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CHAIRMAN’S
STATEMENT
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Dear Shareholders,

On behalf of the board of directors (the “Board”), | am pleased to present the annual results report of Zhengye International Holdings
Company Limited (the “Company” or “Zhengye International”, together with its subsidiaries, our “Group” or the “Group”) for the year
ended 31 December 2014 (the “Year”).

Over the past year, many paper manufacturing enterprises were struggling to ride out the depression in the industry caused by the
sluggish business environment, imbalanced supply and demand pattern and intensifying competition within the industry However,
leveraging upon practical experience accumulated over years and its position in the industry, Zhengye International braved the instabilities
in the industry, used its keen industry sense to cope with obstacles and challenges and successfully generated healthy business growth
for its shareholders. In order to ensure a further development in the future, we have wholeheartedly built a solider business foundation for
the Group by upholding the faith of “striving to make steady progress” while capturing larger market share, so as to ensure we are well
prepared for our sustainable development in the future. Through the acquisition of Zhongshan Rengo Hung Hing Paper Manufacturing
Company Limited* (1 1LB# & e BE 4L B BR A 7)) (“Lian He") and Zhongshan Ren Hing Paper Manufacturing Company Limited* (FF 1L B B35
#ABRAR]) (“Lian Xing") (collectively referred to as “Lian He and Lian Xing") in the year, the Group has particularly increased the its
upstream production capacity of corrugated medium paper and further intensified the integration of its industry chain, so as to maintain
the core competitiveness of the Group. As Lian He and Lian Xing are in close proximity to our core production base in Zzhongshan, we can
generate synergy effect in respect of cost, production, and customers, which will in turn allow us to better cater for the needs of our new
and old quality customer bases and improve our production distribution. By contributing a wide range of strategic capital investments , we
have fulfilled our commitment of “ improving distribution and cementing our strengths” for the previous year. Meanwhile, in the coming
year, we will work together to explore more growth potential for the Group and further consolidate and enhance our leading market
position in the Pearl River Dealt by capitalizing on the restructuring of the industry.

* For identification purpose only
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CHAIRMAN’S STATEMENT

Results of the Year

During the year ended 31 December 2014, benefiting from the ramp up of the production capacity and new customers from Lian He and
Lian Xing, coupled with the growing demand of key customers of the Group, the overall turnover of the Group reached approximately
RMB1,714,190,000 (2013: approximately RMB1,445,749,000), representing a year-on-year increase of 18.57%. In 2014, profit attributable to
owners of the Company amounted to approximately RMB39,480.000, representing a double digit growth of 13.36% over the same period
of the previous year. Basic earnings per share were approximately RMB8 cents.

Outlook and Prospects

With China’s economic growth decelerating, many provinces of China have made downward adjustments to the growth targets of the
gross domestic product with an aim to improving the quality of long-term economic development in the future. Under the economic
adjustment and reform, China’s economy will not be able to maintain its rapid growth momentum in the future, and the sluggish market
sentiment will continue to haunt the domestic business environment in the coming year. However, we firmly believe that, with the
increasing income per capita nationwide, the sustainable urbanization process and the easing real estate policy throughout the country,
the demand of the white home appliances industry will remain strong. This, coupled with the production capacity distribution gradually
enhanced and improved by the Group, makes it possible for us to exert greater potential based on our sound operations. In order to
capture any opportunities arising from the demand of the industry, the Group will focus on its internal operation which will continue to be
the high priority for the coming year, while proactively maintaining long-term and close cooperative relations with its customer base.

The Group has always attached importance to optimization of resource allocation, seeking to maximize efficiency with least resources.
Looking into the year, the Group will reinforce the integration of management systems of the old and new production plants and their
operating structures. By incorporating the new resources from new production plants into the solid foundation of the existing businesses,
the Group will further promote the synergic effects of its production plants. Meanwhile improvements and technical upgrades will be duly
carried out for all production facilities to enhance production efficiency and lower costs and risks involved in production and operation.
Furthermore, the Group will also implement stricter control over costs and expenses and streamline internal control procedures, with a
view to vigorously improving the gross profit and capital structure, which in return will maintain a sound profit level for its Shareholders
and ensure managerial transparency in the Company.

In addition, the Group will continue to make good use of the sales network resources of newly acquired Lian He and Lian Xin paper-making
plants, thereby expanding its customer base. Meanwhile, the Group will vigorously focus on the research, development, and enhancement
of its products to cater for different demands of the customers and the market and seize more sales orders, while diversifying and
enriching its customer base. To fuel the development momentum of the Group in the future, the employees of the Group will also improve
the service quality with due care, while attentively providing high value-added one-stop services to maintain its premium position amongst
old and new customers. In line with the gradual release of production capacity and ongoing integration of its businesses, the Group
believes that it will fully fulfill the scale of economy.

Looking into 2015, the 13th Five-Year Plan continuously focuses more on the optimization of the industrial structure, whereby adjusting
the industrial ecology and structure of the paper-making industry. The plan aims to address the imbalance of supply and demand in the
entire paper-making industry, while resolving pollution issues arising from the industrial companies. As an integrated paper packaging
powerhouse with solid strengths and environmental sense, Zhengye International will directly benefit from the policies of overcapacity
elimination to exploit the better market development environment, thereby increasing its market shares. Due to opportunities arising from
the paper-making market, the Group's previous investments in transformation of the industrial chain will finally pay off. Looking into the
year, the Group will constantly focus on internal operations, proactively optimize resource allocation, and vigorously tighten internal
controls and cost controls so that the Group can swiftly respond to internal and external challenges and constantly boost its
competitiveness with its industrial advantages in the industry, thereby capturing more market shares and generating greater benefits for
the Shareholders.

Hu Zheng
Chairman

Hong Kong, 20 March 2015
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MANAGEMENT DISCUSSION AND ANALYSIS

Business Review

In 2014, although remarkable progress was made in the elimination of backward production capacity after the release of the Twelfth Five-
Year Plan for Development of the Paper Manufacturing Industry, the paper manufacturing and paper products industries were still facing
the issue of excessive production capacity. In addition, fierce competition within the industry resulted in a decline in prices of products,
constantly narrowing profit margins of several peer enterprises. Meanwhile, as China’s overall economic growth slowed down, domestic
spending power abated, and structural adjustment was effected in the real estate market, the supply and demand situation of major
customers of the Group in the domestic white goods industry was suppressed. However, under such a fragile market environment, the
growth of the overall business of the Group remained robust, highlighting the leading position of the Group in the industry.

Leveraging upon its rich industry-related experience and well-established enterprise scale, the Group has been able to maintain long-term
and close cooperative relationship with leading customers of manufacturers of small home appliances and air conditioners in the industry.
Thanks to customer loyalty established over years, the Group can still achieve steady growth in the adverse market situation. We strive to
provide our customers with one-stop services in an all-round manner by developing our strategic layout and building our impeccable
production and sales network in the aspects of packaging, design, production and delivery, so as to capture their needs for our paper-
based packaging products. In April 2014, we completed the acquisition of Zhongshan Rengo Hung Hing Paper Manufacturing Company
Limited* (4 L B4 6 B35 48 A BR A 1) (“Lian He") and Zhongshan Ren Hing Paper Manufacturing Company Limited* (4 LB ELE ARG R A
7)) (“Lian Xing") paper manufacturing plants in Zhongshan, successfully integrated the original broad customer base, and further expanded
the income streams of the Group. The production lines of Lian He and Lian Xing paper manufacturing factories have also substantially
completed the double testing and adjusting under the technical improvement and have been gradually put into production in the top of
2015. Our precise acquisition plan has rapidly contributed additional income to the Company. In addition, all of the production lines
previously invested by the Group in Wuhan, Shijiazhuang and Zhengzhou have also comprehensively released production capacity in the
year. The enlargement in the scale of overall production capacity has further satisfied the needs of existing and new customers. The
advantages from the configuration of production have gradually taken shape and entered a stable period of investment return.

The revenue for the year ended 31 December 2014 (the “Year”) was RMB1,714,190,000, representing a growth of 18.57% compared with
RMB1,445,749,000 for the year ended 31 December 2013. Revenue from paper-based packaging products and corrugated medium paper
businesses represented 56.87% and 43.13%, respectively (2013: 59.72% and 40.28%, respectively) of the total revenue of the Group.

Breakdown of the Group’s principal activities

2014 2013
Percentage of  Gross profit Percentage of Gross profit
Turnover total revenue margin Turnover  total revenue margin
RMB'000 % % RMB'000 % %
Paper-based packaging products
Corrugated cartons 738,041 43.05 673,682 46.60
Honeycomb paper-based products 236,866 13.82 189,753 13.12
Subtotal 974,907 56.87 18.89 863,435 59.72 19.66
Corrugated medium paper
AA grade 550,186 32.10 480,345 33.23
C grade 148,979 8.69 52,066 3.60
Wasted paper raw material 40,118 2.34 49,903 345
Subtotal 739,283 43.13 14.57 582,314 40.28 17.55
TOTAL 1,714,190 100.00 17.03 1,445,749 100.00 18.81

* For identification purpose only
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MANAGEMENT DISCUSSION AND ANALYSIS

Paper-based packaging products

The paper-based packaging products offered by the Group mainly included corrugated cartons and honeycomb paper-based products.
After the release of production capacity of the plants in Shijiazhuang and Zhengzhou in 2013, our production lines in Wuhan has been
largely put into production in the year, which has helped further satisfy the growing customer needs. In 2014, turnover derived from our
overall business recorded a growth of 12.91% from RMB863,435,000 in Year 2013 to RMB974,907,000, amongst which turnover from
corrugated cartons and honeycomb paper-based products accounted for 75.70% and 24.30% respectively (2013: 78.02% and 21.98%).
During the Year, with its core technology and established scale of paper-based packaging products, the Group was still maintained a
steady growth at paper-based packaging business under the fierce market competition environment.

Turnover by customer at paper-based packaging products

2014 2013

Percentage of Percentage of
total revenue total revenue
RMB’'000 (%) RMB’000 (%)

Household air conditioners and small home appliances
manufacturers 839,987 86.16 728,397 84.36
Food and seasoning manufacturer 107,470 11.02 99,680 11.54
Other 27,450 2.82 35,358 4.10
TOTAL 974,907 100.00 863,435 100.00

For the year ended 31 December 2014, turnover of the Group derived mainly from household air conditioners and small home appliances
amounted to RMB839,987,000 (2013: RMB728,397,000), representing a growth of 15.32%, or 86.16% of the total revenue of paper-based
packaging products. Save for manufacturers of household air conditioners and small home appliances, the Group also continued to
diversify its customer network. By capitalising on the invested resources of production capacity, the Group has further expanded its
customer base to leading enterprises in the foods and condiments industries and particularly in the electronic products industry, attracting
more investors and broadening new income streams.

Corrugated medium paper

The two production lines of the newly acquired Lian He and Lian Xing paper manufacturing plants have substantially completed the double
testing and adjusting under the technical improvement and have been gradually put into production in the second half of 2014. The new
paper manufacturing plants have practically facilitated the transverse development of our corrugated medium paper business and
consolidated the foundation for the downstream industrial chain of the paper-based packaging products of the Group, which in turn has
made contribution to the core business and income of the Group. During the Year, turnover from the corrugated medium paper business
was RMB739,283,000 (2013: RMB582,314,000), representing a year-on-year increase of RMB156,969,000 or 26.96%.

Capacity and capacity utilisation rate

The Group owns an industrial chain that vertically integrates the upstream waste paper recycling, the production of high-strength
corrugated medium paper, the production of corrugated cartons and honeycomb paper-based products and the downstream seamlessly
linked packaging services. In 2014, the Group's total designed annual capacity of corrugated cartons and honeycomb paper-based
products were 875,205,000 sg.m., 25,581,000 sg.m., respectively, the same capacity in 2013. The total designed annual capacity of
corrugated medium paper achieved 800,000 tons, respectively, representing an increase of 116.22% over that of 2013, this is due to the
Group acquired of two paper factories, Lian He and Lian Xing during the year.

Zhengye International Holdings Company Limited 07



MANAGEMENT DISCUSSION AND ANALYSIS

Paper-based packaging products

During the year ended 31 December 2014, the Group had a total of 15 production lines (including 10 corrugated cartons production lines
and 5 honeycomb paper-based products production lines), mainly located in eight cities including Zzhongshan, Zhuhai, Wuhan,
Shijiazhuang, Zzhengzhou and Hefei. The Group always values the improvement of production efficiency and the optimisation of
management work within plants. During the Year, the Group has upgraded and rebuilt part of production facilities, which has effectively
increased production volume and improved capacity utilisation rate, and accordingly has enhanced the overall operating efficiency and
cost advantages of the Group.

2014 2013
Capacity Capacity
Design Actual utilization Design Actual utilization
capacity Capacity rate capacity Capacity rate
‘000 sg.m. ‘000 sq.m. (%) ‘000 sg.m. ‘000 sg.m. (%)
Zhongshan
No. 1 corrugated cartons production line 38,880 29,361 75.52 38,880 27,748 71.37
No. 3 corrugated cartons production line 38,880 18,121 46.61 38,880 10,860 27.93
No. 4 corrugated cartons production line 38,880 29,980 77.11 38,880 27,766 71.41
No.7 honeycomb paper-based product production line 4,312 3,997 92.69 4,312 3,961 91.86
No. 8 honeycomb paper-based product production line 3,525 3,141 89.11 3,525 1,869 53.02
New No. 2 corrugated cartons production line 184,140 51,714 28.08 184,140 38,547 20.93
Zhuhai
No. 5 corrugated cartons production line 72,900 46,025 63.13 72,900 40,398 55.42
No. 6 corrugated cartons production line 45,360 13,844 30.52 45,360 12,160 26.81
Shijiazhuang
No. 9 corrugated cartons production line* 90,396 18,736 20.73 90,39 19,419 21.48
No. 10 honeycomb paper-hased product production line 6,696 4,721 70.50 6,696 2,609 38.96
Zhengzhou
No. 11 corrugated cartons production line 150,660 25,796 17.12 150,660 17,373 11.53
No. 12 honeycomb paper-hased product production line 4,352 4,148 95.31 4,352 4,146 95.28
Wuhan
No. 13 corrugated cartons production line 110,484 7,813 7.07 110,484 10,735 972
No. 14 honeycomb paper-based product production line 6,696 6,090 90.94 6,696 2,939 43.90
Hefei
No. 15 corrugated cartons production line* 104,625 13,928 13.31 104,625 6,491 6.20
TOTAL corrugated cartons 875,205 255,318 29.17 875,205 211,497 2417
honeycomb paper-based product 25,581 22,097 86.38 25,581 15,524 60.69
# No. 15 production line was put into production in 2013.
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MANAGEMENT DISCUSSION AND ANALYSIS

Corrugated medium paper

2014 2013
Planned Actual Effective Planned Actual Effective
operation operation rate operation operation rate
(hours) (hours) (%) (hours) (hours) (%)
Zhongshan Yong Fa

No. 1 paper machine 8,351 7,767 93.00 6,797 6,446 94.84
No. 2 paper machine 7,791 7,377 94.69 6,898 6,700 97.13
No. 3 paper machine 6,788 6,185 91.12 6,867 6,316 91.98
No. 5 paper machine 8,103 7,357 90.79 7,204 6,622 91.92

Lian He and Lian Xing*
No. 1 paper machine 5,165 4,692 90.85 N/A N/A N/A
No. 2 paper machine 2,096 1,868 89.14 N/A N/A N/A
No. 3 paper machine 6,507 6,168 94.79 N/A N/A N/A
* The operation of Lian He and Lian Xing counted beginning at 1 April 2014. Planned operation hours excluded the hours in technical improvement due to the

industrial restructuring.

The main production base of corrugated medium paper is located in Zhongshan. In 2014, we had 7 corrugated medium paper production
lines with a total designed annual production capacity of 800,000 tons, making the Group be one of the leading corrugated paper
producers in Guangdong region.

Prospects

As structural adjustments and reform have intensified in China, China’s macro-economy will perform along the track of new normality and
the prospect of the manufacturing industry will have uncertainties. It is expected that the demand of the paper manufacturing industry will
continue to slow down and the issue of excessive production capacity remains to be solved. Therefore, the Group will be still faced with
an intense competition in the industry in the coming year. However, as the implementation of the increasingly stringent environmental
protection policies and the “Twelfth Five-Year Plan” for the elimination of backward production capacity has been redoubled, an increasing
number of small- and medium-sized paper manufacturing enterprises will be forced out the market during the Year and the supply and
demand in the industry will be gradually improved. Meanwhile, the Group will take advantage of its own scale, solid customer base and
strategic configuration of production to better meet opportunities from the structural adjustments of the industry, so as to further garner
larger market share.

During the Year, the Group has directly integrated the original broad customer base of the new paper manufacturing plants through the
acquisition of Lian He and Lian Xing paper manufacturing plants, and has rapidly generated additional income. In order to maintain good
relationship with new and old customers in the future, sales personnel of the Group will strengthen communication with customers, the
electronic information platform jointly researched and developed with them will be employed, and new dynamics on the production of
customers as well as the information on customers’ desired types and varieties of products will be closely monitored, with an aim of
reinforcing the dependence of customers and maintaining the solid income base of the Group. More importantly, as Lian He and Lian Xing
paper manufacturing plants are in close proximity to major and some original customer base of the Group due to their geographical
locations in Zhongshan and Jiangmen, it will be helpful for the Group to significantly expedite the lead time of products and to cut
transportation cost. In addition, the Group will continue to better use rich experience of technicians to enhance the operational efficiency
at lowest cost and reduce energy consumption. Meanwhile, the Group will also endeavour to improve its production process, such as
pulping technique, and the product research and development capability of the special low-weight and high-strength corrugated medium
paper. Moreover, the Group will further improve its own operational efficiency and cost advantages while strengthening the
competitiveness of its core technology. As for the environmental protection and emission reduction, the Group will continue to keep track
of the latest environmental protection standards promulgated by the Government, timely keep abreast of such policies and regulations
issued by the Government, technologically upgrade the environmental protection facilities of the Group when necessary, such as
wastewater treatment and carbon emission facilities, and continue to maintain its persistent adherence to the environmental protection
and capability.

Zhengye International Holdings Company Limited 09



MANAGEMENT DISCUSSION AND ANALYSIS

In addition, the Group will conscientiously better its internal cost control and management optimisation in the coming year. After the
completion of investment in developing its business in the previous year, the Group will focus on controlling administrative expenses and
financing costs in the next year to maintain an ideal capital and finance structure. Furthermore, the Group will strictly monitor the control
over the costs of raw materials and production and strive to maintain the profitability of the Group in the intensely competitive
environment. The Group will also take efforts to streamline staffing structure, comprehensively regulate and understand staff's working
behaviour and the Group’s key operations using key performance index, and proactively recruit versatile talents, so as to improve the
overall performance of the Group and to promote the long-term development of the Group.

Faced with challenges in the industry, the Group will keep prudent to watch the development of the market and target at consolidate the
internal structure and capability of the Group by adhering to the tenet of “sophistication, elaboration”. With the configuration of production
in Zhongshan, Zhuhai, Wuhan, Shijiazhuang and Zhengzhou being increasingly established and the sales network being stably developed,
the customer base will continue to expand. As the production capacity of Lian He and Lian Xing paper manufacturing plants will be
comprehensively released in March 2015, the Group’s industry position in the Pearl River Delta will be further enhanced. To ensure a long-
term development in the future, the Group will capture the opportunity from the reshuffle of the industry, enlarge its market share,
increase its market penetration and maintain its competitiveness.

Cost of sales
The Group's cost of sales increased from RMB1,173,815,000 in 2013 to RMB1,422,291,000, representing a growth of 21.17%, which is
slightly higher than the growth of turnover in 2014.

Paper-based packaging products
The cost of sales of paper-based packaging products were RMB790,750,000 (2013: RMB693,707,000), representing an increase of 13.99%.

Corrugated medium paper
The cost of sales of corrugated medium paper were RMB631,541,000 (2013: RMB 480,108,000), representing a growth of 31.54%, this is
mainly due to the Group acquired two paper factories of Lian He and Lian Xing during the year.

Gross profit and gross profit margin

The gross profit recorded for the Year is RMB291,899,000, representing an increase of 7.34% as compared with RMB271,934,000 in Year
2013. The gross profit margin declined from 18.81% in Year 2013 to 17.03% during the Year. The decrease in gross profit margin is mainly
attributable to the paper-making industry was in the stage of upgrading the industrial restructuring, which the Group has a pressure in
selling price per unit for corrugated medium paper compared with last year. Also, two production lines from Lian He and Lian Xing paper
manufacturing factories underwent the double testing and adjusting under the technical improvement after completion on acquisition,
which unable to generate the profits until March 2015.

Paper-based packaging products
The gross profit from paper-based packaging products for 2014 was RMB184,157,000 (2013: RMB169,728,000), representing an increase of
8.50%. The overall gross profit margin for 2014 was 18.89% (2013: 19.66%), down by 0.77 percentage points.

Corrugated medium paper

The gross profit from corrugated medium paper for 2014 was RMB107,742,000 (2013: RMB 102,206,000), representing a growth of 5.42%.
The overall gross profit margin for 2014 was 14.57% (2013: 17.55%), down by 2.98 percentage points. this is mainly due to the Group
acquired two paper factories of Lian He and Lian Xing during the year. The paper-making industry was in the stage of upgrading the
industrial restructuring during the Year, which the Group has a pressure in selling price per unit for corrugated medium paper. Also, two
production lines from Lian He and Lian Xing paper manufacturing factories underwent the double testing and adjusting under the technical
improvement after completion on acquisition, which unable to generate the profits until March 2015.

Other income, other gains and losses

Other income, other gains and losses mainly included income from interest RMB4,800,000 (2013: RMB4,601,000), government subsidies
RMB21,519,000 (2013: RMB15,858,000) and net amount of exchange gain RMB30,588,000 (2013: RMB2,270,000).
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MANAGEMENT DISCUSSION AND ANALYSIS

Distribution and selling expenses

The distribution and selling expenses of the Group increased by approximately 12.82% from RMB60,207,000 for the Year 2013 to
RMB67,927,000 for the Year. The distribution and selling expenses during the Year mainly included during the Year are salaries of
salesmen, transportation costs and business advertisement and promotion. The increase of the expenses is due to a business expansion
of the Group.

Administrative and other expenses

The Group’s administrative and other expenses increased by approximately 11.71% from RMB101,776,000 for the Year 2013 to
RMB113,694,000 for the Year. The administrative and other expenses during the Year mainly included during the Year are salaries of
management, staff welfare, rent and depreciation. The increase of the expenses is due to a business expansion of the Group.

Finance costs

Finance costs of the Group increased by approximately 35.29% from RMB49,018,000 for the Year 2013 to RMB66,316,000 for the Year
primarily due to the need to obtain funds for the Group’s business expansion in paper-based packaging division and corrugated medium
paper division, causing an increase in short-term and long-term borrowings throughout the Year. In addition, the interests expenses and
bills discounted costs increased due to the constrained of funding in PRC during the Year. Furthermore, the Group has to bear the
interests paid to the loans from a non-controlling equity owner of subsidiaries after acquisitions of Lian He and Lian Xing in the Year.

Interest rates of bank borrowings were at variable rates ranging from 5.60% to 7.80% for the Year, compared with 1.95% to 7.50% for the
same period of last year. The weighted average interest rates under bank borrowings in fixed rate, bank borrowings in variable rate and
obligations under finance leases in fixed rate and other borrowings in variable rate during the Year were 5.56%, 6.18%, 6.12% and 11.51%
respectively (2013: 4.55%, 4.47%, 6.12% and 10.46% respectively).

The bank borrowings, other borrowings and obligations under finance leases amounted to RMB941,466,000 as at 31 December 2014,
compared with RMB907,625,000 as at 31 December 2013.

Research and development expenses

Research and development expenses of the Group increased by 15.66% from RMB37,433,000 in the Year 2013 to RMB43,296,000 during
the Year. The increase was mainly due to our goal to improve the competitiveness of the Group’s products and develop new products in
response to the demand from customers to conduct research on new technology and new process to enhance production efficiency and
product quality.

Income tax expense
During the Year, the Group's income tax expense was RMB11,277,000 (2013: RMB12,437,000), accounting for 18.87% of the total profit
(2013: 26.31%).

Profit and total comprehensive income

The Group’s profit and total comprehensive income for the Year was RMB48,489,000, the total comprehensive income for the Year
attributable to owners of the Company was RMB39,480,000, represented an increase of 13.36% compared with RMB34,828,000 for the
Year 2013.

Closure of register of members

For determining the entitlement to attend and vote at the AGM, the register of members of the Company will be closed from Tuesday, 26
May 2015 to Friday, 29 May 2015 (both days inclusive). During the period, no transfer of shares will be registered. In order to qualify to
attend and vote at the AGM, all transfer documents accompanies by the relevant share certificates must be lodged with the Company’s
branch share registrar and transfer office in Hong Kong, Tricor Investor Services Limited, at Level 22, Hopewell Centre, 183 Queen'’s Road
East, Wanchai, Hong Kong for registration not later than 4:30 p.m. on Friday, 22 May 2015.

Zhengye International Holdings Company Limited 11



MANAGEMENT DISCUSSION AND ANALYSIS

Liquidity, Financial Resources and Capital Structure
Cash flow
As at 31 December 2014, the Group had a net cash outflow of RMB86,109,000.

The net amount of the cash outflow arising from investing activities for the payment of purchasing properties, plant and equipment, the
acquisition of subsidiaries, net amount of purchasing the short-term investments product and the deposits paid for acquisition of property,
plant and equipment were RMB109,749,000, RMB 109,003,000, RMB5,000,000 and RMB16,422,000 respectively.

Inventories

The inventories increased 15.75% to approximately RMB147,385,000 as at 31 December 2014, compared to approximately
RMB127,333,000 as at 31 December 2013. During the Year, the inventory turnover day was improved to approximately 35 days (2013: 38
days) which was at a normal level.

Trade receivables

As at 31 December 2014, the trade receivables amounted to RMB508,385,000 (as at 31 December 2013: RMB414,055,000). We granted to
our paper-based packaging products customers credit period of 30 to 120 days and to our corrugated medium paper customers credit
period of 30 to 75 days. The turnover day for trade receivables was shortened to 98 days (2013: 100 days).

Bills receivables

As at 31 December 2014, the bills receivables amounted to RMB488,842,000 (31 December 2013: RMB467,981,000). The increases was
mainly attributable to the majority customers of the paper-based packaging products segment from Central China used the bills to settle
the payment.

Trade payables

As at 31 December 2014, the trade payables amounted to RMB521,501,000 (as at 31 December 2013: RMB463,471,000). The Group
managed to obtain a credit period of 30 to 120 days from the majority of its suppliers. The turnover day for trade payables was lengthened
to 126 days (2013: 115 days).

Borrowings
As at 31 December 2014, the Group's bank borrowings and other borrowings balance amounted to RMB932,657,000 (as at 31 December
2013: RMB898,707,000).

Gearing ratio

As at 31 December 2014, the gross gearing ratio was approximately 36.34% (as at 31 December 2013: 43.53%), which was calculated on
the basis of the total amount of bank borrowings and other borrowings as a percentage of the total assets. The net gearing ratio was
136.08%, which was calculated on the basis of the amount of bank borrowings and other borrowings less pledged bank deposits and cash
and bank balances as a percentage of the shareholders’ equity (as at 31 December 2013: 118.89%).

Pledge of assets
As at 31 December 2014, the Group pledged certain assets with carrying value of RMB901,697,000 as collateral for the Group’s borrowing
(as at 31 December 2013: RMB776,228,000).

Capital commitments

As at 31 December 2014, the Group’s capital commitments (including the engaged and authorized capital commitments) were
RMB70,199,000 (as at 31 December 2013: RMB282,089,000). All the capital commitments as at 31 December 2014 were related to
purchasing new properties, factories and facilities and the leasing of land while the capital commitments as at 31 December 2013 also
included the commitment to acquire the new subsidiaries.
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Contingent liabilities
The Group had no significant contingent liabilities or litigation or arbitration of material importance as at 31 December 2014.

Foreign currency exposure

The Group collects most of its revenue and incurs most of the expenditures in RMB. Although the Group undertakes certain transactions
denominated in foreign currencies, mainly the currencies of United States and Hong Kong, the exposures to exchange rate fluctuations is
minimal. The Group acquired Lian He and Lian Xing paper manufacturing factories during the Year. Before the acquisition, Lian He and Lian
Xing borrowed a ten years borrowings with amount of JPY3,500,000,000 from Rengo Company Limited* (L > ZI—#k=£#t), one of
shareholder of Lian He and Lian Xing. The Group also has to face the currency risk at the currency of Japan. The Group currently does not
have a foreign currency hedging policy. The Directors, however, will monitor foreign exchange rate closely and consider entering into
foreign currency hedging arrangement should the need arise.

Human Resource Management
The Group had 4,511 employees as at 31 December 2014 (as at 31 December 2013: 3,883 employees). The staff costs amounted to
RMB204,285,000 for the year ended 31 December 2014 (for the year ended 31 December 2013: RMB144,275,000).

Our remuneration is determined by reference to the employees’ experience, qualification and overall market situation, while the bonus is
related to the financial performance of the Group and the individual performance. The Group also undertakes to provide proper trainings
and sustainable professional development opportunities for the employees if needed.

The Company has also adopted a share option scheme (the “Share Option Scheme”) with a primary purpose of motivating our employees
and other eligible persons entitled under the Share Option Scheme to optimize their contributions to the Group and to reward them for
their contribution to the Group.

In 2012, options to subscribe for a total of 21,350,000 shares in the Company were granted to the Directors and the employees under the

Share Option Scheme. As at 31 December 2014, there are 6,240,000 valid subscription of the shares options to the Directors and the
employees.

* For identification purpose only
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Directors

Executive Directors

Mr. Hu Zheng (#A1E), aged 52, is the Chairman, executive Director and one of the founders within our Group. Furthermore, Mr. Hu Zheng is
the Chairman of the nomination committee and member of the remuneration committee. Mr. Hu Zheng is responsible for overseeing the
overall corporate management, operation and development planning and had over 20 years of experience in the paper-making and
packaging industries. Prior to founding our Group, Mr. Hu Zheng worked as a technician and as assistant engineer at a then state-owned
paper factory since 1983 then he was a director of a PRC paper and packaging products manufacturing factory, responsible for the
management of daily operation and strategic planning from 1990 to 2003. In October 1981, Mr. Hu Zheng graduated from Guangdong
Foshan Vocational College (B f#81L B Z K172 6t) (formerly known as Guangdong Foshan Region Agricultural Mechanical College (B
B MR 2 R LK) and completed a Master of Business Administration at the Macau University of Science and Technology (G2
PIREHE AR E) in August 2001. Mr. Hu Zheng is the brother of Mr. Hu Hancheng (an executive Director and a substantial shareholder of the
Company (the “Shareholder”) through his interests in Golden Century Assets Limited) and Mr. Hu Hanchao (an executive Director and a
substantial Shareholder through his interests in Leading Innovation Worldwide Corporation) and Mr. Hu Hanxiang (a non-executive
Director).

Mr. Hu Hancheng (88)%£%£), aged 55, has been appointed an executive Director since 4 March 2011. He is also the Vice-Chairman and the
Chief Executive Officer of the Company, responsible for the comprehensive operation management of the Group. He joined the Group in
2003 and has been the legal representative of Zheng Ye Packaging (Zhongshan) Company Limited, an indirectly wholly-owned subsidiary
of the Company, since December 2007. Mr. Hu Hancheng is also the president of the packaging business division of the Group in charge of
the management and operation of the packaging business division. Prior to joining the Group, Mr. Hu Hancheng was the general manager
of a PRC packaging products manufacturing factory from 1997 to 2003 responsible for the overall operational management of the
business. Mr. HuU Hancheng is currently the vice president of Zhongshan Association of Packaging Industry. In January 1995, Mr. Hu
Hancheng completed an economic management program at the Guangdong Polytechnic College (B3R & TI2RE S F1ITE2FT) formerly
known as Guangdong Province Adult Technology University (B34 Bk ABHE K Z). Mr. Hu Hancheng is brother of Mr. Hanchao and Mr. Hu
Zheng, executive Directors and Mr. Hu Hanxiang, non-executive Director.

Mr. Hu Hanchao (53:#£#8), aged 57, joined our Group in 2003 and he was appointed as a Director in September 2010 then was designated
as an executive Director in March 2011 and appointed as Vice Chairman in November 2012. Mr. Hu Hanchao is responsible for the daily
operations management of the Group and supervised the daily comprehensive operation management in paper division. He has been
involved in corporate management for more than 27 years. Prior to joining the Group, Mr. Hu Hanchao was the deputy general manager at
Zhongshan City Zhong Fa Equipment Rental Company Limited from 2000 to 2003 responsible for the overall operational management of
the business and before that he was the assistant manager of Xinhua Bookshop from 1985 to 1994. In August 1985, Mr. Hu Hanchao
graduated from Zhongshan Municipal Communist Party Cadre School (4 [ #E524%). Mr. Hu Hanchao is the brother of Mr. Hu Zheng (an
executive Director and a controlling Shareholder through his interests in Gorgeous Rich Development Limited), Mr. Hu Hancheng (an
executive Director and a substantial Shareholder through his interests in Golden Century Assets Limited) and Mr. Hu Hanxiang (a non-
executive Director).

Mr. Hong Guanghua (#: 3¢ 5), aged 51, joined our Group in 2003. Also, Mr. Hong is the executive vice president assisting with the operation
and management of corrugated medium paper sector of the Group. Mr. Hong has 29 years of experience in the management of paper
production, during which he has developed from technical and production supervision to system management of the entire papermaking
process. Mr. Hong has worked in the paper manufacturing division of Zhongshan Sugar Group as the assistant engineer (B3 T i26). Prior
to joining our Group, Mr. Hong was the production manager at Zhongshan City Zhong Fa Equipment Rental Company Limited from 2000 to
2003 responsible for the production management of the business. Mr. Hong graduated from South China University of Technology (2 32
T RE) in 1984 majoring in light industry mechanics and completed the Master of Business Administration from Asia International Open
University (Macau) in August 2004. He holds the title of light-industry mechanical engineer (£ T #4% T #26M) awarded by Zhongshan
Intermediate Engineering Technician Assessment Committee (7 1L T T2 i A B R B S -E 2 E E@) in April 1992.
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Mr. Zhang Xiaoming (5kE£RB), aged 52, joined our Group in 2003. At the same time, Mr. Zhang is the deputy vice president of packaging
business division of the Group responsible for the project and corporate management of the division. Mr. Zhang has been involved in the
papermaking and packaging industry for over 28 years with a strong edge in administration having spent years in a management capacity.
Prior to joining our Group, Mr. Zhang worked for Guangdong Zhongshan Paper Factory and was the deputy general manager of a PRC
packaging products manufacturing factory from 1995 to 2003 responsible for the overall sales management of the business. Mr. Zhang
graduated in July 1985 from Guangzhou College of Light Industry (& N& T % £4) administered by the Ministry of Light Industry, majoring
in pulp paper making.

Non-Executive Directors

Mr. Hu Hanxiang (&8)2%f), aged 60, joined our group in 2004 as a supervisor of Zhongshan Yong Fa Paper and he was appointed as a non-
executive Director in March 2011. Prior to joining the Group, Mr. Hu Hanxiang had worked for the Guangdong Provincial Light Industry
Bureau for 20 years and was the department chief of the Personnel Affairs and Education Department of Guangdong Provincial Light
Textile Industry Office from 1995 to 2000, responsible for human resources management. In July 1986, Mr. HU Hanxiang graduated from
Guangdong Province Economic Management Bureau College (B3R & &5 E B & 30E20%). Mr. Hu Hanxiang is the brother of Mr. Hu
Hancheng (an executive Director and a substantial Shareholder through his interests in Golden Century Assets Limited), Mr. Hu Hanchao
(an executive Director and a substantial Shareholder through his interests in Leading Innovation Worldwide Corporation) and Mr. Hu Zheng
(an executive Director and a controlling Shareholder through his interests in Gorgeous Rich Development Limited).

Independent Non-Executive Directors

Prof. Zhu Hongwei (4 Z=1&), aged 51, joined the Company on 4 March 2011 as an independent non-executive Director and is a member of
the audit committee, remuneration committee and nomination committee of the Company. He was an independent director of Guangdong
Hydropower Engineering Group Company Limited during the period from September 2003 to December 2009. Prof. Zhu was an associate
professor of Guangdong Polytechnic Normal University from February 2006 to December 2010 after which he has been appointed as a
professor. He has in-depth knowledge in corporate management, having received tertiary education and undertaken faculty and research
positions at various universities. Prof. Zhu graduated from Sichuan University (P9)11X£2) with a Bachelor of Science degree in July 1983
and holds a Master of Science degree awarded by Zhejiang University (47LK£2) formerly known as Hangzhou University (#7414 E2) in
June 1990 and a doctorate degree in corporate management awarded by Zhongnan University of Economics and Law (7R B3 B & BUA K £
in June 2000.

Mr. Wu Youjun (= 4&1&), aged 47, joined the Company in 4 March 2011 as an independent non-executive Director and is a member of the
audit committee, remuneration committee and nomination committee of the Company. Mr. Wu has been currently chairman of the
Guangdong Branch of Yinji Bank of Investment Guarantee Company Limited EREIERAFR 2 7)) since May 2008. Mr. Wu was the vice
supervisor of the Guangzhou Representative Office of Ng & Shum Solicitors & Notaries of Hong Kong and acts as its head of the China
Department from 1994 to 1998. Mr. Wu studied industrial enterprises management at the Southwestern University of Finance and
Economics (AR B 48 K2 and graduated in June 1989, and studied banking and currencies at the Jinan University (2 A £2%) and
graduated in January 1998, followed by a Master of Business Administration degree from the Macau University of Science and Technology
in October 2001.

Mr. Chung Kwok Mo John (&), aged 46, joined the Company in 4 March 2011 as an independent non-executive Director. Furthermore,
he is the Chairman of both audit committee and remuneration committee and also a member of nomination committee of the Company.
Mr. Chung has over 20 years of experience in auditing, financial management and corporate finance. Mr. Chung is an independent non-
executive Director of BYD Electronic (International) Company Limited (a company listed on the Stock Exchange and stock code: 285) from
June 2013. Before that, Mr. Chung was an auditor in an international accounting firm during 1992 to 1999. Since 2000, Mr. Chung had held
several senior management positions, including chief financial officer, executive director and independent non-executive director, in listed
companies in Hong Kong. Mr. Chung graduated from Macquarie University, Australia in 1992 with a Bachelor of Economics degree, then
became a member of Hong Kong Institute of Certified Public Accountants in 1996 and that of CPA Australia in 1995.
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Senior Management

Mr. Fu Zhongyang (#F/#5), aged 56, joined our Group in 2003. Mr. Fu is vice president of sales for the Group’s corrugated medium paper
sector and is in charge of the sales operation. Mr. Fu has over 22 years of experience in paper sales with expertise in paper-making and
economics. Mr. Fu was a technician at Zzhongshan Sugar Group from 1980 to 1986 and was involved in the marketing of paper products
since 1988. Prior to joining our Group, Mr. Fu was the sales manager at Zhongshan City Zzhong Fa Equipment Rental Company Limited from
2001 to 2003 responsible for the sales of paper products. Mr. Fu graduated from the Department of Management Engineering of South
China University of Technology ((£m 12 T K £2) in July 1988, majoring in industrial management. Mr. Fu was awarded the titles of assistant
engineer (B)IE T#2AM) in paper- making processes in December 1989 and assistant economist by Zhongshan Science and Technology
Committee (FP ILTIRIERIITZ B€) in July 1992 and economist by the Ministry of Personnel of the PRC in October 1996.

Mr. Du Zigan (ft#7F), aged 51, joined our Group in 2003. Mr. Du is the general manager of Zhongshan Rengo Hung Hing Paper
Manufacturing Company Limited and Zhongshan Ren Hing Paper Manufacturing Company Limited and is in charge of the operation and
management. Mr. Du has 29 years of experience in the enterprise management of production. Mr. Du commenced his career as
technician and electrician at thermoelectric power factory of Zhongshan City Zhongtang Group (77 L5 AR #E 5 B ZhE JiR) and was the
factory manager from 1996 to 2003. After joining our Group, Mr. Du was the factory manager of thermoelectric power factory of
Zhongshan Yong Fa Paper and the deputy general manager of the Company. Mr. Du graduated from Economic Management School of
Guangdong Provincial Party School (B3R & & 2R A B2 20t) in 2000, majoring in economic management.

Mr. Li Jun (Z18), aged 52, joined our Group in 2003. Mr. Li is the sales vice president of packaging business division of the Group to
responsible for the management of the marketing centre of the division. Mr. Li has been involved in paper-making process technologies
and sales management of packaging products since graduation. Prior to joining our Group, Mr. Li worked for Chenzhou Honggi Paper
Factory (MBMATFEIEARRR) from 1982 to 1993 and was responsible for the production technology and subsequently at Chenzhou Honggi
Number Two Paper Factory (#8125 — i 4K R) as assistant plant manager till 1996. Mr. Li was the head of the transportation department at
a PRC packaging products manufacturing factory from 1999 to 2003 responsible for the inventory and logistics management of the
business. Mr. Li graduated from Hunan Vocational College for Light Industry (#f& & T2 ERIEH) in July 1982, majoring in paper-
making processes, and obtained professional qualification as an engineer (T #26M) awarded by Human Resources Bureau of Hunan
Province (#iFa& AZEEE) in July 1992.

Mr. Yin Wenxin (33 fiX), aged 58, joined our Group in 2003. Mr. Yin is the chief engineer of the packaging business division. Before that,
Mr. Yin was an executive Director of the Company from September 2012 to December 2014. Also, Mr. Yin was the executive president of
our Group’s packaging business division responsible for the operations management. Mr. Yin has been involved in the production
management and research of recycled paper and packaging products for over 30 years. Prior to joining our Group, Mr. Yin worked for
Gannan Paper Factory (38Fa & 4% /H) as an engineer from 1976 to 1994. Thereafter, he was the vice president at a PRC packaging products
manufacturing factory from 1995 to 2003 responsible for the operations management. Mr. Yin graduated from Jiangxi Radio & TV University
(TPEREEIRAE) in August 1983 majoring in mechanic.

Mr. Huang Zhichang (£ &), aged 52, joined our Group in 2004. Mr. Huang is the chief engineer of Zhongshan Rengo Hung Hing Paper
Manufacturing Company Limited and Zhongshan Ren Hing Paper Manufacturing Company Limited and is in charge of management
operation in daily technical production. Mr. Huang has over 27 years of experience in the technology, production and management of
papermaking industry. He was a director of Paper-making Institute of Guangdong Province (R & E4LE22). Prior to joining our Group, he
served as the engineer and head of technology reform office in Guangdong Zhongshan Paper Factory from 1983 to 2004, and was
responsible for production management and technology reform. Mr. Huang graduated in 1983 from Guangzhou College of Light Industry
(& T 2 E87) administered by the Ministry of Light Industry, majoring in pulp paper making processes (undergraduate diploma).

Mr. Jiang Xianfan (T &3E), aged 44, joined our Group in 2009. Mr. Jiang is the general manager of Zhongshan Yong Fa Paper Industry
Company Limited and is in charge of operating management. Mr. Jiang has 19 years of experience in paper-making, having been posted to
China Light Industry Nanning Design Work Company Limited (F1 [B#¢ T 255 28 5% 5T T#2 B PR &) since graduation, during which he was
involved in the design of numerous large-scale projects. Mr. Jiang graduated from Nanjing Forestry University (F 2 # 2 KX 22) in June 1992,
majoring in pulp paper manufacturing and holds the title of senior engineer awarded by China Haicheng International Engineering
Investment Institute (7 B8 3 B Ti2#2 & 42Fx) in December 2003.
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Mr. Liu Fengming (2I@FS), aged 54, joined our Group in 2004. Mr. Liu is the deputy general manager of Zhongshan Yong Fa Paper Industry
Company Limited and is in charge of technical management. Before joining our Group, Mr. Liu worked on paper making mechanic design
and project management. Mr. Liu worked at Tianjin Paper Making Machinery Factory (K& 45 # % 8t) and was in charge of paper making
mechanical design and research from 1981 to 2004. Mr. Liu has over 30 years of experience in paper making technology and enterprises
management. Mr. Liu obtained the title of senior engineer awarded by Human Resources Bureau of Tianjin (K2 A ZEEE) in July 2000. Mr.

Liu graduated from Tianjin City Vocational College (24 ik 3£ 2Pt in 1987, majoring in mechanical engineering.

Mr. Chu Deliang (#7252), aged 49, joined our Group in 2003. Mr. Chu is the assistant to chairman responsible for capital department and
formulating our Group's investment strategies. Mr. Chu has over 26 years of experience in the accounting field. He was conferred the title
of accountant by Human Resources Bureau of Hubei Province (#1t#& A %EE2) in September 1992 and the title of PRC certified public
accountant in September 1999. He qualified as a certified public valuer approved jointly by the Ministry of Personnel and the Ministry of
Finance of the PRC in September 2000. Mr. Chu further qualified as a registered tax agent as approved by the State Administration of
Taxation of the PRC in June 2001.

Ms. Chen Wei (F&J&), aged 39, joined our Group in 2007. Ms. Chen is the Chief Financial Officer of the Group and responsible for financial
operations of the Group comprehensively. Ms. Chen has over 12 years of experience in financial management and tax services. She
served as financial supervisor in several papermaking enterprises and group companies during the period from 1995 to 2001 and was in
charge of accounting and financial management matters. Prior to joining our Group, Ms. Chen served as account manager and tax
consultant in Zhongshan large-scale tax agent from 2005 to 2007. Ms. Chen completed the accounting course of Jinan University (B rA
&) in December 2005 and obtained a undergraduate diploma. Thereafter, she was awarded the Master of Business Administration degree
from the University of Wales in April 2011, and obtained the title of senior accountant awarded by Human Resources Bureau of Guangdong
Province (3% AEEE) in December 2008. In September 2009, Ms. Chen obtained professional qualification as a senior international
finance manager awarded by International Financial Management Association. She is the member of International Financial Management
Association.

Company Secretary

Mr. Kersen Chan (BR$E ), aged 36, was appointed as the Company Secretary and the Authorized Representative of the Company in March
2015. Mr. Chan joined the Group as Finance Manager in December 2011. He has over 10 years of professional experience in accounting,
auditing and handling the corporate secretarial duties for listed companies in Hong Kong. He has worked for various international
accounting firms and listed companies in Hong Kong. Mr. Chan holds a bachelor’s degree in accounting. He is a member of CPA Australia.
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The directors of the Company (the “Directors”) are pleased to present the corporate governance report in the annual report of the
Company for the year ended 31 December 2014 (the “Year").

The Company has consistently adopted the Corporate Governance Code (the “Code”) promulgated by The Stock Exchange of Hong Kong
Limited (the “Stock Exchange”) as guidelines to reinforce our corporate governance principles. This report describes how the Company
has applied the principles during the year.

The Company has complied with the code provisions set out in the Code as stated in Appendix 14 of the Rules Governing the Listing of
Securities on the Stock Exchange (the “Listing Rules”) throughout the year ended 31 December 2014.

Board of Directors

The board of directors (the “Board”) of the Company has a balance of skill and experience and a balanced composition of Executive and
Non-executive Directors, the overall management of the Company’s business was vested in the Board. The Board has delegated the day-
to-day management of the Company’s business to the executive management team, and focuses its attention on matters affecting the
Company's overall strategic policies, finances and shareholders. As at 31 December 2014, the Board comprised seven members,
consisting of three Executive Directors namely, Mr. Hu Zheng (Chairman), Mr. Hu Hancheng (Vice-Chairman and Chief Executive Officer)
and Mr. Hu Hanchao (Vice-Chairman and Chief Operating Officer), one Non-Executive Director namely, Mr. Hu Hanxiang and three
Independent Non-executive Directors namely, Mr. Chung Kwok Mo John, Mr. Wu Youjun and Prof. Zhu Hongwei. Mr. Chen Weixin and Mr.
Yin Wenxin resigned as Executive Directors of the Company on 31 December 2014. Also, Mr. Hong Guanghua and Mr. Zhang Xiaoming
were appointed as Executive Directors of the Company with effect from 1 January 2015. The Directors are well-versed in respective areas
such as knowledge and technical know-how of paper-making and packaging industries, accounting and finance and business
management. The Board as a whole has achieved an appropriate balance of skills and experience. The profiles of all directors and the
relationship among members of the Board (including financial, business, family or other material or relevant relationships, if any) are set
out on pages 14 to 15.

The Company has received from each Independent Non-executive Director an annual confirmation of independence pursuant to the
independence guidelines set out in Rule 3.13 of the Listing Rules.

Four Board meetings were held during the financial year. All the Directors actively participated in each meeting in person, via telephone or
videoconferencing. They gave and received reports on the activities of the operating divisions and presented papers supporting decisions
which required the Board approval. The Board consents were given by-vote at the Board meetings.

The dates of the 2014 regular Board meetings were determined according to the requirement of the Bye-laws and any amendments to this
schedule were notified to all the Directors at least 14 days before the meeting. Suitable arrangements were in place to allow the Directors
to include items in the agenda for regular Board meetings.

If a Director had a conflict of interest in a transaction or proposal to be considered by the Board and which the Board has determined to

be material, the individual Director would declare his interest and was required to abstain from voting. The matter would then be
considered at a Board meeting attended by independent Directors who had no material interest in the transaction.
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Details of the attendance of Directors at these Board meetings and at the meetings of three Board committees (the Audit Committee, the
Remuneration Committee and the Nomination Committee) and the annual general meeting (the “AGM") are set out in the following table:

Meetings Attended/Meetings Held
Audit Remuneration Nomination
Name of directors Board Meeting Committee Committee Committee AGM

Executive Directors

Mr. Hu Zheng 4/4 N/A 2/2 2/2 gl
Mr. Hu Hancheng 4/4 N/A N/A N/A 0/1
Mr. Hu Hanchao 4/4 N/A N/A N/A 11
Mr. Chen Weixin

(resigned on 31 December 2014) 4/4 N/A N/A N/A 11
Mr. Yin Wenxin

(resigned on 31 December 2014) 2/4 N/A N/A N/A 0N

Non-Executive Director
Mr. Hu Hanxiang 4/4 N/A N/A N/A 11

Independent Non-Executive Director

Mr. Chung Kwok Mo John 4/4 2/2 2/2 2/2 11
Mr. Wu Youjun 4/4 2/2 2/2 2/2 A
Prof. Zhu Hongwei 4/4 2/2 2/2 2/2 A

Mr. Hu Hancheng and Mr. Yin Wenxin did not attend the 2014 AGM as they had other prior business engagement.

All Directors had access to the services of the company secretary who regularly updated the Board on governance and regulatory matters.
Any Director, wishing to do so in the furtherance of respective duties, might take independent professional advice (through the Chairman)
at the Company’s expense. The availability of professional advice extended to the Audit Committee, the Remuneration Committee and the
Nomination Committee.

Minutes of Board meetings and meetings of Board committees, together with any supporting documents, were available to all Directors.
Draft and final versions of the minutes were sent to all Directors for their comment and record respectively.

Board Diversity Policy
The Company has adopted a board diversity policy (the “Policy”) which sets out the approach to achieve and maintain diversity on the
Board in order to enhance the effectiveness of the Board.

Pursuant to the Policy, the Company seeks to achieve Board diversity through the consideration of a number of factors, including but not
limited to gender, age, cultural and education background, ethnicity, professional experience, industry experience, skills, knowledge and
length of service.

The Board recognised the benefits of diversity in the Board in enhancing the Board effectiveness and corporate governance. The
Nomination Committee will give consideration to a number of factors as set out in the Policy when identifying suitably qualified candidates
to become members of the Board, including but not limited to gender, age, cultural and educational background, ethnicity, professional
experience, industry experience, skills, knowledge and length of service. The Board is considered well balanced and of a diverse mix
appropriate for the business of the Company. The Company will also take into account its own business model and specific needs from
time to time to determine the optimum composition of the Board. The Company will review the Policy on a regular basis to ensure its
continued effectiveness.
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Board Committees

The Board has established three committees, namely the Audit Committee, the Remuneration Committee and the Nomination Committee,
throughout the year ended 31 December 2014. During the year, these committees adhered to their principles, procedures and
arrangements set out above. The respective committee secretary or designated person took full minutes of the meetings of these
committees and the work of these committees was reported to the Board regularly.

Chairman and Chief Executive Officer (“"CEQ")
Under the Code provision A.2.1, the roles of chairman and CEO should be separate and should not be performed by the same individual.
The division of responsibilities between the Chairman and CEO should be clearly established and set out in writing.

During the year, Mr. Hu Zheng was the Chairman and Mr. Hu Hancheng was the CEO of the Company for purpose of maintaining and a
more balanced basis for judgments and decisions. The Board viewed that, under the leadership of Mr. Hu Zheng as the Chairman of the
Company, taking up the role of providing leadership for the Board and ensures that the Board works effectively and discharges its
responsibility properly. It can also ensure that the Board acts in the best interests of the Company and the Group.

Mr. Hu Hancheng as the CEO of the Company, was delegated with the authority and responsibility to operate the Group’s business and
day-to-day operation, and implemented the Group's strategy with respect to the achievement of the business objectives with the
assistance of the Executive Directors and the senior management.

Responsibilities of and Delegation by the Board
The Board is responsible for the overall leadership of the Group, overseas the Group's strategic decisions and monitors business and
performance.

The management, consisting of executive Directors along with the senior executives, is delegated with responsibilities for implementing
the strategy and direction as adopted by the Board from time to time, and conducting the day-to-day operations of the Group. Executive
Directors and the senior executives meet regularly to review the performance of the businesses of the Group as a whole, co-ordinate
overall resources and make financial and operational decisions. The Board also gives clear directions as to their powers of management
including circumstances where management should report back, and will review the delegation arrangements on a periodic basis to
ensure that they remain appropriate to the needs of the Group.

All Directors shall ensure that they carry out duties in good faith, in compliance with applicable laws and regulations, and in the interests
of the Company and its Shareholders at all times.

Non-Executive Directors

Each of Independent Non-executive Directors and Non-executive Director was appointed with specific terms. Each of them had signed a
letter of appointment with the Company for a term of 1 year commencing from 4 March 2014 (the appointment term has amended
beginning of 1 January each your starting at the year 2015) and is subject to retirement by rotation and re-election at the annual general
meetings of the Company in accordance with the bye-laws of the Company (the “Bye-laws”).

Directors’ Securities Transactions

The Company has adopted the Model Code for Securities Transactions by Directors of Listed Issuers (the “Model Code”) contained in
Appendix 10 to the Listing Rules as its own code of conduct regarding directors’ securities transactions. Having made specific enquiries of
all Directors, the Company confirms that all Directors have complied with the required standards set out in the Model Code throughout the
year ended 31 December 2014.

Directors and Officers Liability Insurance

Liability insurance for Directors and senior management of the Company was arranged by the Company with appropriate coverage for
certain legal liabilities which may arise in the course of performing their duties.
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Corporate Governance Functions
The Board has adopted the terms of reference on corporate governance functions on 23 March 2012. The terms of reference of the Board
in respect of corporate governance function are summarized as follows:

(@  todevelop and review the Company’s policies and practices on corporate governance,

(b)  toreview and monitor the training and continuous professional development of Directors and senior management;

()  toreview and monitor the Company’s policies and practices to ensure compliance with legal and regulatory requirements;

(d)  todevelop, review and monitor the code of conduct and compliance manual (if any) applicable to employees and Directors; and

(e)  to review the Company's compliance with the code provisions set out in the Code and Corporate Governance Report contained in
Appendix 14 of the Listing Rules and its disclosure requirements in the Corporate Governance Report.

The work performed by the Board on corporate governance functions during the year ended 31 December 2014 included developing and
reviewing the Company’s policies on corporate governance and making relevant recommendations.

Continuous Professional Development

Under A.6.1 and A.6.5 of the Code in relation to Directors’ training. Except Mr. Chen Weixin and Mr. Yin Wenxin, all Directors (including the
designated Executive Directors) namely Mr. Hu Zheng, Mr. Hu Hancheng, Mr. Hu Hanchao, Mr. Hong Guanghua, Mr. Zhang Xiaoming, Mr.
Hu Hanxiang, Mr. Chung Kwok Mo John, Mr. Wu Youjun and Prof. Zhu Hongwei have completed continuous professional development
training by attending the in-house training of “Updates on Listing Rules Amendments” organized by a consultancy training company
engaged by the Company. The attended Directors have provided a training record to the Company.

Remuneration Committee
The Company has established a Remuneration Committee for the purposes of making recommendations to the Board on the Company’s
remuneration policy and structure for directors and senior management.

The Remuneration Committee presently comprises one Executive Director, namely Mr. Hu Zheng and three Independent Non-executive
Directors, namely Mr. Chung Kwok Mo John, Mr. Wu Youjun and Prof. Zhu Hongwei. The Committee is chaired by Mr. Chung Kwok Mo
John. The Remuneration Committee held one meeting during the year and details of attendance are shown in the table on page 19 of this
annual report. The work performed by the Remuneration Committee during the year ended 31 December 2014 included the following
matters:

o make recommendations to the Board of the remuneration of Executive and Non-executive Directors for the years ended 31
December 2014 and 2015. The Remuneration Committee has considered factors such as salaries paid by comparable companies,
time commitment and responsibilities of the directors, employment conditions elsewhere in the Group and desirability of
performance-based remuneration;

o review and approve remuneration and performance-based remuneration scheme of Executive Directors from time to time by
reference to corporate goals and objectives resolved by the Board from time to time; and

o ensure that no Director or any of respective associates is involved in deciding their respective remuneration.

The Remuneration Committee has adopted the model that it will review the proposals made by the management on the remuneration of
executive Directors and senior management, and make recommendations to the Board. The Board will have final authority to approve the
recommendations made by the Remuneration Committee.

The Company has adopted a share option scheme (the “Scheme”) whereby the Board may at its discretion grant options to such eligible
participants (as defined in the Scheme) to subscribe for shares in the Company. The principal terms of the Scheme are set out in Appendix
V to the prospectus of the Company dated 24 May 2011. The purpose of the Scheme is to enable the Company to grant options to selected
eligible participants as incentives or rewards for their contribution to the Group.
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Nomination Committee

According to the Bye-laws, the Directors shall have power from time to time and at any time to appoint any person as a director either to
fill a casual vacancy or as an addition to the Board. A director appointed by the Board is subject to re-election by shareholders at the next
following general meeting of the Company. The nomination of a director should be taken into consideration of the nominee’s skills and
experience appropriate for the requirements of the Company’s business.

The Company has established a Nomination Committee for the purpose of making recommendations to the Board on the appointment of
Directors.

The Nomination Committee presently comprises four Directors, including the Chairman, Mr. Hu Zheng, an Executive Director, and three
Independent Non-executive Directors, namely Mr. Chung Kwok Mo John, Mr. Wu Youjun and Prof. Zhu Hongwei. The Committee is chaired
by Mr. Hu Zheng.

The Board delegates the responsibility of appointing and re-electing Directors to the Nomination Committee and they are responsible for
considering the suitability of a candidate, and approving and terminating the appointment of a Director. Reviews of the plans for orderly
succession for appointment to the Board and its structure, size and composition are done on a regular basis by the Nomination
Committee. They are provided with sufficient resources to discharge its duties and external consultants may be engaged, if necessary, to
access a wider range of potential candidate(s).

In evaluating whether an appointee is suitable to act as a director of the company, the committee will review the professional knowledge,
industrial experience and personal skills of the appointee as well as personal ethics and integrity of the appointee.

According the Bye-laws, at each AGM of the Company, one-third of the Directors shall retire from office by rotation and every Director
shall be subject to retirement at least once every three years. Director(s) newly appointed by the Board shall hold office until the next
following general meeting of the Company and shall then be eligible for re-election at the meeting.

The Board considers that it is the responsibility of the existing Directors to give an induction on the information of the Group to the newly
appointed Director and present a manual on the duties and responsibilities as a director of a listed company to enable the newly
appointed Director to have a proper understanding of the business.

Three Executive Directors, namely, Mr. Hu Zheng, Mr. Hu Hancheng and Mr. Hu Hanchao had entered into a service contract with the
Company for a period of three years commencing from 4 March 2011, which is renewable automatically for successive terms of one year
upon expiry of the then current term of his appointment. The service contract had renewed on 18 December 2014 for a period of three
years commencing from 1 January 2015, unless terminated in accordance with the terms of the service contract. Two Executive Directors,
namely Mr. Chen Weixin and Mr. Yin Wenxin had entered into a service contract with the Company for a period of 2 years and 4 months
commencing from 1 September 2012. The Non-executive Director and each of the Independent Non-executive Directors had signed a
letter of appointment with the Company for an initial term of one year commencing from 4 March 2014 (the appointment term has
amended beginning of 1 January each your starting at the year 2015) and is renewable upon its expiration and may be terminated in
accordance with the terms of the letter of appointment. During the financial year ended 31 December 2014, there were two meetings held
by the Nomination Committee. Details of attendance are shown in the table on page 19.

The work of the Nomination Committee during the year ended 31 December 2014 included the following matters:
. to make recommendation to the Board on renew services contracts of all Directors;

o to make recommendation to the Board for the acceptance of resignation from Mr. Chen Weixin and Mr. Yin Wenxin as executive
Directors of the Company with effective from 31 December 2014;

o to make recommendation to the Board to appoint Mr. Hong Guanghua and Mr. Zhang Xiaoming as executive Directors of the
Company with effective from 1 January 2015; and

o to assess the independence of the Independent Non-executive Directors.
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Auditors’ Remuneration
For the year ended 31 December 2014, the fees charged by the Company’s auditors in respect of audit services amounted to
approximately RMB2,163,000.

Audit Committee
The Company has established an Audit Committee for the purposes of reviewing and providing supervision over the Company’s financial
reporting process and internal controls.

The Audit Committee presently comprises three Independent Non-executive Directors of the Company, namely Mr. Chung Kwok Mo John,
Mr. Wu Youjun and Prof. Zhu Hongwei and is chaired by Mr. Chung Kwok Mo John.

The Audit Committee held two meetings during the year and details of attendance are shown in the table on page 19. The work of the
Audit Committee during the year ended 31 December 2014 included of the following matters:

o provide recommendation to the Board on the reappointment of external auditors, and approve the audit fee and terms of
engagement of the external auditors;

° review and monitor external auditors’ independence and objectivity and the effectiveness of the audit process in accordance with
applicable standard, and discuss with external auditors before audit commences, the nature and scope of the audit and reporting
obligations;

° monitor integrity of financial statements, interim report and annual report, and review significant financial reporting judgments
contained in them,

o review financial controls, internal controls and risk management systems;

o discuss with management regarding the system of internal controls and ensure that management has discharged its duty to have
an effective internal control system including adequacy of resources, qualifications and experience of staff of accounting and
financial reporting function, and their training programmes and budget;

o ensure co-ordination between internal and external auditors, and to ensure that internal audit function is adequately resourced and
has appropriate standing within the Company, and to review and monitor the effectiveness of internal audit function,

. review financial and accounting policies and practices; and

° review external auditors’ management letter, any material queries raised by auditors to management in respect of accounting
records, financial accounts or systems of control and management’s response.

Directors’ and Auditors’ Responsibilities for Accounts
The Directors acknowledge the responsibilities for preparing the accounts of the Company. The external auditors’ statement about their
reporting responsibilities is set out on page 37.

Going Concern
The Directors, having made appropriate enquiries, consider that the Group has adequate resources to continue in operational existence
for the foreseeable future and that, for this reason, it is appropriate to adopt the going concern basis in preparing the financial statements.

Internal Controls
The Board has kept the Company’s system of internal controls under review to ensure its effectiveness and convened meetings regularly
to discuss financial, operational and risk management control.
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Company Secretary

Mr. Kersen Chan has been engaged by the Company as the company secretary since March 2015, his biographical details are set out in
the section headed “Profiles of Directors and Senior Management” in this annual report. Mr. Chan has complied with the requirement
under Rule 3.29 of the Listing Rules during the year.

Communication with Shareholders

The Company endeavors to maintain an on-going dialogue with its shareholders, and in particular through annual general meetings or
other general meetings to communicate with the shareholders and encourage their participation. The Chairman of the Board will make
himself available at the forthcoming annual general meeting to be held on Friday, 29 May 2015 to answer any questions from
shareholders.

The Group's official website http://www.zhengye-cn.com contains an ‘Investor Relations’ section which offers timely access to the
Company’s press releases, financial reports and announcements.

The Company will continue to maintain an open and effective investor communication policy and to update investors with relevant
information of the Group in a timely manner.

Shareholders’ Rights

Right to Convene Extraordinary General Meeting and Putting Forward Proposals at Shareholders’
Meetings

Pursuant to the Bye-laws 65 of the Bye-laws and section 74(1) of the Bermuda Companies Act, in addition to regular Board meetings, the
Directors of the Company, on the requisition of shareholders of the Company holding not less than one-tenth of the paid-up capital of the
Company, can convene a special general meeting to address specific issues of the Company within 21 days from the date of deposit of
written notice to the principal place of business of the Company in Hong Kong. The same requirement and procedure also applies to any
proposal to be tabled at shareholders’ meetings for adoption.

Right to Put Forward Enquiries to the Board
Shareholders’ enquiries can be directed to the principal place of business of the Company in Hong Kong. The address is set out in the
"CORPORATE INFORMATION" section of this annual report for the attention of the Company Secretary.

Constitutional Documents
There are no significant changes in the Company’s constitutional documents during the year.
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The Directors are pleased to present to the shareholders their report together with audited consolidated financial statements of the
Company and its subsidiaries (together the “Group”) for the year ended 31 December 2014.

Principal Activities

The Company is an investment holding company. The principal activities of the Group are manufacturing and sale of paper, paperboard
and paper-based packaging products. The principal activities of the subsidiaries are set out in note 40 to the consolidated financial
statements.

Results and Approportions
The results of the Group for the year ended 31 December 2014 and the state of the Company’s and the Group's affairs as at that date are
set out in the consolidated financial statements on pages 38 to 93 of this annual report.

The Directors do not recommend the payment of a final dividend and propose the profit for the year be retained.

Property, Plant and Equipment
Details of movements in the property, plant and equipment of the Group for the financial year under review are set out in note 16 to the
consolidated financial statements.

Share Capital

Details of movements in the share capital of the Company are set out in note 29 to the consolidated financial statements.

Distributable Reserves
Distributable reserves of the Company as at 31 December 2014, calculated in accordance with the provision of the Bermuda Companies
Act 1981, amounted to RMB32,393,000.

Five Year Financial Summary
A summary of the results and of the assets and liabilities of the Group for the latest five financial years is set out on page 94 of this annual
report.

Reserves
Details of movements in the reserves of the Company during the year are set out in the consolidated statement of changes in equity
respectively.

Purchase, Redemption or Sale of Listed Securities of the Company
Neither the Company nor any of its subsidiaries has purchased, sold or redeemed any of the Company's listed securities shares during the
year ended 31 December 2014.

Pre-Emptive Rights

There are no pre-emptive under the Company Bye-laws, or the laws in Bermuda which would oblige the Company to offer new shares on
a pro-rata basis to existing shareholders.
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Directors
The Directors of the Company during the year ended and up to the date of this report were:

Executive Directors

Mr. HU Zheng (Chairman)

Mr. HU Hancheng (Vice-Chairman and Chief Executive Officer)
Mr. HU Hanchao (Vice-Chairman and Chief Operating Officer)
Mr. HONG Guanghua (appointed on 1 January 2015)

Mr. ZHANG Xiaoming (appointed on 1 January 2015)

Mr. CHEN Weixin (resigned on 31 December 2014)

Mr. YIN Wenxin (resigned on 31 December 2014)

Non-Executive Director
Mr. HU Hanxiang

Independent Non-Executive Directors
Mr. CHUNG Kwok Mo John

Mr. WU Youjin

Prof. ZHU Hongwei

The Company confirms that it has received from each of its independent non-executive Directors an annual confirmation of their
independence pursuant to rule 3.13 of the Rules Governing the Listing of Securities (the “Listing Rules”) on The Stock Exchange of Hong
Kong Limited (the “Stock Exchange”), and it still considers that the independent non-executive Directors are independent.

In accordance with Bye-law 112 of the Bye-laws, Mr. Hong Guanghua and Mr. Zhang Xiaoming who were appointed as the executive
Directors by the Board on 1 January 2015 will hold office only until the forthcoming AGM and being eligible, have offered themselves for
re-election at the forthcoming AGM.

Pursuant to Bye-Law 108 of the Company’s Bye-Laws, one-third of the Directors shall retire from office by rotation at each annual general
meeting of the Company. Mr. Hu Hancheng, Mr. Hu Hanxiang and Prof. Zhu Hongwei shall retire from office by rotation at the forthcoming
AGM and, being eligible, offer themselves was for re-election as Directors at the AGM.

Directors and Senior Management
The biographical details of Directors and Senior Management are set and on page 14 to 17 of this annual report.

Directors’ Service Contracts
The executive Directors namely, Mr. Hu Zheng, Mr. Hu Hancheng and Mr. Hu Hanchao have renewed their service contracts with the
Company for a term of three years commencing from 1 January 2015. Both are subject to termination by either party giving not less than
three months’ written notice to the other.

The executive Directors namely, Mr. Hong Guanghua and Mr. Zhang Xiaoming, the non-executive Director, Mr. Hu Hanxiang and each of
the independent non-executive Directors namely, Mr. Chung Kwok Mo John, Mr. Wu Youjun and Prof. Zhu Hongwei have been appointed
for a term of one year commencing from 1 January 2015 and are subject to termination by either party giving not less than three months’
written notice to the other.

No Director proposed for re-election at the forthcoming AGM has a service contract which is not determinable by the Group within one
year without payment of compensation (other than statutory compensation).
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Emolument Policy

The emolument policies of the Directors and other employees are formulated based on individual experience, qualification and over
market situation and are reviewed regularly, while the bonus is related to the financial performance of the Group and the individual
performance. The Directors’ remunerations are subject to shareholders’ approval at general meetings.

The remuneration of the members of the senior management by band for the year ended 31 December 2014 was set out below:

Remuneration band (RMB) Number of individuals
0-500,000 29
500,001-1,000,000 6
1,000,001 or above 4

Details of the Directors’ emolument and emoluments of the five highest paid individuals in the Group are set at the notes 12 and 13 to
consolidated financial statements.

Director’s Interest in Contracts of Significance

Save as disclosed in the section headed “Continuing Connected Transactions” in this report and note 39 to the consolidated financial
statements, no Director had a material interest, either directly or indirectly, in any contract of significance to the business of the Group to
which the Company, its holding companies, or any of its subsidiaries or fellow subsidiaries was a party during the year under review.

Directors’ Rights to Acquire Shares or Debentures

Save as disclosed under the sections headed “Directors’ and Chief Executive’s Interests in the Securities of the Company or its Associated
Corporations”, and “Share Option Scheme”, at no time during the year were rights to acquire benefits by means of the acquisition of
shares or debentures of the Company granted to any Director or their respective spouses or minor children, or were any such rights
exercised by them; or was the Company, its holding companies, or any of its subsidiaries or fellow subsidiaries a party to any arrangement
to enable the Directors to acquire such rights in any other body corporate.
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Directors’ and Chief Executives’ Interests in the Securities of the Company or its Associated
Corporations

As at 31 December 2014, the interests and short positions of the directors and chief executive(s) of the Company in the shares, underlying
shares and debentures of the Company or any of its associated corporations (within the meaning of Part XV of the Securities and Futures
Ordinance the (“SFQ")) as recorded in the register to be kept by the Company pursuant to section 352 of the SFO or as otherwise as
required to be notified to the Company and the Stock Exchange pursuant to the Model Code for Securities Transactions by Directors of
Listed Issuers contained in the Listing Rules were as follows:

Approximate
Name of Group member/ Capacity/ Number and class of percentage of
Name of Directors associated corporation Nature of interest securities (Note 1) shareholding
Mr. Hu Zheng The Company Interest of controlled 191,250,000 ordinary shares 38.25%
corporation (Note 2) of HK$0.10 each
Gorgeous Rich Development Limited Beneficial owner 1 ordinary share of US$1.00 100%
("Gorgeous Rich")
Mr. Hu Hancheng The Company Interest of controlled 93,750,000 ordinary shares 18.75%
corporation (Note 3) of HK$0.10 each
Golden Century Assets Limited Beneficial owner 1 ordinary share of US$1.00 100%
("Golden Century”)
Mr. Hu Hanchao The Company Interest of controlled 75,000,000 ordinary shares 15%
corporation (Note 4) of HK$0.10 each
Leading Innovation Worldwide Beneficial owner 1 ordinary share of US$1.00 100%
Corporation (“Leading Innovation”)
Mr. Hu Hanxiang The Company Interest of controlled 15,000,000 ordinary shares 3%
corporation (Note 5) of HK$0.10 each
Fortune View Services Limited Beneficial owner 1 ordinary share of US$1.00 100%
("Fortune View")
Notes:
1. All the interests stated above represent long positions. The percentage shown was the number of shares the relevant directors or chief executive was interested
in expressed as a percentage of the number of issued shares as at 31 December 2014.
2. These shares were held by Gorgeous Rich, which was wholly owned by Mr. Hu Zheng. By virtue of the SFO, Mr. Hu Zheng was deemed to be interested in the
shares held by Gorgeous Rich.
3. These shares were held by Golden Century, which was wholly owned by Mr. Hu Hancheng. By virtue of the SFO, Mr. Hu Hancheng was deemed to be interested
in the shares held by Golden Century.
4. These shares were held by Leading Innovation, which was wholly owned by Mr. Hu Hanchao. By virtue of the SFO, Mr. Hu Hanchao was deemed to be interested
in the shares held by Leading Innovation.
5. These shares were held by Fortune View, which was wholly owned by Mr. Hu Hanxiang. By virtue of the SFO, Mr. Hu Hanxiang was deemed to be interested in

the shares held by Fortune View.

Share Options to subscribe for the ordinary shares of HK$0.10 each in the Company were granted to, among others, certain Directors
pursuant to the Share Option Scheme adopted by the Company on 3 June 2011. Information in relation to these Share Options was shown
in the following section under the heading “Share Option Scheme”.

Save as disclosed above and in the paragraph headed “Share Option Scheme” below, no other interest or short position in the shares,

underlying shares or debentures of the Company or any of its associated corporations were recorded in the register required to be kept
by the Company under section 352 of the SFO.
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Substantial Shareholders’ Interests in the Securities of the Company

As at 31 December 2014, so far as are known to any Director or chief executive of the Company, the persons (other than the Directors and
the chief executive(s) of the Company) were recorded in the register kept by the Company under section 336 of the SFO, or as otherwise
notified to the Company, as leasing directly or indirectly interested or deemed to the interested in 5% or more of the issued share capital
of the Company.

Number and class of shares Approximate
Capacity/ held in the Company shareholding
Name of Shareholder Nature of interest percentage (Note 1) percentage
Gorgeous Rich (Note 2) Beneficial owner 191,250,000 ordinary shares of HK$0.10 each 38.25%
Ms. Li Lifen (Note 2) Interest of spouse 191,250,000 ordinary shares of HK$0.10 each 38.25%
Golden Century (Note 3) Beneficial owner 93,750,000 ordinary shares of HK$0.10 each 18.75%
Ms. Li Siyuan (Note 3) Interest of spouse 93,750,000 ordinary shares of HK$0.10 each 18.75%
Leading Innovation (Note 4) Beneficial owner 75,000,000 ordinary shares of HK$0.10 each 15.00%
Ms. He Lijuan (Note 4) Interest of spouse 75,000,000 ordinary shares of HK$0.10 each 15.00%
Notes:
1. All the interests stated above represent long positions. The percentage shown was the number of shares in the Company that the relevant shareholder(s) was/

were interested in expressed as a percentage of the number of issued shares in the Company as at 31 December 2014.

2. Gorgeous Rich is wholly-owned by Mr. Hu Zheng. By virtue of the SFO, Mr. Hu Zheng was deemed to be interested in the shares held by Gorgeous Rich. Ms. Li
Lifen is the spouse of Mr. Hu Zheng. Under the SFO, Ms. Li Lifen was taken to be interested in the same number of shares in which Mr. Hu Zheng was interested.

3. Golden Century is wholly-owned by Mr. Hu Hancheng. By virtue of the SFO, Mr. Hu Hancheng was deemed to be interested in the shares held by Golden
Century. Ms. Li Si Yuan is the spouse of Mr. Hu Hancheng. Under the SFO, Ms. Li Siyuan was taken to be interested in the same number of shares in which Mr.
Hu Hancheng was interested.

4. Leading Innovation is wholly-owned by Mr. Hu Hanchao. By virtue of the SFO, Mr. Hu Hanchao was deemed to be interested in the shares held by Leading

Innovation. Ms. He Lijuan is the spouse of Mr. Hu Hanchao. Under the SFO, Ms. He Lijuan was taken to be interested in the same number of shares in which Mr.
Hu Hanchao was interested.

Save as disclosed above, no other interest or short position in the shares or underlying shares in the Company were recorded in the
Register.
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Share Option Scheme

The Company operates a share option scheme (the “Share Option Scheme”), which was adopted on 3 June 2011 (the “Adoption Date”).
Unless otherwise cancelled or amended, the Share Option Scheme will remain in force for 10 years from the Adoption Date. The major
terms of the Share Option Scheme are summarized as follows:

The purpose of the Share Option Scheme is to provide incentives or rewards to selected eligible participants for their contribution to the
Group. Under the Share Option Scheme, the Directors of the Company may grant options to any Directors, employees, suppliers,
customers, service providers, shareholder, advisors of any member of the Group or any entity in which any member of the Group holds an
equity interest and any other person whom the Directors consider, in its discretion, have contributed to the Group.

The total number of share which may be issued upon exercise of all options to be granted under the Share Option Scheme shall not in
aggregate exceed 10% of the share in issue as at the date of listing, unless shareholders’ approval has been obtained, and in any event
must not in aggregate exceed 30% of the share of the Company in issue from time to time. The total number of share issued and to be
issued upon the exercise of the options granted to or to be granted to each participant under the Share Option Scheme in any 12-month
period shall not exceed 1% of the share of the Company in issue.

The exercise price for the shares under the Share Option Scheme shall be such price as the Board may in its absolute discretion determine
at the time of grant of the option but the subscription price shall not be less than the highest of the closing price of the Company’s shares
as stated in the Stock Exchange’s daily quotation sheets on the date of the Board approving the grant of an option, which must be a
business day (“Offer Date”), the average closing price of the Company’s shares as stated in the Stock Exchange's daily quotation sheets
for the five business days immediately preceding the Offer Date; and the nominal value of the Company’s shares. A nominal consideration
of HK$1 is payable on acceptance of the grant of an option.

An option may be exercised in accordance with the terms of the Share Option Scheme at any time during a period to be determined and
notified by the Directors to each grantee, which period may commence from the date of the offer for the grant of options is made, but
shall end in any event not later than 10 years from the date of grant of the option subject to the provisions for early termination thereof.
Unless otherwise determined by the Directors and stated in the offer for the grant of options to a grantee, there is no minimum period
required under the Share Option Scheme for the holding of an option before it can be exercised.
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Movement of the options granted under the Share Option Scheme during the year ended 31 December 2014 is as follows:

Number of share options
Cancelled/  Outstanding
Exercise As at Granted Exercised lapsed asat
price 1 January during during during 31 December
Details of grantees Date of grant pershare  Exercisable Period 2014 the year the year the year 2014
(HK9)
Hu zheng (Director) 20 January 2012 082 1uly2013t0 30 June 2014 170,000 - - 170,000 -
082 1luly2014t0 30 June 2015 170,000 - - - 170,000
Hu Hancheng (Director) 20 January 2012 082 1July2013t0 30 June 2014 170,000 - - 170,000 -
082 1uly2014t0 30 June 2015 170,000 - - - 170,000
Hu Hanchao (Director) 20 January 2012 082 1luly2013t0 30 June 2014 170,000 - - 170,000 -
082 1luly2014t0 30 June 2015 170,000 - - - 170,000
Hong Guanghua (Director) 20 January 2012 082 1July 20130 30 June 2014 550,000 - - 550,000 -
082 1luly2014t0 30 June 2015 550,000 - - - 550,000
Zhang Xiaoming (Director) 20 January 2012 082 1July 20130 30 June 2014 830,000 - - 830,000 -
082 1uly 201410 30 June 2015 840,000 - - - 840,000
Hu Hanxiang (Director) 20 January 2012 082 1July 20131030 June 2014 130,000 - - 130,000 -
082 1uly 201410 30 June 2015 140,000 - - - 140,000
Chung Kwok Mo John 20 January 2012 082 1luly20131030 June 2014 100,000 - - 100,000 -
(Director)
082 1uly 201410 30 June 2015 100,000 - - - 100,000
Wu Youjun (Director) 20 January 2012 082 1July 20131030 June 2014 50,000 - - 50,000 -
082 1uly 201410 30 June 2015 50,000 - - - 50,000
Zhu Hongwei (Director) 20 January 2012 082 1July 20131030 June 2014 50,000 - - 50,000 -
082 1uly 201410 30 June 2015 50,000 - - - 50,000
Yin Wenxin (Former Director) 20 January 2012 082 1luly2013t0 30 June 2014 830,000 - - 830,000 -
082 1luly 201410 30 June 2015 840,000 - - - 840,000
Chen Weixin (Former Director) 20 January 2012 082 1July 2013 t0 30 June 2014 830,000 - - 830,000 -
082 1luly 201410 30 June 2015 840,000 - - 840,000 -
Employees 20 January 2012 082 1luly2013t0 30 June 2014 3,130,000 - - 3,130,000 -
082 1luly 201410 30 June 2015 3,160,000 - - - 3,160,000

Details of the valuation of the options granted under the Share Option Scheme during the year are set out in note 37 to the consolidated
financial statements.
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Connected Transactions

Certain related party transactions as disclosed in note 39 to the consolidated financial statements also constituted connected transactions
under the Listing Rules, and are required to be disclosed in accordance with Chapter 14A of the Listing Rules. The following transactions
between certain connected parties (as defined in the Listing Rules) and the Company have been entered into and/or are ongoing for which
relevant disclosure had been made by the Company in the announcement dated 27 September 2013.

One-off Connected Transactions
Zhongshan Yong Fa Paper Industry Company Limited (“Zhongshan Yong Fa”), a wholly-owned subsidiary of the Company and Zhongshan
City Zheng Ye Leasing Company Limited (“Zheng Ye Leasing”), a limited company established in the PRC and owned as to 51%, 25%, 20%
and 4% by Mr. Hu Zheng, Mr. Hu Hancheng, Mr. Hu Hanchao and Mr. Hu Hanxiang, respectively, provided a financial guarantees to
Zhongshan Yong Fa to secure the banking facilities with an aggregate amount of RMB149,060,000. Zhongshan Yong Fa paid RMB450,000
to Zheng Ye Leasing as the guarantee fee.

Continuing Connected Transactions
The following transactions fall under the de minimis provision set forth in Rule 14A.33 of the Listing Rules and is therefore exempt from
reporting, announcement and independent shareholders’ approval.

Exempt Continuing Connected Transactions

Leasing of Cars and Trucks

Zhongshan Yong Fa and Zhongshan City Zhong Fa Equipment Rental Company Limited (“Zhong Fa Equipment”), a connected person of the
Company by virtue of Rule 14A.11 of the Listing Rules, entered into the cars and trucks rental agreement dated 31 December 2013 made
between Zhong Fa Equipment as lessor and Zhongshan Yong Fa is lessee for a term of one year commencing from 1 January 2014 to 31
December 2014 at the monthly rates of RMB1,100 per car and RMB1,600 per truck payable monthly. The cars and trucks rental agreement
can be terminated by mutual agreement between the parties by Yong Fa giving not less than 30 days’ written notice to Zhong Fa
Equipment to that effect.

During the year, the rental fee of cars and trucks from Zhong Fa Equipment amounted to RMB206,400 (2013: RMB198,000).

Non-Exempt Continuing Connected Transactions

The following transaction between member of our Group constitute non-exempt continuing connected transaction of our Company under
Rule 14A.33 of the Listing Rules by reason of any of the applicable percentage ratios (other than the profits ratio) being greater than 5% on
an annual basis or the annual consideration being greater than HK$1,000,000.

Leasing of Premises

Zheng Ye Packaging (Zzhongshan) Company Limited (“Zheng Ye Packaging (Zzhongshan)”), a wholly-owned subsidiary of the Company and
Zheng Ye Leasing entered into three tenancy agreements made between Zheng Ye Leasing as landlord and Zheng Ye Packaging
(Zhongshan) as tenant in respect of the letting of the premises as summarized below:

o Date and subject matter of each tenancy agreement:

— Tenancy agreement dated 27 September 2013 (the “First Tenancy Agreement”) and renewed on 18 December 2014 (the
“Renewed Tenancy Agreement N0.1") in relation to the letting of premises located at Dongcheng Road, Dongshen Town,
Zhongshan City, Guangdong Province, the PRC for use as our production site with a total gross floor area of approximately
36,475 sq.m..

— Tenancy agreement dated 27 September 2013 (the “Second Tenancy Agreement”) and renewed on 18 December 2014 (the
“Renewed Tenancy Agreement No.2") in relation to the letting of premises located at No. 126 Dongcheng Road, Dongshen
Town, Zhongshan City, Guangdong Province, the PRC for use as our production site with a total gross floor area of
approximately 7,844 sg.m..

— Tenancy agreement dated 27 September 2013 (the “Third Tenancy Agreement”) and renewed on 18 December 2014 (the
"Renewed Tenancy Agreement N0.3") in relation to the letting of premises located at Nos. 119 and 126 Dongcheng Road,
Dongshen Town, Zhongshan City, Guangdong Province, the PRC for use as our workshop and canteen respective site with
total gross floor areas of approximately 2,622 sg.m. and 304 sg.m. respectively.
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o Period:

—  The First Tenancy Agreement: for a term of one year from 1 January 2014 to 31 December 2014, the agreement renewed on
18 December 2014 for a term of two years from 1 January 2015 to 31 December 2016 with an option on the part of Zheng Ye
Packaging (zhongshan) to renew for a further term of one year by serving not less than 30 days’ written notice on Zheng Ye
Leasing at the then market rent.

—  The Second Tenancy Agreement: for a term of one year and three months from 1 October 2013 to 31 December 2014, the
agreement renewed on 18 December 2014 for a term of two years from 1 January 2015 to 31 December 2016 with an option
on the part of Zheng Ye Packaging (Zhongshan) to renew for a further term of one year by serving not less than 30 days’
written notice on Zheng Ye Leasing at the then market rent.

—  The Third Tenancy Agreement: for a term of one year and three months from 1 October 2013 to 31 December 2014, the
agreement renewed on 18 December 2014 for a term of two years from 1 January 2015 to 31 December 2016 with an option
on the part of Zheng Ye Packaging (Zhongshan) to renew for a further term of one year by serving not less than 30 days’
written notice on Zheng Ye Leasing at the then market rent.

o Monthly rental payable:

—  The First Tenancy Agreement and the Renewed Tenancy Agreement No.1 are in amount of RMB293,621.

—  The Second Tenancy Agreement and the Renewed Tenancy Agreement No.2 are in amount of RMB63,143.

—  The Third Tenancy Agreement and the Renewed Tenancy Agreement No.3 are in amount of RMB12,582.

—  The monthly rent payable for the renewal term under each of the Tenancy Agreements will be the then market rent provided
that any upward adjustment to the monthly rent will be subject to a cap of not more than 10% of the monthly rent payable
immediately prior to the expiration of the original term.

o Rental deposit paid:

—  The First Tenancy Agreement in amount of RMB300,000.

—  The Second Tenancy Agreement in amount of RMB100,000.

—  The Third Tenancy Agreement in amount of RMB50,000.

—  Rental deposit of the Renewed Tenancy Agreement No.1, the Renewed Tenancy Agreement No.2 and the Renewed Tenancy

Agreement No.3 are paid on the First Tenancy Agreement, the Second Tenancy Agreement and the Third Tenancy Agreement
respectively.
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During the year, the rental fee of the premises from Zheng Ye Leasing amounted to RMB4,432,152 (2013: RMB4,344,000).

The independent non-executive Directors have reviewed the above continuing connected transactions of the Company and have
confirmed that these transactions have been entered into:

(i) in the ordinary and usual course of business of the Group;
(i) ~ onnormal commercial terms; and

(i) in accordance with the relevant agreements governing the transactions on terms that are fair and reasonable and in the interests of
the shareholders of the Company as a whole.

The auditors of the Company have reported to the Directors that during the financial year:
() the above continuing connected transactions have been approved by the board of Directors;

(i) the above continuing connected transactions have been entered into in accordance with the terms of the agreements governing
such transactions; and

(i) the respective cap amounts set out in the relevant agreements referred to above have not been exceeded.

Corporate Governance
Details of the Company’s corporate governance practices are set at in the Corporate Governance Report of the annual report.

Mode Code for Securities Transactions by Directors
The Company has adopted the Model Code as set out in Appendix 10 of the Listing Rules. All the Directors of the Company have confirmed
that they have complied with the required standards set out in the Model Code during the year ended 31 December 2014.

Major Customers and Suppliers

In the year under review, 35.66% of the Group’s revenue was attributable to the Group's five largest customers and sales to the Group’s
largest customer accounted for 22.68% of the Group’s revenue for the year. 29.22% of the Group's total purchases was attributable to the
Group's five largest supplier and purchases from the Group's largest supplier accounted for 7.03% of the Group is total purchases.

None of the Directors, their associates or shareholders, who to the knowledge of the Directors own more than 5% of the Company's share
capital, had an interest in these major customers or suppliers.
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Use of Net Proceeds from the Company'’s Initial Public Offering

The Company was listed on the Main Board of the Stock Exchange on 3 June 2011 by way of global offering as disclosed in the prospectus
of the Company dated 24 May 2011 with net proceeds of approximately HK$134,400,000 (the “Net Proceeds”) raised therefrom.

As at 31 December 2014, the Net Proceeds had been utilized in the following manner:

Use and
allocate of the
Net Proceeds as

Amount of the
Net Proceeds
utilized up to

the year ended

Amount of the
Net Proceeds

original planned 31 December 2014 remains
HK$'000 HK$'000 HK$'000
Setting up the manufacturing factory in new product
base in Hefei of the Anhui Province, the PRC 33,700 29,766 3,934
Setting up the manufacturing factory in new product
base in Zzhengzhou of the Henan Province, the PRC 26,800 26,800 -
Setting up the manufacturing factory in new product
base in Wuhan of the Hubei Province, the PRC 13,500 13,500 -
Setting up the manufacturing factory in new product
base in Shijiazhuang of the Hebei Province, the PRC 13,500 13,500 -
Upgrading our productive facility 24,200 24,200 -
Research and development 6,700 6,700 -
Upgrading our ERP system 2,700 2,355 345
General working capital 13,300 13,300 -
134,400 130,121 4,279

Directors’ Interests in Competing Business

During the year, no Directors of the Company or their respective associates (as defined in the Listing Rules) were considered to have an
interest in a business which competes or is likely to compete, either directly or indirectly, with the business of the Group, other than those
businesses of which the Directors were authorised to represent the interests of the Company and/or the Group.
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Sufficiency of Public Float

Based on information that is publicly available to the Company and within the knowledge of the Directors, the Company has maintained a
sufficient public float during the year and up to the date of this report under the Listing Rules.

Auditor

The consolidated financial statements have been audited by Deloitte Touche Tohmatsu who retire and, being eligible, offer themselves for
re-appointment at the AGM.

By order of the Board

Hu Zheng
Chairman

Hong Kong, 20 March 2015
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INDEPENDENT AUDITOR’S REPORT

Deloitte.
=2

TO THE SHAREHOLDERS OF

ZHENGYE INTERNATIONAL HOLDINGS COMPANY LIMITED
IE BB ERBIRA R

(incorporated in Bermuda with limited liability)

We have audited the consolidated financial statements of Zhengye International Holdings Company Limited (the “Company”) and its
subsidiaries (collectively referred to as the “Group”) set out on pages 38 to 93, which comprise the consolidated statement of financial
position as at 31 December 2014, and the consolidated statement of profit or l0oss and other comprehensive income, consolidated
statement of changes in equity and consolidated statement of cash flows for the year then ended, and a summary of significant
accounting policies and other explanatory information.

Directors’ Responsibility for the Consolidated Financial Statements

The directors of the Company are responsible for the preparation of consolidated financial statements that give a true and fair view in
accordance with Hong Kong Financial Reporting Standards issued by the Hong Kong Institute of Certified Public Accountants and the
disclosure requirements of the Hong Kong Companies Ordinance, and for such internal control as the directors determine is necessary to
enable the preparation of the consolidated financial statements that are free from material misstatement, whether due to fraud or error.

Auditor’'s Responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our audit and to report our opinion solely
to you, as a body, in accordance with Section 90 of the Bermuda Companies Act, and for no other purpose. We do not assume
responsibility towards or accept liability to any other person for the contents of this report. We conducted our audit in accordance with
Hong Kong Standards on Auditing issued by the Hong Kong Institute of Certified Public Accountants. Those standards require that we
comply with ethical requirements and plan and perform the audit to obtain reasonable assurance about whether the consolidated financial
statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the consolidated financial
statements. The procedures selected depend on the auditor’s judgement, including the assessment of the risks of material misstatement
of the consolidated financial statements, whether due to fraud or error. In making those risk assessments, the auditor considers internal
control relevant to the entity’s preparation of consolidated financial statements that give a true and fair view in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s
internal control. An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of accounting
estimates made by the directors, as well as evaluating the overall presentation of the consolidated financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.
Opinion
In our opinion, the consolidated financial statements give a true and fair view of the state of affairs of the Group as at 31 December 2014,

and of the Group's profit and cash flows for the year then ended in accordance with Hong Kong Financial Reporting Standards and have
been properly prepared in accordance with the disclosure requirements of the Hong Kong Companies Ordinance.

Deloitte Touche Tohmatsu
Certified Public Accountants

Hong Kong
20 March 2015
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CONSOLIDATED STATEMENT OF PROFIT OR LOSS AND
OTHER COMPREHENSIVE INCOME

For the year ended 31 December 2014

2014 2013
NOTES RMB'000 RMB'000
Revenue 5 1,714,190 1,445,749
Cost of sales (1,422,291) (1,173,815)
Gross profit 291,899 271,934
Other income 7 28,754 22,833
Other gains and losses 8 30,346 932
Distribution and selling expenses (67,927) (60,207)
Administrative expenses (112,376) (100,404)
Finance costs 9 (66,316) (49,018)
Other expenses (1,318) (1,372
Research and development costs (43,296) (37,433)
Profit before tax 11 59,766 47,265
Income tax expense 10 (11,277) (12,437)
Profit and total comprehensive income for the year 48,489 34,828

Total comprehensive income for the year attributable to:
Owners of the company 39,480 34,828
Non-controlling interests 9,009 -
48,489 34,828

Earnings per share

Basic (RMB) 15 0.08 0.07
Diluted (RMB) 15 0.08 0.07
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CONSOLIDATED STATEMENT OF FINANCIAL POSITION

At 31 December 2014

2014 2013
NOTES RMB’000 RMB'000
Non-current Assets
Property, plant and equipment 16 947,301 604,449
Prepaid lease payments 17 211,879 94,123
Other intangible assets 18 4,137 3,733
Deferred tax assets 28 1,191 198
Deposits for acquisition of property, plant and equipment 16,422 7,528
Deposit for acquisition of subsidiaries 33(f) - 14,191
1,180,930 724,222
Current Assets
Inventories 19 147,385 127,333
Trade and other receivables 20 1,038,878 915,912
Prepaid lease payments 17 5,530 2,178
Pledged bank deposits 22 145,932 154,957
Short-term investment 23 5,000 10,000
Bank balances and cash 41,571 127,680
Tax recoverable 1,282 2,361
1,385,578 1,340,421
Current Liabilities
Trade and other payables 24 731,291 603,111
Tax liabilities 8,207 5,722
Bank borrowings 27 829,086 846,857
Other borrowings 27 30,288 27,986
Obligations under finance leases 25 311 293
Amounts due to directors 26 2,237 3,141
Loans from a non-controlling equity owner of subsidiaries 26 43,470 -
1,644,890 1,487,110
Net Current Liabilities (259,312) (146,689)
Total Assets Less Current Liabilities 921,618 577,533
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CONSOLIDATED STATEMENT OF FINANCIAL POSITION

At 31 December 2014

2014 2013
NOTES RMB’000 RMB'000
Capital and Reserves

Share capital 29 41,655 41,655
Share premium and reserves 505,936 476,545
Equity attributable to owners of the company 547,591 518,200
Non-controlling interests 108,856 -
Total Equity 656,447 518,200

Non-current Liabilities
Deferred tax liabilities 28 2,240 3,044
Deferred income 30 27,037 23,800
Bank borrowings 27 52,500 -
Other borrowings 27 20,783 23,864
Obligations under finance leases 25 8,498 8,625
Loans from a non-controlling equity owner of subsidiaries 26 154,113 -
265,171 59,333
921,618 577,533

The consolidated financial statements on pages 38 to 93 were approved and authorised for issue by the board of directors on 20 March

2015 and are signed on its behalf by:

HU ZHENG
Director
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

For the year ended 31 December 2014

Attribute to owners of the Company

Share Non-
Share Share Statutory options Other  Retained controlling
capital  premium reserve reserve reserve profits  Sub-total interests Total
RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000
(note 1) (note 2)
At 1 January 2013 41,655 92,968 82,943 3,473 (23,339) 300,122 497,772 = 497,772
Profit and total comprehensive
income for the year - - - - - 34,828 34,828 - 34,828
Transfer to statutory reserve - - 7,797 - - (7,797) - - -
Recognition of equity-settled
share-based payments - - - 1,000 - - 1,000 - 1,000
Dividends (note 14) = = = - - (15,400) (15,400) - (15,400)
At 31 December 2013 41,655 92,968 90,740 4,473 (23,389) 311,753 518,200 = 518,200
Profit and total comprehensive
income for the year - - - - - 39,480 39,480 9,009 48,489
Acquisition of subsidiaries - - - - - - - 99,847 99,847
Transfer to statutory reserve - - 5,569 - - (5,569) - - -
Recognition of equity-settled
share-based payments - - - 361 - - 361 - 361
Transfer of share option reserve - - - (3,470) - 3,470 - - -
Dividends (note 14) - - - - - (10,450) (10,450) - (10,450)
At 31 December 2014 41,655 92,968 96,309 1,364 (23,389) 338,684 547,591 108,856 656,447

Notes:

©] In accordance with the relevant laws and regulations of the Peoples’ Republic of China (the “PRC"), the subsidiaries established in the PRC are required to
provide for PRC statutory reserves, by way of appropriations from their respective statutory net profit (based on the subsidiaries’ PRC statutory financial

statements) but before dividend distributions.

In accordance with the Articles of Association of certain subsidiaries established in the PRC, those subsidiaries are required to transfer 10% of the profit after

taxation to the statutory reserves.

Certain subsidiaries’ appropriations to the funds are made at the discretion of the subsidiaries’ board of directors. The board of directors shall decide on the
amounts to be appropriated based on the profitability of each subsidiary each year.

()] The amount mainly relates to reserve arising from group reorganisation carried out by the Group in preparation for the public listing of the Company’s shares on
the Stock Exchange of Hong Kong Limited in 2011.
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CONSOLIDATED STATEMENT OF CASH FLOWS

For the year ended 31 December 2014

2014 2013
NOTE RMB’000 RMB'000
OPERATING ACTIVITIES
Profit before tax 59,766 47,265
Adjustments for:
Finance costs 66,316 49,018
Interest income (4,800) (4,601)
Income from short-term investments (52) -
Depreciation of property, plant and equipment 55,395 37,543
Impairment losses recognised on trade receivables - 1,318
Amortisation of prepaid lease payments 4,315 2,045
Amortisation of other intangible assets 1,438 1,438
Share-based payment expense 361 1,000
Loss on disposal of property, plant and equipment 242 20
Exchange gain (32,137) -
Government grant - (5,000)
Operating cash flows before movements in working capital 150,844 130,046
Increase (decrease) in inventories 37,253 (10,846)
Decrease (increase) in trade and other receivables 38,737 (232,042)
Decrease in borrowings relating to discounted bills receivables 10,446 39,831
(Decrease) increase in trade and other payables (52,440) 131,306
(Decrease) increase in amounts due to directors (904) 1,093
Decrease in amounts due to related parties - (50)
Cash generated from operations 183,936 59,338
Income tax paid (9,510) (7,762)
NET CASH FROM OPERATING ACTIVITIES 174,426 51,576
INVESTING ACTIVITIES
Interest received 4,800 4,601
Proceeds on disposal of property, plant and equipment 1,680 446
Purchase of property, plant and equipment (109,749) (72,8006)
Purchase of prepaid lease payment - (1,639)
Purchases of short-term investments (60,000) (10,000)
Proceeds from redemption of short-term investments 65,052 -
Deposits paid for acquisition of property, plant and equipment (16,422) (7,528)
Deposits paid for acquisition of subsidiaries 33 - (14,191)
Acquisition of subsidiaries 33 (109,003) -
Placement of pledged bank deposits (421,008) (386,762)
Withdrawal of pledged bank deposits 432,690 438,143
Withdrawal of restricted bank deposits - 415
Receipt of government grant 3,237 -
NET CASH USED IN INVESTING ACTIVITIES (208,723) (49,321)
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CONSOLIDATED STATEMENT OF CASH FLOWS

For the year ended 31 December 2014

2014 2013
RMB’000 RMB'000

FINANCING ACTIVITIES
Interest paid (65,575) (49,764)
Dividends paid (10,450) (15,400)
Repayments of bank borrowings (951,992) (682,886)
Repayments of obligations under finance leases (850) (850)
Repayments of other borrowings (40,379) (28,424)
New other borrowings raised 39,600 24,950
New bank borrowings raised 957,834 755,421
Loans obtained from a non-controlling equity owner of subsidiaries 20,000 -
NET CASH (USED IN) FROM FINANCING ACTIVITIES (51,812) 3,047
NET (DECREASE) INCREASE IN CASH AND CASH EQUIVALENTS (86,109) 5,302
CASH AND CASH EQUIVALENTS

AT 1 January 127,680 122,378
CASH AND CASH EQUIVALENTS

AT 31 December

represented by bank balances and cash 41,571 127,680
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

For the year ended 31 December 2014

1.

44

General

The Company is incorporated in Bermuda as an exempted company with limited liability and its shares are listed on the Stock
Exchange of Hong Kong Limited (the “Stock Exchange”). The address of the registered office of the Company is Clarendon House, 2
Church Street, Hamilton HM 11, Bermuda and its principal place of business is located in the PRC.

The Company acts as an investment holding company. Mr. Hu Zheng, Mr. Hu Hancheng, Mr. Hu Hanchao and Mr. Hu Hanxiang, who
collectively own 75% of the Company’s share in aggregate and act in concert, are regarded as the controlling shareholders of the
Company.

The principal activities of its subsidiaries are mainly engaged in manufacture and sale of paper, paperboard and paper-based
packaging products. The Company and its subsidiaries are hereinafter collectively referred to as the “Group”.

The consolidated financial statements are presented in Renminbi (“RMB”), the currency of the primary economic environment in
which the principal subsidiaries of the Company operate (the “functional currency”).

In preparing the consolidated financial statements, the directors of the Company have given careful consideration of the Group in
light of its net current liabilities of RMB259,312,000 and also commitments as at 31 December 2014. On the basis that the Group has
secured credit facilities of approximately RMB395,397,000 which remains unutilised at the date of the consolidated financial
statements ended 31 December 2014, the Directors are satisfied that the Group will be able to meet in full its financial obligations as
they fall due for the foreseeable future. Accordingly, the consolidated financial statements have been prepared on a going concern
basis.

Application of New and Revised Hong Kong Financial Reporting Standards (“HKFRSs")
The Group has applied the following amendments to HKFRSS and a new interpretation issued by the Hong Kong Institute of Certified
Public Accountants (“HKICPA") for the first time in the current year.

Amendments to HKFRS 10, HKFRS 12 and HKAS 27 Investment entities

Amendments to HKAS 32 Offsetting financial assets and financial liabilities
Amendments to HKAS 36 Recoverable amount disclosures for non-financial assets
Amendments to HKAS 39 Novation of derivatives and continuation of hedge accounting
HK(IFRIC*)-Int 21 Levies

* IFRIC represents the International Financial Reporting Standards Interpretations Committee.

In the opinion of the Company’s directors, the application of the amendments to HKFRSs and a new interpretation in the current
year has had no material impact on the Group's financial performance and positions for the current and prior years and/or on the
disclosures set out in these consolidated financial statements.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

For the year ended 31 December 2014

2.

Application of New and Revised Hong Kong Financial Reporting Standards (“HKFRSs")
(Continued)
New and revised HKFRSs issued but not yet effective

The Group has not early applied the following new and revised HKFRSs that have been issued but are not yet effective:

HKFRS 9

HKFRS 15

Amendments to HKFRS 11
Amendments to HKAS 1

Amendments to HKAS 16 and HKAS 38
Amendments to HKAS 19
Amendments to HKFRSS
Amendments to HKFRSS
Amendments to HKFRSS
Amendments to HKAS 16 and HKAS 41
Amendments to HKAS 27
Amendments to HKAS 10 and HKAS 28

Amendments to HKFRS 10, HKFRS 12 and HKAS 28

[ I SR X RN

Financial Instruments’

Revenue from Contracts with Customers?

Accounting for Acquisitions of Interests in Joint operations*

Disclosure Initiative*

Clarification of Acceptable Methods of Depreciation and Amortisation*

Defined Benefit Plans: Employee Contributions®

Annual Improvements to HKFRSs 2010-2012 Cycle®

Annual Improvements to HKFRSs 2011-2013 Cycle®

Annual Improvements to HKFRSs 2012-2014 Cycle*

Agriculture: Bearer Plants*

Equity Method in Separate Financial Statements*

Sale or Contribution of Assets between an Investor and its Associate or
Joint Venture*

Investment Entities: Applying the Consolidation Exception*

Effective for annual periods beginning on or after 1 January 2018
Effective for annual periods beginning on or after 1 January 2017

Effective for annual periods beginning on or after 1 July 2014

Effective for annual periods beginning on or after 1 January 2016
Effective for annual periods beginning on or after 1 July 2014, with limited exceptions

HKFRS 9 Financial Instruments
HKFRS 9 issued in 2009 introduced new requirements for the classification and measurement of financial assets. HKFRS 9 was
subsequently amended in 2010 to included requirements for the classification and measurement of financial liabilities and for
derecognition, and further amended in 2013 to include the new requirements for general hedge accounting. Another revised version
of HKFRS 9 was issued in 2014 mainly to include a) impairment requirements for financial assets and b) limited amendments to the
classification and measurement requirements by introducing a ‘fair value through other comprehensive income’ (FVTOCI)
measurement category for certain simple debt instruments.

Key requirements of HKFRS 9 are described below:

All recognised financial assets that are within the scope of HKAS 39 Financial Instruments: Recognition and Measurement are

subsequently measured at amortised cost or fair value. Specifically, debt investments that are held within a business model

whose objective is to collect the contractual cash flows, and that have contractual cash flows that are solely payments of

principal and interest on the principal outstanding are generally measured at amortised cost at the end of subsequently

accounting period. Debt instruments that are held within a business model whose objective is achieved both by collecting

contractual cash flows and selling financial assets, and that have contractual terms of the financial asset give rise on specified

dates to cash flows that are solely payments of principal and interest on the principal amount outstanding, are measured at

FVTOCI. All other debt investments and equity investments are measured at their fair value at the end of subsequent

Zhengye International Holdings Company Limited

accounting periods. In addition, under HKFRS 9, entities may make an irrevocable election to present subsequent changes in
the fair value of an equity investment (that is not held for trading) in other comprehensive income, with only dividend income
generally recognised in profit or 10ss.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

For the year ended 31 December 2014

2.

46

Application of New and Revised Hong Kong Financial Reporting Standards (“HKFRSs")

(Continued)

HKFRS 9 Financial Instruments (Continued)

o With regard to the measurement of financial liabilities designated as at fair value through profit or loss, HKFRS 9 requires that
the amount of change in the fair value of the financial liability that is attributable to changes in the credit risk of that liability is
presented in other comprehensive income, unless the recognition of the effects of changes in the liability’s credit risk in other
comprehensive income would create or enlarge an accounting mismatch in profit or loss. Changes in fair value of financial
liabilities attribute to changes in the liability’s credit risk in other comprehensive income would create or enlarge an
accounting mismatch in profit or loss. Changes in fair value of financial liabilities attribute to changes in liabilities’ credit risk
are not subsequently reclassified to profit or loss. Under HKAS 39, the entire amount of the change in the fair value of the
financial liability designated as fair value through profit or loss was presented in profit or l0ss.

. In relation to the impairment of financial assets, HKRS 9 requires an expected credit loss model, as opposed to an incurred
credit loss model under HKAS 39. The expected credit loss model requires an entity to account for expected credit losses and
changes in those expected credit losses at each reporting date to reflect changes in credit risk since initial recognition. In
other words, it is no longer necessary for a credit event to have occurred before credit losses are recognised.

Except for the potential early recognition of credit losses based on the expected loss model in relation to the Group's financial
assets measured at amortised costs, the directors of the Company anticipate that the application of HKFRS 9 in the future may not
have other material impact on amounts reported in respect of the Group'’s financial assets and financial liabilities based on an
analysis of the Group's finance instruments at 31 December 2014.

HKFRS 15 Revenue from Contracts with Customers

In July 2014, HKFRS 15 was issued which establishes a single comprehensive model for entities to use in accounting for revenue
arising from contracts with customers. HKFRS 15 will supersede the current revenue recognition guidance including HKAS 18
Revenue, HKAS 11 Construction Contracts and the related interpretations when it becomes effective.

The core principle of HKFRS 15 is that an entity should recognize revenue to depict the transfer of promised goods or services to
customers in an amount that reflects the consideration to which the entity expects to be entitled in exchange for those goods of
services. Specifically, the standard introduces a 5-step approach to revenue recognition.

Step 1: Identify the contract(s) with a customer

3 Step 2: Identify the performance obligations in the contract

. Step 3: Determine the transaction price

. Step 4: Allocate the transaction price to the performance obligations in the contract

o Step 5: Recognize revenue when (or as) the entity satisfies a performance obligation

Under HKFRS 15, an entity recognizes revenue when (or as) a performance obligation is satisfied, i.e. when ‘control’ of the goods or
services underlying the particular performance obligation is transferred to the customer. Far more prescriptive guidance has been
added in HKFRS 15 to deal with specific scenarios. Furthermore, extensive disclosures are required by HKFRS 15.

The directors of the Company are still in the progress of assessing the impact of HKFRS 15 on the amounts reported and disclosures
made in the Group’s consolidated financial statements at the moment. It is not practicable to provide a reasonable estimate of the

effect of HKFRS 15 until the Group completes a detailed review.

Except for the impact of HKFRs 9 and 15, the directors of the Company anticipate the application of other new and revised HKFRSS
will have no material impact on the Group's consolidated financial statements.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

For the year ended 31 December 2014

3.

Significant Accounting Policies

The consolidated financial statements have been prepared in accordance with HKFRSs issued by the HKICPA. In addition, the
consolidated financial statements include applicable disclosures required by the Rules Governing the Listing of Securities on the
Stock Exchange and by the Hong Kong Companies Ordinance (Cap. 622).

The consolidated financial statements have been prepared on the historical cost basis except for certain financial instruments that
are measured at fair values as explained in the accounting policies below. Historical cost is generally based on the fair value of the
consideration given in exchange for goods and services.

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between market
participants at the measurement date, regardless of whether that price is directly observable or estimated using another valuation
technique. In estimating the fair value of an asset or a liability, the Group takes into account the characteristics of the asset or
liability if market participants would take those characteristics into account when pricing the asset or liability at the measurement
date. Fair value for measurement and/or disclosure purposes in these consolidated financial statements is determined on such a
basis, except for share-based payment transactions that are within the scope of HKFRS 2 “Share — based Payment”, leasing
transactions that are within the scope of HKAS 17 “Leases”, and measurements that have some similarities to fair value but are not
fair value, such as net realisable value in HKAS 2 “Inventories” or value in use in HKAS 36 “Impairment of assets”.

In addition, for financial reporting purposes, fair value measurements are categorised into Level 1, 2 or 3 based on the degree to
which the inputs to the fair value measurements are observable and the significance of the inputs to the fair value measurement in
its entirety, which are described as follows:

. Level 1 inputs are quoted prices (unadjusted) in active markets for identical assets or liabilities that the entity can access at
the measurement date;

. Level 2 inputs are inputs, other than quoted prices included within Level 1, that are observable for the asset or liability, either
directly or indirectly; and

3 Level 3 inputs are unobservable inputs for the asset or liability.

The principal accounting policies are set out below.

Basis of consolidation

The consolidated financial statements incorporate the financial statements of the Company and entities controlled by the Company
and its subsidiaries. Control is achieved when the Company:

. has power over the investee;

. is exposed, or has rights, to variable returns from its involvement with the investee; and

. has the ability to use its power to affect its returns.

The Group reassesses whether or not it controls an investee if facts and circumstances indicate that there are changes to one or
more of the three elements of control listed above.

Consolidation of a subsidiary begins when the Group obtains control over the subsidiary and ceases when the Group loses control
of the subsidiary. Specially, income and expenses of a subsidiary acquired or disposed of during the year are included in the
consolidated statement of profit or loss and other comprehensive income from the date the Group gains control until the date when
the Group ceases to control the subsidiary.
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Significant Accounting Policies (Continued)

Basis of consolidation (Continued)

Profit or loss and each component of other comprehensive income are attributed to the owners of the Company and to the non-
controlling interests. Total comprehensive income of subsidiaries is attributed to the owners of the Company and to the non-
controlling interests even if this results in the non-controlling interests having a deficit balance.

When necessary, adjustments are made to the financial statements of subsidiaries to bring their accounting policies into line with
the Group’s accounting policies.

All intragroup assets and liabilities, equity, income, expenses and cash flows relating to transactions between members of the Group
are eliminated in full on consolidation.

Changes in the Group’'s ownership interests in existing subsidiaries

Changes in the Group’s ownership interests in subsidiaries that do not result in the Group losing control over the subsidiaries are
accounted for as equity transactions. The carrying amounts of the Group’s interests and the non-controlling interests are adjusted
to reflect the changes in their relative interests in the subsidiaries. Any difference between the amount by which the non-controlling
interests are adjusted and the fair value of the consideration paid or received is recognised directly in equity and attributed to
owners of the Company.

When the Group loses control of a subsidiary, a gain or 10ss is recognised in profit or loss and is calculated as the difference
between (i) the aggregate of the fair value of the consideration received and the fair value of any retained interest and (i) the
previous carrying amount of the assets (including goodwill), and liabilities of the subsidiary and any non-controlling interests. All
amounts previously recognised in other comprehensive income in relation to that subsidiary are accounted for as if the Group had
directly disposed of the related assets or liabilities of the subsidiary (i.e. reclassified to profit of loss or transferred to another
category of equity as specified/permitted by applicable HKFRSS). The fair value of any investment retained in the former subsidiary
at the date when control is lost is regarded as the fair value on initial recognition for subsequent accounting under HKAS 39, when
applicable, the cost on initial recognition of an investment in an associate or a joint venture.

Business combinations

Acquisitions of business are accounted for using the acquisition method. The consideration transferred in a business combination is
measured at fair value, which is calculated as the sum of the acquisition-date fair values of the assets transferred by the Group,
liabilities incurred by the Group to the former owners of the acquiree and the equity interests issued by the Group in exchange for
control of the acquiree. Acquisition-related costs are generally recognised in profit or l0ss as incurred.

At the acquisition date, the identifiable assets acquired and the liabilities assumed are recognised at their fair value, except that:

o deferred tax assets or liabilities, and assets or liabilities related to employee benefit arrangements are recognised , and
measured in accordance with HKAS 12 “Income Taxes” and HKAS 19 “Employee Benefits” respectively.

Goodwill is measured as the excess of the sum of the consideration transferred, the amount of any non-controlling interests in the
acquiree, and the fair value of the acquirer’s previously held equity interest in the acquiree (if any) over the net of the acquisition-
date amounts of the identifiable assets acquired and the liabilities assumed. If, after reassessment, the net of the acquisition- date
amounts of the identifiable assets acquired and liabilities assumed exceeds the sum of the consideration transferred, the amount of
any non-controlling interests in the acquiree and the fair value of the acquirer’s previously held interest in the acquiree (if any), the
excess is recognised immediately in profit or loss as a bargain purchase gain.

Non-controlling interests that are present ownership interests and entitle their holders to a proportionate share of the entity’s net
assets in the event of liquidation may be initially measured either at fair value or at the non-controlling interests’ proportionate share
of the recognised amounts of the acquiree’s identifiable net assets. The choice of measurement basis is made on a transaction-by-
transaction basis. Other types of hon-controlling interests are measured at fair value or, when applicable, on the basis specified in
another HKFRS.
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Significant Accounting Policies (Continued)

Goodwill

Goodwill arising on an acquisition of a business is carried at cost as established at the date of acquisition of the business (see the
accounting policy above) less accumulated impairment losses, if any.

For the purposes of impairment testing, goodwill is allocated to each of the Group’s cash-generating units (or groups of cash-
generating units) that is expected to benefit from the synergies of the combination.

A cash-generating unit to which goodwill has been allocated is tested for impairment annually, or more frequently when there is an
indication that the unit may be impaired. If the recoverable amount of the cash-generating unit is less than its carrying amount, the
impairment loss is allocated first to reduce the carrying amount of any goodwill allocated to the unit and then to the other assets of
the unit pro rata based on the carrying amount of each asset in the unit. Any impairment loss for goodwill is recognised directly in
profit or loss. An impairment loss recognised for goodwill is not reversed in subsequent periods.

On disposal of the relevant cash-generating unit, the attributable amount of goodwill is included in the determination of the profit or
|oss on disposal.

Revenue recognition
Revenue is measured at the fair value of the consideration received or receivable. Revenue is reduced for estimated customer
returns, rebates and other similar allowances.

Revenue from the sale of goods is recognised when the goods are delivered and titles have passed, at which time all the following
conditions are satisfied:

. the Group has transferred to the buyer the significant risks and rewards of ownership of the goods;

o the Group retains neither continuing managerial involvement to the degree usually associated with ownership nor effective
control over the goods sold;

o the amount of revenue can be measured reliably,

° it is probable that the economic benefits associated with the transaction will flow to the Group; and
. the costs incurred or to be incurred in respect of the transaction can be measured reliably.

Service income is recognised when services are provided.

Interest income from a financial asset is recognised when it is probable that the economic benefits will flow to the Group and the
amount of income can be measured reliably. Interest income is accrued on a time basis, by reference to the principal outstanding
and at the effective interest rate applicable, which is the rate that exactly discounts the estimated future cash receipts through the
expected life of the financial asset to that asset’s net carrying amount on initial recognition.

Property, plant and equipment

Property, plant and equipment including buildings held for use in the production or supply of goods or services, or for administrative
purposes (other than construction in progress as described below) are stated in the consolidated statement of financial position at
cost less subsequent accumulated depreciation and subsequent accumulated impairment losses, if any.

Construction in progress for production, supply or administrative purposes are carried at cost, less any recognised impairment loss.
Costs include professional fees and, for qualifying assets, borrowing costs capitalised in accordance with the Group’s accounting
policy. Such properties are classified to the appropriate categories of property, plant and equipment when completed and ready for
intended use. Depreciation of these assets, on the same basis, as other property assets, commences when the assets are ready for
their intended use.
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Significant Accounting Policies (Continued)

Property, plant and equipment (Continued)

Depreciation is recognised so as to write off the cost of property, plant and equipment (other than construction in progress) less
their residual values over their estimated useful lives, using the straight-line method. The estimated useful lives and depreciation
method are reviewed at the end of each reporting period, with the effect of any changes in estimate accounted for on a prospective
basis.

Assets held under finance leases are depreciated over their expected useful lives on the same basis as owned assets. However,
when there is no reasonable certainty that ownership will be obtained by the end of the lease term, assets are depreciated over the
shorter of the lease term and their useful lives.

An item of property, plant and equipment is derecognised upon disposal or when no future economic benefits are expected to arise
from the continued use of the asset. Any gain or l0ss arising on the disposal or retirement of an item of property, plant and
equipment is determined as the difference between the sales proceeds and the carrying amount of the asset and is recognised in
profit or l0ss.

Leasing

A series of transactions that involve the legal form of a lease is linked and accounted for as one transaction when the overall
economic effect cannot be understood without reference to the series of transactions a whole. The accounting reflects the
substance of the arrangement.

An arrangement that involves a legal form of a lease is not, in substance, accounted for as a lease if:

(@  the Group retains all the risks and rewards incident to ownership of an underlying asset and enjoys substantially the same
rights to its use as before the arrangement;

(b)  the primary reason for the arrangement is not to convey the right to use an asset; and
(c) anoptionis included on terms that make its exercise almost certain.

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

The Group as lessee

Assets held under finance leases are recognised as assets of the Group at their fair value at the inception of the lease or, if lower, at
the present value of the minimum lease payments. The corresponding liability to the lessor is included in the consolidated statement
of financial position as a finance lease obligation.

Lease payments are apportioned between finance expenses and reduction of the lease obligation so as to achieve a constant rate
of interest on the remaining balance of the liability. Finance expenses are recognised immediately in profit or loss, unless they are
directly attributable to qualifying assets, in which case they are capitalised in accordance with the Group’s general policy on
borrowing costs (see the accounting policy below).

Operating lease payments are recognised as an expense on a straight-line basis over the lease term.

Leasehold land and building

When a lease includes both land and building elements, the Group assesses the classification of each element as a finance or an
operating lease separately based on the assessment as to whether substantially all the risks and rewards incidental to ownership of
each element have been transferred to the Group, unless it is clear that both elements are operating leases in which case the entire
lease is classified as an operating lease. Specifically, the minimum lease payments (including any lump-sum upfront payments) are
allocated between the land and the building elements in proportion to the relative fair values of the leasehold interests in the land
element and building element of the lease at the inception of the lease.
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Significant Accounting Policies (Continued)

Leasing (Continued)

Leasehold land and building (Continued)

To the extent the allocation of the lease payments can be made reliably, interest in leasehold land that is accounted for as an
operating lease is presented as “prepaid lease payments” in the consolidated statement of financial position and is amortised over
the lease term on a straight-line basis.

Foreign currencies

In preparing the financial statements of each individual group entity, transactions in currencies other than the functional currency of
that entity (foreign currencies) are recognised at the rates of exchanges prevailing at the dates of the transactions. At the end of
each reporting period, monetary items denominated in foreign currencies are retranslated at the rates prevailing at that date. Non-
monetary items that are measured in terms of historical cost in a foreign currency are not retranslated.

Exchange differences on monetary items are recognised in profit or loss in the period in which they arise.

Borrowing costs

Borrowing costs directly attributable to the acquisition, construction or production of qualifying assets, which are assets that
necessarily take a substantial period of time to get ready for their intended use or sale, are added to the cost of those assets, until
such time as the assets are substantially ready for their intended use or sale.

Investment income earned on the temporary investment of specific borrowings pending their expenditure on qualifying assets is
deducted from the borrowing costs eligible for capitalisation.

All other borrowing costs are recognised in profit or loss in the period in which they are incurred.

Government grants
Government grants are not recognised until there is reasonable assurance that the Group will comply with the conditions attaching
to them and that the grants will be received.

Government grants are recognised in profit or loss on a systematic basis over the periods in which the Group recognises as
expenses the related costs for which the grants are intended to compensate. Specifically, government grants whose primary
condition is that the Group should purchase, construct or otherwise acquire non-current assets are recognised as deferred income
in the consolidated statement of financial position and transferred to profit or loss on a systematic and rational basis over the useful
lives of the related assets.

Government grants that are receivable as compensation for expenses or losses already incurred or for the purpose of giving
immediate financial support to the Group with no future related costs are recognised in profit or loss in the period in which they
become receivable.

Employee benefits

Retirement benefit costs and termination benefits

Payments to defined contribution retirement benefit plans/state-managed retirement benefit schemes/the Mandatory Provident
Fund Scheme are recognised as an expense when employees have rendered service entitling them to the contributions.

A liability for a termination benefits is recognised at the earlier of when the Group entity can no longer withdraw the offer of the
termination benefit and when it recognises any related restructuring cost.
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Significant Accounting Policies (Continued)

Share-based payment transactions

Equity-settled share-based payment transactions

Share-based payment transactions of the Company

Equity-settled share-based payments to employees and others providing similar services are measured at the fair value of the equity
instruments at the grant date. Details regarding the determination of the fair value of equity-settled share-based transactions are set
out in note 37.

The fair value determined at the grant date of the equity-settled share-based payments is expensed on a straight-line basis over the
vesting period, based on the Group's estimate of equity instruments that will eventually vest, with a corresponding increase in
equity.

At the end of each reporting period, the Group revises its estimate of the number of equity instruments expected to vest. The impact
of the revision of the original estimates, if any, is recognised in profit or loss such that cumulative expense reflects the revised
estimate, with a corresponding adjustment to share options reserve.

For share options that vest immediately at the date of grant, the fair value of the share options granted is expensed immediately to
profit or l0ss.

When share options are exercised, the amount previously recognised in share options reserve will be transferred to share premium.
When share options are forfeited after the vesting date or are still not exercised at the expiry date, the amount previously recognised
in share options reserve will be transferred to retained earnings.

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

The tax currently payable is based on taxable profit for the year. Taxable profit differs from ‘profit before tax’ as reported in the
consolidated statement of profit or loss and other comprehensive income because of items of income or expense that are taxable
or deductible in other years and items that are never taxable or deductible. The Group'’s liability for current tax is calculated using
tax rates that have been enacted or substantively enacted by the end of the reporting period.

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

Deferred tax liabilities are recognised for taxable temporary differences associated with investments in subsidiaries, except where
the Group is able to control the reversal of the temporary difference and it is probable that the temporary difference will not reverse
in the foreseeable future. Deferred tax assets arising from deductible temporary differences associated with such investments are
only recognised to the extent that it is probable that there will be sufficient taxable profits against which to utilise the benefits of the
temporary differences and they are expected to reverse in the foreseeable future.

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

Annual Report 2014



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

For the year ended 31 December 2014

3.

Significant Accounting Policies (Continued)

Taxation (Continued)

Deferred tax assets and liabilities are measured at the tax rates that are expected to apply in the period in which the liability is
settled or the asset is realised, based on tax rate (and tax laws) that have been enacted or substantively enacted by the end of the
reporting period.

The measurement of deferred tax liabilities and assets reflects the tax consequences that would follow from the manner in which
the Group expects, at the end of the reporting period, to recover or settle the carrying amount of its assets and liabilities.

Current and deferred tax are recognised in profit or loss, except when they relate to items that are recognised in other
comprehensive income or directly in equity, in which case, the current and deferred tax are also recognised in other comprehensive
income or directly in equity respectively. Where current tax or deferred tax arises from the initial accounting for a business
combination, the tax effect is included in the accounting for the business combination.

Intangible assets

Research and development expenditure

Expenditure on research activities is recognised as an expense in the period in which it is incurred.

An internally-generated intangible asset arising from development (or from the development phase of an internal project) is
recognised if, and only if, all of the following have been demonstrated:

o the technical feasibility of completing the intangible asset so that it will be available for use or sale;
o the intention to complete the intangible asset and use or sell it;

. the ability to use or sell the intangible asset;

o how the intangible asset will generate probable future economic benefits;

. the availability of adequate technical, financial and other resources to complete the development and to use or sell the
intangible asset; and

o the ability to measure reliably the expenditure attributable to the intangible asset during its development.
The amount initially recognised for internally-generated intangible asset is the sum of the expenditure incurred from the date when
the intangible asset first meets the recognition criteria listed above. Where no internally-generated intangible asset can be

recognised, development expenditure is recognised in profit or l0ss in the period in which it is incurred.

Subsequent to initial recognition, internally-generated intangible assets are reported at cost less accumulated amortisation and
accumulated impairment losses (if any), on the same basis as intangible assets that are acquired separately.

Intangible assets acquired in a business combination are recognised separately form goodwill and are initially recognised at their fair
value at the acquisition date (which is regarded as their costs).

An intangible asset is derecognised on disposal, or when no future economic benefits are expected from use or disposal. Gains and

losses arising from derecognition of an intangible asset, measured as the difference between the net disposal proceeds and the
carrying amount of the assets, are recognised in profit or loss when the asset is derecognised.
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Significant Accounting Policies (Continued)

Impairment of tangible and intangible assets other than goodwiill

At the end of the reporting period, the Group reviews the carrying amounts of its tangible and intangible assets with finite useful
lives to determine whether there is any indication that those assets have suffered an impairment loss. If any such indication exists,
the recoverable amount of the asset is estimated in order to determine the extent of the impairment loss, if any. When it is not
possible to estimate the recoverable amount of an individual asset, the Group estimates the recoverable amount of the cash-
generating unit to which the asset belongs. When a reasonable and consistent basis of allocation can be identified, corporate assets
are also allocated to individual cash-generating units, or otherwise they are allocated to the smallest group of cash-generating units
for which a reasonable and consistent allocation basis can be identified.

Recoverable amount is the higher of fair value less costs of disposal and value in use. In assessing value in use, the estimated future
cash flows are discounted to their present value using a pre-tax discount rate that reflects current market assessments of the time
value of money and the risks specific to the asset for which the estimates of future cash flows have not been adjusted.

If the recoverable amount of an asset (or a cash-generating unit) is estimated to be less than its carrying amount, the carrying
amount of the asset (or a cash-generating unit) is reduced to its recoverable amount. An impairment loss is recognised immediately
in profit or loss.

Where an impairment loss subsequently reverses, the carrying amount of the asset (or a cash generating unit) is increased to the
revised estimate of its recoverable amount, but so that the increased carrying amount does not exceed the carrying amount that
would have been determined had no impairment loss been recognised for the asset (or a cash generating unit) in prior years. A
reversal of an impairment loss is recognised as immediately in profit or 10ss.

Inventories

Inventories are stated at the lower of cost and net realisable value. Cost of inventories are determined on a weighted average
method. Net realisable value represents the estimated selling price for inventories less all estimated costs of completion and costs
necessary to make the sale.

Financial instruments
Financial assets and financial liabilities are recognised when a group entity becomes a party to the contractual provisions of the
instrument.

Financial assets and financial liabilities are initially measured at fair value. Transaction costs that are directly attributable to the
acquisition or issue of financial assets and financial liabilities (other than financial assets at fair value through profit or loss) are
added to or deducted from the fair value of the financial assets, as appropriate, on initial recognition. Transaction costs directly
attributable to the acquisition of financial assets at fair value through profit or loss are recognised immediately in profit or loss.

Financial assets

The Group's financial assets are classified into one of the two categories, including financial assets at fair value through profit or loss
(“FVTPL") and loans and receivables. The classification depends on the nature and purpose of the financial assets and is determined
at the time of initial recognition.

Effective interest method

The effective interest method is a method of calculating the amortised cost of a debt instrument and of allocating interest income
over the relevant period. The effective interest rate is the rate that exactly discounts estimated future cash receipts (including all
fees paid or received that form an integral part of the effective interest rate, transaction costs and other premiums or discounts)
through the expected life of the debt instrument, or, where appropriate, a shorter period, to the net carrying amount on initial
recognition.

Income is recognised on an effective interest basis for debt instruments other than those financial assets classified as at FVTPL.
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Significant Accounting Policies (Continued)

Financial instruments (Continued)

Financial assets (Continued)

Financial assets at fair value through profit or 10ss

Financial assets are classified as at FVTPL when the financial asset is either held for trading or it is designed as at FVTPL.

A financial asset is classified as held for trading if:
. it has been acquired principally for the purpose of selling it in the near term; or

. on initial recognition it is part of a portfolio of identified financial instruments that the Group manages together and has a
recent actual pattern of short-term profit-taking; or

. it is a derivative that is not designated and effective as a hedging instrument.
A financial asset designated as at FVTPL upon initial recognition if:

. such designation eliminates or significantly reduces a measurement or recognition inconsistency that would otherwise arise;
or

. the financial asset forms part of a group of financial assets or financial liabilities or both, which is managed and its
performance is evaluated on a fair value basis, in accordance with the Group’s documented risk management or investment
strategy, and information about the grouping is provided internally on that basis; or

. it forms part of a contract containing one or more embedded derivatives, and HKAS 39 permits the entire combined contract
(asset or liability) to be designated as at FVTPL.

Financial assets at FVTPL are stated at fair value, with any gains or losses arising on remeasurement recognised directly in profit or
loss in the period in which they arise. The net gain or loss recognised in profit or loss includes dividend or interest earned on the
financial assets and is included in the “other income” line item in the consolidated statements of profit or loss and other
comprehensive income. Fair value is determined in the manner described in note 32.

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not quoted in an active
market. Subsequent to initial recognition, loans and receivables (including trade and other receivables, pledged bank deposits and
bank balances and cash) are carried at amortised cost using the effective interest method, less any impairment (see accounting
policy on impairment loss of financial assets below).

Interest income is recognised by applying the effective interest rate, expect for short-term receivables when the recognition of
interest would be immaterial.

Impairment of financial assets

Financial assets, other than those at FVTPL, are assessed for indicators of impairment at the end of the reporting period. Financial
assets are considered to be impaired where there is objective evidence that, as a result of one or more events that occurred after
the initial recognition of the financial asset, the estimated future cash flows of the financial assets have been affected.
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Significant Accounting Policies (Continued)
Financial instruments (Continued)

Financial assets (Continued)

Impairment of financial assets (Continued)

Objective evidence of impairment could include:

o significant financial difficulty of the issuer or counterparty; or

. breach of contract, such as default or delinquency in interest and principal payments; or

. it becoming probable that the borrower will enter bankruptcy or financial re-organisation; or

. the disappearance of an active market for that financial assets because of financial difficulties.

For certain categories of financial asset, such as trade receivables, assets that are assessed not to be impaired individually are, in
addition, assessed for impairment on a collective basis. Objective evidence of impairment for a portfolio of receivables could include
the Group’s past experience of collecting payments, an increase in the number of delayed payments in the portfolio past the
average credit period of 30 to 120 days, observable changes in national or local economic conditions that correlate with default on
receivables.

For financial assets carried at amortised cost, the amount of the impairment loss recognised is the difference between the asset’s
carrying amount and the present value of the estimated future cash flows discounted at the financial asset’s original effective
interest rate.

The carrying amount of the financial asset is reduced by the impairment loss directly for all financial assets with the exception of
trade receivables, where the carrying amount is reduced through the use of an allowance account. When a trade receivable is
considered uncollectible, it is written off against the allowance account. Subsequent recoveries of amounts previously written off
are credited against the allowance account. Changes in the carrying amount of the allowance account are recognised in profit or
loss.

For financial assets measured at amortised cost, if, in a subsequent period, the amount of impairment loss decreases and the
decrease can be related objectively to an event occurring after the impairment was recognised, the previously recognised
impairment loss is reversed through profit or loss to the extent that the carrying amount of the investment at the date the
impairment is reversed does not exceed what the amortised cost would have been had the impairment not been recognised.

Financial liabilities and equity instruments
Debt and equity instruments issued by a group entity are classified as either financial liabilities or as equity in accordance with the
substance of the contractual arrangements and the definitions of a financial liability and an equity instrument.

Equity instruments
An equity instrument is any contract that evidences a residual interest in the assets of the Group after deducting all of its liabilities.
Equity instruments issued by the Company are recognised at the proceeds received, net of direct issue costs.

Financial liabilities
The Group’s financial liabilities (including trade and other payables, amounts due to directors and borrowings) are subsequently
measured at amortised cost, using the effective interest method.

Effective interest method

The effective interest method is a method of calculating the amortised cost of a financial liability and of allocating interest expense
over the relevant period. The effective interest rate is the rate that exactly discounts estimated future cash payments (including all
fees and points paid or received that form an integral part of the effective interest rate, transaction costs and other premiums or
discounts) through the expected life of the financial liability, or, where appropriate, a shorter period, to the net carrying amount on
initial recognition.

Interest expense is recognised on an effective interest basis.
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Significant Accounting Policies (Continued)

Financial instruments (Continued)

Derecognition

The Group derecognises a financial asset only when the contractual rights to the cash flows from the asset expire, or when it
transfers the financial asset and substantially all the risks and rewards of ownership of the asset to another entity. If the Group
retains substantially all the rights and rewards of ownership of a transferred financial assets, the Group continues to recognise the
financial assets and also recognises a collateralised borrowing for the proceeds received.

On derecognition of a financial, the difference between the asset’s carrying amount and the sum of the consideration received and
receivable is recognised in profit or loss.

The Group derecognises financial liabilities when, and only when, the Group’s obligations are discharged, cancelled or expire. The
difference between the carrying amount of the financial liability derecognised and the consideration paid and payable is recognised
in profit or loss.

Key Sources of Estimation Uncertainty

In the application of the Group’s accounting policies, which are described in note 3, the directors of the Company are required to
make judgements, estimates and assumptions about the carrying amounts of assets and liabilities that are not readily apparent from
other sources. The estimates and associated assumptions are based on historical experience and other factors that are considered
to be relevant. Actual results may differ from these estimates.

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting estimates are recognised in
the period in which the estimate is revised if the revision affects only that period, or in the period of the revision and future periods if
the revision affects both current and future periods.

Key sources of estimation uncertainty

The following are the key assumptions concerning the future, and other key sources of estimation uncertainty at the end of the
reporting period, that have a significant risk of causing a material adjustment to the carrying amounts of assets and liabilities within
the next financial year.

Useful lives of property, plant and equipment

In applying the accounting policy on property, plant and equipment with respect to depreciation, management estimates the useful
lives of various categories of property, plant and equipment according to the industrial experiences over the usage of property, plant
and equipment and also by reference to the relevant industrial norm. If the actual or expected useful lives of property, plant and
equipment is less than the original estimate useful lives or revision of estimated useful lives due to changes in commercial and
technological environment, such difference will impact the depreciation charge for the remaining period. At 31 December 2014, the
carrying amounts of property, plant and equipment are RMB947,301,000 (2013: 604,449,000).

Estimated impairment of trade receivables

When there is objective evidence of impairment loss, the Group takes into consideration the estimation of future cash flows. The
amount of the impairment loss is measured as the difference between the asset’s carrying amount and the present value of
estimated future cash flows (excluding future credit losses that have not been incurred) discounted at the financial asset’s original
effective interest rate (i.e. the effective interest rate computed at initial recognition). Where the actual future cash flows are less than
expected, a material impairment loss may arise. As at 31 December 2014, the carrying amounts of trade receivables are
RMB508,385,000 (2013: RMB414,055,000).

Revenue
Revenue represents the net amounts received and receivable for goods sold, net of discounts and sales related taxes.
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6. Segment Information
The Group is principally engaged in supply of corrugated medium paper and paper-based packaging products.

The Group determines its operating segments based on internal reports about components of the Group that are regularly reviewed
by the chief operating decision maker (i.e. the executive directors of the Company) in order to allocate resources to the segment
and to assess its performance.

The Group is organised into business units based on their products, based on which information is prepared and reported to the
Group’s chief operating decision maker for the purposes of resource allocation and assessment of performance. The Group’s
reportable segments under HKFRS 8 are identified as two main operations:

1. Paper-based packaging: this segment produces and sells paper-based packaging products.

2. Corrugated medium paper: this segment produces and sells corrugated medium paper.

(@) Segment revenue and results
The following is an analysis of the Group's revenue and results by reportable and operating segment.

For the year ended 31 December 2014

Corrugated
Paper-based medium
packaging paper Total
RMB’000 RMB’000 RMB’000
REVENUE
External sales 974,907 739,283 1,714,190
Inter-segment sales 526 82,205 82,731
Segment revenue 975,433 821,488 1,796,921
Eliminations (82,731)
Group revenue 1,714,190
Segment profit 29,150 36,610 65,760
Eliminations 36
65,796
Unallocated corporate expenses, net (6,030)
Profit before tax 59,766
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6. Segment Information (Continued)
(@) Segment revenue and results (Continued)
Other segment information included in the measurement of segment results:

Paper-based Corrugated
packaging medium paper Total
RMB’'000 RMB’000 RMB’000
Depreciation 21,296 34,099 55,395
Amortisation 600 5,153 5,753
For the year ended 31 December 2013
Paper-based Corrugated
packaging medium paper Total
RMB'000 RMB'000 RMB'000
REVENUE
External sales 863,435 582,314 1,445,749
Inter-segment sales 14,721 93,440 108,161
Segment revenue 878,156 675,754 1,553,910
Eliminations (108,161)
Group revenue 1,445,749
Segment profit 30,113 22,450 52,563
Eliminations (390)
52,173
Unallocated corporate expenses, net (4,908)

Profit before tax 47,265
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Segment Information (Continued)

(a)

(b)

(c)

(d)

(e)

Segment revenue and results (Continued)
Other segment information included in the measurement of segment results:

Paper-based Corrugated
packaging medium paper Total
RMB'000 RMB'000 RMB'000
Depreciation 18,816 18,727 37,543
Amortisation 315 3,168 3,483
Impairment losses on trade receivables - 1,318 1,318

The accounting policies of the operating segments are the same as the Group’s accounting policies described in note 3.
Segment result represented the profit earned by each segment without allocation of legal and professional fee, bank interest
income and other corporate income and expenses.

No reconciliation of reportable segment revenues is provided as the total revenues for reportable segments excluded inter-
segment revenue is the same as the Group's revenue.

Information about products
The following is analysis of the Group’s revenue from its major products:

2014 2013

RMB'000 RMB'000

Brown Box 638,939 399,320
Corrugated medium paper AA grade 550,186 480,345
HoneyComb Paper 236,866 189,753
Corrugated medium paper C grade 148,979 52,066
Color Box 99,102 274,362
Waste paper-raw material 40,118 49,903
1,714,190 1,445,749

Geographic information
The Group’s operations are all located in the PRC.

Information about major customers
Revenue from customers of the corresponding years over 10% of the total revenue of the Group is as follows:

2014 2013
RMB’000 RMB’000
Customer A 388,763 359,790

W Revenue from paper-based packaging.

Segment assets and liabilities

Information of the operating segments of the Group reported to the chief operating decision maker for the purposes of
resource allocation and performance assessment does not include any assets and liabilities. Accordingly, no segment assets
and liabilities are presented.
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7. Other Income

2014 2013

RMB’000 RMB'000

Interest income 4,800 4,601
Income from short-term investment 52 -
Management fee income 196 223
Sales of scrap materials 1,896 648
Government grants (note) 21,519 15,858
Ccommission income - 1,136
Sundry income 291 367
Total 28,754 22,833

Note: Government grants received by the Group’s PRC subsidiaries as financial incentives for local economic and environmental development contributions.
No other conditions are attached to the financial incentives.

8. Other Gains and Losses

2014 2013
RMB’000 RMB'000
Exchange gain, net 30,588 2,270
Loss on disposals of property, plant and equipment (242) (20)
Impairment losses recognised on trade receivables - (1,318)
30,346 932
9. Finance Costs
2014 2013
RMB’000 RMB000
Interest on:

Bank borrowings wholly repayable within five years 57,583 43,889
Other borrowings wholly repayable within five years 6,155 3,217

Loans from a non-controlling equity owner of subsidiaries
— wholly repayable within five years 265 =
— wholly repayable over five years 1,572 -
Finance leases 741 2,210
Total borrowing costs 66,316 49,316
Less: Amounts capitalised (note) - (298)
66,316 49,018

Note: Borrowing costs capitalised of last year arose on the specific borrowings for the purpose of obtaining qualifying assets.
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2014 2013
RMB’000 RMB'000
Hong Kong profits tax:
Current tax 142 1,158
PRC Enterprise Income Tax:
Current tax 8,452 6,709
Under-provision in prior years 3,880 4,297
12,474 12,164
Withholding Tax 600 1,500
Deferred tax (note 28):
Current year (1,797) (1,227)
11,277 12,437

Hong Kong profits tax is calculated at 16.5% of the estimated assessable profit for the both years.

Under the Law of The People’s Republic of China on Enterprise Income Tax (the “EIT Law") and Implementation Regulation of the EIT
Law, the tax rate of the PRC subsidiaries is 25% from 1 January 2008 onwards.

According to the approval documents issued by the Ministry of Finance, the Ministry of Technology and the State Administration of
Taxation, high-technology enterprises should be eligible for a preferential income tax rate at 15%.

Zheng Ye Packaging (Zzhongshan) Company Limited (Zheng Ye Packaging (Zhongshan)) and Zhongshan Yong Fa Paper Industry
Company Limited (Zhongshan Yong Fa Paper) obtained the Certificate of High-Technology in 2009 for three years and the applicable
income tax rate was 15% in 2012 based on certain conditions. In 2013, Zheng Ye packaging (Zhongshan) and zZhong Shan Yong Fa
Paper have renewed the Certificate of High-Technology and continued to enjoy 15% of the applicable income tax rate up to year
2015.

In 2013, Zhuhai Zheng Ye Packaging Company Limited (Zheng Ye Packaging (zhuhai)) was awarded the Advanced-technology
Enterprise Certificate and is eligible for tax concession of 15% up to year 2015.
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10. Income Tax Expense (Continued)
The tax charge for the year can be reconciled to the profit before tax per the consolidated statement of profit or loss and other
comprehensive income as follows:

2014 2013

RMB'000 RMB'000

Profit before tax 59,766 47,265
PRC Enterprise Income Tax at 25% 14,942 11,816
Tax effect of income tax credit granted to subsidiaries for research and development costs (1,471) (945)
Tax effect of expenses not deductible for tax purpose 791 1,592
Effect of tax exemption on concessionary rates granted to PRC subsidiaries (1,991) (3,104)
Effect of different tax rate of subsidiaries operating of other jurisdictions (1,563) (1,060)
Tax effect of tax losses not recognised 2,080 696
Utilisation of tax losses previously not recognised (5,391) (1,455)
Withholding tax - 600
Under-provision in respect of prior years 3,880 4,297
Tax charge for the year 11,277 12,437

Note: In accordance with PRC tax circular (Guoshuihan [2008] 112) effective from 1 January 2008, PRC withholding income tax at the rate of 10% is applicable to
dividends to “non-resident” investors who do not have an establishment or place of business in the PRC. The withholding income tax of last year
represented the withholding income tax provided on the profits arisen during the year ended 31 December 2013 of a PRC subsidiary of the Company,
which was available for distribution amounting to RMB6,000,000.
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11. Profit before Tax
Profit before tax for the year has been arrived at after charging (crediting):

2014 2013
RMB’000 RMB'000
Depreciation of property, plant and equipment 55,395 37,543
Amortisation of other intangible assets 1,438 1,438
Amortisation of prepaid lease payments 4,892 2,045
Less: Amount capitalised in construction in progress (577) -
Less: Amount capitalised in inventories (49,488) (32,067)
Total depreciation and amortisation 11,660 8,959
Auditor’'s remuneration 2,163 3,933
Exchange gain net 30,588 2,270
Cost of inventories recognised as expense 1,422,291 1,173,815
Operating lease rental in respect of
— rented factory and office premises 17,793 14,948
— rented vehicles 344 156
Staff costs
— directors’ and chief executive’s emoluments 9,734 10,576
— salaries and other benefits costs 181,740 127,220
— retirement benefits scheme contribution 12,568 5,870
— share-based payment 243 609
Total staff costs 204,285 144,275
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12. Directors’ and Chief Executive’s Emoluments
The emoluments paid or payable to each of the 9 (2013: 9) directors and the chief executive were as follows:

Retirement

benefits

Share-based scheme
Salary Bonus payment contributions Total
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000

For the year ended 31 December 2014

Hu Zheng 2,500 - 8 11 2,519
Hu Hanchao 2,200 - 8 11 2,219
Hu Hancheng 2,200 - 8 8 2,216
Hu Hanxiang 360 - 7 - 367
Wu Youjun 85 - 2 - 87
Zhu Hongwei 85 - 2 - 87
Chung Kwok Mo John 118 - 5 - 123
Yin Wenxin (resigned on 31 December 2014) 815 - 39 12 866
Chen Weixin (resigned on 31 December 2014) 1,200 - 39 11 1,250
9,563 - 118 53 9,734

Retirement

benefits

Share-based scheme
Salary Bonus payment contributions Total
RMB’000 RMB’000 RMB'000 RMB000 RMB’000

For the year ended 31 December 2013

Hu Zheng 2,500 = 27 10 2,537
Hu Hanchao 2,200 - 27 9 2,236
Hu Hancheng 2,200 - 27 8 2,235
Hu Hanxiang 360 = 20 = 380
Wu Youjun 85 = 8 = 93
Zhu Hongwei 85 = 8 = 93
Chung Kwok Mo John 118 = 12 = 130
Yin Wenxin 1,200 = 131 4 1,335
Chen Weixin 1,397 - 131 9 1,537
10,145 - 391 40 10,576

Note:

Mr. Hu Hancheng is also the Chief Executive of the Company and his emolument disclosed above include those for services rendered by him as the Chief
Executive.

Neither the chief executive nor any of the directors waived any emoluments during the years ended 31 December 2014 and 2013.
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13.

14.

15.
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Employees’ Emoluments
Of the five individuals with the highest emoluments in the Group, all (2013: all) were directors of the Company whose emoluments
are included in the disclosures in note 12 above.

Dividends
2014 2013
RMB’000 RMB'000
Final dividend paid for the year ended 31 December 2013
— RMB2.09 cents per share (2013: RMB3.08 cents per share
paid for the year ended 31 December 2012) 10,450 15,400

The directors do not propose dividend in respect of the year ended 31 December 2014.

The final dividend of RMB2.09 cents per share in respect of the year ended 31 December 2013, was approved by shareholders in the
annual general meeting on 30 May 2014 and paid to the owners of the Company in 2014.

Earnings per Share
The calculation of the basic and diluted earnings per share attributable to the owners of the Company is based on the following
data:

2014 2013
RMB'000 RMB'000
Earnings
Profit for the year attributable to owners of the Company
for the purposes of basic and diluted earnings per share 39,480 34,828
Number of shares
Number of ordinary shares for the purposes of basic and diluted earnings per share 500,000,000 500,000,000

The computation of diluted earnings per share for the years ended 31 December 2014 and 2013 does not assume the exercise of
the Company’s options because the exercise price of those options was higher than the average market price for shares during the
years ended 2014 and 2013.
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16. Property, Plant and Equipment

Leasehold Furniture and Motor Plantand Construction
Buildings improvements fixtures vehicles machinery in progress Total
RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000
COoST
At 1 January 2013 113,969 2,422 16,033 15,598 432,504 110,976 691,502
Additions = 1,071 3,037 3,357 10,228 71,619 89,312
Disposals - - (70) (142) 472) - (684)
Transfer from construction
in progress 20,583 354 83 - 103,801 (124,826) -
At 31 December 2013 134,557 3,847 19,083 18,813 546,061 57,769 780,130
Additions 110 1,348 2,795 5,603 2,625 105,020 117,501
Disposals (1,082) = (575) (1,009) (1,413) = (4,079)
Transfer from construction
in progress 3923 = = = 123,344 (127,267) =
Acquisitions through business
combinations 47,365 - 790 2,344 211,171 20,998 282,668
At 31 December 2014 184,873 5,195 22,093 25,751 881,788 56,520 1,176,220
DEPRECIATION
At 1 January 2013 37,542 1,013 5,577 5,986 88,238 - 138,356
Provided for the year 4,785 1,693 2,980 4,078 24,007 - 37,543
Eliminated on disposals = = (37) (129) (56) = (218)
At 31 December 2013 42,327 2,706 8,520 9,939 112,189 - 175,681
Provided for the year 6,900 979 2,793 3,622 41,101 - 55,395
Eliminated on disposals (160) = (456) (805) (736) = (2,157)
At 31 December 2014 49,067 3,685 10,857 12,756 152,554 = 228919
CARRYING VALUES
At 31 December 2013 92,230 1,141 10,563 8,874 433,872 57,769 604,449
At 31 December 2014 135,806 1,510 11,236 12,995 729,234 56,520 947,301

The above items of property, plant and equipment, except for construction in progress are depreciated on a straight-line basis over
their estimated useful lives and after taking into account of their estimated residual value at the following rates per annum:

Buildings 4.50%—-18%
Leasehold improvements 20%-50%
Furniture and fixtures 11.25%-18%
Motor vehicles 18%
Plant and machinery 4.50%—-18%
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Property, Plant and Equipment (Continued)
The buildings are situated in the PRC and are held under medium term lease.

Plant and machinery with carrying amount of RMB 6,108,000 (2013: RMB6,453,000) are held under finance lease.
Details of property, plant and equipment pledged are set out in note 34.

Prepaid Lease Payments

2014 2013
RMB’000 RMB'000

Analysed for reporting purposes as:
Current asset 5,530 2,178
Non-current asset 211,879 94,123
217,409 96,301

Leasehold land in the PRC

Medium term lease 217,409 96,301

Details of land use rights pledged are set out in note 34.

Other Intangible Assets

Development

costs

RMB'000
COST
At 1 January 2013 and 31 December 2013 6,721
Additions 1,842
At 31 December 2014 8,563
AMORTISATION
At 1 January 2013 1,550
Charge for the year 1,438
At 31 December 2013 2,988
Charge for the year 1,438
At 31 December 2014 4,426
CARRYING VALUES
At 31 December 2014 4,137
At 31 December 2013 8,78

Development costs are internally generated.

The above intangible asset has finite useful lives. Such intangible asset is amortised on a straight-line basis over 5 years.
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19.

20.

Inventories
2014 2013
RMB’000 RMB'000
Raw material and consumables 96,655 103,773
Work in progress 11,891 8,612
Finished goods 38,839 14,948
147,385 127,333
Details of inventories pledged are set out in note 34.
Trade and Other Receivables
2014 2013
RMB’000 RMB'000
Trade receivables 509,703 415,373
Less: allowance for doubtful debts (1,318) (1,318)
508,385 414,055
Advances to suppliers 2,198 4,462
Bills receivables 488,842 467,981
Prepayment 8,435 7,156
Other receivables 31,018 22,258
528,295 497,395
Total trade and other receivables 1,038,878 915,912

The Group allows an average credit period of 30 to 120 days from the invoice date to its trade customers except for the customers
newly accepted which payment is made when goods are delivered. For customers with good credit quality, the Group also allows
them to settle the payments by bills with term of 60 to 180 days guaranteed by bank before the due date of trade receivables.

The following is an aged analysis of trade receivables presented based on the invoice dates, at the end of the reporting period:

2014 2013

RMB’000 RMB'000

0-60 days 401,712 331,495
61-90 days 84,187 47,571
91-180 days 21,951 34,989
Over 180 days 535 -
508,385 414,055
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The aged analysis of bills receivables based on the invoice date, at the end of the reporting period are analysed as follows:

2014 2013

RMB'000 RMB'000

0-60 days 103,365 115,407
61-90 days 96,907 104,567
91-180 days 198,823 208,170
Over 180 days 89,747 39,837
Total 488,842 467,981

Before accepting any new customer, the Group assesses the potential customer’s credit quality and defines credit limits by
customer.

Included in the Group’s trade receivable balance are debtors with aggregate carrying amount of RMB15,245,000 (2013:
RMB8,967,000) which are past due for which the Group has not provided for impairment loss because the Group believes that the
amounts are still recoverable as there are significant subsequent settlements after year end. The Group does not hold any collateral
over these balances. Trade receivables in which customers have provided bills for settlement are not considered as past due.

Ageing of trade receivables which are past due but not impaired

2014 2013
RMB'000 RMB'000
Overdue by
0-30 days 13,486 8,234
31-60 days 1,225 725
61-90 days 534 -
Over 90 days - 8
Total 15,245 8,967
Movement in the allowance for doubtful debts
2014 2013
RMB'000 RMB'000
Balance at beginning of the year 1,318 -
Impairment losses recognised on trade receivables - 1,318
Balance at end of the year 1,318 1,318

In determining the recoverability of a trade receivable, the Group considers any change in the credit quality of the trade receivable
from the date credit was initially granted up to the reporting date. The customers with balances that are neither past due nor
impaired have good repayment histories and no impairment is considered necessary.

Details of trade receivables and bills receivables pledged as set out in note 34.
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20. Trade and Other Receivables (Continued)

21.

Movement in the allowance for doubtful debts (Continued)

During the year ended 31 December 2014, the Group discounted bills receivable of external customers with recourse in aggregated
amounts of RMB204,588,000 (2013: RMB169,019,000) to banks for short term financing of which the associated borrowings
amounting to RMB200,299,000 (2013: RMB165,019,000) and the relevant cash flows relating to external customers are presented as
operating cash flows in the consolidated statement of cash flows for the year then ended as the management considers the cash
flows are, in substance, the receipts from trade debtors.

Transfers of Financial Assets

The following were the Group'’s bills receivables as at 31 December 2014 that were transferred to banks or suppliers by discounting
on a full recourse basis. As the Group has not transferred the significant risks and rewards relating to these receivables, it continues
to recognise the full carrying amount of the receivables and the related trade payables and has recognised the cash received from
banks on the transfer as a secured borrowings (see note 27).

Bills receivables of external customers are carried at amortised cost. Bills receivables arising from intra-group transactions in which
the relevant group entities discounted or transferred the bills to banks or suppliers, such bills receivables and related intra-group
payables have been eliminated in the Group’s consolidated statement of financial position.

As at 31 December 2014

Bills
Bills receivables
receivables endorsed to
discounted to suppliers
banks with with full
full recourse recourse Total
RMB'000 RMB’000 RMB’000
Carrying amount of bills receivables 317,720 496,040 813,760
— external customers 74,974 352,008 426,982
— intra-group customers 242,746 144,032 386,778
Carrying amount of trade payables - (496,040) (496,040)
Carrying amount of bank loans (317,720) - (310,720)
As at 31 December 2013
Bills
Bills receivables
receivables endorsed to
discounted to suppliers
banks with with full
full recourse recourse Total
RMB'000 RMB'000 RMB'000
Carrying amount of bills receivables 258,576 442,130 700,706
— external customers 64,528 295,506 360,034
— intra-group customers 194,048 146,624 340,672
Carrying amount of trade payables - (442,130) (442,130)
Carrying amount of bank loans (258,576) - (258,576)
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Pledged Bank Deposits and Bank Balances and Cash
Bank balances carry interest at market rates within range from 0.001% to 0.39% (2013: 0.01% to 0.35%) per annum. The pledged
deposits carry interest rates which range from 0.35% to 3.30% (2013: 0.35% to 3.25%) per annum.

Pledged bank deposits represent deposit pledged to banks to secure banking facilities granted to the Group. Deposits amounting to
RMB145,932,000 (31 December 2013: RMB154,957,000) have been pledged to short-term bank borrowings and bills payables
repayable within three to six months and are therefore classified as current assets. The pledged bank deposits will be released upon
the settlement of relevant bank borrowings.

Short-Term Investment

As at 31 December 2014, the Group'’s short-term investment mainly represents a financial product issued by a bank in the PRC, with
principal protected and an expected variable return rate from 3.0% to 5.8% per annum, depending on the exchange rate between
US dollar and HK dollar. The financial product is designated as FVTPL on initial recognition. The directors of the Company consider
the fair value of the financial product approximates to its carrying amount as at 31 December 2014. The short-term investment was
settled in January 2015. The short-term investment is pledged to secure the certain banking facilities granted to the Group as
disclosed in note 34.

As at 31 December 2013, the Group'’s short-term investment mainly represents a financial product issued by a bank in the PRC, with
principal protected and an expected but not guaranteed return of 4.02% per annum, depending on the market prices of its
underlying financial instruments, mainly comprised of bonds and debentures. The financial product is measured at fair value at the
end of the reporting period. The directors of the Company consider the fair value of the financial product approximates to its
carrying amounts as at 31 December 2013. The short-term investment was redeemed in January 2014 at the principal amount
together with return which approximated the expected return.

Trade and Other Payables

2014 2013

RMB’000 RMB'000

Trade payables 521,501 463,471
Bills payables — secured 89,308 50,935
Other tax payables (note) 52,161 43,912
Payroll and welfare payables 30,055 24,751
Construction payables 2,017 2,618
Advance from customers 13,610 1,034
Others 22,639 16,390
731,291 603,111

Note: Included in other tax payables is RMB45,590,000 (2013: RMB33,327,000) provision of value-added tax.
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24. Trade and Other Payables (Continued)

The following is an aged analysis of trade payables presented based on the invoice date at the end of the reporting period.

2014 2013
RMB'000 RMB'000
0-60 days 229,136 206,512
61-90 days 166,924 135,026
91-180 days 95,489 100,735
Over 180 days 29,952 21,198
521,501 463,471

The aged analysis of bills payables based on the invoice date at the end of the reporting period are analysed as follows:
2014 2013
RMB'000 RMB'000
0-60 days 32,564 19,478
61-90 days 12,300 10,913
91-180 days 44,444 20,544
89,308 50,935

The credit period on purchase of material is 30 to 120 days. The Group has financial risk management policies in place to monitor

the settlement.

25. Obligations under Finance Leases

2014 2013
RMB’000 RMB'000

Analysed for reporting purposes as:
Current liabilities 311 293
Non-current liabilities 8,498 8,625
8,809 8,918
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Obligations under Finance Leases (Continued)
The Group has leased certain of its plant and machinery under finance leases at fixed interest rate of 6.12% per annum (2013: 6.12%
per annum). The lease term is 20 years (2013: 20 years).

Present value of
Minimum lease payments minimum lease payments

2014 2013 2014 2013
RMB’'000 RMB'000 RMB’'000 RMB'000
Amounts payable under finance leases
Within one year 850 850 311 293
In more than one year but not more than two years 850 850 330 311
In more than two years but not more than five years 2,550 2,550 1,116 1,052
More than five years 9,033 9,883 7,052 7,262
13,283 14,133 8,809 8,918
Less: future finance charges (4,474) (5,215) N/A N/A
Present value of lease obligations 8,809 8,918 8,809 8,918
Less: Amounts due for settlement within one year
(shown under current liabilities) (311) (293)
Amounts due for settlement after one year 8,498 8,625

The Group's obligations under finance leases are secured by the lessor’s charge over the leased assets.

Amounts Due to Directors/Loans from a Non-Controlling Equity Owner of Subsidiaries
The amounts due to directors are unsecured, interest free and repayable on demand.

Loans from a non-controlling equity owner of subsidiaries are unsecured and carrying fixed interest rates from 0.99% to 1.37% per
annum.

The carrying amount of loans from a non-controlling equity owner of subsidiaries is repayable based on the scheduled repayment
dates set out in the loan agreements:

2014 2013

RMB’000 RMB'000

Within one year 43,470 -
More than one year but not more than two years 23,973 -
More than two years but not more than five years 71,920 -
More than five years 58,220 -
197,583 =

Less: Amounts due within one year shown under current liabilities (43,470) -
Amounts shown under non-current liabilities 154,113 -
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27. Bank and Other Borrowings
Bank Borrowings

2014 2013
RMB'000 RMB'000
Bank loans, secured 881,586 837,423
Bank loans, unsecured - 9,434
881,586 846,857
Carrying amount repayable:
Within one year 829,086 828,277
More than one year but not more than two years 14,000 -
More than two years but not more than five years 38,500 =
881,586 828,277
Carrying amount of bank loans that are repayable within one year from
the end of the reporting period and contain a repayable on demand clause
(shown under current liabilities) - 18,580
881,586 846,857
Less: Amounts due within one year shown under current liabilities (829,086) (846,857)
Amounts shown under non-current liabilities 52,500 =
The carrying amounts of the Group’s borrowings are denominated in the following foreign currencies:
2014 2013
RMB'000 RMB’000
usD 39,705 13,906
HKD 21,711 70,455
61,416 84,361

Bank borrowings as at year end were secured by the pledge of assets as set out in note 34.

The ranges of effective interest rates (which are also equal to contracted interest rates) on the Group’s borrowings are as follows:

2014 2013
Effective interest rate:
Fixed rate
— bank borrowings 2.43% to 8.40% per annum 1.09% to 8.00% per annum
Variable rate borrowings 5.60% to 7.80% per annum 1.95% to 7.50% per annum
Benchmark interest rate is quoted by the People’s Bank of China.
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76

Bank and Other Borrowings (Continued)

At 31 December 2014, variable-rate bank borrowings are amounting to RMB283,500,000 (2013: RMB295,422,000). The borrowings
are arranged at the interest rate based on benchmark interest rate from the People’s Bank of China (“Benchmark Rate”) plus, if
applicable, a premium and expose the Group to cash flow interest rate risk. At 31 December 2014, fixed rate bank borrowings are
amounting to RMB598,086,000 (2013: RMB551,435,000).

As at 31 December 2014, secured bank borrowings include the discounting of (i) bills receivables from external trade customers
amounting to RMB74,974,000 (2013: RMB64,528,000), and (ii) intra-group bills receivables amounting to RMB242,746,000 (2013:
RMB194,048,000), to banks with recourse.

Other Borrowings

2014 2013
RMB’000 RMB'000

Other borrowings, secured and repayable:
Within one year 30,288 27,986
More than one year but not more than two years 20,437 16,689
More than two years but not more than five years 346 7,175
51,071 51,850
Less: Amount due within one year shown under current liabilities (30,288) (27,986)
Amounts shown under non-current liabilities 20,783 23,864

The Group has entered into agreements (the “Agreements”) with a PRC financial institute (“Financial Institute”) whereby the Group
drew down RMB39,600,000 (2013: RMB24,950,000) from the Financial Institute (included in other borrowings) which is to be
repayable within 3 years at variable rates based on Benchmark Rate plus a premium, ranging from 9.53% to 12.95% (2013: 8.20% to
11.84%) per annum.

As collaterals for the above financing, the Group transferred the ownership title of the related machineries to the Financial Institute.

Upon discharging all the Group’s obligations under the Agreements, the Financial Institute will return the ownership title of the
machineries to the Group for nominal amount of RMB100. Despite the Agreements involve a legal form of a lease, the Group
accounted for the Agreements, as collateralised borrowings in accordance with the actual substance of the Agreements.

Deferred Taxation
For the purpose of presentation in the consolidated statement of financial position, certain deferred tax assets and liabilities have
been offset. The following is the analysis of the deferred tax balances for financial reporting purposes:

2014 2013

RMB’000 RMB'000

Deferred tax assets (1,191) (198)
Deferred tax liabilities 2,240 3,044
1,049 2,846
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28. Deferred Taxation (Continued)
The following are the major deferred tax (asset)/liabilities recognised and movements thereon during the current and prior years:

Undistributed
Deferred Impairment  Depreciation profit of a
income on receivables differences subsidiary Tax losses Total
RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000
At 1 January 2013 = = 2,573 1,500 = 4,073
Reversal of deferred tax liabilities upon
distribution of profits - - - (1,500) - (1,500)
(Credit) Charge for the year - (198) (129) 600 - 273
At 31 December 2013 - (198) 2,444 600 - 2,846
Reversal of deferred tax liabilities upon
distribution of profits - - - (600) - (600)
(Credit) Charge for the year (394) - (204) - (599) (1,197)
At 31 December 2014 (394) (198) 2,240 - (599) 1,049

At the end of the reporting period, the Group has unused tax losses of RMB170,787,000 (2013: RMB7,234,000) available for offset
against future profits. A deferred tax asset has been recognised in respect of RMB3,263,000 (2013: nil) of such losses. No deferred
tax asset has been recognised in respect of the remaining RMB167,524,000 (2013: RMB7,234,000) due to the unpredictability of
future profit streams. The unrecognised tax losses at the end of reporting period will be expired in the following years:

2014 2013

RMB’'000 RMB'000

2015 25,059 =
2016 54,694 =
2017 52,411 4,448
2018 18,356 2,786
2019 20,267 =
170,787 7,234

Under the EIT law of PRC, withholding tax is imposed on 10% of dividends declared in respect of profits earned by the PRC
subsidiaries from 1 January 2008 onwards. The aggregate amount of temporary differences associated with undistributed earnings
of PRC subsidiaries for which deferred tax liabilities have not been recognised was approximately RMB357,122,000(2013:
RMB299,556,000). No deferred tax liabilities have been recognised in respect of these difference because the Group is in a position
to control the timing of the reversal of the temporary difference and it is probable that such difference will not reverse in the
foreseeable future.
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Share Capital

Number of Nominal
shares value
HKS
Ordinary shares of HK$0.10 each
Authorised:
At 1 January 2013, 31 December 2013 and 31 December 2014 1,000,000,000 100,000,000
Issued and fully paid:
At 1 January 2013, 31 December 2013 and 31 December 2014 500,000,000 50,000,000
RMB'000
Presented as at 31 December 2013 and 2014 41,655

There were no changes in the Company's authorised, issued and fully paid share capital during the both years.

Deferred Income
In 2012, the Group received a government subsidy of RMB23,800,000 for the cost of construction of its corrugated medium paper
plant. The amount was treated as deferred income at 31 December 2014 and 2013.

In 2014, the Group also received government subsidies of RMB3,237,000 for the cost of constructions of its paper-based packaging
plant and the replacement of machineries. The amounts were treated as deferred income at 31 December 2014. The amounts will
be transferred to income over the useful lives of the relevant assets.

Capital Risk Management

The Group manages its capital to ensure the entities in the Group will be able to continue as a going concern while maximising the
return to shareholders through the optimisation of the debt and equity balance. The Group’s overall strategy remains unchanged
from prior year.

The capital structure of the Group consists of debts, which includes bank borrowings and loan from a non-controlling equity owner
of subsidiaries as disclosed in note 27, net of cash and cash equivalents and equity attributable to owners of the Company,
comprising share capital and reserves.

The directors of the Company review the capital structure periodically. As part of the review, the directors consider the cost of
capital and the risks associates with the capital. Based on recommendations of the directors, the Group will balance its overall
capital structure through payment of dividends, new share issues as well as the issue of the new debt or the redemption of existing
debt.
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32. Financial Instruments

a.

Categories of financial instruments

2014 2013
RMB'000 RMB'000
Financial assets
Loans and receivables (including cash and cash equivalent) 1,199,352 1,180,416
Financial assets designated as at fair value through profit or loss 5,000 10,000
Financial liabilities (excluded obligations under finance leases)
Amortised cost 1,763,140 1,428,657

Financial risk management objectives and policies

The Group’s major financial instruments include trade and other receivables, short-term investment, pledged bank deposits,
bank balances and cash, trade and other payables, amounts due to directors, bank and other borrowings and loans from a
non-controlling equity owner of subsidiaries. Details of these financial instruments are disclosed in respective notes. The risks
associated with these financial instruments include market risk (currency and interest rate risk), credit risk and liquidity risk.
The policies on how to mitigate these risks are set out below. The management manages and monitors these exposures to
ensure appropriate measures are implemented on a timely and effective manner.

Market risk
The Group's activities expose primarily to the market risks of changes in interest rates and foreign currency exchange rates.

There has been no significant change to the Group’s exposure to market risks or the manner in which it manages and
measures the risk.

(1) Currency risk
The Group collects most of its revenue and incur most of the expenditures in RMB.

The Group undertakes certain transactions denominated in foreign currencies, hence exposures to exchange rate
fluctuations arises. The Group currently does not have a foreign currency hedging policy. However, the management
monitors foreign exchange exposures and will consider hedging significant foreign currency exposure should the need
arise.
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32. Financial Instruments (Continued)
b. Financial risk management objectives and policies (Continued)
Market risk (Continued)
() Currency risk (Continued)

The carrying amount of the Group’s foreign currency denominated monetary assets (mainly including bank balances
and cash, pledged bank deposits, trade and other receivables) and monetary liabilities (mainly including trade and other
payable, bank borrowings and loans from a non-controlling equity owner of subsidiaries) at the reporting date are as

follows:
2014 2013

RMB'000 RMB'000
Assets
usD 29,853 9,643
HKD 5,000 10,230
GBP 10 10
Liabilities
usD 43,349 14,524
HKD 38,335 86,744
JPY 197,583 =
Sensitivity analysis

The Group mainly exposes to the currency of USD, GBP, HKD and JPY relative to RMB.

The following table details the Group's sensitivity to a 10% (2013: 10%) increase and decrease in RMB against the
relevant foreign currencies. 10% represents management's assessment of the reasonably possible change in foreign
exchange rates. The sensitivity analysis includes only outstanding foreign currency denominated monetary items and
adjusts their translation at the end of the reporting period for a 10% (2013: 10%) change in foreign currency rates. The
sensitivity analysis includes bank borrowings, loans from a non-controlling equity owner of subsidiaries as well as bank
balances denominated in foreign currencies. A positive number below indicates an increase in post-tax profit where the
RMB strengthens 10% (2013:10%) against the relevant currency. For a 10% weakening of RMB against the relevant

currency, they would be an equal and opposite impact on the profit.

2014 2013
RMB’000 RMB'000
USD
Profit or loss 968 429
HKD
Profit or loss 2,798 6,395
GBP
Profit or loss (1) (1
IPY
Profit or loss 15,263 -
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32. Financial Instruments (Continued)

b.

Financial risk management objectives and policies (Continued)

Market risk (Continued)

(i) Interest rate risk
The Group is exposed to cash flow interest rate risk due to the fluctuation of the prevailing market interest rate on bank
deposits, and bank and other borrowings which carry at prevailing deposit interest rates and variable rate based on the
interest rates quoted by the People’s Bank of China respectively.

The Group’s fair value interest rate risk relates primarily to its fixed rate pledged bank deposits, obligations under
finance leases, bank borrowings and loans from a non-controlling equity owner of subsidiaries. The Group currently
does not use any interest rate hedging policy to hedge its exposure to interest rate risk. However, the management will
consider hedging significant interest rate exposure should the need arise.

The Group's exposures to interest rates on financial liabilities are detailed in the liquidity risk management section of
this note.

Sensitivity analysis
Sensitivity analysis on bank balances is not presented as the management considers that the Group’s exposure to
interest rate fluctuation is insignificant.

The sensitivity analyses below have been determined based on the exposure to interest rates for the variable-rate bank
and other borrowings at the end of the reporting period and the stipulated change taking place at the beginning of the
financial year and held constant throughout the year. A 50 basis points (2013: 50 basis points) increase or decrease for
variable bank and other borrowings are used when reporting interest rate risk internally to key management personnel
and represent management’s assessment of the reasonably possible change in interest rates in respect of bank and
other borrowings.

If interest rates had been 50 basis points (2013: 50 basis points) higher/lower and all other variable were held constant,
the Group’s: post-tax profit for the year ended 31 December 2014 would decrease/increase by RMB1,416,000 (2013:
RMB1,467,000).

(iii)  Price risk
The Group is exposed to price risk through its short-term investments. The directors of the Company consider the price
risk is insignificant as the Group only invests in products issued by banks with good reputation.

Credit risk

As at 31 December 2014, the Group’s maximum exposure to credit risk which will cause a financial loss to the Group due to
failure to discharge an obligation by the counterparties is arising from the carrying amounts of the respective recognised
financial assets as stated in the consolidated statements of financial position.

The management considers the credit risk exposure of the Group is low as the sales are normally settled within 30 to 120
days. The management nonetheless reviews the recoverable amount of each individual debt regularly, if any, to ensure that
adequate impairment losses are recognised for irrecoverable amounts. In this regards, the management of the Group
consider that the Group's credit risk is significantly reduced.

The Group has concentration of credit risk as 26% (2013: 24%) of total trade receivables represented amounts due from the
Group’s largest three (2013: three) trade debtors as at 31 December 2014. The management is of the view that these trade
debtors of the Group have good trade record without default history and consider that the trade receivable from these
customers is recoverable.

The credit risk on liquid funds is limited because the counterparties are banks with high credit ratings assigned by international
credit-rating agencies.

Other than those described above, the Group has no significant concentration of credit risk, with exposure spread over a large
number of counterparties and customers.
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32. Financial Instruments (Continued)

b.

82

Financial risk management objectives and policies (Continued)

Liquidity risk

In the management of the liquidity risk, the Group monitors and maintains a level of cash and cash equivalents deemed
adequate by the management to finance the Group’s operations and mitigate the effects of fluctuations in cash flows. The
management monitors the utilisation of bank borrowings.

In light of the Group’s net current liabilities of RMB259,312,000 (31 December 2013: RMB:146,689,000) as at 31 December
2014, the Group relies on bank borrowings as a significant source of liquidity. As at 31 December 2014, the Group has
available unutilised banking facilities of approximately RMB395,397,000 (2013: RMB464,612,000).

The following table details the Group’s contractual maturity for its financial liabilities. The table has been drawn up based on
the undiscounted cash flows of financial liabilities based on the earliest date on which the Group can be required to pay.
Specifically, bank loans with a repayment on demand clause are included in the earliest time band regardless of the probability
of the banks choosing to exercise their rights. The maturity dates for other financial liabilities are based on the agreed
repayment dates.

The table includes both interest and principal cash flows. To the extent that interest flows are floating rate, the undiscounted
amount is derived from interest rate at the year of the reporting period.

Liquidity table
Weighted  On demand Total
average orless than 6 months to Over undiscounted Carrying
interest rate 6 months 1year 1-5 years 5years  cash flows amounts
% RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000
2014
Trade and other payables N/A 630,663 - - - 630,663 630,663
Amounts due to directors N/A 2,237 - - - 2,237 2,237
Bank horrowings
— fixed rate 5.56 461,727 149,656 - - 611,383 598,086
— variable interest rate 6.18 192,746 46,829 64,068 - 303,643 283,500
Loans from a non-controlling
equity owner of subsidiaries
— fixed rate 1.10 45,231 25,629 99,591 34,571 205,022 197,583
Obligations under finance leases
— fixed rate 6.12 425 425 3,400 9,033 13,283 8,809
Other borrowings
— variable interest rate 11.51 18,465 15,842 21,906 - 56,213 51,071
1,351,494 238,381 188,965 43,604 1,822,444 1,771,949
2013
Trade and other payables N/A 526,809 - - - 526,809 526,809
Amounts due to directors N/A 3141 - - - 3141 3,141
Bank borrowings
— fixed rate 4.55 470,162 92,657 = = 562,819 551,435
— variable interest rate 4.47 210,768 91,970 - - 302,738 295,422
Obligations under finance leases
— fixed rate 6.12 425 425 3,400 9,883 14,133 8,918
Other borrowings
— variable interest rate 10.46 16,329 15,368 25,475 - 57,172 51,850
1,227,634 200,420 28,875 9,883 1,466,812 1,437,575
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32. Financial Instruments (Continued)

b.

Financial risk management objectives and policies (Continued)

Liquidity risk (Continued)

Bank loans with a repayment on demand clause are included in the “on demand or less than 6 month” time band in the above
maturity analysis. As at 31 December 2014 and 31 December 2013, the aggregate undiscounted principal amounts of these
bank loans amounting to nil and RMB18,580,000, respectively. As at 31 December 2013, taking into the consideration of the
Group’s financial position, the directors did not believe that it was possible that the banks would exercise their discretionary
rights to demand immediate repayments and the directors believed that such bank loan would be repaid in full 3 months after
the end of the reporting period in accordance with the scheduled repayment dates set out in the loan agreements. The
aggregate principal and interest cash outflows amounted to RMB18,653,000.

The amounts included above for variable interest rate instrument for non-derivative financial liabilities is subject to change if
changes in variable interest rates defer to those estimates of interest rates determined at the end of the reporting period.

Fair value

The short-term investment (see note 23) is measured at fair value at the end of each reporting period. The fair value of short-
term investment was RMB5,000,000 as at 31 December 2014 (2013: RMB10,000,000) which are determined with reference to
discounted cash flow model, which is based on the expected return of the structured deposits. The fair value measurement is
classified under level 2 of the fair value hierarchy.

The fair value of financial assets and financial liabilities not measured at fair value on a recurring basis are determined in
accordance with generally accepted pricing models based on discounted cash flow analysis.

The directors consider that the carrying amounts of other financial assets and financial liabilities recorded at amortised cost in
the consolidated financial statements approximate their fair values.

33. Business Combination

(a)

(b)

Subsidiaries acquired

On 1 April 2014, the Group acquired from independent third parties the 58.7% equity interests of Zhongshan Rengo Hung Hing
Paper Manufacturing Company Limited (“Lian He") and Zhong Shan Ren Hing Paper Manufacturing Company Limited (“Lian
Xing") for a total cash consideration of RMB141,914,000. This acquisition has been accounted for using the purchase method.
Lian He and Lian Xing are engaged in the manufacture and sale of corrugated papers and paper boards in the PRC. Lian He
and Lian Xing were acquired to expand the operations of the corrugated medium paper segment and their operating results
have been included in the corrugated medium paper segment.

consideration transferred

RMB'000

Cash 141,914

Acquisition-related costs amounting to RMB260,000 have been excluded from the consideration transferred and have been
recognised as an expense in the current year, within the other expenses in the statement of profit or loss and other
comprehensive income.
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33. Business Combination (Continued)
(c) Assets acquired and liabilities recognised at the date of acquisition
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Lian He &
Lian Xing
RMB'000
Inventories 57,305
Trade and other receivables 161,703
Pledged bank deposits 2,657
Bank balances and cash 18,720
Property, plant and equipment 282,668
Prepaid lease payment 126,000
Deposit for acquisition of property, plant and equipment 2,090
Trade and other payables (181,221)
Bank borrowings (18,441)
Loans from a non-controlling equity owner of subsidiaries (209,720)
Net assets acquired 241,761

The fair value of trade and other receivables at the date of acquisition amounted to RMB161,703,000. The gross contractual
amounts of those trade and other receivables acquired amounted to RMB176,935,000 at the date of acquisition. The best
estimate at acquisition date of the contractual cash flows not expected to be collected amounted to RMB15,232,000.

(d) Non-controlling interests

The non-controlling interests (41.3%) in Lian He and Lian Xing recognised at the acquisition date was measured at their
proportionate share of net assets acquired and amounted to RMB99,847,000.

(e) Goodwill arising on acquisition

(f)

Lian He &

Lian Xing

RMB'000

Consideration transferred 141,914

Plus: non-controlling interests (41.3%) 99,847

Less: fair value of identifiable net assets acquired (241,761)

Goodwill arising on acquisition -
Net cash out flow on acquisition of subsidiaries

2014

RMB'000

Consideration paid in cash 141,914

Less: cash and cash equivalent balances acquired (18,720)

123,194

Deposit for acquisition of subsidiaries paid during the year ended 31 December 2013 was RMB14,191,000, and the remaining
consideration was paid in current year.
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33.

34.

35.

Business Combination (Continued)
(g) Impact of acquisitions on the results of the Group

Included in the profit for the year is RMB21,812,000 attributable to the additional business generated by Lian He & Lian Xing.

Revenue for the year include RMB154,393,000 in respect of Lian He & Lian Xing.

Had the acquisition been completed on 1 January 2014, total Group revenue for the year would have been RMB1,811,770,000,
and profit for the year would have been RMB31,458,000. The pro forma information is for illustrative purposes only and is not
necessarily an indication of revenue and results of operations of the Group that actually would have been achieved had the

acquisition been completed on 1 January 2014, nor is it intended to be a projection of future results.

In determining the ‘pro-forma’ revenue and profit of the Group had Lian He and Lian Xing been acquired at the beginning of
the current year, the directors have calculated depreciation of plant and equipment acquired on the basis of the fair values
arising in the initial accounting for the business combination rather than the carrying amounts recognised in the pre-

acquisition financial statements.

Pledge of Assets

The following assets were pledged to secure certain banking and other facilities (including properties, plant and equipment under

finance leases) granted to the Group at the end of the reporting period:

2014 2013

RMB'000 RMB'000

Buildings and construction in progress 93,354 65,743
Plant and machinery 273,255 206,470
Land use right 163,375 55,339
Trade receivables 80,000 109,359
Bills receivables 80,440 92,153
Pledged bank deposits 145,932 154,957
Short-term investment 5,000 =
Inventories 60,341 92,207
901,697 776,228

In addition to the pledge of assets above, bank borrowings of RMB242,746,000 (31 December 2013: RMB194,048,000) are secured by

the discounted intra-group bills receivable as at 31 December 2014.

Operating Leases
The Group as lessee
Minimum lease payments under operating leases during the year:

2014 2013

RMB’000 RMB'000

Factory and office premises 22,829 20,970
Vehicles 167 156
22,996 21,126
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35. Operating Leases (Continued)
The Group as lessee (Continued)
At the end of the reporting period, the Group had commitments for future minimum lease payments under non-cancel
operating leases which fall due as follows:

lable

2014 2013

RMB’000 RMB'000

Within one year 14,434 13,946
In the second to fifth year inclusive 27,808 19,964
After five years 9,503 16,161
51,745 50,071

Operating lease payments represent rentals payable by the Group for certain of its factory premises, and machineries and vehicles.
Leases are negotiated for a term ranging from 1 year to 7 years (2013: 1 year to 7 years). Rentals are fixed at the date of signing of

lease agreements.

36. Capital Commitments

2014 2013
RMB’000 RMB'000
Capital expenditure in respect of acquisition of new property, plant and equipment and
leasehold land contracted for but not provided in the consolidated financial statements 70,199 154,366
Capital expenditure in respect of acquisition of new subsidiaries contracted for but not
provided in the consolidated financial statements - 127,723
70,199 282,089

37. Share-Based Payment Transactions

Pursuant to a resolution passed on 20 January 2012, the Company offered to grant share options (the “Share Options”) which entitle
the holders thereof to subscribe for a total of 21,350,000 Shares of the Company to the directors and employees of the Group
subject to acceptance of the grantees (the “Grantees”), under the Share Option Scheme, which the Share Options would expire on

30 June 2015.

Details of share-based payment options granted to the Group’s employees and directors as follows:

Exercise

Category of grantee Date of grant Vesting period Exercise period price
HKD

Category | 20/01/2012 None 20/01/2012-30/06/2013 0.82
Category Il 20/01/2012 20/01/2012-30/06/2013 01/07/2013-30/06/2014 0.82
Category lll 20/01/2012 20/01/2012-30/06/2014 01/07/2014-30/06/2015 0.82

Of a total 21,350,000 share options, 7,260,000 share options were fully vested upon grant as Category I, 7,010,000 share options

were vested on 30 June 2013 as Category Il and remaining 7,080,000 share options were vested on 30 June 2014 as Category lll.
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37. Share-Based Payment Transactions (Continued)
The table below discloses movement of the Company’s share options held by the Group’s employees and directors:

Lapsed Lapsed Cancelled Reclassification
Outstanding during  Outstanding during during during  Outstanding
at 01/01/2013 the year at 31/12/2013 the year the year the year at 31/12/2014
(Note 1) (Note 2)
Employees:
Category | 4,790,000 (4,790,000) - - - - -
Category Il 4,510,000 - 4,510,000 (4,510,000) - - -
Category Il 4,550,000 - 4,550,000 - - 840,000 5,390,000
13,850,000 (4,790,000) 9,060,000 (4,510,000) = 840,000 5,390,000
Directors:
Category | 2,470,000 (2,470,000) - - - - -
Category Il 2,500,000 - 2,500,000 (2,500,000) - - -
Category Il 2,530,000 - 2,530,000 - (840,000) (840,000) 850,000
7,500,000 (2,470,000 5,030,000 (2,500,000) (840,000) (840,000) 850,000
Total 21,350,000 (7,260,000) 14,090,000 (7,010,000) (840,000) (840,000) 6,240,000
Exercisable at end of the year 7,010,000 6,240,000
Note:

(1) Reclassification is due to the resignation of a director during the year who continues to serve as an employee of the Group.

2) Included in the number of share options granted to employees outstanding at 31 December 2014 are 550,000 and 840,000 granted to Mr. Hong Guanghua
and Mr. Zhang Xiaoming respectively. They were appointed as directors of the Company in January 2015.

The exercise price of lapsed, cancelled and outstanding share options is HKDO.82.

The Share Options were granted on 20 January 2012. The fair values of the Share Options determined at the date of grant using the
Binomial model were HK$4,761,000.

During the year, the Group recognised the expense of share-based payments RMB361,000 (2013: RMB1,000,000).

The following assumptions were used to calculate the fair values of the Share Options:

Grant date share price HK$0.77
Exercise price HK$0.82
Expected life 3.44 years
Expected volatility 52.90%—-68.40%
Dividend yield 4.40%
Risk-free interest rate 0.27%-0.46%
Exercise multiple 2.2

The Binomial model has been used to estimate the fair value of the options. The variables and assumptions used in computing the
fair value of the Share Options are based on the directors’ best estimate. Changes in variables and assumptions may result in
changes in the fair value of the options.
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38.

39.
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Retirement Benefits Schemes

The Group operates a mandatory Provident Fund Scheme for all qualifying employees in Hong Kong. The assets of the scheme are
held separately from those of the Group, in funds under the control of a trustee. The Group contributes 5% of relevant payroll costs
to the scheme, which contribution is matched by employees but subject to a maximum amount of HK$1,250 (2013: HK$1,250) per
person per month prior to June 2014 and revised to HK$1,500 per month for each employee thereafter.

The employees of the Company’s subsidiaries established in the PRC are members of state-managed retirement benefit schemes
operated by the PRC government. The subsidiaries are required to contribute certain percentage of payroll costs to the retirement
benefits schemes to fund the benefits. The only obligation of the Group with respect to the retirement benefit schemes is to make
the specific contributions.

The total cost charged to income of RMB12,568,000 (2013: RMB5,910,000) represents contributions payable to these schemes by the
Group in respect of the current accounting period.

Related Parties Transactions
(@) Name and relationship

Name Relationship

Zhongshan City Zheng Ye Leasing Company Limited Controlled by the controlling shareholders of the Company
(“Zheng Ye Leasing”)

Zhongshan City Zhong Fa Equipment Rental Company Limited Controlled by the controlling shareholders of the Company
(“Zhong Fa Equipment”)

(b) Related parties transactions
During the year, the Group entered into the following transactions with related parties:

2014 2013
RMB’000 RMB'000
Rental expenses of property
— Zheng Ye Leasing 4,432 4,344
Rental expenses of vehicles
— Zhong Fa Equipment 206 198
Interest on loans from a non-controlling equity owner of subsidiaries 1,837 -

Zheng Ye Leasing also provided financial guarantees to the Group to secure the banking facilities with an aggregate amount of
RMB149,060,000 (2013: nil) obtained by the Group. As at 31 December 2014, the amount of utilized facilities is RMB66,500,000
(2013: nil). The respective guarantee fee paid by the Group to Zheng Ye Leasing is RMB450,000 (2013: nil).

(c) Rental deposit of RMB450,000 (2013: RMB450,000) paid to Zheng Ye Leasing has been included in trade and other receivables
in the consolidated statement of financial position at 31 December 2014.

Rental payables of RMB369,000 (2013: nil) and RMB33,000 (2013: nil) to Zheng Ye Leasing and Zhong Fa Equipment respectively
have been included in trade and other payables in the consolidated statement of financial position at 31 December 2014.

(d) Related parties balances

Amounts due to directors and loans from a non-controlling equity owner of subsidiaries with significant influence are
disclosed on note 26.
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39. Related Parties Transactions (Continued)
(e) Compensation of key management personnel
The remuneration of directors and other members of key management during the year was as follows:

2014 2013

RMB’000 RMB'000

Salaries and other benefits 18,564 16,403
Share-based payment 361 1,000
Retirement benefits scheme contributions 159 141
19,084 17,544

The remuneration of directors and key executives is determined by the remuneration committee having regard to the

performance of individuals and market trends.

40. Particulars of Subsidiaries of the Company

Proportion Proportion of
Issued and ownership voting power
Place and date fully paid share/  Class of interest held by held by
Name of subsidiary of incorporation Registered capital shares hold the Company the Company  Principal activities
At 31 December
2014 2013 2014 2013

TYAZ International Limited British Virgin Islands Authorized US$50,000 Ordinary 100% * 100% * 100% 100%  Investment holding

("Zheng Ye (BVI)") ("BVI") US$10,000 *

5July 2010

FXBBRERAR Hong Kong HK$10,000 Ordinary 100% 100% 100% 100% Investment holding
Zheng Ye International Company Limited 5 February 1999

(“Zheng Ye International)
BEERREEZERAR Hong Kong HK$10,000 Ordinary 100% 100% 100% 100% Investment holding
Shing Yip (Hong Kong) Investment 6 May 2005

Enterprises Limited

(“Shing Yip (Hong Kong)")
EXREHINERAR PRC HK$102,000,000 Ordinary 100% 100% 100% 100% Manufacturing and operating of
Zheng Ye Packaging (Zhongshan) 25 August 2003 paper-based packaging products,

Company Limited packaging related business and

(“Zheng Ye Packaging (Zhongshan)”) printing of decorative packaging

products

HILKERZEBRAR PRC 2014 Ordinary 100% 100% 100% 100% Manufacturing and sale of
Zhongshan Yong Fa Paper Industry 26 November 2003 HK$106,500,000 paper-and paperboard

Company Limited 2013:

(“Zhongshan Yong Fa Paper”)

HK$81,500,000
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40. Particulars of Subsidiaries of the Company (Continued)

Proportion Proportion of
Issued and ownership voting power
Place and date fully paid share/  Class of interest held by held by
Name of subsidiary of incorporation Registered capital shares hold the Company the Company  Principal activities

At 31 December
2014 2013 2014 2013

RILFEBABEERAR PRC RMB10,000,000 Ordinary 100% 100% 100% 100% Under deregistration
Zhongshan Zheng Ye Alliance Packing 21 August 2006
Company Limited ("Zheng Ye Alliance

Packaging”)
KEEZBRERAR PRC HK$12,000,000 Ordinary 100% 100% 100% 100% Manufacturing and sale of
Zhuhai Zheng Ye Packing Company Limited 25 August 2005 paper-based packaging products
("Zheng Ye Packaging (Zhuhai)") and related packaging service
LT EEA R AE R AR PRC RMB500,000 Ordinary 100% 100% 100% 100% Procurement and wholesale
Zhongshan City Zhong Tang Waste Paper 16 February 2001 business of waste paper
Recycling Company Limited products

("Zhong Tang Recycling”)

BETEXREERRT PRC 2014; Ordinary 100% 100% 100% 100% Manufacturing and sale of

Hefei City Zheng Ye Packaging Company 10 September 2010 RMB 40,000,000 paper-based packaging products
Limited ("Zheng Ye Packaging (Hefei)") 2013: and printing of decorative

RMB 10,000,000 packaging products

PN EEBEERAR PRC RMB40,000,000 Ordinary 100% 100% 100% 100% Manufacturing and sale of

Zhengzhou Zheng Ye Packaging Company 27 April 2011 paper-based packaging products
Limited ("Zheng Ye Packaging and printing of decorative
(Zhengzhou)") packaging products

BREEXEEERARA PRC RMB20,000,000 Ordinary 100% 100% 100% 100% Manufacturing and sale of

Shijiazhuang Zheng Ye Packaging 23 November 2011 paper-based packaging products
Company Limited (“Zheng Ye Packaging and printing of decorative
(Shijiazhuang)") packaging products

REFXBAREERARA PRC RMB35,000,000 Ordinary 100% 100% 100% 100% Manufacturing and sale of

Wuhan Zheng Ye Alliance Packaging 6 September 2011 paper-based packaging products
Company Limited (“Zheng Ye Packaging and printing of decorative
(Wuhan)") packaging products

BRERBEEREBRAELAR PRC RMB10,000,000 Ordinary 100% 100% 100% 100% Procurement and wholesale

Hefei Hua Jia Resource Recycling Company 15 November 2011 business of waste paper

Limited (“Hefei Huajia")

K BEEEERAR PRC RMB50,000,000 Ordinary 100% 100% 100% 100% Manufacturing and sale of paper
Hubei YongFa Paper Industry Company 10 October 2012 and paperboard
Limited ("Hubei YongFa Paper”)

BEBEREERAR PRC RMB10,000,000 Ordinary 100% 100% 100% 100% Manufacturing and sale of paper
Hefei ShingYip Packaging Company Limited 22 May 2012 based packaging products and
("Hefei Shing Yip Packaging") printing of decorative packaging
products
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40. Particulars of Subsidiaries of the Company (Continued)

Proportion Proportion of
Issued and ownership voting power
Place and date fully paid share/  Class of interest held by held by
Name of subsidiary of incorporation Registered capital shares hold the Company the Company  Principal activities
At 31 December
2014 2013 2014 2013
R A BEERERAT PRC USD53,660,000 Ordinary 58.7% NA  58.7% N/A  Manufacturing and sale of paper
Zhongshan Rengo Huang Hing Paper 22 May 1995 and paper board
Manufacturing Company Limited
(“Lian He")
LB RS AR AR PRC USD27,380,900 Ordinary 58.7% N/A 58.7% N/A  Under deregistration
Zhongshan Ren Hing Paper Manufacturing 16 August 2000

Company Limited (“Lian Xing")

& Except for Zheng Ye (BVI), the issued capital of all other companies is fully paid and indirectly held by the Company.

41. Details of Non-Wholly Owned Subsidiaries that have Material Non-Controlling Interests
Place of
incorporation
and principal Proportion of ownership
place of interests held by Profit allocated to Accumulated
Name of subsidiary business non-controlling interests non-controlling interests non-controlling interests
31/12/2014 31/12/2013 31/12/2014 31/12/2013 31/12/2014 31/12/2013
RMB'000 RMB'000 RMB’000 RMB'000
Lian He & Lian Xing Zhongshan, PRC 41.3% N/A 9,009 N/A 108,856 N/A

As disclosed in note 33, the Group has acquired 58.7% equity interests in a business which housed in two companies — Lian He and
Lian Xing. Subsequent to the acquisition, the Group underwent a restructuring where the assets and liabilities of Lian Xing were
transferred to Lian He and the part of business previously operated by Lian Xing was transferred to Lian He. Lian Xing is under
deregistration as at 31 December 2014 and the non-controlling interests of both Lian He and Lian Xing are identical. Accordingly, the
summarised financial information of Lian He and Lian Xing is presented on a combined basis as set out below. The summarised
financial information below represents amount before intragroup eliminations.

Lian He &

Lian Xing

2014

RMB'000

Current assets 126,119
Non-current assets 432,840
Current liabilities (141,272)
Non-current liabilities (154,113)
Equity attributable to owners of the Company (154,718)
Non-controlling interests (108,856)
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41. Details of Non-Wholly Owned Subsidiaries that have Material Non-Controlling Interests
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(Continued)
1 April 2014
to
31 December
2014
RMB’000
Revenue 173,965
Expenses (152,153)
Profit and total comprehensive income for the period 21,812
Profit and total comprehensive income attributable to owners of the company 12,803
Profit and total comprehensive income attributable to the non-controlling of the company 9,009
Profit and total comprehensive income for the year 21,812
Dividends paid to non-controlling interests -
Net cash inflow from operating activities 24,837
Net cash outflow from investing activities (39,151)
Net cash inflow from financing activities 250
Net cash outflow (14,064)

Note: The amounts represent the financial information of Lian He and Lian Xing being consolidated as subsidiaries of the Group since 1 April 2014 as set out in

note 33.
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For the year ended 31 December 2014

2014 2013
RMB’000 RMB'000
Non-current Assets
Unlisted investment in a subsidiary 140,267 139,921
Amounts due from subsidiaries 117,461 109,598
Property, plant and equipment 26 42
257,754 249,561
Current Assets
Bank balances and cash 528 1,353
Other receivables 526 609
Dividend receivables 13,530 24,530
Amounts due from subsidiaries 11,556 -
26,140 26,492
Current Liabilities
Amounts due to directors - 286
Other payables 170 674
Amount due to subsidiaries - 5,206
Borrowings 17,785 -
17,955 6,166
Net Current Assets 8,185 20,326
Total Assets less Current Liabilities 265,939 269,887
Capital and Reserves
Share capital 41,655 41,655
Reserves (note) 131,316 135,264
Share premium 92,968 92,968
Total Equity 265,939 269,887

Note: Movement in reserves for the year ended 31 December 2014 represent the profit and total comprehensive income for the year of RMB6,141,000, the
recognition of equity settled share-based payment of RMB361,000 and the payment of dividends of RMB10,450,000 during the year.
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FINANCIAL SUMMARY

Consolidated results

For the year ended 31 December

2010 2011 2012 2013 2014
RMB'000 RMB'000 RMB'000 RMB'000 RMB’000
(Note 3)
Revenue 1,053,302 1,163,803 1,242,371 1,445,749 1,714,190
Profit before taxation 97,321 58,876 62,167 47,265 59,766
Income tax expense (16,211) (12,436) (10,750) (12,437) (11,227)
Profit for the year 81,110 46,440 51,417 34,828 48,489
Attributable to:

the owners of the Company 81,110 46,440 51,417 34,828 39,480
non-controlling interests - - - - 9,009
81,110 46,440 51,417 34,828 48,489

Consolidated assets and liabilities

At 31 December

2010 2011 2012 2013 2014
RMB'000 RMB’000 RMB'000 RMB'000 RMB’000
(Note 3)
Total assets 1,147,221 1,452,726 1,803,516 2,064,643 2,566,508
Total liabilities (857,435) (981,939) (1,305,744) (1,546,443) (1,910,061)
Net assets 289,786 470,787 497,772 518,200 656,447

Note 1: The Company was incorporated in Bermuda on 18 August 2010 as an exempted company with limited liability under the Bermuda Companies Act. Pursuant to
a reorganisation scheme to rationalise the structure of the Group in preparation for the public listing of the Company’s shares on the Stock Exchange of Hong
Kong Limited (the “Stock Exchange”), the Company became the holding company of the companies how comprising the Group on 4 March 2011. The financial
summary has been presented on the basis that the Company had been the holding company of the Group from the beginning of the earliest period presented.

Note 2: Neither the Company nor any of its subsidiaries has purchased, sold or redeemed any of the Company’s shares listed on the Stock Exchange during the period
from the date of the Listing (i.e. 3 June 2011) to 31 December 2014.

Note 3: The figures for the year ended 31 December 2010 have been extracted from the prospectus of the Company dated 24 May 2011.
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