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CLARIFICATION ANNOUNCEMENT
AND
RESUMPTION OF TRADING
The Company recognizes the publication of this clarification announcement has taken a
considerable amount of time due to the comprehensiveness of both the rebuttal materials prepared
and the regulatory review undertaken in respect of the responses. We regret the prolonged lack of
trading liquidity in our Shares that has resulted from this process.
The Reports have twisted facts and intertwined fiction, including a combination of falsified
information, forged signature of the Company’s Chairman and blatantly untrue statements. This
type of anonymous and hyperbolic market discourse has no accountability for truth. The
Company, on the other hand, is fully responsible for every fact that we meticulously set forth in the
pages to follow.
As the rebuttal is rather lengthy, we set forth a summary below.
Accounts


We do not have two sets of books as alleged by the Reports.



The Jinzhou DPF-TH accounts for 2011 and 2012 filed with the local AICs were the
financial statements issued by the Company and audited by Moores Rowland and Deloitte
respectively.



The Reports used fabricated financial statements to mislead investors.

Tax


We have paid all taxes we were liable to pay during the Track Record Period.



The PRC tax authorities have issued a confirmation that we have paid all taxes due and we
have no tax dispute with the PRC tax authorities.



All income tax paid amounts shown in our tax filings, accounting records, tax receipts,
historical audited financial statements, tax confirmations issued by the local tax bureaus and
the Accountants' Report are consistent.



We will make available all income tax and VAT receipts during the Track Record Period
for inspection by our shareholders at our principal office in Hong Kong.

Specialty Fluorochemical Customers


Unlike standardised products such as apparel or beverages, the application of the
Company's specialty fluorochemical products may need to be chemically tailored to an endcustomer's product formulation which may need further processing by the trading
companies (the trading companies may possess professional chemical processing capability
and may need to further process our specialty fluorochemical products to suit their endcustomer’s specific needs). Completing a sale requires iterative technical interactions and
deep existing understanding of an end-customer's chemical requirements, which are
functions typically provided by trading companies for the end customers.



Over the past decade, we have been primarily focused on developing the technologies to
produce the products we sell rather than on the sales capability.



We have and will continue to work with trading companies which have extensive
experience and customer networks, while we gradually build our own sales team and
complete direct sales with major multinational customers. Currently, most of our major
customers of specialty fluorochemicals are trading companies.



The major customers for our specialty fluorochemical products are CITIC International,
Shanghai Xidatong, Shanghai Top and Heilongjiang Taina. They are not our "connected
persons" and are independent of the Company.



The sales to these customers are genuine. The Company emphasize that its transactions are
conducted on normal commercial terms and are on an arm's length basis and the Group
generally requires customers to make payments prior to delivery of relevant products

The announcement is made by the Company pursuant to Rule 13.09 of the Rules Governing the
Listing of Securities on the Stock Exchange of Hong Kong Limited and the Inside Information
Provisions under Part XIVA of the Securities and Futures Ordinance (Chapter 571 of the Laws of
Hong Kong), and is made further to the Announcements of the Company dated 2 September 2014, 5
September 2014 and 10 September 2014 with respect to the First Report.
This announcement is a restatement of the Company's announcement dated 10 September 2014 and
has included further details in response to the enquiries of the Stock Exchange and the allegations in
the Second Report.
The Company unequivocally denies and vigorously refutes the groundless allegations in the
Reports.
The Reports twist facts and intertwines fiction, include a combination of falsified information, forged
signature of the Company's Chairman and blatantly untrue statements, which the Company believes
have been used to undermine the Company's reputation and to manipulate the price of the Shares.
The industry analysis set forth in the Reports also clearly demonstrates a lack of understanding of the
specialty fluorochemicals industry, which has contributed to wildly inaccurate conclusions.
The author of the Reports has concealed itself behind a shroud of anonymity with no information on
its identity or background, or its purported expert sources. As stated in the Reports, the author is
neither regulated nor licensed in any jurisdiction. As also stated in the Reports, the author's affiliates
and/or clients may have a short position in the Shares and would benefit if the price of the Shares
decreases.
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The Company, its controlling shareholders and the Directors will take all appropriate actions against
the author of the Reports and anyone responsible for disseminating misleading and malicious
statements designed to manipulate the price of the Shares for their gains. The controlling
shareholders of the Company would also consider conducting on-market purchases of the Shares in
the event of disorderly market trading of the Shares.
The Group is a specialty chemicals producer in China with leading market positions in lubricant
additives and specialty fluorochemicals. The Group is the largest lubricant additives producer
headquartered in China and one of the top players in the world supplying to a number of the leading
global lubricant oil producers. In addition, the Group is also one of the few companies globally
capable of producing specialty fluorochemicals, which have applications in a wide array of end
markets around the world.
Unauthorised access to our Director's email account
The Company has been in active communication with the Stock Exchange in relation to their
enquiries on the allegations in the First Report since it was released. The Company aims to provide a
clear, unequivocal and compelling rebuttal in response to the false allegations in the Reports, and has
enclosed evidence in the clarification announcement in support of the rebuttal.
The Company submitted its clarification announcement to the Stock Exchange for review on 8
September 2014. This announcement was submitted to the Stock Exchange on a confidential basis,
and had never been provided to any third party other than the Company's advisers. In the afternoon of
10 September 2014, the public relations adviser of the Company was approached by an
internationally renowned news agency to comment on the First Report. The queries made by the
news agency bore a strong resemblance to key items in the clarification announcement. The
Company instructed the public relations adviser to enquire with the news agency whether they had
seen the announcement, but the agency declined to comment. The Company, together with its
advisers, immediately conducted an investigation into the possible leakage of information, and it was
discovered that there had been unusual log-ins sessions on to a Director's email account that day,
including repeated successful log-in into that email account from different internet protocol (IP)
addresses in Hong Kong, Liaoning and Guangdong, respectively, at around similar times.
In light of the seriousness of the incident and the imminent risk of the leakage of the information in
the clarification announcement, the Company immediately notified the Stock Exchange and reported
the incident to the local police in Jinzhou (where the Company's main server is located). (See
Attachment 1 for the police report.) The Company is uncertain about the identity of the hacker, or its
rationale for forwarding the announcement to at least one news agency. The Company was concerned
about the market confusion that may occur if any news report based on the draft announcement was
released. As such, for the purposes of transparency and equal dissemination of information, the
Company asked permission from the Stock Exchange to release the clarification announcement on
the evening of 10 September 2014.
The Company had made clear on the front page of the clarification announcement that resumption of
trading of the Shares may only take place when all relevant information has been provided to the
Stock Exchange and properly disclosed. The Company is in the process of upgrading the security of
its email server and the relevant regulatory authorities are currently investigating the incident.
Save as disclosed in this announcement, the Directors confirm that they are currently not aware of
any information which must be announced due to the above incident or any other inside information
that needs to be disclosed under Part XIVA of the Securities and Futures Ordinance.
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Set forth below is the Company's response to the allegations made in the Reports.
1.

Allegations Regarding the Group's Profitability and Two Sets of Books

The Reports allege that the Company has overstated its profitability in the Prospectus and presented
two sets of books. The Reports refer to local AIC filings which included the 2011 and 2012 audited
accounts for Jinzhou DPF-TH and Fuxin Hengtong, and claim that the author of the Reports
received the documents as is, following an SAIC request handled by a professional market body.
The Reports allege that the documents they have received show materially different results
compared with the financial information included in the Prospectus.
None of these allegations are true. The Group has only ONE SET of books. The Company
confirms that Jinzhou DPF-TH engaged both local and international accounting firms to audit
its financial statements in 2011 and 2012. There are no material differences between these
financial statements.
The reasons why the author of the Reports arrived at such erroneous conclusions are as follows:
1.1

The Company believes that the documents presented in the First Report as supporting
evidence have been fabricated as stated below.
 Specifically, the financial statements exhibited on pages 9, 10 and 11 of the First
Report ("AA Report Financial Statements") are not from the financial statements
of Jinzhou DPF-TH and Fuxin Hengtong as audited by Liaoning Zhongheng.1

1



The Company has compared the AA Report Financial Statements with the relevant
pages of the financial statements audited by Liaoning Zhongheng. The comparison
clearly shows that they are materially different. In particular, the financial statements
included in the First Report claim that Jinzhou DPF-TH incurred losses in 2011 and
2012, while the financial statements audited by Liaoning Zhongheng confirm that
Jinzhou DPF-TH recorded a profit in these years (see 1.2 below). Liaoning
Zhongheng has also confirmed in writing to the Company that the AA Report
Financial Statements are not from the financial statements which they audited. (See
Attachment 2 for confirmation letter issued by Liaoning Zhongheng.) The Company
did not make the AA Report Financial Statements nor did it file such financial
statements with the local AIC.



Further, the signature shown on a so called "summary financial page" (page 12 of the
First Report) is not the signature of the Chairman Mr. Wei Qi. Mr. Wei Qi has never
authorised or signed such document. Accordingly, the Company believes that the
signature is a forgery. (See Attachment 3 for a comparison of Mr. Wei Qi's genuine
signature and the one on page 12 of the First Report.) This document is also not
dated. Further, the Company and counsel have carried out searches at the Jinzhou
and Fuxin AIC which prove that the extracts on pages 9 to 12 of the First Report are
not from their official records. (See Attachment 4 for confirmation letters issued by
Jinzhou and Fuxin local AICs.)

Liaoning Zhongheng is one of the largest accounting firms in Liaoning Province.
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Pages 25, 26, 28 and 30 of the First Report appear to be cover pages only of the
financial statements for 2011 and 2012 audited by Liaoning Zhongheng. The
Company notes that the relevant authentication codes on such photocopies grant
access to a webpage operated by the Liaoning Institute of Certified Public
Accountants2. The webpage only provides basic information about the relevant audit
report, including the date the report was issued and the names of the audited
company, the auditing firm and the auditors involved. Similar to the cover letters to
the relevant audit reports, the webpage does not set out any financial statements or
other financial information of the relevant company.



On page 27 of the First Report, it was further suggested that the financial statements
audited by Deloitte that were filed at the AIC stated the name of the auditor as
Liaoning Zhongheng. This is also incorrect. The Company notes that the reference to
the "auditor of the capital verification report" (as stated on page 27 of the First
Report) is not a reference to and does not have any connection with the auditor of a
company's financial statements.3



The Company would like to emphasise that the Second Report claimed that the
author received the documents from an unnamed "professional market body" without
disclosing any due diligence work that the author undertook to verify the credibility
of such body or the veracity of the information they provided.



The Second Report suggests that an easy way to verify the authenticity of SAIC
filings would be to check the provincial or national AIC computer base for 2011 and
2012 for Jinzhou DPF-TH and Fuxin Hengtong. The Company agrees with this
suggestion and notes that, on 4 and 5 September 2014, Commerce & Finance Law
Offices, the Company's PRC legal advisers, attended the Fuxin and Jinzhou AICs,
respectively, being the competent local authorities of the SAIC for the handling of
relevant filings by Fuxin Hengtong and Jinzhou DPF-TH, and were provided the
results of searches conducted by relevant AIC officials on the AIC computer
databases. The Company confirms that the figures as shown in the results of such
searches on the AIC databases for Fuxin Hengtong and Jinzhou DPF-TH for 2011
and 2012 are consistent in all material respects with the figures in the financial
statements attached to the auditors' reports issued by Liaoning Zhongheng, Moores
Rowland and Deloitte, respectively.



As advised by Commerce & Finance Law Offices, companies that come under the
administration of local level AICs, such as Jinzhou DPF-TH4 and Fuxin Hengtong,
are not required to make any filings with the SAIC at the provincial or national
levels. Accordingly, the Company did not make any filing of the financial statements
of Jinzhou DPF-TH or Fuxin Hengtong with any other local, provincial or national
SAIC authority besides the Jinzhou and Fuxin AICs, respectively.

2

The Company is not able to confirm whether such scanned copies of the cover pages reproduced in the First Report are true copies of
the cover pages of the originals.
3

The Company notes that a "capital verification report" is prepared and issued by an auditing firm to verify the registered capital
amount of a company but it is not an audit report. Capital verification reports must be prepared in connection with the establishment of
a PRC company and any change to the registered capital of a PRC company. The Company confirms that Liaoning Zhongheng
prepared the capital verification report.
4

Jinzhou DPF-TH came under the administration of the Liaoning provincial AIC as of 2014 upon the registration of the increase in its
registered capital. Prior to 2014, it had come under the administration of the local Jinzhou AIC.
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The Company believes that by placing the AA Report Financial Statements and
pages 25, 26, 28 and 30 into the First Report, the author of the Reports is trying to
mislead investors and legitimise the AA Report Financial Statements. As confirmed
by Liaoning Zhongheng, the AA Report Financial Statements have never been
audited by it. The Company believes that it is the AA Report Financial Statements
(i.e. pages 9, 10, 11 of the First Report) that have been fabricated.

 The allegations in the Reports that the auditors' report issued by Deloitte and filed
at Jinzhou AIC must be fraudulent because there is no authentication code attached
to it is unfounded.

1.2



The First Report states that according to the Anti-Counterfeit Code Regulation for
Liaoning Province CPA Report (the "Measures"), all audit firms conducting
business in Liaoning province must register and apply for an authentication code.
The First Report then alleges that the auditors' report issued by Deloitte and filed at
the Jinzhou AIC must be fraudulent because there is no authentication code attached
to it. This allegation is based on an incorrect understanding of PRC law and is false.



As advised by Commerce & Finance Law Offices, the Company's PRC legal
advisers, according to the Measures, the affixation of an anti-counterfeit code to an
audit report evidences only that the report was issued by a duly established
accounting firm; it is not a requirement under the Measures or any PRC laws or
regulations that an authentication code must be affixed to an audit report to prove its
authenticity or to ensure the validity and effectiveness of any government filing of
the report. Further, as advised by the Commerce & Finance Law Offices, according
to the Measures, failure to affix an anti-counterfeit code to an audit report may result
in the Liaoning Institute of Certified Public Accountants taking disciplinary action
against the relevant auditing firm. The scope of such disciplinary actions is restricted
to actions that may be taken against local audit firms established in Liaoning
Province; accordingly, no such disciplinary measures may be taken against audit
firms established outside of Liaoning Province, such as Deloitte.



Deloitte delivered a number of copies of the relevant audited financial statements to
the Company. Only one such copy was affixed with an anti-counterfeit stamp used
by auditing firms registered in Beijing. Such practice is consistent with local
regulations for auditing firms registered in Beijing, such as Deloitte. Deloitte has
confirmed that the audit report set out on page 32 of the First Report is consistent
with the one issued by it and that the anti-counterfeit stamp had not been applied in
that copy of the audit report. The Company confirms that Jinzhou AIC accepted the
filing of the audit report issued by Deloitte notwithstanding that it did not have an
authentication code and Jinzhou DPF-TH passed the relevant annual inspection.



Deloitte has not withdrawn their audit opinion in the Accountants' Report included in
the Prospectus.

The financial statements were audited by different auditors based on only ONE SET of
books maintained by the Group to fulfil different requirements and obligations. For the
relevant years, these financial statements audited by different auditors contained no
material difference.
 The Group, including Jinzhou DPF-TH and Fuxin Hengtong, maintains only ONE
SET of books of accounts in accordance with relevant accounting rules and
regulations.
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The Company confirms that Jinzhou DPF-TH engaged Liaoning Zhongheng to audit
its standalone company level financial statements in 2011 and 2012. At the same
time, the Company also engaged Moores Rowland and Deloitte to audit its
consolidated (including company level) financial statements in 2011 and 2012,
respectively. The standalone company level financial statements and consolidated
(including company level) financial statements were prepared to fulfil different filing,
reporting and financial information disclosure obligations with the local AIC, the
lending banks and the pre-IPO investors of the Company.



The Company has confirmed that there are no material differences between the
financial statements attached to the auditors' reports issued by Liaoning Zhongheng,
Moores Rowland or Deloitte. The table below summarises the net revenue and net
profit amounts of Jinzhou DPF-TH (at the company level) extracted from the
aforementioned financial statements:
RMB million
Financial
statements audited
by
Net revenue
Net profit

2011

2012

Liaoning
Zhongheng

Moores
Rowland

Liaoning
Zhongheng

Deloitte

3,539
1,158

3,248*
1,158

4,134
2,042

4,134
2,042

(*The difference is due to Moores Rowland presenting a sales transaction of marine equipment of
RMB291 million and the corresponding cost on a net basis in the line item of other operating income whilst
Liaoning Zhongheng presents such transaction in the line of net revenue and cost of sale on a gross basis.)



The Company provided Deloitte with copies of the financial statements of Jinzhou
DPF-TH for 2011 and 2012 audited by Liaoning Zhongheng, and a copy of the
consolidated financial statements of Jinzhou DPF-TH for 2011 audited by Moores
Rowland. Deloitte compared the relevant figures for net revenue and net profit with
the figures stated in the financial statements audited by Liaoning Zhongheng and
Moores Rowland and found them to be in agreement.



The Company has filed the financial statements of Jinzhou DPF-TH for 2011 and
2012 audited by Liaoning Zhongheng with the local AIC at Jinzhou, The Company
subsequently re-filed the consolidated financial statements for Jinzhou DPF-TH
audited by Moores Rowland and Deloitte with the local AIC at Jinzhou. The
Company considered that such financial statements would be helpful to investors as
they not only contain financial information about Jinzhou DPF-TH on a standalone
basis but also information of Jinzhou DPF-TH and its subsidiary on a group basis.
Commerce & Finance Law Offices, the Company's PRC legal advisers, have advised
that the re-filing is permitted under PRC laws so long as the re-filing is effected
during the annual inspection period. The Company confirms that its re-filing of the
relevant financial statements in 2011 and 2012 occurred during the annual inspection
period.



The Company will make available a copy of the aforementioned financial statements
for inspection by registered shareholders of the Company. See "Documents available
for inspection by registered shareholders" below for further information.

 The Company believes that the extracts included in the First Report are fabricated.
Consequently, the analysis in the Reports on the Group's profitability is misleading
and erroneous.
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2.

Allegations Regarding Tax Discrepancies

2.1

The Reports allege that the Group did not pay the amount of taxes it claimed to have paid.
This is totally false.
Tax payment of the Group


As disclosed in the Prospectus, the Group paid income tax amounting to RMB201.0
million, RMB365.8 million and RMB438.3 million for the three years ended 31
December 2013, respectively.



The Company has obtained tax confirmations from Liaoning Yi County State Tax
Bureau (遼寧省義縣國家稅務局) and Fuxin City Haizhou District State Tax Bureau
(阜新市海州區國家稅務局), both dated 4 September 2014. (See Attachment 5 for
confirmation letters issued by local tax bureaus.) Such letters confirm the amounts of
income tax received from Jinzhou DPF-TH and Fuxin Hengtong in the
aforementioned financial years. The sums of the amounts shown in the confirmations
are identical to the amounts of income tax paid in the respective years as disclosed in
the Prospectus.
The Group has also duly paid its VAT. The aforementioned tax confirmations from
local tax bureaus also confirmed the amount of VAT paid by the Group. Such
amounts match the tax returns of the Group. The table below sets forth details of tax
payments of Jinzhou DPF-TH and Fuxin Hengtong for the Track Record Period:
For the year ended 31 December
2011
2012
(RMB in thousands)
Jinzhou DPF-TH(1)
Income tax
VAT
Total
Fuxin Hengtong(1)
Income tax
VAT
Total
The Group
Income tax
VAT
Total

2013

201,000.0
257,258.4
458,258.4

361,000.0
419,867.8
780,867.8

432,000.0
307,211.6
739,211.6

- (2)
5,414.1
5,414.1

4,801.1
1,187.7
5,988.8

6,324.9
- (3)
6,324.9

201,000.0
262,672.5
463,672.5

365,801.1
421,055.5
786,856.6

438,324.9
307,211.6
745,536.5

Notes:
(1) Jinzhou DPF-TH contributed to 93.2%, 97.4% and 96.0%, and Fuxin Hengtong contributed to
6.8%, 2.6% and 4.0% of the Group's revenue for 2011, 2012 and 2013 respectively.
(2) Fuxin Hengtong did not make any payment of income tax because it had a tax credit in 2011 due to
losses it incurred prior to 2011.
(3) Fuxin Hengtong did not make any payment of VAT in 2013 primarily because it had a net VAT
credit as a result of its purchase of equipment and machinery in 2012 for the construction of 2,400tonne telomer production lines at Fuxin Hengtong that were carried forward to 2013, the amount of
which exceeded the VAT payable it incurred as a result of sale of products in 2013.

-8-



Deloitte compared the figures for income tax and VAT with the accounting records of
the Group and found them to be in agreement.



In summary, the amount of income tax for the Track Record Period stated in (i) the
tax filings, (ii) the accounting records, (iii) the tax receipts, (iv) the audited financial
statements of each of Jinzhou DPF-TH and Fuxin Hengtong, (v) the tax confirmations
issued by the local tax bureaus, and (vi) the Accountants' Report in the Prospectus are
consistent. The amount of VAT stated in (i) the tax filings, (ii) the accounting records,
(iii) the tax receipts of, and (iv) the tax confirmations issued by the local tax bureaus,
each of Jinzhou DPF-TH and Fuxin Hengtong are consistent5.



The Second Report suggests that the Company obtained its tax confirmation through
bribes, which is totally groundless. The Company has retained tax receipts for the
income tax payments and VAT made, copy of which are available for inspection by
registered shareholders of the Company. See "Documents available for inspection by
registered shareholders" below for further information.

Tax calculation in the Reports


The calculations in the Reports are based on incorrect assumptions. The Reports state
that equipment and machinery (which offers tax returns) was minimal and was
ignored for calculation purposes. This is incorrect because, as disclosed in the
Prospectus, the Group's business experienced substantial expansion from 2011 to
2013, including material additions of plant and equipment during those years.
According to Articles 8 and 10 of the Implementation Rules of Provisional Measures
of VAT in the PRC (中華人民共和國增值稅暫行條例) and Articles 21 and 23 of
Implementation Rule of the Provisional Regulations of the People's Republic of China
on Value-Added Tax (中華人民共和國增值稅暫行條例實施細則), purchasing costs
of the following items are permitted to be included in the calculation of VAT credits:
(i) machinery and equipment with expected life over 12 months and (ii) machinery,
equipment and tools in relation to manufacturing. The Company recorded purchase
costs in relation to equipment and machinery installed in new plants under the item of
"construction in progress".



The Second Report mentions that the author's calculation for the income tax and VAT
of Jinzhou DPF-TH and Fuxin Hengtong was not based on incorrect assumptions.
The Second Report suggests that "construction in progress" cannot obtain any VAT
tax credits. This is totally incorrect. The Company strongly believes that the author
of the Reports does not have a thorough understanding of the nature of the
construction in progress and VAT accounting treatments in the PRC. According to
Articles 21 and 23 of Implementation Rule of the Provisional Regulations of the
People's Republic of China on Value-Added Tax (中華人民共和國增值稅暫行條例
實 施 細 則 ), "construction in progress" includes not only building construction
expenditure, but also machinery, equipment and tools with expected life over 12
months and in relation to manufacturing. That is, machinery and equipment for
construction or installation of production lines are valid for claiming VAT credits and
that the VAT credits obtained by the Company in purchasing relevant machinery and
equipment can be deducted from VAT payables in the particular year.



Deloitte is of the opinion that the VAT rules that were adopted by the Company above

5

VAT paid are not shown on the historical audited financial statements of Jinzhou DPF-TH and Fuxin Hengtong or the Accountants'
Report in the Prospectus because VAT is not a separate line item in the financial statements.
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were applicable to the Company.

2.2



According to the Company's financial information for 2013, accumulated VAT credits
obtained from the purchase of plant and machinery amounted to approximately
RMB390 million. The Company is allowed to set off these VAT credits against the
VAT payables arising from its operations. As a result, the analysis in Exhibit 3 on
page 17 of the First Report missed a substantial amount of VAT credits, which led to
the wrong estimation of VAT.



The Reports also based one of their allegations on an assumption that revenue from
the sales of specialty fluorochemicals is split equally between Jinzhou DPF-TH and
Fuxin Hengtong. However, as explained in detail in 2.2 below and shown in
Attachment 6, revenue of specialty fluorochemicals by Fuxin Hengtong represented
14.9%, 4.5% and 6.8%, respectively, of the Company's revenue from specialty
fluorochemicals segment for 2011, 2012 and 2013. For the revenue of 2011, 2012
and 2013 that set out in the attachment 6, Deloitte compared the amounts with the
accounting records of the Group and found them to be in agreement.

Allegations made based on extracts of the news articles and website contents (pages 13 to
21 of the First Report)
Revenue of Fuxin Hengtong


The Reports are erroneous in assuming that Fuxin Hengtong contributed half of the
Group's revenue from specialty fluorochemicals products.



During the Track Record Period, the Group mainly produced TI, HFE and PTFE at
Fuxin Hengtong, which have lower average selling prices than specialty
fluorochemicals manufactured at Jinzhou DPF-TH, such as TEI and other downstream
specialty fluorochemicals products. In addition, the majority of the products from
Fuxin Hengtong were used by the Group to produce TEI and downstream specialty
fluorochemicals at Jinzhou DPF-TH. During the Track Record Period, the external
sales of Fuxin Hengtong were mainly attributed to sales of HFE and PTFE. For an
introduction and details of the average selling prices of different categories of
specialty fluorochemical products, pleases see pages 150 to 153 of the Prospectus.



Please refer to Attachment 6 for the breakdown of revenue generated from external
sales of Jinzhou DPF-TH and Fuxin Hengtong under its specialty fluorochemicals
segment during the Track Record Period, which shows that Jinzhou DPF-TH
contributed to 85% or more of the Group's revenue from specialty fluorochemicals
segment during the Track Record Period.

Allegations in the Reports


Pages 13 and 14 of the First Report
As discussed above and shown in Attachment 6, revenue of specialty fluorochemicals
by Fuxin Hengtong represented 14.9%, 4.5% and 6.8%, respectively, of the
Company's revenue from specialty fluorochemicals segment for 2011, 2012 and 2013.
The Company confirms that the financial figures stated in the relevant news on pages
13 and 14 are materially different from the unaudited management accounts of Fuxin
Hengtong for the relevant periods.
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The Company did not provide the relevant publishers or reporters with the
information described on pages 13 and 14 of the First Report. The Company is not
aware of the source of such information.
The erroneous assumptions of the Reports led the author to arrive at the wrong
allegations.


Page 15 of the First Report
The revenue generated from external sales of Fuxin Hengtong during the Track
Record Period only represented 14.9%, 4.5% and 6.8%, respectively, of the
Company's revenue from specialty fluorochemicals segment for 2011, 2012 and 2013.
As a result, the news on page 15 is not inconsistent with financial results of Fuxin
Hengtong. The erroneous assumptions of the Reports led the author to arrive at the
wrong allegations. The Company would like to emphasise that the news on page 15
did not have an explicit definition for the term "overall industrial production value (工
業總產值)" and accordingly, it is not in a position to confirm the accuracy of its
calculation.



Page 16 of the First Report
The Company confirms that the information from the extract of the industry website
on page 16 of the First Report is correct and corroborates with the actual revenue
generated from external sales of Fuxin Hengtong, which represented 14.9%, 4.5% and
6.8%, respectively, of the Company's revenue from specialty fluorochemicals segment
for 2011, 2012 and 2013. The erroneous assumptions of the Reports led the author to
arrive at the wrong allegations. Fuxin Hengtong provided the relevant information to
ec21.com for business development purposes.



Pages 18 to 20 of the First Report
The Company has retained receipts for its tax payments, and the relevant tax bureaus
have both issued confirmations confirming the amount of tax paid during the Track
Record Period.
The Company is not in a position to comment on the reason for its name not being in
the government announcements set out on pages 18 to 20 of the First Report or the
criteria on which the relevant institutions selected names of companies to be published
in such announcements.



Page 21 of the First Report
The First Report's claim that Fuxin Hengtong should have paid RMB396 million in
VAT and income taxes in 2013 is false as it was based on an incorrect assumption that
revenue from the sales of specialty fluorochemicals is split equally between Jinzhou
DPF-TH and Fuxin Hengtong as stated in 2.1 above. According to the confirmation
letter issued by the relevant PRC tax bureau, the total taxes paid by Fuxin Hengtong
in 2013 amounted to RMB6.3 million, which only represented a small portion of the
total amount of taxes collected in Haizhou District based on the news report on page
21 of the First Report.
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3.

Allegations Regarding Customers
Unlike standardised products such as apparel or beverages, the application of the Company's
specialty fluorochemical products may need to be chemically tailored to an end-customer's
product formulation which may need further processing by the trading companies (the
trading companies may possess professional chemical processing capability and may need to
further process our specialty fluorochemical products to suit their end-customer’s specific
needs). Completing a sale requires iterative technical interactions and deep existing
understanding of an end-customer's chemical requirements, which are functions typically
provided by trading companies for the end customers.
Over the past decade, we have been primarily focused on developing the technologies to
produce the products we sell rather than on the sales capability. We have and will continue
to work with trading companies which have extensive experience and customer networks,
while we gradually build our own sales team and complete direct sales with major
multinational customers. Currently, most of our major customers of specialty
fluorochemicals are trading companies.

3.1

3.2

The Reports allege that the Group failed to disclose the name of CITIC International
because its transactions with CITIC International are fictitious. This is simply not true.


As disclosed in the Prospectus, for the year ended 31 December 2013, approximately
40.2% of the Group's sales of specialty fluorochemicals were made to the subsidiary
of one of the largest conglomerates in China. The Company confirms that the entity
referred to is CITIC International.



The Company did not disclose the name of this entity in the Prospectus because
CITIC International was undergoing the necessary procedures required for issuing the
formal consent to disclose its name and business relationship with the Company in the
Prospectus.



The formal consent was dated 9 June 2014 and received by the Company on 10 June
2014, i.e., one day after the publication of the Prospectus. (See Attachment 7 for
authorisation letter from CITIC Group Corporation, the parent company of CITIC
International.)

After the Company released evidence regarding CITIC International in its announcement,
the Second Report alleges that the Company has overstated its sales to CITIC
International because (i) CITIC International only generated revenue of RMB1.31 billion
and net profit of RMB29 million in 2009 and (ii) CITIC International does not export
specialty fluorochemicals except for limited sales of polybasic alcohol. The Second Report
also questions whether CITIC International has indeed confirmed the relevant disclosure
in the Prospectus. These allegations are not true.


The Second Report ignored credible public sources of information in relation to
CITIC International.



Based on public information, the revenue of CITIC International exceeded RMB6
billion in 2013 and CITIC International does conduct export sales of fine chemicals,
which includes specialty fluorochemicals. Set forth below are public news articles
which demonstrate this:
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News

Link

Website: official website of CITIC
International

http://www.intl.citic.com/iwcm/zxgjsmyxgs/zh/ns:LHQ6Nix
mOjI2LGM6LHA6LGE6LG06/channel.vsml

Key information: CITIC International
mainly engages in export of the
following goods: wheel hub, fine
chemicals and non-metallic mineral
products.
Website: recruitment advertisement of
CITIC International

http://www.yingjiesheng.com/job-001-720-977.html

Publish Date: 30 December 2013
Key information: The annual sales
revenue of CITIC International has
reached RMB6 billion.

3.3



The Company provided CITIC International with a draft of the disclosure in the
Prospectus relating to CITIC International for their review. This draft included,
among other things, (i) the type of products the Company sold to CITIC
International, (ii) a statement that CITIC International sells such products to its
clients in the PRC and overseas markets, and (iii) in 2013, approximately 40.2% of
the Company's sales of specialty fluorochemicals were made to CITIC International.
CITIC International issued the authorisation letter after reviewing such disclosure
provided to it by the Company.



Moreover the export data listed on page 10 of the Second Report cannot be located
through searching public information available on the relevant website referred to in
the Second Report. We have not been able to find any public export data for CITIC
International, but as demonstrated above, CITIC International's revenue exceeded
RMB6 billion in 2013.



In addition, the Company would like to emphasise that page 10 of the Second Report
quoted a statement extracted from a working draft of the prospectus, rather than the
published version of the Prospectus. The Company has not stated in the Prospectus
that CITIC International "further re-sells a large portion of [the Company's] products
to their clients overseas." Instead, the Prospectus disclosed that "during the Track
Record Period, a significant portion of [the Company's] specialty fluorochemical
products were sold to a few trading companies, such as a subsidiary of one of the
largest conglomerates in China, who in turn resell [the Company's] products to endusers in the PRC and overseas." The Company believes that, in using statements
extracting from a working draft of the prospectus, rather than the published version of
the Prospectus, the Second Report was attempting to mislead its readers.

The Reports allege that the Group's sales to certain customers of specialty fluorochemicals
are fraudulent because those customers are (i) related parties of the Company; (ii) have
very small business scale; and (iii) are related to each other. These customers include
Shanghai Xidatong, Shanghai Top and Heilongjiang Taina. These allegations are
groundless.
The Company confirms that all of these customers are bona fide independent third parties
with whom it has been conducting arm's length transactions.
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All these customers are bona fide independent third parties.


The Company confirms that all of the customers highlighted by the Reports are
independent third parties and that the Company does not have ownership control or
any related relationship. Save as otherwise disclosed in this announcement, the only
relationship between the Group and these parties involve contractual agreements to
sell the Group's specialty fluorochemicals to these customers.



These transactions are conducted on normal commercial terms and are on an arm's
length basis. In line with the Group's marketing and sales policy disclosed in the
Prospectus, the Group generally requires customers to make payments prior to
delivery of relevant products.



The Company does not know the identities of the end-user customers who entered
into sales contract with trading companies because such information is trade secret of
these trading companies. As disclosed on page 160 of the Prospectus, the Company
has no information about whom the trading companies resell its products to.



The Company also intends to build up its marketing and sales team to expand sales to
end-user customers in the future.



The allegations against the credit worthiness of select customers and the
suggestion of issues related to overlapping premises or management are
unfounded.


The financial information of the Group included in the Prospectus is true and
accurate in all material respects.



In addition, while relevant PRC regulations provide that the local AIC should
publicly disclose the registration and filing information of enterprises 6 , the
information that is publicly accessible is limited to basic information including the
type of enterprise, the identities of the shareholders and legal representative, the
investment amount, the registered address, the scope of business, the business term
and the local registration authority. PRC laws and regulations do not provide that
third parties may lawfully access income statements and audit reports filed by
enterprises with the local AIC. In practice, only the enterprise itself, persons
authorised by the enterprise or relevant government authorities are permitted to
access such financial statements. As a result, the Company is not in a position to
comment on how those financial statements were obtained and the authenticity of the
financial statements of third party companies that were mentioned in the Reports.
Further, the Company notes that on page 10 of the Second Report, its author admitted
that it was not able to retrieve the AIC filings of CITIC International. Instead, it
suggested that the relevant government authorities access such filings. This
admission by the author is consistent with the Company’s understanding that
financial statements filed with the local AIC are not public information and are not
accessible by unauthorised third parties, such as the author of the Reports or its

6

For example, Article 54 of the Administrative Measures on the Registration of Enterprises of the PRC (中華人民共和
國企業法人登記管理條例實施細則), which was promulgated on February 20, 2014, and came into effect on March 1,
2014, provides that the registration authorities should make registration and filing information of enterprises publicly
available. Such registration and filing information is provided via the National System for Publication of Enterprise
Credit Information, a web based system maintained by the SAIC and which is accessible at http://gsxt.saic.gov.cn/.
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agents.


The Company believes that many companies, including listed companies, have
registered office addresses in offshore jurisdictions while maintaining their major
business address in different jurisdictions. In China, Article 4 of Notice to Publish
“Advice on Various Reasons of Implementation of Civil Procedure Laws of the PRC”
issues by the Supreme People's Court of China (最高人民法院印發《關於適用＜中
華人民共和國民事訴訟法＞若干問題的意見》的通知) states that the address of a
legal person refers to either the address of its major business or address of its major
office, acknowledging the common practice where a company's registered address is
different from its principal business address. As trading companies tend to be assetlight businesses, the Company understands that it is not uncommon for such trading
companies to move to new premises from time to time as they deem appropriate. It is
also not the Company's role to comment on the quality or location of other
companies' office addresses.



The basic information about each of Shanghai Xidatong, Shanghai Top and
Heilongjiang Taina, including its registered address, registered capital, shareholders
and permitted scope of business operations, can be obtained from relevant public
filings. Based on the public search results, the purchase and sales of specialty
fluorochemicals are within such companies' permitted business scope.



The registered office addresses of Shanghai Xidatong, Shanghai Top and
Heilongjiang Taina shown on the public search results are different from the
correspondence addresses the Company maintained for daily contact with these
companies. There is no overlapping registered address or correspondence address
among these companies.

Customer

Registered address shown on
public search results

Current correspondence address with
the Company

Shanghai
Xidatong

Room 388, No. 14, 1700 Luoshan
road, Huamu county, Pudong
District, Shanghai 7 (上海浦東新區
花木鎮羅山路 1700 弄 14 號 388
室)

No. 688, Chengliu Highway, Jiading
District, Shanghai (上海嘉定區澄瀏公
路 688 號)
No. 1205, Huancheng Road 2222,
Jiading District, Shanghai8 (上海嘉定區
環城路 2222 號 1205 弄)

Shanghai Top Room 10F, No. 726, Yan'an West No. 479, Chundong Road, Xinzhuang
Road, Shanghai ( 上 海 延 安 西 路 Industrial Area, Minhang District,
Shanghai (上海閔行區莘莊工業區春
726 號 10F 室)
東路 479 號)
Heilongjiang
Taina

High Technology Industrial
Development Zone, Anda City,
Suihua, Heilongjiang Province
(No.1 Chaoyang Street, Hada
Gonglu Qiao Nan) （黑龍江省綏
化市安達市高新產業開發區(哈大
公路橋南 30 米朝陽街 1 委)）

Beisidao
Street,
Anda
City,
Heilongjiang Province （黑龍江省綏
化市安達市北四道街）

7

Shanghai Xidatong used this registered address at Pudong district to enjoy the policy benefits available there.

8

the location at which Taifu processes fluorochemical products for Shanghai Xidatong.
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Based on the Company's enquiry with Shanghai Xidatong and Shanghai Top,
Shanghai Xidatong used to conduct its businesses at Room 10F，No. 726, Yan'an
West Road, Shanghai (上海延安西路 726 號 10F 室) between July 2004 and April
2009. When Shanghai Top was established by Mr. Jimmy Chen in April 2008, it used
the office of Shanghai Xidatong for registration purposes only. Shanghai Xidatong
later moved out from this address in April 2009 and then it rented the office premises
and laboratory of Shanghai Top at 3rd floor, Block C2, No. 479 Chundong Road,
Xinzhuang Industry Garden, Minhang District, Shanghai (上海市閔行區莘莊工業園
春東路 479 號 C2 棟 3 樓) until 2011. To the best knowledge of the Company,
Shanghai Xidatong moved out from Shanghai Top’s office premises and laboratory
and Mr. Zhang also ceased to be the external sales consultant in 2011 after Ms. Zhuo
purchased Shanghai Top in January 2011.



Shanghai Xidatong has been operating at No. 688, Chengliu Highway, Jiading
District, Shanghai (上海嘉定區澄瀏公路 688 號) since May 2011 and has since
January 2012 established another office at No. 1205, Huancheng Road 2222, Jiading
District, Shanghai (上海嘉定區環城路 2222 號 1205 弄), which is also the location
at which Taifu processes fluorochemical products for Shanghai Xidatong. Shanghai
Top has been operating at No. 479, Chundong Road, Xinzhuang Industrial Area,
Minhang District, Shanghai (上海閔行區莘莊工業區春東路 479 號) since June
2008. Other than Shanghai Xidatong and Shanghai Top during the aforementioned
periods, the Company is not aware of any office premises or storage spaces sharing
by these customers.



Based on the Company's enquiry with Heilongjiang Taina, Heilongjiang Taina
conducts its business operations at Beisidao Street, Anda City, Heilongjiang Province
（黑龍江省綏化市安達市北四道街）. Heilongjiang Taina maintains its registered
address at the High Technology Industrial Development Zone to enjoy the policy
benefits available there.



In accordance with the sales agreements with these customers, the products sold are
collected by these customers at the Company's manufacturing plants. As such, the
Company did not arrange for the delivery of its specialty fluorochemical products to
these customers in the past.



Whether customers share office premises is not a relevant factor that affects the
Company's decision to enter into agreements with them. Based on the understanding
of the Company, Shanghai Xidatong, Shanghai Top and Heilongjiang Taina do not
have overlapping management or owners, business cooperation or joint R&D
/projects.

The Company confirms that it has made enquiries to its senior management and scientists
regarding their relationship with CITIC International, Shanghai Xidatong, Shanghai Top and
Heilongjiang Taina. The Company has also made enquires to CITIC International, Shanghai
Xidatong, Shanghai Top and Heilongjiang Taina. Based on its best knowledge upon duly
enquiry, the Company is not aware of any relationship (other than normal business
relationship through our Company) between the Company's shareholders, senior
management, scientists, personnel and staff, on one hand, and each of CITIC International,
Shanghai Xidatong, Shanghai Top and Heilongjiang Taina, on the other hand.
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3.4

The allegations of influence from relevant individuals upon the Group are wholly
unfounded.
 Shanghai Xidatong


The Company has a long-term business relationship with Shanghai Xidatong and Mr.
Zhang Silang, its CEO.



Mr. Zhang has extensive experience in marketing specialty fluorochemicals. The
Company once invited him to co-author an article introducing the characteristics of a
fluorochemical product called blowing agent HFE-254.



The Group has never entered into any employment relationship with Mr. Zhang
Silang. In addition, the Group has not employed Ms. Wang in the past.



The Company is not aware of the source of relevant news and information contained
in the Reports claiming Mr. Zhang and Ms. Wang used to be employees of the
Group. The Company did not provide the relevant publishers or reporters with the
information described on pages 12 to 14 of the Second Report.

 Shanghai Top

9



Mr. Jimmy Chen was previously the legal representative of Shanghai Top but the
Company has confirmed with Mr. Chen that he has sold his interest in Shanghai Top
to an independent third party in January 2011. As a 4.5% shareholder of the
Company prior to its IPO, Mr. Chen is not a substantial shareholder of the Company.
He is also not a member of the management of the Company.



Shanghai Top has confirmed with the Company that Mr. Zhang Silang has neither
been an employee nor the CEO of Shanghai Top. The Company is not aware of the
source of the relevant news or information contained in the Reports in relation to the
position of Mr. Zhang in Shanghai Top.



Our scientists would occasionally provide technical advice on specifications of our
specialty fluorochemical products to our trading company customers (including
Shanghai Top) to improve marketing of such products. Our Company and our
scientists did not receive any consideration/reward from our customers for such
technical advice..



The Company understands Shanghai Top previously used the contact of Dr. Alan
Offord9 in its marketing materials to provide pre-sale technical advice of our specialty
fluorochemical products to potential purchasers. The assistance from Dr. Offord to
Shanghai Top is limited to providing technical advice on specifications and
applications of relevant fluorochemicals. Dr. Offord might be contacted by the
technical staff of entities that are interested in purchasing fluorochemicals. Dr. Offord
has not received any consideration/reward from Shanghai Top for providing technical
advice and he has never entered into any employment relationship with Shanghai
Top, and was not involved in the negotiation of sales contracts of Shanghai Top or
the decision making procedures of Shanghai Top in developing further business
relationship with its customers, Therefore, Dr. Offord and our Company do not know
the identities of the end-user customers who entered into sales contract with Shanghai
Top.

Our chief technical officer for surface protectant.

- 17 -

The Company has made enquiries with Shanghai Xidatong, Shanghai Top and Heilongjiang
Taina respectively and each of them has confirmed to the Company that it is independent
from the other two customers of the Company.
Set out below is a table describing the relationships of Mr. Zhang, Ms. Wang, Mr. Chen, Ms.
Zhuo and Mr. Sun with the Company and its major customers:
Mr. Zhang
Silang

Ms. Wang
Xidi

Mr. Jimmy
Chen

Ms. Zhuo
Shufeng

Mr. Sun
Deqing

The Group

(1)

 (4)

(6)



(9)

CITIC
International











Shanghai
Xidatong

(2)

(5)







Shanghai Top

(3)



(7)

(8)



Heilongjiang
Taina









(10)

(1)

The Company and its controlling shareholders got to know Mr. Zhang Silang, the CEO of
Shanghai Xidatong, when it started selling its products to Shanghai Xidatong. The Company
has never entered into any employment relationship with Mr. Zhang Silang. The Company has
participated in various marketing and sales events with Mr. Zhang to promote the sale of
specialty fluorochemicals together.

(2)

Based on the best knowledge of the Company, Mr. Zhang Silang has been CEO of Shanghai
Xidatong since before the Company commenced business with Shanghai Xidatong. Mr.
Jimmy Chen introduced Shanghai Xidatong and Mr. Zhang Silang to the Company in 2007.

(3)

Based on inquiry with Shanghai Top, Shanghai Top had engaged Mr. Zhang Silang as an
external sales consultant between May 2009 and January 2011. According to the Company’s
best knowledge, Shanghai Top did not have much sales channel (i.e. trade secrets) in its early
days of establishment after April 2008. And Mr. Zhang was engaged by Shanghai Top for the
business development of very limited range of products for Shanghai Top. Mr. Zhang Silang
has not been an employee of Shanghai Top thereafter nor has he acted as the CEO of Shanghai
Top. Shanghai Top and Mr. Zhang Silang have confirmed that there is no other past or present
relationship between Mr. Zhang Silang and Shanghai Top, its shareholders and their
respective associates.

(4)

The Company and its controlling shareholders do not know Ms. Wang and do not have any
past or present relationship with her.

(5)

Based on the AIC public search records10 on Shanghai Xidatong, the Company understands
that Ms. Wang Xidi is a shareholder of Shanghai Xidatong.

10

The Company is only able to retrieve the registration details of this entity that are available for public inspection via the National
System for Publication of Enterprise Credit Information at http://gsxt.saic.gov.cn/. The scope of such registration details is limited to
basic information about the entity, including the type of enterprise, the identities of the shareholders and legal representative, the
investment amount, the registered address, the scope of business, the business term and the local registration authority of such entity.
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(6)

As disclosed in the Prospectus, Mr. Jimmy Chen is our consultant, and held 4.5% equity
interests of the Company prior to its IPO. Mr. Jimmy Chen is one of the founders of Fuxin
Hengtong and the Company's controlling shareholders got to know Mr. Chen when Fuxin
Hengtong was established. There is no other business relationship between the Company and
Mr. Jimmy Chen.

(7)

Mr. Jimmy Chen established Shanghai Top in 2008 and engaged Mr. Zhang as an external
sales consultant between May 2009 and January 2011. Mr. Jimmy Chen sold his interests in
Shanghai Top to Ms. Zhuo Shufeng in 2011, a third party independent of the Company and, as
confirmed by Jimmy Chen, a third party independent of him.

(8)

Ms. Zhuo Shufeng is a current shareholder of Shanghai Top. Mr. Jimmy Chen sold his
interests in Shanghai Top to Ms. Zhuo Shufeng in 2011. The Company has confirmed with
Mr. Jimmy Chen and Ms. Zhuo Shufeng that they are independent of each other.

(9)

The Company and its controlling shareholders got to know Mr. Sun Deqing when the
Company began selling its products to Helongjiang Taina in 2012.

(10) Based on the AIC public search records 11 on Heilongjiang Taina, Mr. Sun Deqing is a
shareholder of Heilongjiang Taina. As confirmed with Mr. Sun, he is the chairman of
Helongjiang Taina, but he is neither the chairman nor an employee of Taifu.


The Company is not aware of any relationship between the two parties.

Taifu is not a customer of the Company and the Company does not have any relationship with it.
Based on inquiry with Shanghai Xidatong, Taifu is its fluorochemical processor and therefore
Shanghai Xidatong established an office at Taifu's factory12 for the facilitation of communication
and business development. To the best knowledge of the Company, Shanghai Xidatong uses Taifu’s
professional chemical processing capability to further process our specialty fluorochemical products
to suit their end-customer’s specific needs. Shanghai Xidatong also confirmed it is independent
from Taifu.
The Company understands that Mr. Jimmy Chen and Mr. Zhang Silang are acquainted with each
other. The table below sets forth details of the relationship between the Company, on one hand, and
Mr. Jimmy Chen and Mr. Zhang Silang, on the other hand.
August 2004

Mr. Jimmy Chen, together with Dr. David Flanigan, Dr. Paul Resnick and Liaoning
Tianhe, established Fuxin Hengtong to engage in the production of specialty
fluorochemicals.
The Company engaged Mr. Jimmy Chen as a Taiwan consultant with the responsibility of
(i) identifying and developing customers and (ii) identifying talented personnel for the
development of the Company's specialty fluorochemicals.

March 2006

Shanghai Xidatong became a distributor of DuPont for its fluoro compound products.

February 2007

Through the introduction of Mr. Jimmy Chen, the Group began working closely with
Shanghai Xidatong to improve the marketing and sales of specialty fluorochemicals,
including anti-mar products.
Between February 2007 and February 2009, Mr. Zhang Silang, as the CEO of Shanghai
Xidatong, participated in many marketing events together with the Company.

11
12

See footnote 10 above.
At No. 1205, 2222 Huancheng Road, Jiading District, Shanghai.
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April 2008

Mr. Jimmy Chen established Shanghai Top to sell specialty fluorochemicals to overseas
markets in anticipation of the expected growth in demand for such products.

May 2009 –
January 2011

Through the introduction of Mr. Jimmy Chen, Shanghai Top engaged Mr. Zhang Silang
as an external sales consultant to further expand its overseas sales.

January 2011

Mr. Jimmy Chen sold Shanghai Top to Ms. Zhuo Shufeng. Ms. Zhuo Shufeng is a third
party independent of the Company. As confirmed by Mr. Jimmy Chen, Ms. Zhuo
Shufeng is a third party independent of Mr. Jimmy Chen.
After January 2011, Mr. Zhang Silang no longer worked as an external sales consultant
for Shanghai Top.

Save as described above and based on the Company's best knowledge, each of the Company
and its senior management members13 does not have any other relationship with, and is not
aware of any other relationship among Ms. Zhuo Shufeng, Mr. Zhang Silang, Ms. Wang
Xidi, Mr. Jimmy Chen, Mr. Sun Deqing, CITIC International, Shanghai Xidatong, Shanghai
Top and Helongjiang Taina and their respective shareholders (if applicable) and associates.
None of these persons/entities is a connected person of the Company. The Company also
emphasizes that Shanghai Xidatong has been a distributor of DuPont’s fluoro compound
products since 2006. Nothing has come to the attention of the Directors that causes them to
believe that these customers operate in concert or that the aforementioned individuals are
connected to each other. This view has been confirmed by these customers themselves.
3.5

The specialty fluorochemicals market and other information regarding the Group's
customers


The Company believes it is a normal practice for manufacturers of specialty
fluorochemicals to sell their products to trading companies, which then resell the
products to end-user customers. See Attachment 8 for further information. Besides
CITIC International, Shanghai Xidatong, Shanghai Top and Heilongjiang Taina, the
Company also sells specialty fluorochemicals to various customers who primarily
engage in the trading of specialty fluorochemicals. The Company only sold its antimar products to CITIC International and Shanghai Xidatong, both of which are
trading companies.



To provide more information on sales of specialty fluorochemicals of Shanghai
Xidatong, Shanghai Top and Heilongjiang Taina, the Company sets forth below the
breakdown of the sales of specialty fluorochemicals segment of the Company for
each of the three years ended 31 December 2013 and the six months ended 30 June
2014. Deloitte compared the figures for revenue for 2011, 2012 and 2013 with the
accounting records of the Group and found them to be in agreement:
Year ended 31 December
2012
Sales
Revenue
Revenue
volume
(RMB in
(RMB in
(tonne)
millions)
millions)

2011
Customers

Sales
volume
(tonne)

Subtotal for
Shanghai Xidatong,
Shanghai Top and
Heilongjiang Taina

434

778.1

425

13

1,620.0

2013
Sales
volume

Revenue

(tonne)

(RMB in
millions)

737

1,446.7

Six months ended 30 June
2014
Sales
Revenue
volume
(RMB in
(tonne)
millions)
726

1,023.4

Please refer to the section "Directors and Senior Management – Senior management" section of the Prospectus for details of the
Company's senior management members.
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Other customers(1)

1,917

764.3

1,831

798.1

2,321

1,524.0

1,351

1,022.6

Total

2,351

1,542.4

2,256

2,418.1

3,058

2,970.7

2,077

2,046.0

Note:
(1) Include CITIC International and other customers.

As disclosed in the Prospectus, the Group sold a broad range of specialty
fluorochemical products with different average selling prices. Shanghai Xidatong,
Shanghai Top and Heilongjiang Taina primarily purchased high revenue generating
products from the Company, including downstream specialty fluorochemical
products and telomers and specialty fluorochemical intermediates. For introduction
and average selling prices of different categories of specialty fluorochemicals,
pleases see pages 150 to 153 of the Prospectus.


As disclosed on page 162 of the Prospectus, the Company is actively expanding its
customer base in both China and overseas to mitigate the potential risks associated
with concentration of customers. For the specialty fluorochemicals segment, the
Company invests in developing and maintaining good relationships with various
downstream specialty fluorochemicals developers and manufacturers, as well as other
trading companies. In addition, it has engaged an exclusive distributor for sales of its
specialty fluorochemicals in North America, Latin America and select European
countries, through which the Company intends to develop and secure direct contacts
with relevant overseas customers. In March 2014, the Company entered into a nonlegally binding framework agreement with a well-known multinational fluorine
chemical company in Japan to develop a strategic cooperation and supply partnership
in the specialty fluorochemical business.

4.

Allegations Regarding Anticipated Market Demand for Specialty Fluorochemicals

4.1

The Reports are totally wrong in alleging that the Group's sales of approximately RMB1
billion worth of anti-mar products has been fabricated.
 The Reports have understated the size of the anti-mar market size by at least five
times. In addition, the anti-mar market size is likely to be much larger because of
anti-mar applications in many other areas besides smartphones and tablets.


The author of the Reports claims that they have spoken to industry experts, consulted
application manuals and engaged a "highly qualified outside firm" to conduct
research into the industry. The Company's review of the industry "analysis" set forth
in the First Report leads the Company to believe that no such expert entity was
actually engaged, and indeed, there is no information on who the mysterious expert
entity actually is.



The First Report contains extremely flawed market sizing methodologies that would
certainly be dismissed as incorrect by anyone who has even a cursory understanding
of the specialty fluorochemicals industry.
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The First Report bases its claims on the global anti-mar market size by using
simplistic assumptions including the size of the smartphones and tablets market and
by using mathematical calculations to arrive at the conclusion that the global demand
of pure anti-mar is 4 tons a year. The Company strongly disagrees with the
reasonableness of this conclusion as it is based on multiple and overlapping factual
errors in an attempt to extrapolate the potential global market for anti-mar products in
a misleading fashion.
(i)

The First Report misquoted the management on purity of anti-mar solution.

The First Report, misquoting the Company's management, claims that 1 gram of 20%
concentration anti-mar solution can coat approximately 200 smartphones. This is an
incorrect quote. The Company used an example that 1 gram of anti-mar solution can
potentially coat approximately 200 smartphones. For this example, the Company
was referring to its own anti-mar solution which has a concentration of close to
100%, rather than 20% concentration.
Accordingly, it is clear that the Reports have underestimated the size of the anti-mar
market by at least five times since approximately 1 gram of 100% concentration antimar product (and not 20% concentration anti-mar product as stated in the Reports) is
needed to coat 200 smartphones
(ii)

The Reports made wrong reference to selling price of anti-mar products of
Daikin.

The Reports claim that price checks with Daikin show 20% concentration anti-mar
products are sold for RMB100 million per ton. The Company does not know the
source of the price information (RMB100 million per ton) claimed by the Reports.
The link provided on page 56 of the First Report does not have any price information
of OPTOOLTM. Instead, according to public sources14, Daikin's OPTOOLTM product15
(which is a 20% concentration anti-mar solution) is sold for USD6,906 per kg, or
approximately RMB42 million per tonne (instead of RMB100 million per ton as the
Reports claim).
(iii)

The Reports made reference to an online product catalogue referencing
Shinetsu on cost of applying anti-mar per touch panel.

The Reports claim that the online product catalogue was referencing Shinetsu. The
Company does not know the source and therefore is not in the position to comment
on the accuracy of this information. The Company's anti-mar product (which has
approximately 100% concentration) is sold for approximately RMB110 million per
tonne (excluding value-added tax). This means that 1 gram of anti-mar costs
approximately RMB110 (one tonne is equivalent to 1 million grams). Accordingly,
based on the Company's example that 1 gram of its anti-mar solution can coat
approximately 200 smartphones, it would cost RMB0.55 to coat one smartphone
(RMB110 million divided by 1,000,000 and 200). We do not know the source and
therefore is not in the position to comment on the accuracy of this online product
14

https://www.zauba.com/importanalysis-daikin+optool/unit-KGS-report.html

15

The Company's understanding regarding anti-mar products is that, compared with the Company's anti-mar products, Daikin's
OPTOOLTM has different molecular architecture, which results in different thickness of anti-mar layer on the surface of the object to
which it is applied. However, both products are based on fluorochemicals and offer similar functions, including oil and water resistance.
Since fingerprints are primarily caused by oil depositing on the surface of objects, anti-mar products help reduce fingerprints on the
surface of the object to which it is applied. As a result, the price of OPTOOLTM offers a relevant reference for the price of all anti-mar
products in the market.

- 22 -

catalogue, but it appears that it is in line with our calculation on cost of applying antimar per touch panel.
(iv)

The Reports ignored the loss of anti-mar products during utilisation when it
derives its market size.

Furthermore, one factor that may have been ignored in all the calculations stated
above is the so-called "yield" in the coating process, i.e. the amount of the active
silane compound in the solution of the anti-mar product that will actually be attached
to the surface.
There are handling losses and side reactions of the silane with impurities in the
solvent and in the coating equipment. In most cases, not all the silane in the treating
solution will end up coating the surface in question. The example used by the
Company that its 1 gram of approximately 100% anti-mar product can treat 200
smartphones is based on the assumption that the end customers who use the product
will have a good coating process with good yield. Without a good coating process,
the amount of anti-mar product needed to cover the surfaces will increase
rapidly. The amount of additional anti-mar product needed will depend on the
efficiency of the coating process as well as on the purity of the solvent used in its
dilution and the care taken during the coating process.
(v)

The Reports are wrong in focusing only on smartphones, tablets and eyeglasses in their analysis of the end-markets for anti-mar products.

Another major flaw in the Reports is that they focus mainly on smartphones, tablets
and eye-glasses in their analysis of the end-markets for anti-mar products. However,
there are many other end-markets in which anti-mar products are utilised, with
varying degrees of market penetration. Set forth below are a few examples of
applications of anti-mar products:
i. Automatic Teller Machines (ATMs) / Ticketing kiosks
ii. Industrial/Automotive touch screen panels
iii. Touch screen computers/Touch screen televisions/Printers
iv. Digital cameras/Camcorders
v. Portable/Automobile navigation devices
vi. Personal Media Player (PMP)/MP3 players and portable game consoles
vii. Medical information monitors/Casino game monitors
viii. Solar panels16.
Many of such applications are also set out in the product description of Daikin's
OPTOOLTM17.

16

Anti-mar coatings can be used in solar panels to ensure that the light-catching surface remains free of any water, dust or dirt that may
reduce the panel's efficiency. With regard to the potential market represented by the solar panel applications for anti-mar, according to
European Photovoltaic Industry Association (EPIA), 38,352 megawatt of solar generation capacity was installed globally in
2013. Industry average area/power yield is usually estimated at 8-10 (average of 9) watt per square feet. Accordingly, it is estimated
that the total solar panel area installed in 2013 could reach approximately 4,261.3 million square feet. This represents a much larger
potential market for the use of anti-mar product than the smartphones and tablets market combined.
17

See http://www.daikin.com/press/2007/070425, where it was stated that antifouling, anti-fingerprints and easy-clean properties of the
OPTOOLTM product can be applied on substrate surfaces (for example, liquid crystal displays, plasma displays, touch panels, casing
for mobile devices such as cellular phones and portable game consoles, optical disc surface and optical lenses). See also
http://www.daikin.com/chm/products/coating/
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4.2

The Reports allege that it is doubtful that the Group supplies anti-mar products as big
manufacturers including Apple, LG and Lenovo have very strict certification requirements
which make it unlikely that they would change suppliers to a newcomer like the Company.
 The Company has never represented that it is a supplier of anti-mar products to
Apple, LG and Lenovo.

4.3



This is another illustration of where the author of the Reports either lacks knowledge
of the specialty fluorochemicals market or has intentionally attempted to mislead
investors.



As disclosed in the Prospectus, specialty fluorochemicals can be applied to a wide
variety of consumer and industry markets (such as coating, oil and gas, textiles,
healthcare, crop protection, electronics and automotives). Due to the geographic and
industry breadth of fluorochemicals end markets, the Group has sold and expects to
continue to sell to trading companies that possess long-term relationships with a
broad range of customers around the globe. The Group continues to establish its
global marketing and sales network, promote its brand name and expand its sales to
end-user customers.



Under the specialty fluorochemicals segment, the Group's sales to trading companies
accounted for approximately 65% to 90% of the Group's total sales for the years
ended 31 December, 2011, 2012 and 2013. The Company has also disclosed the
revenue, sales volume and average selling prices of its three main types of specialty
fluorochemicals on page 153 of the Prospectus. Please see Attachment 6 for the sales
break-down by three major types of specialty fluorochemicals (including subbreakdown of anti-mar products) of Jinzhou DPF-TH and Fuxin Hengtong for the
Track Record Period. In addition, as disclosed in the Prospectus, the Group generally
requires customers to make payment prior to delivery of its products.

The Second Report alleges that the Company has neither provided an estimate for the
anti-mar market size nor provided the names of any of the end-users of its anti-mar
product.


The Company has not provided the identity of any of the end-users of its anti-mar
product as the Company's business involves selling specialty fluorochemicals to
trading companies which then resell the products to end-user customers. Given that
the sales are made through trading companies, the Company does not know the
identities of the end-user who entered into sales contract with the trading companies.
Correspondingly, the end-user customers may also not be aware that the specialty
fluorochemicals they are purchasing from the trading companies are manufactured by
the Company. This is in accordance with the disclosure in the Prospectus.



The Second Report does not provide any new evidence to support its allegation. The
Second Report alleges that the Company could not possibly have sold 8 tonnes of
anti-mar product on the basis that the anonymous author of the Reports has been told
by so called "industry experts" (who remained unnamed) that the Company does not
sell anti-mar. No further evidence was produced other than to claim throughout their
research that the Company was never mentioned as a visible player in the anti-mar
market.
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The Second Report also claims that the Company's sources on the price of Daikin's
20% concentration OPTOOLTM product was incorrect. The author based its claims
on conversations with Daikin experts and an IHS consultant, all of whose identities
remain anonymous. The Company's source was from a publicly available website.
On the other hand, the Second Report claims that its source was from a customs data
website and it makes a general statement that the customs value of OPTOOLTM is
different from the final average selling price that Daikin charges its customers. It is
unclear how the author of the Reports makes a general conclusion that the customs
value of products will differ from the final average selling price. In fact, the customs
value of products tends to be higher than the ex-work price as it includes transport,
insurance and other miscellaneous charges. Accordingly, the website information that
was quoted in the Second Report (which states that the average selling price of
Daikin was RMB51,870 per kg (or equivalent to RMB52 million per tonne)) only
corroborates the Company's sources regarding the price of Daikin’s 20%
concentration OPTOOLTM product which state that the selling price is approximately
RMB42 million per tonne, and not RMB100 million per tonne as claimed on page 17
of the Second Report.



The Company believes it has reasonable grounds to question the credibility and
industry knowledge of those anonymous interviewees that the Reports mentioned.
The Company has established a leading market position and is well-recognised by
many well-known industry players. As disclosed in the Prospectus, according to
Frost & Sullivan, in 2013, the Group is the largest specialty fluorochemicals producer
headquartered in the PRC in terms of revenue. Also, in March 2014, the Company
entered into a non-legally binding agreement with a well-known multinational
fluorine chemical company in Japan to develop a strategic cooperation and supply
partnership in the specialty fluorochemical business. The Company expects that its
market influence will be further improved in line with the expansion of its sales
network to cover a larger group of end-user customers.

5.

Allegations Regarding Frost & Sullivan

5.1

The Reports allege that Frost & Sullivan was not an independent, unbiased research firm.
In fact, Frost & Sullivan is an independent global consulting firm with more than 2,000
industry consultants, market research analysts, technology analysts and economists. The
firm has been engaged by many other listed companies to provide industry data for use in
their IPOs.


As is typical practice for a Hong Kong IPO, a listing applicant would customarily
commission an industry consultant to prepare a report on the relevant industry for
inclusion in the Prospectus. To facilitate the investors' understanding of the industry
in which the Group operates, Frost & Sullivan was commissioned by the Group to
provide business, industry and Company-specific data for inclusion in the Prospectus.



The Prospectus has duly disclosed that the Group paid a total of RMB4.65 million to
Frost & Sullivan for the preparation and use of the Frost & Sullivan report.



Frost & Sullivan relied on various sources in preparing its report for the Group
including various PRC government authorities and industry associations.
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The Company understands that Frost & Sullivan had also engaged an international
niche market research firm with specialist knowledge of the specialty chemicals
industry to conduct research independent from that conducted by Frost & Sullivan in
order to corroborate and substantiate the findings in its report.



The commissioning of an external consultant to prepare an industry report is
commonly accepted practice and the payment of fees would not impair the
independence, competence and credibility of Frost & Sullivan.



The Reports fail to produce any supporting materials to validate its allegation.

6.

Research & Development of the Group

6.1

R&D team
As disclosed in the Prospectus, as of 31 December 2013, the Group's R&D team consisted of
105 R&D staff, including 14 scientists and 91 research staff. The table below sets forth
details of the three divisions of our R&D team as of 31 December 2013 as disclosed on page
155 of the Prospectus.
Number of
scientists

Number of
staff

Leading team member

Lubricant
additives
research team

7

38

Our Chief Executive Officer of lubricant additives, Mr.
Ravi Girimaji. Details of his experience can be found on
page 193 of the Prospectus.

Specialty
fluorochemicals
research team

5

41

Our
Chief
Technical
Officer
of
specialty
fluorochemicals, Dr. David Allen Flanigan. Details of
his experience can be found on page 192 of the
Prospectus.

Lubricant base
oil and fluoride
lubricating oil
team

2

12

Our
Chief
Technical
Officer
of
specialty
fluorochemicals, Dr. David Allen Flanigan. Details of
his experience can be found on page 192 of the
Prospectus.

Dr. Flanigan spent a substantial amount of time each year working on-site in Jinzhou and
Fuxin to supervise the R&D and production activities of the Group. Aside from Dr. Flanigan,
the Group has four other scientists in its specialty fluorochemicals research team who work
closely with him in the R&D of specialty fluorochemicals. Details of these team members are
below:
Name

Position in the
Group

Nationality

Degree

Major
achievements

Time of joining
the Group

Paul R
Resnick

Chief scientist

U.S.

Doctor

Please see page 192
of the Prospectus

August 2004

David
Offord

Chief technical
officer for surface
protectant

U.S.

Doctor

Please see page 192
of the Prospectus

December 2006
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6.2

Gu Feng

Head of
Technology
Department

PRC

Doctor

Received a
doctorate degree
from Nara Institute
of Science and
Technology in
Japan

September 2008

Wang
Zhonghua

Chief of
laboratory

PRC

Doctor

Received a
doctorate degree
from Nara Institute
of Science and
Technology in
Japan

September 2008

Key Achievements
As disclosed on pages 167 and 168 of the Prospectus, the Group has a combination of trade
secrets, patents and trademarks to protect the technological innovations developed by the
Group's R&D team. The Group treats proprietary technological know-how, technology and
data that are not covered or are not able to be covered by patents as trade secrets. In addition,
the Group owned 25 patents in China, including five patents it acquired from Liaoning
Tianhe as of 30 May 2014. Most of the Group's patents are related to the production of
lubricant additives and specialty fluorochemicals. Details of the Group's patents can be
found on page V-9 of the Prospectus.

6.3

R&D Procedures
As disclosed on pages 153 and 155 of the Prospectus, the Group has an established set of
procedures to supervise and review its R&D activities. For a detailed description of each
phase of the Group's R&D activities and the criteria the Group's management use to
determine whether to approve further development of each R&D project, please see pages
155 and 156 of the Prospectus. The Company believes that these procedures help it to
identify projects with good market potential and improve the success of commercial
production of new products it develops. For details on the Group's ongoing R&D projects as
of 30 May 2014, please see page 154 of the Prospectus.

6.4

R&D Facilities
As disclosed on page 155 of the Prospectus, the Group has a dedicated R&D facility at each
production plant to focus on various stages of product testing and development. The Group's
main R&D center, Jinzhou Technology Center, is located in Jinzhou, Liaoning Province. As
of 31 December 2013, the aggregate area of the Group's R&D facilities amounted to 13,484
m2, among which Jinzhou Technology Center occupies approximately 6,729m2.

6.5

R&D Expenses
The Company records its overall R&D expenses as one category in its accounts. As
disclosed in the Prospectus, for each of the three years ended 31 December 2013, the Group's
expenses in relation to R&D activities amounted to RMB8.3 million, RMB7.0 million and
RMB10.6 million, respectively. Such amount primarily included the salaries for its key R&D
staff and procurement costs for materials used in its laboratory for experiments.
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However, there are two additional components that should be taken into account in
evaluating the Group's expenses for R&D related activities. These include (i) Shares of the
Company owned by its key scientists and (ii) R&D cost in respect of certain products that it
recorded and capitalised as intangible assets, upon completion of relevant R&D activities
and commencement of commercial production of such products. The R&D expenditures
capitalised as intangible assets in each of the three years ended 31 December 2013 amounted
to RMB79.7 million, RMB11.1 million and nil, respectively. The R&D expenditures the
Company capitalised as intangible assets in 2011 were mainly related to the development of
downstream specialty fluorochemicals products. As the Company has successfully
completed and utilised such development results in commercial production, the Group has
experienced rapid expansion of specialty fluorochemicals segment.
As disclosed in the Prospectus, as of 31 December 2013, the net carrying value of its
intangible assets amounted to RMB246.7 million. In addition, as shown on page I-35 the
Prospectus, as of 31 December 2013, the cost of the Company's intangible assets amounted
to RMB359.6 million. For the R&D expenses of 2011, 2012 and 2013, the cost and net
carrying value of the intangible assets of the Company, Deloitte compared the amounts with
the accounting records of the Group and found them to be in agreement.
As disclosed in note 17 to the Accountants' Report set out in appendix I to the Prospectus,
the intangible assets mainly consists of:


Technical know-how, which mainly relates to certain manufacturing process for the
production of specialty fluorochemicals, in particular, the Group's telomerization
process at moderate temperature and pressure;



Rights to use of patent, which represents the exclusive right of Jinzhou DPF-TH to use
the patent of Liaoning Tianhe, a connected person of the Company, in relation to
production of long-chain alkyl benzene sulphonic acid, which has been transferred to the
Company in 2014; and



Development costs primarily in relation to production of specialty fluorochemicals.
Development costs are reclassified to technical know-how when the relevant
development project is complete. Development costs in relation to patents that the
Company has obtained are included in the item named "technical know-how" as well.

The Company considers that its intangible assets are critical to its business success in terms
of cost saving and enhanced capacity in producing designated products with desired
characteristics. For example, as disclosed on page 149 of the Prospectus, through special
production processes and utilising the equipment designed by the Group, it can produce
desired TI products, a key product used for production of downstream specialty
fluorochemicals, at lowered temperature and pressure, and increased yields. As a result,
compared to the traditional process, the Group is able to produce TI in a safer and more costefficient manner.
According to Frost & Sullivan, the Company is the only company worldwide that is able to
carry out this telomerization process at moderate temperature and pressure. In addition,
another key advantage of the Group's telomerization process is the utilisation of the flexible
production and separation technology in which the same production line can be used to
produce (i) individual TI with desired number of carbon atoms, such as C-6 or C-8 only,
which can be sold to other specialty fluorochemicals producers as individual intermediates
for their production based on desired performance of the end-products or (ii) TI with a
mixture of carbon atoms that can be used in the preparation of other downstream products.

- 28 -

Documents available for inspection by registered shareholders
In support of its rebuttal, the Company will make available copy of the following documents for
viewing by duly registered shareholders of the Company at the Company's registered principal
business place in Hong Kong at Unit 6208, 62/F, The Center, 99 Queen's Road Central, Central,
Hong Kong:
(1)

tax receipts for income tax and VAT paid by Jinzhou DPF-TH and Fuxin Hengtong for the
Track Record Period;

(2)

financial statements for 2011 and 2012 of Jinzhou DPF-TH audited by Liaoning Zhongheng;

(3)

consolidated financial statements for Jinzhou DPF-TH audited by Moores Rowland and
Deloitte for 2011 and 2012 respectively; and

(4)

financial statements for 2011 and 2012 of Fuxin Hengtong audited by Liaoning Zhongheng.

Shareholder(s) shall be required to produce appropriate documents of title (i.e., share certificate) that
is acceptable to the Company for proof of his/her/its identity(ies) as the registered shareholders of the
Company prior to inspection. Inspection time frame will be from 9 October 2014 to 22 October 2014
(both days inclusive), between 2:00p.m. to 4:00p.m from Monday to Friday (exclusive of Saturdays,
Sundays and Hong Kong public holidays).
Conclusion
The Company reiterates that the allegations in the Reports are groundless, misleading and malicious.
The Directors are at a loss to understand why a firm such as Anonymous Analytics would publish
such a wholly refutable report aside from wanting to directly or indirectly profit from such an action.
The Company reserves all rights to take legal action for damages or other relief against such entity
and/or associated individuals responsible for the Reports.

RESUMPTION OF TRADING
At the request of the Company, trading in the Shares has been suspended from 11:20 a.m. on 2
September 2014 pending the release of clarification announcement(s). Application has been made by
the Company to The Stock Exchange of Hong Kong Limited for the resumption of trading of the
Shares from 9:00 a.m. on 9 October 2014.
Shareholders of the Company and potential investors are advised to exercise caution when dealing in
the Shares of the Company.
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DEFINITIONS
"AIC"

The Administration for Industry & Commerce of the People's Republic
of China

"Announcements"

the announcements of the Company dated 2 September 2014, 5 September
2014 and 10 September 2014

"CITIC International"

Citic International Co., Ltd.

"CNPC"

China National Petroleum Corporation

"Company"

Tianhe Chemicals Group Limited

"Daikin"

Daikin Industries Ltd,

"Deloitte"

Deloitte Touche Tohmatsu, the reporting accountants of the Company in
its IPO, or its affiliate, Deloitte Touche Tohmatsu Certified Public
Accountants LLP

"Directors"

the directors of the Company

"DuPont"

E.I. du Pont de Nemours and Company

"First Report"

the negative report issued by Anonymous Analytics against the Company
dated 2 September 2014

"Fuxin Hengtong"

Fuxin Hengtong Fluoride Chemicals Co., Ltd. (阜新恒通氟化學有限公
司), an indirect wholly-owned subsidiary of the Company

"Group"

the Company and its subsidiaries

"Heilongjiang Taina"

Heilongjiang Taina Technologies Development Co., Ltd. (黑龍江泰納科
技發展有限責任公司)

"HFE"

hydrofluoroethers

"IPO"

initial public offering

"Jinzhou DPF-TH"

Jinzhou DPF-TH Chemicals Co., Ltd. (錦州惠發天合化學有限公司), an
indirect wholly-owned subsidiary of the Company

"Liaoning Tianhe"

Liaoning Tianhe Fine Chemicals Co., Ltd. (遼寧天合精細化工股份有限
公司), a company established under the laws of the PRC and wholly
owned by the controlling shareholders of the Company

"Liaoning Zhongheng"

Liaoning Zhongheng Certified Public Accountants Co., Ltd. (遼寧中衡會
計師事務所有限責任公司)

"Moores Rowland"

Moores Rowland Certified Public Accountants
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"Mr. Jimmy Chen" or
"Mr. Chen"

Mr. Chen Chieh-Hung ( 陳 玠 宏 , previously known as 陳 介 宏 ), the
Taiwan consultant of the Company

"Mr. Sun"

Mr. Sun Deqing (孫德慶)

"Ms. Wang"

Ms. Wang Xidi (王錫娣)

"Mr. Zhang"

Mr. Zhang Silang (張泗鋃), also known as Mr. Chang Szu-lang

"Ms. Zhuo"

Ms. Zhuo Shufeng (卓淑鳳)

"PRC" or "China"

The People's Republic of China, except where the context requires
otherwise excluding Hong Kong Special Administrative Region, Macau
Special Administrative Region and Taiwan

"Prospectus"

the prospectus of the Company dated 9 June 2014

"PTFE"

polytetrafluoroethylene

"R&D"

research & development

"Reports"

the First Report and the Second Report

"SAIC"

The State Administration for Industry & Commerce of the People's
Republic of China

"Second Report"

the response issued by Anonymous Analytics against the Company dated
15 September 2014

"Shanghai Top"

Top (Shanghai) Fluorochemicals Trading Co., Ltd. (太普（上海）氟化
工貿易有限公司)

"Shanghai Xidatong"

Shanghai Xidatong International Trading Co., Ltd. (上海錫達通國際貿
易有限公司), also known as Hope Land International Co., Ltd.

"Shares"

ordinary shares of the Company with a nominal value of US$0.000001
each, which are listed on the Main Board of The Stock Exchange of Hong
Kong Limited

"Shinetsu"

Shin-Etsu Chemical Co., Ltd.

"Sinopec"

China Petroleum & Chemical Corporation

"Stock Exchange"

The Stock Exchange of Hong Kong Limited

"Taifu"

Taifu Chemical Technologies (Shanghai) Co., Ltd. (泰氟化工技術（上
海）有限公司)

"TEI"

perfluoroalkyl ethyl iodides or telomer ethyl iodide

"TI"

perfluoroalkyl iodides or telomer iodide
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"Track Record Period"

the three financial years of the Company ended 31 December 2011, 2012
and 2013

"VAT"

value-added tax
By order of the Board of Directors
Tianhe Chemicals Group Limited
Wei Qi
Chairman

Hong Kong, 8 October 2014
As at the date of this announcement, the Board of Directors of the Company comprises Wei Qi, Wei Xuan, Joseph Lee
and Jiang Po, as executive Directors; Homer Sun, as non-executive Director; Loke Yu (alias Loke Hoi Lam), Chan Kin
Sang and Xu Xiaodong, as independent non-executive Directors.
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Attachment 1
Police report submitted to Jinzhou City Police Bureau Taihe Sub-bureau

Attachment 2
Confirmation letter issued by Liaoning Zhongheng

[Translation for Reference]
Declaration
Tianhe Chemicals Group Limited,
In relation to your delegates verifying whether the Audit Report was audited by us, we
hereby declare as follow:
The attached financial statements have not been audited by us or extracted from the audit
reports audited by us. Figures in the attached financial statements are different from the
content of the results audited by us.
Liaoning Zhongheng Certified Public Accountants Co., Ltd, Jinzhou Branch
5 September 2014

Attachment 3
Comparison of Mr. Wei Qi's genuine signature
with that shown in the First Report

Genuine signature of Mr. Wei Qi
Signature of Mr. Wei Qi on page 12 of the First Report

Attachment 4
Confirmation letters issued by Jinzhou and Fuxin AIC

[Translation for Reference]
Certification in relation to Records in Jinzhou AIC
Beijing Commerce & Finance Law Offices,
We hereby confirm the auditors' reports that are claimed to be audited by
Liaoning Zhongheng (2012-211, 2013-324), which you brought to us for
verification, are not recorded in our system.
Jinzhou Municipal AIC
5 September 2014

[Translation for Reference]
Certification in relation to Records in Fuxin AIC
Tianhe Chemicals Group Limited, Beijing Commerce & Finance Law Offices,
Jia Yuan Law Offices,
In relation to your delegates verifying whether the attachments hereof are
documents filed with us, we reply as below:
1. Fuxin Hengtong Fluoride Chemicals Co., Ltd. (“Fuxin Hengtong”) is
registered at our Bureau. The documents from Fuxin Hengtong for
registration should be filed with our Bureau only. Only the documents filed
with our Bureau are legitimate registration documents for Fuxin Hengtong
with full legal effect;
2. Per checking, the files attached to this confirmation letter have never been
filed with us. Figures in the attached files are materially different from the
relevant documents that Fuxin Hengtong filed with us in corresponding
years.
Fuxin Municipal AIC
Corporate Registration Branch
5 September 2014

Attachment 5
Confirmation letters issued by Jinzhou and Fuxin local tax bureaus

[Translation for Reference]
Confirmation letter regarding the tax payments of Jinzhou DPF-TH
Jinzhou DPF-TH Chemicals Co., Ltd. ("Jinzhou DPF-TH") is a tax-paying enterprise
within our bureau's administrative area. Our bureau confirms the full receipt from Jinzhou
DPF-TH of the following value added taxes and corporate income taxes (in RMB) (in
RMB):
Tax year

2011

2012

2013

Value added tax

257,258,369.52

419,867,772.23

307,211,552.15

Corporate income
tax

201,000,000.00

361,000,000.00

432,000,000.00

Total

458,258,369.52

780,867,772.23

739,211,552.15

Liaoning Yi County State Tax Bureau
(Seal)
4 September 2014

[Translation for Reference]
Confirmation letter regarding the tax payments of Fuxin Hengtong
Fuxin Hengtong Fluoride Chemicals Co., Ltd. ("Fuxin Hengtong") is a tax-paying
enterprise within our bureau's administrative area. Our bureau confirms the full receipt
from Fuxin Hengtong of the following value added taxes and corporate income taxes (in
RMB):
Tax year

2011

2012

2013

Value added tax

0

4,801,092.21

6,324,918.68

Corporate income
tax

5,414,064.56

1,187,676.54

0

Total

5,414,064.56

5,988,768.75

6,324,918.68

Fuxin City Haizhou District State Tax Bureau
(Seal)
4 September 2014

Attachment 6
Revenue split between Jinzhou DPF-TH and Fuxin Hengtong
during Track Record Period

Jinzhou DPF-TH

Downstream specialty
fluorochemical products
- Anti-mar products18
- Other downstream products
Telomers and specialty
fluorochemical intermediates
Others
Total
As percentage of sales of
specialty fluorochemicals of the
Group

2011
Sales
Volume

Revenue

(tonne)

(RMB in
millions)

15

Total
As percentage of sales of
specialty fluorochemicals of the
Group

18

Only Jinzhou DPF-TH sells anti-mar products.

2013

Sales
Volume

Revenue

%

(tonne)

(RMB in
millions)

289.8

22.1

64

2
13

165.9
123.9

12.6
9.5

763

1,022.6

778

1,312.4

33.1%

85.1%

Fuxin Hengtong

Downstream specialty
fluorochemical products
Telomers and specialty
fluorochemical intermediates
Others

2012
Sales
Volume

Revenue

%

(tonne)

(RMB in
millions)

%

1,343.1

58.2

88

1,702.3

61.5

7
57

811.8
531.3

35.2
23.0

8
80

866.4
835.9

31.3
30.2

77.9

831

965.8

41.8

1,044

1,067.6

38.5

0.0
100.0

895

2,308.9

0.0
100.0

1,132

2,769.9

0.0
100.0

39.7%

95.5%

37.0%

93.2%

2011

2012

Sales
Volume

Revenue

(tonne)

(RMB in
millions)

-

2013

Sales
Volume

Sales
Volume

Revenue

Revenue

%

(tonne)

(RMB in
millions)

%

(tonne)

(RMB in
millions)

%

-

0.0

-

-

0.0

-

-

0.0

145

79.2

34.4

83

28.8

26.4

355

130.9

65.2

1,428
1,573

150.8
230.0

65.6
100.0

1,278
1,361

80.4
109.2

73.6
100.0

1,571
1,926

69.9
200.8

34.8
100.0

66.9%

14.9%

60.3%

4.5%

63.0%

6.8%

Group

Downstream specialty
fluorochemical products
Telomers and specialty
fluorochemical intermediates
Others
Total

2011
Sales
Volume

Revenue

(tonne)

(RMB in
millions)

15

2012
Sales
Volume

Revenue

%

(tonne)

(RMB in
millions)

289.8

18.8

64

908

1,101.8

71.4

1,428
2,351

150.8
1,542.4

9.8
100.0

2013
Sales
Volume

Revenue

%

(tonne)

(RMB in
millions)

%

1,343.1

55.6

88

1,702.3

57.3

914

994.6

41.1

1,399

1,198.5

40.3

1,278
2,256

80.4
2,418.1

3.3
100.0

1,571
3,058

69.9
2,970.7

2.4
100.0

Attachment 7
Authorisation letter from CITIC Group Corporation

Attachment 8
Examples of specialty fluorochemicals manufacturers selling through middlemen
For instance, in recognition of Acota’s strength as a leading European specialty
fluorochemicals distributor with expert technical knowledge in the field, 3M UK plc appointed
Acota as their sole distribution channel with effect from 20th November 2012. Acota is officially
the 3M sole distributor for fluorochemical products. (http://www.acota.co.uk/news-acota)
According
to
the
2013
annual
report
of
DuPont
(http://investors.dupont.com/files/doc_financials/2013/AR/DD-12.31.2013-10K%20FILED%20%202.5.14.pdf), DuPont relies on sales through distributors in select regions to leverage off the
market knowledge and customer relationship of such distributors. According to public
information, the list below sets forth select trading companies, distributors or sale agents that
engage in the sale of fluorochemicals produced by DuPont in China:





美國杜邦亞太地區中國（廣東）總代理
(http://www.1688.com/company/dubangyouqi114.html?fromSite=company_site&tab
=companyWeb_contact)
漢蔚(上海)有限公司 (http://hanwayzcc.cn.makepolo.com/)
上海享金化工有限公司 (http://china.makepolo.com/productdetail/100446261774.html )
東莞奧亞塑膠原料有限公司(http://www.eastsoo.com/buy/plastic-15805065.html)

In
addition,
according
to
the
2012
annual
report
of
Daikin
(http://www.daikin.com/investor/library/annual_archive/pdf/ar_12.pdf), it continued to expand
the scope of its marketing operations for mainstay commercial-use air-conditioning products by
developing new dealers in all regions of China. (The coolant in air-conditioning units came from
fluorochemical products.) According to public information, the list below sets forth select
trading companies, distributors or sale agents that engage in the sale of fluorochemicals
produced by Daikin:






杜然中國股份有限公司 (http://www.chinaiol.com/company/5072707.html)
上海鳴旭電子科技有限公司
(http://www.glass.cn/c_mingxu36/productinfo_1248584.html )
深圳市恩訊浦科技有限公司
(http://www.dzsc.com/product/infomation/850873/201351815947618.html)
東莞玖馳工程塑膠原料有限公司
(http://product.ch.gongchang.com/d28942096.html)
美科泰科技公司(http://www.zj123.com/member/Product-6F86DFA9C82C6206730-detail.htm)

