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GENERAL AND CORPORATE REORGANISATION
The Company was incorporated as an exempted company with
limited liability in the Cayman Islands on 7 December 2004. The
shares of the Company have been listed on the Main Board of
The Stock Exchange of Hong Kong Limited (the “Stock
Exchange”) since 27 October 2006. The Company acts as an
investment holding company with its subsidiaries principally
engaged in manufacturing, research and development, selling
and distribution of fine chemical products. The principal activities
of the Company’s subsidiaries are set out in note 30.

In the opinion of the Directors, the ultimate holding company is
Cheerhill Group Limited, a company incorporated in the British
Virgin Islands.

Pursuant to a group reorganisation (the “Group Reorganisation”)
in preparation for the listing of the Company’s shares on the
Stock Exchange, the Company became the holding company of
the Group comprising the Company and its subsidiaries (the
“Group”) since 30 December 2004.

The Group’'s books and records are maintained in Renminbi
("RMB"), the currency in which the majority of the Group’s
transactions is denominated. The consolidated financial
statements are presented in RMB which is the same as the
functional currency of the Company.

APPLICATION OF HONG KONG FINANCIAL
REPORTING STANDARDS

In the current year, the Group has applied, for the first time, a
number of new standards, amendments and interpretations
(“new HKFRSs"”) issued by the Hong Kong Institute of Certified
Public Accountants (“HKICPA"), which are either effective for
accounting periods beginning on or after 1 December 2005 or 1
January 2006. The adoption of the new HKFRSs had no material
effect on how the results for the current or prior accounting
periods have been prepared and presented. Accordingly, no prior
period adjustment has been required.

The Group has not early applied the new standards,

interpretations and amendments that have been issued but are
not yet effective as at 31 December 2006.
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APPLICATION OF HONG KONG FINANCIAL
REPORTING STANDARDS (continued)

The Group has commenced considering the potential impact of
these standards, interpretations and amendments. The Directors
anticipate the application of these new standards, interpretations
and amendments will have no material impact on the results
and financial position of the Group. The management determined
that it is not yet in a position to reasonably ascertain how the
following amendments may affect the preparation and
presentation of the results of operations and financial position
of the Group.

HKAS 1 (Amendment) Capital disclosures!

HKFRS 7
HKFRS 8
HK(IFRIC) — INT 7

Financial instruments: Disclosures'
Operating segments?
Applying the restatement approach

under HKAS 29 Financial Reporting in
Hyperinflationary Economies?
HK(IFRIC) — INT 8 Scope of HKFRS 24

HK(IFRIC) — INT 9 Reassessment of embedded derivatives®

HK(IFRIC) — INT 10 Interim financial reporting and
impairment®

HKFRS 2 — Group and treasury share
transactions’

Service concession arrangements®

HK(IFRIC) — INT 11

HK(IFRIC) — INT 12

L Effective for annual periods beginning on or after 1 January 2007

2 Effective for annual periods beginning on or after 1 January 2009

g Effective for annual periods beginning on or after 1 March 2006

& Effective for annual periods beginning on or after 1 May 2006

E Effective for annual periods beginning on or after 1 June 2006

c Effective for annual periods beginning on or after 1 November 2006
U Effective for annual periods beginning on or after 1 March 2007

® Effective for annual periods beginning on or after 1 January 2008
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SIGNIFICANT ACCOUNTING POLICIES

The consolidated financial statements have been prepared on
the historical cost basis as explained in the accounting policies
set out below.

The consolidated financial statements have been prepared in
accordance with Hong Kong Financial Reporting Standards issued
by the HKICPA. In addition, the consolidated financial statements
include applicable disclosures required by the Rules Governing
the Listing of Securities on the Stock Exchange and by the
Companies Ordinance Chapter 32 of the laws of Hong Kong.

Basis of consolidation

The consolidated financial statements incorporate the financial
statements of the Company and entities controlled by the
Company (its subsidiaries). Control is achieved where the
Company has the power to govern the financial and operating
policies of an entity so as to obtain benefits from its activities.

The results of subsidiaries acquired or disposed of during the
year are included in the consolidated income statement from
the effective date of acquisition or up to the effective date of
disposal, as appropriate.

Where necessary, adjustments are made to the financial
statements of subsidiaries to bring their accounting policies into
line with those used by other members of the Group.

All significant intra-group transactions, balances, income and
expenses are eliminated on consolidation.

Merger accounting for business combinations involving
entities under common control

The consolidated financial statements incorporate the financial
statement items of the combining entities or businesses in which
the common control combination occurs as if they had been
combined from the date when the combining entities or
businesses first came under the control of controlling party.

The net assets of the combining entities or businesses are
combined using the existing book values from the controlling
parties’ perspective. No amount is recognised in respect of
goodwill or excess of acquirer’s interest in the net fair value of
the acquiree’s identifiable assets, liabilities and contingent
liabilities over cost at the time of common control combination,
to the extent of the continuation of the controlling party’s interest.

The consolidated income statements includes the results of each
of the combining entities or businesses from the earliest date
presented or since the date when the combining entities or
businesses first came under the common control, where this is a
shorter period, regardless of the date of the common control
combination.
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SIGNIFICANT ACCOUNTING POLICIES (continued)
Revenue recognition

Revenue is measured at the fair value of the consideration received
or receivable and represents amounts receivable for good sold in
the normal course of business, net of sales related taxes.

Sales of goods are recognised when goods are sold and title has
passed.

Interest income from a financial asset is accrued on a time basis,
by reference to the principal outstanding and at the effective
interest rate applicable, which is the rate that exactly discounts
the estimated future cash receipts through the expected life of
the financial asset to that asset’s net carrying amount.

Investments in subsidiaries
Investments in subsidiaries are included in the Company’s balance
sheet at cost less any identified impairment loss.

Property, plant and equipment

Property, plant and equipment (other than construction in
progress) are stated at cost less accumulated depreciation and
amortisation and any identified impairment losses.

An item of property, plant and equipment is derecognised upon
disposal or when no future economic benefits are expected to
arise from the continued use of the asset. Any gain or loss arising
on derecognition of the asset (calculated as the difference
between the net disposal proceeds and the carrying amount of
the item) is included in the income statement in the year in which
the item is derecognised.

Construction in progress is stated at cost less identified
impairment losses which include all construction costs and other
direct costs attributable to such projects. It is not depreciated
until completion of construction and the relevant assets are
available for use. Costs of completed construction works are
transferred to the appropriate category of property, plant and
equipment.

Depreciation is provided to write off the cost of items of property,
plant and equipment other than construction in progress over
their estimated useful lives and after taking into account their
estimated residual value, using the straight-line method.

Investment property

On initial recognition, investment properties are measured at cost,
including any directly attributable expenditure. Subsequent to
initial recognition, investment properties are stated at cost less
subsequent accumulated depreciation and any accumulated
impairment losses. Depreciation is charged at 5% per annum so
as to write off the cost of investment properties using the straight-
line method.



B HCR M (A7)

Notes to the Consolidated Financial Statements (continued)
HE-_ZERE+-_A=t—HItEE
For the year ended 31 December 2006

"REFEOR (@)

REME ()
HHESRKABIHEAZREYE STEYTE
BTG AR B SIS ERES B R ERR
ZIRB W T ERREEEE Y Falssia
REREERBREFEREE Y EEE =8
HE)RIEEEA TERR S FE 2 SRR

ENAERE
EAREREES N FhEARLAE ([
Bl ) Bz At AR 2N

T AR AR YN AN EERR B L
o e R R R AR

rE

FEURARERRIFERE P 2 REETIRK-
RABIEMARBERA R AUER) B AR
7 &= BURB LB SR 2 ELABRCA - LA 42
FEEFTE AR HERN B B EBRIET 2
AEt EER AT TR A RAEH SHE 2 fhFT AT

BEERE

REBER AKRETRNEE REE LE
BEERDATREZRRERRE- WMEEEIZ
EFP5 B EE fJIRESRIELEF A
WERERIEZZE () - EGFHERE
EZAWEeE AAEESHFZEEMBR
EELEBMZAIRE SRR

AR E BRI EHER AL 2 A FEERE
REEMET 2REE FHHERBER A5t
BRREREDVERRBETSFEER 2R
BREEZRERRZHEAFTREFRELR
B

1ﬁ1§§+§§ (FRSELEN) 2RO HEE

REREE NEHEE (RSELEM) 28k
TEE A 2 EL AT U ol 88 - Tk (B RS 18 I BB SR
R

SIGNIFICANT ACCOUNTING POLICIES (continued)
Investment property (continued)

An investment property is derecognised upon disposal or when
the investment property is permanently withdrawn from use or
no future economic benefits are expected from its disposals. Any
gain or loss arising on derecognition of the assets (calculated as
the difference between the net disposal proceeds and the carrying
amount of the assets) is included in the income statement in the
year in which the item is derecognised.

Prepaid lease payments
Prepaid lease payments represent cost of land use rights paid to
the People’s Republic of China (“PRC") land bureau.

Land use rights are stated at cost and are charged to the income
statement over the period for which the relevant land use right
has been granted to the Group.

Inventories

Inventories are stated at the lower of cost and net realisable value.
Cost, which comprises all costs of purchase and, where applicable,
costs of conversion and other costs that have been incurred in
bringing the inventories to their present location and condition,
is calculated using the weighted average method. Net realisable
value represents the estimated selling price in the ordinary course
of business less the estimated costs of completion and the
estimated costs necessary to make the sale.

Impairment of assets

At each balance sheet date, the Group reviews the carrying
amounts of its assets to determine whether there is any indication
that those assets have suffered an impairment loss. If any such
indication exists, the recoverable amount of the asset is estimated
in order to determine the extent of the impairment loss (if any).
Where it is not possible to estimate the recoverable amount of
an individual asset, the Group estimates the recoverable amount
of the cash-generating unit to which the asset belongs.

Recoverable amount is the higher of fair value less costs to sell
and value in use. In assessing value in use, the estimated future
cash flows are discounted to their present value using a pre-tax
discount rate that reflects current market assessments of the time
value of money and the risks specific to the asset.

If the recoverable amount of an asset (or cash-generating unit) is
estimated to be less than its carrying amount, the carrying amount
of the asset (cash-generating unit) is reduced to its recoverable
amount. Impairment losses are recognised as an expense
immediately.
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SIGNIFICANT ACCOUNTING POLICIES (continued)
Impairment of assets (continued)

Where an impairment loss subsequently reverses, the carrying
amount of the asset is increased to the revised estimate of its
recoverable amount, but so that the increased carrying amount
does not exceed the carrying amount that would have been
determined had no impairment loss been recognised for the asset
(cash-generating unit) in prior years. A reversal of an impairment
loss is recognised as income immediately.

Financial instruments

Financial assets and financial liabilities are recognised on the
Group’s balance sheet when the Group have become a party to
the contractual provisions of the instrument. Financial assets and
financial liabilities are initially measured at fair value. Transaction
costs that are directly attributable to the acquisition or issue of
financial assets and financial liabilities (other than financial assets
and financial liabilities at fair value through profit or loss) are
added to or deducted from the fair value of the financial assets
or financial liabilities, as appropriate, on initial recognition.
Transaction costs directly attributable to the acquisition of financial
assets or financial liabilities at fair value through profit or loss are
recognised immediately in profit or loss.

Loan and receivables

Loans and receivables (including trade and other receivables,
pledged bank deposits and bank balances) are measured at initial
recognition at fair value, and are subsequently measured at
amortised cost using the effective interest method. Appropriate
allowances for estimated irrecoverable amounts are recognised
in profit or loss when there is objective evidence that the asset is
impaired. The allowance recognised is measured as the difference
between the asset’s carrying amount and the present value of
estimated future cash flows discounted at the original effective
interest rate computed at initial recognition.

Impairment losses are reversed in subsequent periods when an
increase in the asset’s recoverable amount can be related
objectively to an event occurring after the impairment was
recognised, subject to a restriction that the carrying amount of
the asset at the date the impairment is reversed does not exceed
what the amortised cost would have been had the impairment
not been recognised.

Cash and cash equivalents

Cash and cash equivalents comprise cash on hand and demand
deposits which are subject to an insignificant risk of changes in
value.
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SIGNIFICANT ACCOUNTING POLICIES (continued)
Financial instruments (continued)

Financial liabilities and equity

Financial liabilities and equity instruments issued by a group entity
are classified according to the substance of the contractual
arrangements entered into and the definitions of a financial
liability and an equity instrument.

An equity instrument is any contract that evidences a residual
interest in the assets of the Group after deducting all of its
liabilities. The accounting policies adopted in respect of specific
financial liabilities and equity instruments are set out below.

Financial liabilities

Financial liabilities (including trade and other payables and bank
borrowings) are initially measured at fair value, and are
subsequently measured at amortised cost, using the effective
interest method.

Equity instruments
Equity instruments issued by the Company are recorded at the
proceeds received, net of direct issue costs.

Taxation
Income tax expense represents the sum of the tax currently
payable and deferred tax.

The tax currently payable is based on taxable profit for the year.
Taxable profit differs from profit as reported in the consolidated
income statement because it excludes items of income or expense
that are taxable or deductible in other years and it further excludes
items that are never taxable or deductible. The Group’s liability
for current tax is calculated using tax rates that have been enacted
or substantively enacted by the balance sheet date.

Deferred tax is recognised on differences between the carrying
amounts of assets and liabilities in the consolidated financial
statements and the corresponding tax base used in the
computation of taxable profit, and is accounted for using the
balance sheet liability method. Deferred tax liabilities are generally
recognised for all taxable temporary differences and deferred
tax assets are recognised to the extent that it is probable that
taxable profits will be available against which deductible
temporary differences can be utilised. Such assets and liabilities
are not recognised if the temporary difference arises from
goodwill or from the initial recognition (other than in a business
combination) of other assets and liabilities in a transaction that
affects neither the taxable profit nor the accounting profit.

Deferred tax liabilities are recognised for taxable temporary
differences arising on investments in subsidiaries and associates,
and interests in joint ventures, except where the Group is able to
control the reversal of the temporary difference and it is probable
that the temporary difference will not reverse in the foreseeable
future.
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SIGNIFICANT ACCOUNTING POLICIES (continued)
Taxation (continued)

The carrying amount of deferred tax assets is reviewed at each
balance sheet date and reduced to the extent that it is no longer
probable that sufficient taxable profit will be available to allow
all or part of the asset to be recovered.

Deferred tax is calculated at the tax rates that are expected to
apply in the period when the liability is settled or the asset is
realised. Deferred tax is charged or credited to the consolidated
income statement, except when it relates to items charged or
credited directly to equity, in which case the deferred tax is also
dealt with in equity.

Foreign currencies

The individual financial statements of each group entity are
presented in the currency of the primary economic environment
in which the entity operates (its functional currency). For the
purpose of presenting the consolidated financial statements, the
results and financial position of each entity are expressed in RMB,
which is the presentation currency of the Group.

In preparing the financial statements of the individual entities,
transactions in currencies other than the entity’s functional
currency (foreign currency) are recorded in its functional currency
at the rates of exchange prevailing on the dates of the
transactions. At each balance sheet date, monetary items
denominated in foreign currencies are re-translated at the rates
prevailing on the balance sheet date. Non-monetary items that
are measured in terms of historical cost in a foreign currency are
not re-translated.

Exchange differences arising on the settlement of monetary items,
and on the retranslation of monetary items, are included in profit
or loss for the period. Exchange differences arising on the
retranslation of non-monetary items carried at fair value are
included in profit or loss for the period except for differences
arising on the retranslation of non-monetary items in respect of
which gains and losses are recognised directly in equity, in which
cases, the exchange differences are also recognised directly in
equity.

For the purpose of presenting the consolidated financial
statements, the assets and liabilities of the Group’s foreign
operations are expressed in RMB using exchange rates prevailing
on the balance sheet date. Income and expense items are
translated at the average exchange rates for the period, unless
exchange rates fluctuated significantly during the period, in which
case the exchange rates at the dates of the transactions are used.
Exchange differences arising, if any, are classified as equity and
transferred to the Group’s translation reserve. Such translation
differences are recognised in profit or loss in the period in which
the foreign operation is disposed of.
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SIGNIFICANT ACCOUNTING POLICIES (continued)
Leasing

Leases are classified as finance leases whenever the terms of the
lease transfer substantially all the risks and rewards of ownership
to the lessee. All other leases are classified as operating leases.

The Group as lessor

Rental income from operating lease is recognised in the
consolidated income statement on a straight-line basis over the
term of the relevant lease. Initial direct costs incurred in
negotiating and arranging an operating lease are added to the
carrying amount of the leased asset and recognised as an expense
on a straight-line basis over the lease term.

The Group as lessee

Rentals payable under operating leases are charged to the
consolidated income statement on a straight line basis over the
period of the respective leases. Benefits received and receivable
as an incentive to enter into an operating lease are recognised as
a reduction of rental expense over the lease term on a straight-
line basis.

Government grants

Government grants are recognised as income over the periods
necessary to match them with the related costs. Grants related
to depreciable assets are presented as deferred income and are
released to income over the useful lives of the assets.

Retirement benefit costs
The retirement benefit costs, which represents the amount
payable in accordance with the regulations promulgated by the
local Municipal Government, is charged to the consolidated
income statement as the employees render the service entitling
them to the contributions.

Borrowing costs
All borrowing costs are recognised as and included in finance
costs in the consolidated income statement in the year in which
they are incurred.

Research expenditures

Expenditure on research activities is recognised as an expense in
the year in which it is incurred.
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FINANCIAL RISK MANAGEMENT OBJECTIVES AND
POLICIES

The Group’s principal financial instruments to raise finance for
the Group’s operations comprise bank borrowings. The Group
has various other financial instruments such as trade receivables
and trade payables, which arise directly from its operations.

It is the Group’s policy not to trade in financial instruments or
enter into derivative transactions.

The main risks arising from the Group’s financial instruments are
credit risk, interest rate risk, and foreign currency risk. The board
reviews and agrees policies for managing each of these risks and
they are summarised below.

Credit risk

The Group’s principal financial assets are bank balances, trade
and other receivables, the carrying amounts of which represent
the Group’s maximum exposure to credit risk in relation to these
assets.

The Group’s credit risk are primarily attributable to its trade
receivables. The amounts presented in the consolidated balance
sheet are net of allowance for bad and doubtful receivables,
estimated by the Group’s management based on past experience
and their assessment of the current economic environment.

The Group has no significant concentration of credit risk, with
exposure spread over a large number of counterparties and
customers.

The credit risk on bank deposits is limited because the
counterparts are banks with high credit-ratings.

Fair value interest rate risk

The Group's exposure to fair value interest rate risk relates
primarily to the fixed-rate borrowings. The Group currently does
not have any risk hedging policy. However, the management
monitors interest rate risk exposure and will consider hedging
significant risk exposure should the need arises.

Foreign currency risk

The Group’s transactions are mainly denominated in RMB. With
minimal foreign currency transaction, the Group’s foreign currency
risk is insignificant.
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5. BSREURS BB

(a)

(b)

E ]
& ERRIENF A E & an b PTUCER M FE L
Bz IR &R

EBRHEDE

BRAREEZRZPAUE (TR 2 R
) DIz EXRBARER AIAKEHRE
DEER 2 T ZAKED) 25T

TURNOVER AND SEGMENT INFORMATION

(a)

(b)

Turnover

Turnover represents the amount received and receivables

for goods sold during the year.

Business and geographical segments

Segment information regarding the Group’s turnover by
location of customers, irrespective of the origin of the
services, being the primary format for reporting segment

information of the Group, is presented below.

Wz K Income statement
—EERE —ZTTRHF
2006 2005
AR®ET T ARETFIT
RMB’000 RMB’'000
X Turnover
i PRC 384,055 343,449
=y Taiwan 46,863 29,947
[ United Kingdom 15,094 12,764
B Japan 12,836 14,340
Hi Others 45,339 30,317
504,187 430,817
bar e Segment result
i PRC 77,183 58,015
=y Taiwan 7,314 2,915
[ United Kingdom 2,042 995
=N Japan 2,524 2,557
Hi Others 7,045 4,787
96,108 69,269
AOMEMDEWA Unallocated other corporate revenue 3,969 1,910
RAOBEEMAT Unallocated corporate expenses (33,940) (19,910)
WIS K AN Finance costs (3,744) (3,344)
BB AT A Profit before taxation 62,393 47,925
AL Taxation (4,375) (6,214)
ANRAFIRHEE B ARMEEF  Profit attributable to equity holders
of the Company 58,018 41,711
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BEBMIBEN 2 TURNOVER AND SEGMENT INFORMATION
(continued)
(b) EBRHWESE (B) (b) Business and geographical segments (continued)
BERARE Assets and liabilities
—ETRE —TTRHF
2006 2005
AR¥T T AREFTT
RMB’000 RMB’'000
PEEE Segment assets
R PRC 72,655 41,256
= Taiwan 5,227 2,785
B United Kingdom 3,327 2,485
=N Japan 487 957
Hph Others 5,479 4,262
87,175 51,745
AOREE Unallocated assets 415,374 261,432
LAEEERE Consolidated total assets 502,549 313,177
RO BERGE Unallocated liabilities and consolidated
B &g total liabilities 201,125 162,715

(c)

(d)

REE 2 EXBRARBRAERS A AES
A EEREREREBERACTER-
EERn anNRERBREEMEY Y
RARRR R E®R HzEEESEX
EL vl

HIORENE BERREAR LHES
A LI R D BRI A

REEZHEVER D 2o REERTE
BRARE 2 BET BUNTE @I &

BREECHBEMERBEDREEZREA
Ho
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(0

(d)

The Group's turnover and profit attributable to equity
holders of the Company are entirely derived from the
manufacture and trading of fine chemical products. The
Directors consider that these activities constitute one
business segment since these activities are related and are
subject to common risks and returns.

Other information

No geographical segment for other information is disclosed
as additions of property, plant and equipment are
substantially in the PRC.

Carrying amount of segment assets by geographical
location of the assets

No carrying amount of segment assets by geographical
location of the assets is disclosed as the Group’s assets are
substantially located in the PRC.
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6. JABBA 6. OTHER INCOME
—EBBRE —ZETRF
2006 2005
ARETR ARETT
RMB’000 RMB'000
BUF B (BaE) Government grants (Note) 1,550 1,263
HeBA Rental income 404 212
FEHA Interest income 1,148 120
BHERA Scrap sales 64 25
Hit Others 803 290
3,969 1,910
Mz EEFEEZER() DETHRFTRVBENR - Note: The amounts mainly represent grants given by (i) the Shanghai
BN RSB R EE R EMR T AER Pudong Finance Bureau /& T/HER RIS to the Group to
2B () LRSS EREREZSERR encourage the purchase of real estate in Pudong in 2005, (i) the
B E REMRMMERMKX TAREZ MEE Management Committee of Shandong Weifang Economic
Bho Development District |L S #HAERZEREZ € to the Group as

a finance subsidy to encourage the investment and the high

technology development.

7. WBHAR 7. FINANCE COSTS
—EERE —ETRF
2006 2005
AR¥T T ARETTT
RMB’000 RMB’'000
AT BEZF SR Interest on:

ERAFEANBREERE Bank loans wholly repayable
IRITE R within five years 3,437 3,181
BRIR =R Discounted bills 307 163
3,744 3,344
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8.

64

I B 1 6 ) 8. PROFIT BEFORE TAXATION
—ETXREF —TThHF
2006 2005
AR%T ARBTT
RMB’000 RMB’'000
BRI RTE A B kR T &H: Profit before taxation has been arrived at
after charging:
BE1BE (H&E9) Directors’ remuneration (Note 9)
e Fees 77 -
Hib < Other emoluments 1,281 325
BIRE A Pension costs 20 18
1,378 343
Eh 8 TR Other staff costs 13,342 6,716
%E17F(i>}ﬂ2$ Pension costs 752 435
@8 TRA Total staff costs 15,472 7,494
=B BN & Auditors’ remuneration 1,122 17
e Depreciation
S E NS — property, plant and equipment 15,143 6,060
— B — investment property 168 168
15,311 6,228
Wk Nk 2 BN HERIE Prepaid lease payments charged to
income statement 736 141
RIZIREE Allowance for bad and doubtful debts 216 46
FEREE Allowance for inventories 90 =
BIEEEEE L REFZ Minimum lease payments under operating
KEHE N 2 &EHREFHKIA lease in respect of leasehold land and
building 363 191
FERAERRFRX Cost of inventories recognised as expense 401,043 355,137
MEHX Research expenses 941 -
LEWIZE - BRE k& EEE Loss on disposal of property, plant and
equipment 102 -
FmEA Listing fees 5,642 662
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9. WHKERME 9. DIRECTORS’ AND EMPLOYEES’ REMUNERATION
() EFEFMZFBEOT: (i) Details of directors’ remuneration are as follows:
—EERE —ETRF
2006 2005
AR® T ARET T
RMB’000 RMB’'000
e Fees 77 —
HEe Other emoluments
e MR EMET Salaries, allowances and other benefits 1,281 325
RIRE A Pension costs 20 18
1,378 343
HE_ZTZNF+-_A=+—HILFE For the year ended 31 December 2006
e
p=-4-'53
HiEA
Salaries,
allowances EKERA & 458
EERR #<€ and other Pension Total
Name of directors Fees benefits costs emoluments
AREFTT AR®ETFT ARBTT ARETT
RMB’'000 RMB’'000 RMB’'000 RMB’'000
2t Liu Hongliang - 384 5 389
FFT Wang Zijiang - 299 5 304
27 H Guo Xitian - 299 5 304
ZEAK Guo Yucheng - 299 5 304
2= Chak Kwan 29 - - 29
SEE Gao Baoyu 24 - - 24
2=t Liu Chenguang 24 - - 24
77 1,281 20 1,378
HE_ZThF+-RA=1+—HIFE For the year ended 31 December 2005
e
AL
HEMEF|
Salaries,
allowances EBIREKA B < 4258
HITERUR and other Pension Total
Name of executive directors benefits costs emoluments
ARBTFTT AR®TT ARETT
RMB’'000 RMB’'000 RMB’'000
2 Liu Hongliang 97 5 102
FFiT Wang Zijiang 76 5 81
27 H Guo Xitian 76 4 80
ZERK Guo Yucheng 76 4 80
325 18 343
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9. WP RfE HME (@) 9. DIRECTORS’ AND EMPLOYEES’ REMUNERATION
(continued)

(i) 2T "F+_A=+—HBILFE" (i) The five highest paid individuals included three directors
AESFATEE=28%=(-ZZTh for the year ended 31 December 2006 (2005: four). Details
FiPR) KEZMESEF M Lo of whose emoluments are set out above.

HE T F+_A=+—HILFE" The emoluments of the remaining two (2005: one) highest
M (ZZEZTREF: —) FEFTRRFTA paid individual other than directors for the year ended 31
T2 e December 2006, is as follows:

ZEERE ZETHEF
2006 2005
AR%T R AREFT
RMB’000 RMB’000
N =RE KR E A A& R Salaries, allowances and other benefits 846 391
Hipmmir AL (EEHRIN ZBE T The emolument of the remaining highest paid individuals

TEE: other than directors was within the following bands:
—EERE —ZEThEF
2006 2005
=% 1,000,000 7T Nil to HK$1,000,000 2 1
AEEBERES R AN RET AT No remuneration was paid by the Group to the directors or
e (ERMBAREBRMBEREE R the five highest paid individuals as an inducement to join or
REFIEREBBE-FANBRESZNE upon joining the Group or as compensation for loss of office.
FAZE - None of the directors waived any emoluments during the

year.
10. BiM 10. TAXATION

Z—EERE —ZEThEF
2006 2005
AR¥T T AREFTT
RMB’000 RMB’000

BNEATIA - Current tax:

RSN PRC enterprise income tax 4,563 6,550
FEIERLIA (F5E16) Deferred tax (note 16) (188) (336)
4,375 6,214
R (b R PTG BB s PATE P B 2 TR AT AR T P The provision for PRC Enterprise Income Tax is based on the
SREAFEEAREGHE estimated taxable income for PRC taxation purposes at the rate
of taxation applicable for the year.
66  R{ELTIARAR 2006 FK
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10. BLJH (&) 10. TAXATION (continued)

FREBIAEGA W R AR RS 2 AR

The taxation for the year can be reconciled to the profit before

s taxation per the consolidated income statement as follows:
ZEBEXRE ZZETHF
2006 2005
ARBTT ARETT
RMB’000 RMB'000
BB AT A Profit before taxation 62,393 47,925
REAREQ4%) U 2 FiTE Tax at the applicable tax rate (24%) (Note)
(P =) 14,974 11,502
PO TE JFE AR Bt I s R ] 080 Tax effect of expenses that are not deductible
Xz B2 in determining taxable profit 1,337 236
REER 2 B EE Tax losses not recognised 246 583
A AN ARTERZ R EE Utilisation of tax losses previously not
recognised (242) -
—EfBARERZ Effect of tax exemptions granted to
HEREnTE a subsidiary (8,343) _
BBERE MG E Tax effect on tax concession (3,208) (5,877)

RERZ I HREREZR L
M E

MEBARMIRERR X 28

Tax effect of deductible temporary
difference not recognised - (8)

Effect on different applicable tax rates
among subsidiaries

(389) (222)

FEHA

Taxation for the year 4,375 6,214

B aE: BRASHR R AT B RE ™ (AEEE
BRBEM) 2INEADRBEVE24% ©

HRAEE 2 WAL IFEEBELIKREEE

B EAE BB SR

MBERTEEEENRECERR AR ([H
BRE]) kEEEMETERAR ([ EERE
5h1) DRIR24% R 15% T KAt B E RS A AT
ELENPEEH-IAE B PEERERHR

EiHE-

Note: The applicable income tax rate of 24% is the preferential rate for
foreign invested production enterprise in Weifang City, Shandong
Province, the PRC where the operations of the Group are
substantially based.

No provision for Hong Kong Profits Tax has been made as the
Group's income neither arises in nor is derived from Hong Kong.

Taxation charge mainly consists of income tax in the PRC
attributable to the assessable profits of Weifang Common Chem
Co., Ltd (“Weifang Common”) #rRIZ(LE2ER A F] and
Shanghai Dehong Chemical Company Limited (“Shanghai
Dehong”) E/8fE5ME T HRAF] at 24% and 15% respectively.
The taxation charge is calculated at the applicable rates prevailing
in the PRC.
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10.

11.

68
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10. TAXATION (continued)

11.

Weifang Common and Weifang Parasia Chem Co., Limited
("Weifang Parasia”) #3103 /L BB R A 7] are eligible for certain
tax holidays and concessions in the PRC. The tax holiday and
concession are in the form of two years tax exemption from the
first profitable year, followed by a 50% reduction of the applicable
tax rate in the following three years. Wefiang Common was tax
exempted in year 2001 and 2002. From 2003 to 2005, the
reduced tax rate for the relief period for Weifang Common is
12%. No provision for PRC income tax has been made for
Weifang Parasia as it was the first profitabe year and tax
exempted. Shanghai Dehong is subject to Enterprise Income Tax
rate at 15%, being the preferential tax rate in Shanghai Pudong
New District. As an advance technology enterprise, Weifang
Common is granted an extension of tax holiday for 2006 and
2007, at a reduced tax rate of 12%.

At the balance sheet date, the Group has unused tax losses of
RMB2,597,000 (2005: RMB3,810,000) available for offset against
future profits. A deferred tax asset has been recognised in respect
of approximately RMB 1,570,000 (2005: RMB2,798,000) of such
losses. Included in unrecognised tax losses at 31 December 2006
are losses of approximately RMB1,027,000 (2005:
RMB1,012,000) that will expire in 2011.

During the year, Weifang Binhai Petro-Chem Co., Ltd. ("Weifang
Binhai") #3788 A ML THMR A F] obtained a government
grant for subsidising the construction of the production lines
and ancillary facilities for the manufacture of high purity
isobutylene, polyisobuylene and mono chloro acetic acid . The
grant received was recognised as a deferred income as at 31
December 2006 with no income recognised in the income
statement for the year ended 31 December 2006. Pursuant to
the document issued by the local tax authorities, the grant was
not subject to tax for the year 2006 as the construction was still
in the progress as at 31 December 2006.

DIVIDEND
No dividend was proposed during 2006, nor has any dividend
been proposed since the balance sheet date.

During the year ended 31 December 2005, the Company declared
dividend of HK$1,815,380 equivalent to RMB1,924,000 to its
shareholders. The dividend was paid in April 2005.
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122,

13.

BB A
ARBBERFBEARGEBRERBN TR T
BURRTE

12. EARNINGS PER SHARE

The calculation of the basic earnings per share attributable to
the equity holders of the Company is based on the following
data:

—EE]NX —ETRHF
2006 2005
AR%T T ARETT
RMB’000 RMB’000
KRR FRER B ARG Profit for the year attributable to equity
REFEEF holders of the Company 58,018 41,711
LERHE

Number of ordinary shares
—EERF —ETTREF
2006 2005

FTEERERAN 2 EimR Weighted average number of ordinary share
JntEF 15 R for the purpose of basic earnings per share 318,082,192 300,000,000

BETESREARZF] B 217300,000,000A% A%
D2 IEFHHENBREEBMEANR ST AHE
—A—B#ETmiEL-

HR -—ETRER _EENFMEFELEE
EEEZE RO At ESREERN -

For the purpose of the calculation of basic earnings per share,
the weighted average number of 300,000,000 shares in issues
was assumed that the Group Reorganisation had taken place on
1 January 2005.

There was no diluted earnings per share for the years 2006 and
2005 as there were no potential dilutive shares.

T AT ALK 13. PREPAID LEASE PAYMENTS
ZBEXRF —EERF
2006 2005
AR¥T T ARETT
RMB’000 RMB'000
REE 2 BENHEERERLE: The Group's prepaid lease payments comprise:
BBBEINZ HE L Leasehold land outside Hong Kong:
FRERFEAY Medium-term lease 68,009 23,429
REARE MDA Analysed for reporting purposes as:
EmBEE Non-current asset 66,601 23,019
REBEE GTAB SRR & Current asset (included in trade and
H el F0E) other receivables) 1,408 410
68,009 23,429

AEBEEHEREENEEREZTEMR =
TEERNET _A=1+t-—"HEEEHNARE
59,040,0007T (— T HF: AKR#18,031,000
T0) 2 THE T 7 RS R T —ARIBTTRIE

FERFEERIER S ARKE3,600,0000TE 5 AR
—EERE+-_RA=t+—BzBENBAEHEHE
BHEAER 5

The Group has pledged its interest in leasehold land under prepaid
lease payments with a carrying value of approximately
RMB59,040,000 at 31 December 2006 (2005: RMB18,031,000)
to secure general banking facilities granted to the Group.

Deposit for prepaid lease payments amounted to RMB3,600,000

was included in the non-current portion of prepaid lease payments
as at 31 December 2005.
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14.

W3~ B B M 14. PROPERTY, PLANT AND EQUIPMENT
G B
RENRE
HE%EE  RERHE RE  Furniture, HBIR
B¥ Leasehold Plant and Motor  fixturesand  Construction @i
Buildings improvements  machinery vehicles  equipment in progress Total
AREFT ARETT ARETT ARETT ARETT AREFT ARETT
RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000
iy | THE GROUP
A CosT
R=E%15-5-A At 1 January 2005 13,126 35 54,400 548 1371 37,138 106,618
AE Additions 716 - 2,597 408 543 81,372 85,696
g% Transfer 1,128 - 5,303 - - (6,431) -
REZZRET-A=T-H  At31 December 2005 15,030 35 62,300 956 1914 112,079 192,314
AE Additions 6,775 - 1,036 994 960 96,596 106,361
i3 Disposals - - (729) (408) - - (1,137)
2R Transfer 39,048 - 117,069 - 431 (156,548) -
WZBEAE+ZR=+-H  At31December 2006 60,853 35 179,676 1,542 3,305 52,127 297,538
HEREH DEPRECIATION AND AMORTISATION
R=E%15-5-A At 1 January 2005 1325 1 6,957 313 684 - 9,280
FERE Provided for the year 424 7 5,278 102 249 = 6,060
REZZRET-A=T-H  At31 December 2005 1,749 8 12,235 415 933 - 15,340
ERER Provided for the year 2210 7 12,338 134 454 = 15,143
R ERL Eliminated on disposals - - (172) (366) = = (538)
RZBENET-A=1t—H At 31 December 2006 3,959 15 24,401 183 1387 - 29,945
FAE CARRYING VALUES
WZBEAE+ZA=+-H  At31December 2006 56,894 20 155,275 1,359 1,918 52,127 267,593
REZZRET-A=T-H  At31 December 2005 13,281 Wi 50,065 541 981 112,079 176,974

i EE - RS Bk

BIE (EETIERIN) £

BAVEN AR A M F AR A RBREEF X

SHETE:

BF
HEMEEE
RS Rt 2s
T

B BEREMRE

5%

20%

6% —10%
20%

20%

BF 2 PREMAIR P B IR AR A -

ERIREURPEZEZET BFE Rs-

REERERRN _ZTRF+_A=+—HkK

EARENAREE3,57

0,0007T (ZEZTRF+=

A=+—H:AR#33,774,000) Z EF HE K&
RIEMEETRE WER T —MRIBITRE -
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The above items of property, plant and equipment, other than
construction in progress, are depreciated over their estimated
useful lives and after taking into account their estimated residual
value, using the straight-line method, at the following rates:

Buildings 5%
Leasehold improvements 20%

Plant and machinery 6% — 10%
Motor vehicles 20%
Furniture, fixtures and equipment 20%

Buildings are situated in the PRC and are held under medium-
term lease.

Construction in progress represented buildings, plant and
machinery under construction which are situated in the PRC.

The Group has pledged buildings, plant and machinery and
construction in progress having an aggregate carrying value of
approximately RMB63,570,000 at 31 December 2006 (2005:
RMB33,774,000) to secure general banking facilities granted to
the Group.
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15. BEEPRE 15. INVESTMENT PROPERTY
ARETT
RMB'000
REE THE GROUP
%N COST
RZZEZTHRFE—H—H" At 1 January 2005, 31 December 2005
“ETRFTA=T—HK and 31 December 2006
—ETRFTZA=+—H 3,734
WERRE DEPRECIATION AND IMPAIRMENT
R-ZEThF—H—H At 1 January 2005 504
FEEE Provided for the year 168
RZEZRE+=A=+—H At 31 December 2005 672
FEEE Provided for the year 168
RZEZF+=A=+—H At 31 December 2006 840
BREE CARRYING VALUE
RZEZF+=A=+—H At 31 December 2006 2,894
RZEZRE+=A=+—H At 31 December 2005 3,062

AEBEZZERNOARRES 2 MERRRA
ARG E WERREMEATR-ZREY
ESIVA ST

AREFREYER T F+_A=1+—8
2 AT EENAAREES,450,000T (ZEZTH
F: AR¥5,300,0007T) A EERESEE
VBN A AN EE L EMMILETHE-ES
ETZEEEBEUME T EIERE-

The Group’s property interest held under operating leases to earn
rentals purposes are measured using the cost model and
accounted for as investment property. The investment property
is located in the PRC.

The fair value of the Group's investment property of approximately
RMB5,450,000 as at 31 December 2006 (2005: RMB5,300,000)
has been determined by the Directors. No valuation has been
performed by independent qualified professional valuers. The
valuation performed by the Directors was arrived by reference to
recent market prices for similar properties.

16. EREBLI & A 16. DEFERRED TAX ASSETS

NEHE THE GROUP
—EERE —TEERF
2006 2005
ARET T AREFIT
RMB’000 RMB’'000
Rn—A—H At 1 January 336 -
AN ER K Credit to income statement 188 336
Rt+t—-—A=+—H At 31 December 524 336

BT IR A EE 4R f R A AR 2 R B ST A 2 B B
ERIBHEE

The deferred tax assets represent the tax effect of temporary
differences arising from deferred pre-operating expenses.
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17.

18.

72

1 17. INVENTORIES

—EEBXRE —TTHF
2006 2005
AR¥T T AREFTT
RMB’000 RMB’000
R Raw materials 11,032 9,309
e Work in progress 4,352 5,501
IR Finished goods 13,228 7,127
28,612 21,937

B 50 MG B Re k JB JEfis JE MB K I 18. TRADE AND OTHER RECEIVABLES

rEE
THE GROUP

—EBERE ZETHEF
2006 2005
AR¥T T AREFTT
RMB’000 RMB’000
B SRR Trade receivables 65,948 40,997
R EE Bills receivables 21,227 10,748
87,175 51,745
H At fEUGRIE 12 & TR BR K Other receivables, deposits and prepayments 3,872 6,883
A EFIE (fHFE13) Prepaid lease payments (note 13) 1,408 410
92,455 59,038

AEBRTESEFPZEEH RN F—EA
EXNEAATE-RRMESE R BURER2RER
B RNERRAC

REER AEB 2 E BRI R EWEEZ
BRER DATEAR

The Group allows a credit period normally ranging from one
month to six months to its trade customers. The bills receivables
are of the age within six months at both balance sheet dates.

An aged analysis of the Group’s trade and bills receivables at the
balance sheet date was as follows:

ZBERF —EERF

2006 2005

AR®T T AREBFIT

RMB’'000 RMB'000

0&90H 0 - 90 days 81,651 49,697
91£180H 91 - 180 days 5,191 1,137
181&365H 181 — 365 days 333 791
365H A E Over 365 days - 120
87,175 51,745

EEZRAE S RUARK M E M RUSR R 2 R
EEAEAFEERE-

KEETARART 2006 Fik

The Directors consider the carrying amount of trade and other
receivables approximate to its fair value.
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19.

20.

T AT AR S AT A5 B R BL &

R-EERF+_A=1+—H AEEGHEIT
TRIERERRITRHECER ¢BRARK
1,777,000 (ZZEZHF: AR#¥15,700,000
JC) °

R XNF+ - A=+ B Z2ERMEER
MERGE225% (ZETRF:2.07%) °

R-EERNFE+-_A=1+—H KEENUARK
FHECIRTTEM RIS A ARY28,421,0005T
(ZZEZRF: AR¥11,056,0007T) °

EEARDEMBITERERTESRLAS 2
FREEREAFEERS.

19.

PLEDGED BANK DEPOSITS AND BANK BALANCES
AND CASH

As at 31 December 2006, the Group had pledged deposits to
banks to secure banking facilities granted to the Group,
amounting to RMB1,777,000 (2005: RMB15,700,000).

The deposits as at 31 December 2006 carry interest at effective
rates of 2.25% (2005: 2.07%) per annum.

As at 31 December 2006, the Group had bank balances and
cash denominated in RMB amounting to RMB28,421,000 (2005:
RMB11,056,000).

The Directors consider carrying amounts of pledged bank deposit
and bank balances and cash approximate to their fair values.

B HE A JIR ik B Ll M A K 9B 20. TRADE AND OTHER PAYABLES
AEME
THE GROUP
—EEXRE “ZTThHEF
2006 2005
ARBTT ARETT
RMB’000 RMB’000
B SRR Trade payables 38,903 46,535
ERRE Bills payables 1,724 29,270
40,627 75,805
FL A AN TR R T R 2 Other payables and accrued charges 45,503 18,453
FEIEMA (FF5E22) Deferred income (note 22) 711 =
86,841 94,258

AEBESEMERRENZEEREE B 2R
BT

An aged analysis of the Group’s trade and bills payables at the
balance sheet date was as follows:

—EERE —TTHEF

2006 2005

ARBTT ARBFT

RMB’000 RMB’000

0£90H 0 - 90 days 31,648 68,541

912180H 91 — 180 days 8,751 7,038

181&2365H 181 - 365 days 212 129

365H A E Over 365 days 16 97

40,627 75,805

EEZRREFEMNER R E A B RRIE 2 ARE The Directors consider the carrying amount of trade and other
BEANTEBERE. payables approximate to its fair value.
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21. itk 21. BORROWINGS
AEME
THE GROUP
—EERE —TTREF
2006 2005
AR¥T T ARBFIT
RMB’000 RMB’000
FEERIRITER: Bank loans repayable:
fERF R —F A On demand or within one year 20,140 65,230
E_F In the second year 24,440 =
E=ERHF In the third to fifth year inclusive
(BERMEBEER) 37,720 =
82,300 65,230
B —F R EIERFI 1 Less: Amount due within one year shown
MBI B E 2 FIA current liabilities 20,140 65,230
— & 3 H 2 KIE Amount due after one year 62,160 -

74

FTEEEHUARE BB R R RIPRITE
RZBEENENTFE558%%F7.61% (—TEZH
F:531%%7.25%) BUEAREBEEZAFEE
FIR R GE R R BARITERAET -BE R
Hes FRETIREAEERERMRERERE
Bt 7w AR

HE-ZTRF T -_RA=1+—BIFE% BE
ERMR FHT BHEARBERRNEEEE
S SRR EEAAARAR ([#
YrRsA]) MRS 2 ERERTTHe A TR A
BERTAEE 2 EHRITEE B RARA
SBEZBITREZEMEN_STRFNARE

FERAEE L FEEELATEERE

KEETARART 2006 Fik

All borrowings are denominated in RMB. Short-term and long-
term bank borrowings are arranged at fixed interest rates ranged
from 5.58% to 7.61% (2005: 5.31% to 7.25%) exposing the
Group to fair value interest rate risks and are secured by buildings,
plant and machinery, construction in progress and the Group’s
interest in leasehold land under prepaid lease payments.

Subsequent to the year ended 31 December 2005, Weifang
Tianhong Corporate Management and Consultancy Company
Limited (“Weifang Tianhong”) in which the Directors, namely,
Liu Hongliang, Wang Zijiang, Guo Xitian and Guo Yucheng have
beneficial interests, provided certain securities to the Group'’s
banker to secure the short-term bank borrowings granted to the
Group. The securities provided by Weifang Tianhong to the
Group’s banker was released in September 2006.

The Directors consider the carrying amount of borrowings
approximate to its fair value.
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22.

28

IEREBA

AEBZEER AR EIER T 16 M
BZAEERREEREMEG ZBTHE-

22. DEFERRED INCOME

The Group’s deferred income represents a government grant
obtained for subsidising the construction of the production lines

and ancillary facilities for the manufacture of isobutylene.

MEBRBEODWNAE: Analysed for reporting purpose as:
ZEBEXRE ZZETHF
2006 2005
AR%T ARETT
RMB’000 RMB'000
mEaE GIAZ S ERN Current liability (included in trade and
BR K I EL At FE ST RRIR) other payables) 711 =
ERBAE Non-current liability 30,115 -
30,826 -
JBe A 23. SHARE CAPITAL
RGEE x|
Number Amount
of shares FEx TR
US$'000 HK$°000
VETE Authorised:
BREE1.00E T Z2EER Ordinary shares of
US$1.00 each
ReEfak sz B B K& On the date of incorporation
—EERF+A=+—H and at 31 December 2005
(GET)) (note a) 50,000 50 =
LT AR BITAR D Cancellation of all unissued
(MH3E c(iv) shares (note c(iv)) (50,000) (50) -
BREE0.01B T ZEER Ordinary shares of
HK$0.01 each
PRERIE N (B sEc()) Increase during the year
(note c(i)) 39,000,000 = 390
RERIE N (B 5Ec(v)) Increase during the year
(note c(v)) 99,961,000,000 - 999,610
RIZTTREF
+=A=+—~H At 31 December 2006 100,000,000,000 - 1,000,000
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23, JBEAR (&)

76

23. SHARE CAPITAL (continued)

RHEE x|
Number Amount
of shares FEx FET ARETR
US$'000 HK$'000 RMB’000
BEITRER: Issued and fully paid:
BREE1.00ET2EBR Ordinary shares of US$1.00 each
xRz B #A (M 5Ea) On the date of incorporation
(note a) 1 = = =
BEEEEH Issue of shares pursuant to
TR (Fi5ED) the Group
Reorganisation (note b) 49,999 50 - -
RZZEThF—A—HARK Balance at 1 January 2005 and
—ETHFE+=A 31 December 2005
=t+—HZ&E% 50,000 50 - 413
B e AR {7 (Bt aEciii)) Repurchase of shares
(note c(iii)) (50,000) (50) - (413)
SRAEHE0.01BTZEER Ordinary shares of
HK$0.01 each
BT (B EEc(i) Issue of shares (note c(ii)) 39,000,000 - 390 393
FRRENAFEE Issue of shares by placing and
BT D (5Ee) public offer (note e) 100,000,000 = 1,000 1,008
FRRNHERENE Issue of shares by capitalisation
BT (M 5Ed) of share premium account
(note d) 261,000,000 - 2,610 2,630
400,000,000 - 4,000 4,031

KEETARART 2006 Fik
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23. AR (@)

Bt -

(a)

(b)

(d)

AATN-ZZEZENE+= A+ BiFMmakss 2=
TEA%Z50,0003% 705 450,000/ SAXE(E 135 7T
2B R KRBT R

ERREEHE—BM KQF:

() MEEEEERAF ([FE]) LR
1749,999 FRRMEE1 XL 2 ARG I
FIVERE &

(i)  REEIIESRASTERE —REEIR
TTZ AR

REZZTZRF+AEAE  RIEHAD AR
NEBARNBRZAZR ARRIZEERER
1TREAN AT FI 5 = R R %8 2 50,0005 7T 2 AF
R& (B 135702 50,0008% A% 15 * ##125390,0007%
7T P AEEE0.0178 7T 239,000,000 A%
%

(i) 1%3%39,000,000AFAXE(E0.01 /T2 %
7 38N E 58 4390,00078 7T 2 SR E R :

(i) FBENERBRAR ([FE]) FHZE
BRAF ([EH]) REBERBR AR
(M813)) EEAREKEEZ RN ERR
Al) 2z —BRREREZBZREAEAET
39,000,000/ FAXEE0.01 & T2 B (5 :

(i) IR mE{ERERE50,0000 FREE1ET 2
B

(iv) EBFESE50,000/0% FAREE1ETTZATE
BRBEITRG RO DR ZIEEBRE
TR R

(v)  3£3%99,961,000,0008% FAXEE0.01/57T
ZRP-EERAEBE -SSR
1,000,000,000/& 7t

RIEZZTZ/NF+ AMNHEBARR A E—RRE
EEFNBBZ AER EEWERNR_TTX
F+ANBRARMERERIIARQFRES
MEZBRR BEEAAAREEFAL
2,610,000/ 0 & AL (A BT ARE Bk
15) - Bt 3 K 3£17261,000,000 A A9

RETTARF+A SR ARARRBO R
RFFER EWRR 028 T2 BREHE KRBT
100,000,000 & A E fH0.017 7T 2 Bt

23. SHARE CAPITAL (continued)

Notes:

(a)

The Company was incorporated on 7 December 2004 with an
authorised share capital of US$50,000 divided into 50,000 shares
of US$1 each. One share was allotted and issued.

As part of the Group Reorganisation, the Company:

(i) allotted, issued and credited as fully paid, 49,999 new shares
of US$1 each to Cheerhill Group Limited (“Cheerhill”); and

(i) credited as fully paid at par for the 1 share of US$1 held by
Cheerhill.

On 4 October 2006, pursuant to resolutions in writing passed by
the sole shareholder of the Company , the authorised and issued
share capital of the Company was converted from the original
US$50,000 divided into 50,000 shares of US$1 each into
HK$390,000 divided into 39,000,000 shares of HK$0.01 each by
way of:

(i) anincrease in the authorised share capital in the amount of
HK$390,000 by the creation of 39,000,000 shares of
HK$0.01 each;

(i)  theissue of 39,000,000 shares of HK$0.01 each to Cheerhill,
the sole shareholder of Smartcharm Holdings Limited
("Smartcharm”), Smartpoint Enterprises Limited
(“Smartpoint”)and Techsmart Holdings Limited
("Techsmart”), all being intermediate holding companies of
the Group, at par;

(iii)  the repurchase of the existing 50,000 shares of US$1 each
at par,;

(iv) the decrease of authorised but unissued share capital of the
Company by cancellation of 50,000 authorised but unissued
shares of US1 each; and

(v)  the authorised share capital was thereafter increased to
HK$1,000,000,000 by the creation of a further
99,961,000,000 of HK$0.01 each shares.

Pursuant to a resolution in writing passed by the sole shareholder
of the Company on 4 October 2006, the Directors approved the
allotment and issue of 261,000,000 shares to the shareholder
whose name appeared on the register of members of the Company
as at the close of business on 4 October 2006 by way of
capitalisation of the sum of HK$2,610,000 out of the share
premium account of the Company conditional on such account
being credited.

On 27 October 2006, the Company allotted and issued

100,000,000 shares of HK$0.01 each upon listing of the shares on
the Main Board of the Stock Exchange at a price of HK$1.02.
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24.

255

26.

78

i 5

1R
FrhlfEmEREEAMKBETENB AR ZE
BB AN BN RI P EETT P DA ST IS BB 2 R #2E
BB EEZEZRe

BN ES

ARBRARBEKY 2 HBARNERMARE
ZEMB AR ASFEBERKRTE SR PATR
EZHETEALERBAES  EEXMEAR
ERHAMERZ50% A1 —RIBER T B8
AESEAERESR SR8EAE A
BARARIETH B AR 2 A E KK E - AN iR
BHATESEAMERE HEZHBETEIN
FHHEARZ25% ©

N

RIFZRAA ARRNF BRI MHEAREA
EBRERREGEMNZ5%E10%ENEHE A
SEAAEREZHARMNCERIER REE
AEBEBERBAZ —#85 BRBRIN EST

BHIE

HRIERERS

FRRNEEERE—IBAKR30,826,0007T2
BUTHE) AURBBLEVER T i B 2 SR
FReERE BAHEERE R EBRFHEE A
REZEFERZE A mEZERAANMIED 2 &8

pecpon
=N

ANERNBEFRS D AZERERER-

BB

AEMERBHEA
HE-_ZZAE+-_A=1t—"HIEEZKE
YEHES WA BARE425,0007T (CETRHF:
AR¥224,0007T) ' = H A ARKE38,0007T (=
TERHF: AREE22,0007T) EZEEOHRA
13.95% (ZZEZER4F:10.95%) °

REER AEEEBPH AR 2 &EREMNK
B RK ek o

24.

25.

26.

RESERVES

Special reserve

Special reserve represents the difference between the paid-in
capital of the PRC subsidiaries acquired pursuant to the
Reorganisation and the nominal value of the Company’s shares
issued in exchange for the control in these subsidiaries.

Surplus reserve fund

Articles of Association of the Company’s subsidiaries established
in the PRC require the appropriation of certain percentage of
their profit after taxation each year to the surplus reserve fund
until the balance reaches 50% of their registered capital. In normal
circumstances, the surplus reserve fund shall only be used for
making up losses, capitalisation into registered capital and
expansion of the subsidiaries’ production and operation. For the
capitalisation of surplus reserve fund into registered capital, the
remaining amount of such reserve shall not be less than 25% of
the registered capital.

Public welfare fund

Pursuant to their Articles of Association, the Company’s
subsidiaries established in the PRC shall make allocation from
their profit after taxation at the rate of 5% to 10% to the public
welfare fund. The public welfare fund can only be utilised on
capital nature items for collective welfare of employees. The public
welfare fund forms part of the shareholders’ equity but it is not
distributable other than in liquidation.

MAJOR NON-CASH TRANSACTIONS

During the year, the Group was provided with a government
grant of RMB30,826,000 for subsidising the construction of the
production lines and ancillary facilities for the manufacture of
isobutylene. The government grant was repaid the short term
loan for the development cost of the production plant for the
above construction.

The acquisition of prepaid lease payment was partially settled by
the short term loan.

OPERATING LEASE

The Group as lessor

Rental income from investment property for the year ended 31
December 2006 was RMB425,000 (2005: RMB224,000),
outgoings of RMB38,000 (2005: RMB22,000). The properties
generated rental yields of 13.95% (2005: 10.95%).

At the balance sheet dates, the Group had contracted with
tenants for the following future minimum lease payments.

—$¥AE = -TTHF

2006 2005

AR¥T T AREF T

RMB’000 RMB’000

—FR Within one year 162 313
FE_FEERF (BIEEREME) Inthe second and fifth year inclusive 144 78
306 391

BO—RBERRFHR—EME-

KEETARART 2006 Fik

Leases are generally negotiated for an average term from one to
two years.



ey

B AR (A

Notes to the Consolidated Financial Statements (continued)
HE-_ZERE+-_A=t—HItEE
For the year ended 31 December 2006

26. BEBHE &)

27/

REBMEREBEA
AEBRBEIABELLHEORREENEZ
REMAENFHAENT

26. OPERATING LEASE (continued)

The Group as lessee

The Group’s total future minimum lease payments under non-
cancellable operating lease in respect of property was payable as
follows:

ZBEARF —ZEThEF

2006 2005

AR¥T T ARETT

RMB’000 RMB'000

—FRA Within one year 86 251
F_F In the second year - 63
86 314

BAOMENEBRTFER—EMFe

B35

FNAEERETES (Bt THI1-FF
BAMZPBER) HEE B AT EEATE N
2T B E(L THR AR P RARS S
SMETRHE AR AR ([EEE5A]) 1T 2 EXR
RESWT:

The lease is negotiated for an average term of one to two years.

27. RELATED PARTY TRANSACTIONS

During the year, the Group had the following significant
transactions with Weifang Changhua Chemical Company Limited,
Weifang Tianhong and Zibo Dehong Chemical Technology
Company Limited (“ZD Chemical”) in which certain Directors,
namely, Liu Hongliang, Wang Zijiang, Guo Xitian and Guo
Yucheng have beneficial interests and can exercise significant
influence:

ZEERE —ZTThHEF

2006 2005

AR%T T ARETT

RMB’000 RMB’000

HES M Sales of goods = 767
NI B Processing fee payment - 592
PRRE Rk Purchase of raw materials — 9,989
HeHIA Rental payment 117 =

WD R oA E EME T3t RIBFHER AR EER
—ARIRITRYE Z AR - LT R SA M AN B 2 $RAT
RHE2EMER —ZETRFNARSR-

Br Bl X S50 M RILER — B E R FEER
REFERUKE ARNR - ZZTHFNA @D
R EESE —HER-

BRXNEIEER AR ZFHM F2RME9

Weifang Tianhong had pledged its land and buildings to secure
general banking facilities granted to the Group. The pledge
provided by Weifang Tianhong to the Group’s banker was
released in September 2006.

In addition to the above transactions, Weifang Tianhong had
provided premises to the Group at nil consideration in 2005 and
transferred a trademark to Weifang Common in September 2005
at nil consideration.

In respect of the remuneration to key management personnel,
please refer to note 9.
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28. ARG 28. CAPITAL COMMITMENTS
AEME
THE GROUP
ZBERF —EThHEF
2006 2005
AR%T AREFTT
RMB’000 RMB’000
BRAEETIR B4 Capital expenditure contracted for

(EE NN P e g ] but not provided in the financial statements

2 BARXH in respect of factory construction 16,359 6,492

29. BARFA G
REBRBEEETBZEAEZBESRIT

29. RETIREMENT BENEFITS SCHEMES
The Group has established different benefit schemes for its

80

RIEH 8 SRR KRR BEARR KER
B FEATES FRIBRITAHE NEEARD
TERAZETAALTHBERKER ZEHNG
BERHFERARERN 2 £ AEEF
BN I AE 2 B EEARE EIEL S

E K-

AEE 2 & SRETBEN R ERAMR G2 HR
KR BRI E R EMAREER BEENIIA
7RGl AN B o (R B 3R IR 7T T BUR
IRTE 2 LI K RIEH 2 RINRIR R E A S A
TS RRERE - AR KB 8 (R B XX FAIEF 2
A BAGRE TRE B R E RN SR EE
BRERARMEERARS WAINERARERZEER
RER AR 2 BBAEN fR L 2 HN REBEN
EARETMHERRREN ' E

KEETARART 2006 Fik

full-time employees according to the relevant PRC regulations
and rules, including retirement insurance, medical insurance,
unemployment insurance, housing provident fund, etc.
Pursuant to the existing schemes, the Group is required to
contribute a certain percentage of their payroll costs to the
state-managed benefit schemes to fund the benefits of the
employees. The only obligation of the Group with respect to
the benefit schemes is to make the specified contributions
under the schemes.

The employees of the Group participate in retirement and
medicare insurances in accordance with the PRC laws and
related regulations. When an employee joins the Group, he
is enrolled with the local retirement plan. Contributions to
the retirement insurance, borne by the Group and the
employee jointly at the proportions stipulated by the local
Municipal Government, are paid to the social insurance
institutions monthly. The cost of the plan is borne by the
Group and the employee jointly with the benefits vested in
the employee. When the employee retires, he receives his
retirement funds from the insurance company directly and is
also entitled to enjoy medical benefits after retirement
provided by the insurance company. Other than this, the
Group has no obligation for any related retirement benefits.
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30. BH&EA )

30. SUBSIDIARIES

2R
AR, RBERE, ENGTEEE
B 3t 26 A B 8 &R RERDL
Place and date of Issued and fully Proportion of
HEAE LR incorporation/ paid share capital/ equity held TEEK
Name of subsidiary establishment registered capital by the Company Principal activities
B &
Directly Indirectly
2El RERAES 268%TT 100% - RERR
Smartcham “EEMEAAZT\H Us$268 Investment holding
British Virgin Inlands
28 September 2004
E RERLEHS 1,251%7L 100% - REER
Smartpoint “EEMEAAZT\H US$1,251 Investment holding
British Virgin Inlands
28 September 2004
BE EBERES 4773 100% - REER
Techsmart “ZEMEAAZT\B Us$477 Investment holding
British Virgin Inlands
28 September 2004
i IS RE 600,000%7C - 100% HERHERA
Weifang Common —AWNEEAATLE US$600,000 L TER
PRC Manufacturing and

17 September 1997

sale of fine chemical
products
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30. BAY &)

WEARER

Name of subsidiary

30.

ML

R EA B &
Place and date of
incorporation/
establishment

SUBSIDIARIES (continued)

B8
RBERE,
&R

Issued and fully
paid share capital/
registered capital

FRAFEZ
RERDL

Proportion of

equity held
by the Company

B
Directly

FTEXRHK
Principal activities

B

Indirectly

iRl
Shanghai Dehong

2L VA
Weifang Parasia

HEE
Weifang Binhai

Htat:

HE
“ET-F-A-1H
PRC

20 June 2001

FE
—TERFNA=TAR
PRC

29 April 2004

hE
“TERF+—-A+HA
PRC

15 November 2005

HRHBARN = ERAT = A=+ —ARFAZ
(BRI MR R R ES -

82 KEETARART 2006 Fik

AR #5,000,0007C
RMB5,000,000

5,200,0005 7
US$5,200,000

10,800,000 7T
US$10,800,000

Note:

100% i HERD

TR TER
Research and
development, selling
and distribution of
fine chemical
products

100% gL HERA

tIEMR
Manufacturing and
sale of fine chemical
products

100% gL HERA

CIEMR
Manufacturing and
sale of fine chemical
products

None of the subsidiaries had any debt securities outstanding at 31

December 2006 or any time during the year.
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Notes to the Consolidated Financial Statements (continued)

HE-ZTXF+-A=+—ALFE
For the year ended 31 December 2006

31. ARA ] Z ¥ BN

31. BALANCE SHEET INFORMATION OF THE

COMPANY
—EEREF —TTRHF
2006 2005
ARETr ARETFIT
RMB’000 RMB’'000
IEmENEE Non-current assets
EN GG ] Property, plant and equipment 17 22
KRB AR ZI&E Investments in subsidiaries 111,550 111,550
FEUB B A R FE Amounts due from subsidiaries 124,587 7,904
236,154 119,476
mENEE Current assets
B 5 & H b el o8 Trade and other receivables 1,066 416
USRS B, Dividend receivable = 173
RITEHBTIR S Bank balances and cash 7,951 41
9,017 630
mEaE Current liabilities
B 5 R A e IR Trade and other payables 579 885
FERT B A RIFE Amounts due to subsidiaries 2,150 1,300
2,729 2,185
"EEE (AR FE Net current assets (liabilities) 6,288 (1,555)
wEERTEARG Total assets less current liabilities 242,442 117,921
BARKR G Capital and reserves
[N Share capital 4,031 413
Ei= Reserves 238,411 117,508
1B AR Total equity 242,442 117,921

R=BBRFT=A=t—R ARAZTHS

As at 31 December 2006, the Company’s reserve available for

KT IRR 2B RARK238,41170 (ZEZTH distribution to shareholders amounted to RMB238,411 (2005:

F:ARBE117,5087T) ©

RMB117,508).
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