsisted
at the end of the year or any time during the year.

DIRECTORS’ INTERESTS AND SHORT
POSITION IN SHARES

At 31 December 2006, the interests and short positions
of the Directors and chief executives of the Company
in the shares and debentures of the Company or the
shares of debentures of any associated corporation
(within the meaning of Part XV of the Securities and
Future Ordinance (“SFO")), as recorded in the register
maintained by the Company pursuant to Section 352
of the SFO, or as otherwise notified to the Company
and the Stock Exchange pursuant to the Model Code
("Model Code") for Securities Transactions by Directors
of Listed Companies in the Listing Rules, were as
follows:

Long Position in the shares of the Company

FrEERe,/
g £:

Number of shares

HERITRAEY
BAE D E(%)
Approximate %

held/interest 54 in the total issued
in the Shares Capacity share capital
300,000,000 RIEEE 75.00%
(PFaE2) 3
(Note 2) Interest of

controlled

corporation
Notes:

1. The 300,000,000 Shares were be held by Cheerhill
Group Limited (“Cheerhill”), the entire issued share
capital of which is ultimately beneficially owned as to
38% by Mr. Liu Hongliang, 26% by Mr. Wang Zijiang,
11.5% by Mr. Guo Xitian, 11.5% by Ms. Zheng Hong,
6.5% by Mr. Guo Yucheng and 6.5% by Mr. Fu Anxu.

2. Mr. Liuis deemed to be interested in 300,000,000 Shares
referred to in Note 1 above by virtue of his 38% interest
in Cheerhill.
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DIRECTORS’ INTERESTS AND SHORT
POSITION IN SHARES (continued)

Other than as disclosed above, at 31 December 2006,
none of the Directors, chief executives of the Company,
nor their associates had any interests or short positions
in any shares, underlying shares or debentures of the
Company or any of its associated corporations.

SUBSTANTIAL SHAREHOLDERS

As at 31 December 2006, the register of substantial
shareholders maintained by the Company pursuant to
section 336 of the SFO shows that the following
shareholders had notified the Company of their relevant
interests in the issued share capital of the Company:

Long position of substantial shareholders in the
shares and/or underlying shares

FERS,
B R ERATE HERITRAEH
Number of shares BAE D (%)

held/interest
in the Shares and
aggregated interest

RRERE

Name of shareholders

= 300,000,000
Cheerhill
RRRITIERBR AR

ABN AMRO Holdings Limited

20,064,000
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— B AR TR AT HERART 2 M
AR e A (AR IR 5 R B 1)
BREAARZERRAR FHAADTRE
A RIS EOIE336EFE 2 BRR RS
AR -
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BAREREEFEA LM REMFREIZE
Az REEEAHBEAR A IERMEME
ABERZ D R EF e

Approximate %

5 in the total issued
Capacity share capital
EmEE A 75.00%
Beneficiary owned

REES 5.02%

Investment Fund

Save as disclosed above, the Company has not been
notified by any person who had any interest or short
position in the shares or underlying shares of the
Company as at 31 December 2006, which are required
to be notified to the Company under the SFO or which
are recorded in the register required to be kept by the
Company under section 336 of the SFO.

ARRANGEMENTS TO PURCHASE SHARES
OR DEBENTURES

At no time during the year after the Listing was the
Company, its holding company, or any of its subsidiaries
and fellow subsidiaries, a party to any arrangements to
enable the Directors to acquire benefits by means of
the acquisition of shares in, or debentures of, the
Company or any other body corporate.
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DIRECTORS’ INTERESTS IN CONTRACTS
OF SIGNIFICANCE

No contract of significance, to which the Company, its
holding company, or any of its fellow subsidiaries and
subsidiaries was a party and in which the Directors had
a material interest, whether directly or indirectly,
subsisted at the end of the year or at any time during
the year under review.

MANAGEMENT CONTRACTS

No contract concerning the management and
administration of the whole or any substantial part of
the business of the Company and the Group was
entered into or existed during the year under review.

CONFIRMATION FROM INDEPENDENT
NON-EXECUTIVE DIRECTORS

The Company has received from each of the
independent non-executive Directors an annual
confirmation of his independence pursuant to Rule 3.13
of the Listing Rules. The Company considers that all
independent non-executive Directors are independent.

CONNECTED TRANSACTIONS

Pursuant to a lease (the “Lease”) entered into between
Weifang Common, being a major operating subsidiary
of the Group, and Weifang Tianhong, Weifang
Common leased the office premises owned by Weifang
Tianhong for a term of one year commencing on 1 April
2006 at an annual rental payment of RMB155,400,
payable at the end of each year. Weifang Tianhong is a
connected person of the Company as Mr. Liu
Hongliang, Mr. Wang Zijiang, Mr. Guo Xitian and Mr.
Guo Yucheng, all being executive Directors of the
Company, have full voting control of Weifang Tianhong.
The transaction under the Lease constituted a
continuing connected transaction of the Company.
However, as the Lease is a de minimise transaction
under Rule 14A.33(3) of the Listing Rules, it was exempt
from the reporting, announcement and independent
shareholders’ approval requirements under the Listing
Rules.
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CONNECTED TRANSACTIONS (continued)
Save as disclosed above, there were no other
transactions which need to be disclosed as connected
transactions in accordance with the requirements of
the Listing Rules and no contract of significance,
between the Company, its controlling shareholders, or
any of its subsidiaries and fellow subsidiary or in which
a director of the Company had a material interest,
whether directly or indirectly, or which are required to
be disclosed under the Listing Rules or the Companies
Ordinance (Chapter 32) of the Laws of Hong Kong
subsisted at the end of the year or at any time during
the year under review.

EMOLUMENT POLICY

The emolument policy of the Group is set up by its
human resources department and seeks to provide
remuneration packages on the basis of the merit,
qualifications and competence of the employees.

The emoluments of the Directors and senior
management of the Company will be reviewed by the
Remuneration Committee, having regard to factors
including the Group’s operating results, responsibilities
required of the Directors and senior management and
comparable market statistics.

The Company operates a share option scheme (the
“Share Option Scheme”) for the purpose of providing
incentives and rewards to directors, eligible employees,
any shareholder of each member of the Group or
associated company or any of their respective associates,
who contribute to the success of the Group. The Share
Option Scheme has become effective for a period of
10 years commencing on 4 October 2007 and up to
40,000,000 options entitling the holders thereof to
subscribe for up to 40,000,000 shares may be granted
under the Share Option Scheme.

As at 31 December 2006, no option has been granted
or agreed to be granted to any person under the Share
Option Scheme.

RETIREMENT BENEFITS SCHEMES

Particulars of the retirement benefits schemes of the
Group are set out in note 29 to the financial statements
of the Company for the year ended 31 December 2006.
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PRE-EMPTIVE RIGHTS

There are no provisions for pre-emptive rights under
the Company’s Articles and Association or the laws of
Cayman Islands which would oblige the Company to
offer new shares on a pro rata basis to existing
shareholders.

SUFFICIENCY OF PUBLIC FLOAT

As at the latest practicable date prior to the issue of
this report, based on information that is publicly
available to the Company and to the best knowledge
of the Directors, the Directors confirmed that the
Company has maintained sufficient public float as
required under the Listing Rules.

COMPLIANCE WITH CODE OF BEST
PRACTICES

The Company was listed on the Stock Exchange on 27
October 2006. For the remaining period since the listing
of the Company’s shares on the Stock Exchange covered
by the annual report, the Company and its directors
confirm that, to their best knowledge, save and expect
those mentioned in the Corporate Governance Report
of the Company for the year ended 31 Decmber 2006.
The Company has complied with the applicable code
provisions of the Code on Corporate Governance
Practices contained in Appendix 14 to the Listing Rules.

The Company has adopted the Model Code as its code
for dealing in securities of the Company by the
Directors. After specific enquiry by the Company, all
the Directors confirmed that they had complied with
the required standards set out in the Model Code for
the financial year ended 31 December 2006.
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AUDITORS

The financial statements for the year ended 31
December 2006 have been audited by Deloitte Touche
Tohmatsu who are due to retire and, being eligible, shall
offer themselves for reappointment at the forth-coming
Annual General Meeting of the Company.

On behalf of the Board
Liu Hongliang
Chairman

Hong Kong, 13 April 2007
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