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* & 8] & Chairman’s Statement

BUSINESS REVIEW

It gives me great pleasure to report to our shareholders our business
performance for the financial year ended on 31st March, 2006.
During this period, both turnover and profit attributable to shareholders
again reached record levels, to HK$3,329,670,000 and
HK$168,389,000 respectively, representing increases of 24% and
37% respectively. The Board recommends a final dividend of HK9.0
cents per share which, together with the interim dividend of HK5.0
cents per share already paid, makes the total dividend for the year
HK14.0 cents per share, representing an increase of HK2.0 cents over
last year. At the same time, the Group’s gearing ratio as at 31st
March, 2006 has improved from 31% at 31st March, 2005 and 45%
at 30th September, 2005, to only 28%. Return on shareholders’
funds has continued to climb, to an unprecedented 20%.

During the period under review, satisfactory growth and
improvements have been achieved in each of the Group’s three core
businesses. Market share has continued to expand in the solvents
business; lubricants business have benefited from synergies with the
newly established Yip‘s Pacific Limited and have made significant
improvement towards the business turnaround; while coatings
business have seen margins returning to normal levels as a result of
more stable raw material prices, and have accordingly recorded a
50% increase in operating profits.
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BUSINESS REVIEW (CONTINUED)

On the whole, the Group has been facing a rather formidable
operating environment in the past year. Incessant increases in
interest rates as well as continued increases in operating costs have
put Hong Kong'’s export industries under tremendous pressure. At
the same time, the Renminbi revaluation, coupled with China’s
disputes with trading partners have caused some adverse impacts
on economic growth. Nevertheless, the Group’s better than
expected operating results during the past year have once again
given ample testimony to its ability to overcome the challenges. The
Group sees an imposing business environment to be a challenge as
well as an opportunity — an opportunity to unleash the overall
competitiveness of the Group built up over the years, and an
opportunity to build a strong foundation for the sustained growth
and development of the Group.

In order to make it easier for shareholders and investors to
comprehend the Group's businesses, | have regrouped the then
Group’s six core businesses into three, namely: “Solvents”,
“Coatings”, and “Lubricants”. Comparative figures for the previous
year have been reclassified accordingly in this report.
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* & 8] & Chairman’s Statement

SOLVENTS

This division includes raw solvents (also known as butyl acetate and
ethyl acetate) and mixed solvents (also known as thinners). The
former is widely used in areas such as coatings, tannery, medicine,
and adhesives. The latter is mostly used by the toy, electronics,
printing, and furniture industries, and serve as a supplementary raw
material. Several subsidiaries of the Group produce and sell solvents
simultaneously, making solvents currently the biggest core business of
the Group.

Solvents are highly flammable products. Both production and storage
processes of solvents must meet exceptionally high safety standards,
hence transport costs are high. Consequently, the solvents business
have tended to cater to regional markets. During the past year, the
economies in the export processing industries have not been
particularly robust, and with costs rising continuously, Pearl River
Delta’s export industries on the whole faced a rather difficult year,
with demand tending to be weak. Consequently, the performance of
our solvents business in the export sector have experienced little
growth compared with the year before. However, in view of the
sustained strong growth of China’s domestic economy, coupled with
the competitive advantages of the Group both in sound management
and in economy of scale, the business continued to register strong
growth. Turnover reached HK$1,973,581,000, representing a growth
of 25%, while operating profit was HK$157,262,000, also an
increase of 1% over last year. In the last year, raw material prices
have been less volatile, and the solvents results should reflect a more
normal business environment for the business.

We anticipate that the solvents business will continue to benefit from
strong demand growth, and will continue to be an important
contributor to the Group’s profits. The Group plans to further expand
the solvents capacity towards the end of this year, by 100,000 tons to
300,000 tons per annum, making it one of the world leaders in this
business.
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COATINGS

Coatings are closely related to solvents. With the exception of
water-based latex emulsion paints, most of the other coatings not
only use solvents as a major component, but they are also used in
conjunction with solvents during their application. The Group’s
coatings business was essentially developed from a firm foundation
of a strong solvents business. Currently, the coatings business
operates under four brands: “Bauhinia” for paints, “Bauhinia
Variegata” for inks, “Golaxxo” for varnishes, and “Da Chang” for
resins.

Coatings have a wide variety of applications. Industries such as
construction and refurbishment projects, food and gift packaging,
toys, electronics, furniture, and printing all consume significant
quantities of different kinds of coatings. At about HK$60 billion per
year, the current demand for coatings in all of China is still only at
the level of developing countries. With the expected continuation
of China’s role as a global manufacturing centre and the sustained
policy of openness and reform, the economy will continue its fast
pace of growth, thus creating a large domestic market for coatings.
We therefore anticipate that the prospect for the coatings business
in China will be excellent, and the Group sees this core business to
be the one with the greatest potential for growth.

In fact, the performance of the coatings business last year has been
quite gratifying, achieving a turnover of HK$1,196,034,000, which
is 12% higher than the previous year. Moreover, due to much
improved control over operating costs, profits have returned to
more reasonable levels. At HK$80,568,000, operating profit have
increased significantly, by 50% over the previous year.
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COATINGS (CONTINUED)

There is no doubt that the coatings market in China is extremely
large, and the competition very keen. The Group has been serving
this market for nearly 20 years, and has established a sound
reputation. We have a network of manufacturing facilities, spread
over different, high-growth regions, creating a definite economy of
scale and competitive advantage and laying the foundation for
sustained growth and strengthening of the Group's coatings
business.

Bauhinia Paints Acknowledged As “China Top Brand”

On September 1st last year, the Bauhinia brand for architectural
paints (indoors and outdoors) was granted “China Top Brand (&
% k)" by the China Quality and Technology Monitoring Bureau (7
=B R iTE S 4 B). The award was organized and presented
by the China Quality and Technology Monitoring Bureau and the
China Brand Name Promotion Committee (F Bl & 2 £ B &),
As this was the first time that the “China Top Brand” award has
been extended to the category of paints, the judging panel, which
consisted of experts in the field, finally selected eight outstanding
coatings enterprises out of more than 8,000 coatings manufacturers
after numerous rounds of strict selection and evaluation. The Group
considers this hard-won honour to be a recognition of 20 years’
effort in building the Bauhinia brand, and believes it will undoubtedly
enhance the reputation of Bauhinia Paints and increase the
confidence of the market and consumers in Bauhinia branded
products, which will benefit the Group’s efforts on developing
China’s enormous architectural coatings market.
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COATINGS (CONTINUED)

Acquisition Of The Remaining 6.5% Of Bauhinia Paints
Limited

In April 2006, the Group reached agreement with Mr. Wang Jian to
purchase the remaining 6.5% interests in Bauhinia Paints Limited
for RMB15,000,000. After completion of the acquisition, Bauhinia
Paints Limited, which is responsible for the Group’s paints business
in China, will become the Group’s wholly owned subsidiary. Mr.
Wang has been working with us for many years, and has been a
business partner of our Group since 1995. During this period, he
has made tremendous contribution to the growth and development
for our paints business in China, and | wish to express my deep
appreciation for his contribution over the years.

Bauhinia Variegata Gained Recognition For A Second Time

Following the award of the “Famous Brand of Guangdong Province
(E®REERMEIZ) " title earlier, Bauhinia Variegata achieved the
distinction of being granted “Consumer Satisfaction Product of
Guangdong Province (B & AP M EE M) " in September 2005.
The government of Guangdong province initiated this campaign
with the aim of fostering growth by deploying branding strategy
and encouraging corporations to develop business management
systems centered on consumer satisfaction as the key objective. The
Quality Council of Guangdong Province (EHRAE £1% &) developed
the assessment criteria based on the requirements under the
Product Quality Law (Z an & £ %), and the brands were evaluated
by using consumer surveys. So this is actually an endorsement by
the consumers. This recognition laid a solid foundation for Bauhinia
Variegata’s application for “Famous Brand of China (/B2 %
1Z) " status as it serves.
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COATINGS (CONTINUED)

New Bauhinia Variegata Inks Plant Commissioned

The Group has invested HK$65,000,000 to construct a new inks
plant in Zhong Shan, and the new plant will come on stream before
July 2006. The new plant will occupy a land of 45,000 sq. meters,
and will be able to produce 25,000 tons of inks. Moreover, space
has been set aside for further expansion in future. The plant’s state-
of-the-art facilities will be well placed to provide even better
products and services to our customers, and this plant will mark an
important milestone for our inks business.

Strategic Investment In The Lomon Titanium Limited

Sichuan Lomon Titanium Limited is a subsidiary of “Lomon
Holdings”, a well-known private company located in Sichuan,
China. Established in 2001, the company specializes in the
production and sale of titanium dioxide. Since its establishment, the
business has grown rapidly, with continued large increases in
production capacity. A new 40,000-ton production line is expected
to be commissioned in October 2006, bringing total production
capacity to 80,000 tons per year, with a yearly turnover of RMB1.2
billion, making it one of the largest titanium dioxide producers in
China. The company is also planning to continue to expand, in
various stages over the next three years, to raise the production
capacity to 300,000 tons, making it a world-class titanium dioxide
producer.

Yip's Chemical Holdings Limited 2005-2006 Annual Report

17



18

X & 3 % Chairman’s Statement

~ ANVAS
2t

Coatings

28 @)
ABRBEBESAE (4)

£ E R EF+H A LA17,600,000 A R ES 15 [5E
BN I M8%ARKE - SEKRKR L A —ER
HEEWREIN  TERAKAMELE
BEMEZRB 2 — - BEEEINER -
FEEHEE MR XS TIRA @E M A
PR E SRR o

WA —F[BEB I B RIERTE
AR AEUAKIEEREIEFSR
HRERLASKRRASRBIRERE B
IWAZZZRE_FTTLFENHEMIRA
7 o

COATINGS (CONTINUED)

Strategic Investment In The Lomon Titanium Limited (continued)

In July 2005, the Group invested RMB17,600,000 to take up 8%
shareholding in Lomon Titanium Limited. While the Group considers
this as a sound and long-term investment, the Group also believes
that, because titanium dioxide is one of the main raw materials for
coatings, strategic partnership with Lomon will bring benefits to the
coatings business, especially in the areas of quality enhancement
and costs control.

During the past year, Lomon Titanium Limited’s operating results
have far surpassed our expectations. Dividends from the Lomon
investment, which was recommended by the Board of Directors of
Lomon in April, 2006 and subsequently approved by the Annual
General Meeting in May, 2006, will be included in other income in
the financial year 2006/2007.
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LUBRICANTS

The business environment for lubricants was extremely difficult
last year. With crude oil prices at unprecedented heights, and with
a shortfall in refining capacities worldwide, base oil supply prices
have soared in the face of shortages. At the same time, the
market remained intensely competitive, with major players who
have in-house sources for base oils taking extraordinary predatory
measures to drive medium to small competitors out of the market.
Fortunately, the Group has taken timely measures to reposition
and upgrade the product portfolio, and these measures have
achieved at least initial success.

Last February, the Group formed a 60/40 joint venture company “Yip's
Pacific Limited,” with Pacific Oil and Chemical Company Limited. The
new company is primarily focused on specialty lubricants, while the
Group’s wholly owned lubricants subsidiary is primarily responsible for
automotive and general purpose industrial lubricants. The two
companies have clearly defined individual markets, but work together
in a complementary manner in the areas of market and customer
information, procurement, and logistics, trying to optimize the mutual
synergy in the two companies. In view of these efforts, the lubricants
business recorded a turnover of HK$219,314,000, representing a
growth of 91%, while the business still recorded an operating loss of
nearly HK$300,000, it is indeed a tremendous reduction from the
previous year's around HK$23,000,000 loss.

We expect that the operating environment will not offer us any
reprieve in the short term, although it is likely that the worst is now
behind us. With the restructuring of the original automotive and
general purpose lubricants business continuing to take root, and the
synergistic effect with the new business gradually manifesting itself,
we are optimistic that the lubricants business will turn positive in the
coming year, and will become a sustainable profitable business of the
Group in future.

Yip's Chemical Holdings Limited 2005-2006 Annual Report
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GROUP JOINED FORBES ASIA’S LIST OF TOP
COMPANIES IN ASIA

Forbes Magazine is one of the world’s most authoritative and
influential finance magazines. Every year, Forbes Asia presents a
listing of Asia’s 200 best enterprises selected from over 20,000
listed companies in Asia with annual revenue under US$1 billion.
The list is then featured in Forbes Asia’s “Best Under a Billion”
issue. As the selection process adheres to very strict standards,
inclusion in this list is deemed by the financial sector as an
honour, and we are proud and honoured to be so recognized in
2005. We consider this inclusion to be a recognition of the
tireless efforts of our Group by the international financial
community. Riding on an existing solid foundation, the Group’s
management pledges our continued efforts to achieve yet higher
returns for our shareholders.

LIQUIDITY AND FINANCIAL RESOURCES

The Group continued to implement prudent financial management
strategy. Turnover of the Group achieved new height last year.
Generally speaking, the beginning of a calendar year is a low
season of the Group, as such, requirement of working capital is
less. Besides, the Group proactively controls the account receivable
and inventory level, leading to the lower down of gearing ratio. Net
bank borrowings of the Group as at 31st March, 2006 was
HK$249,617,000 (31st March, 2005: HK$232,427,000). Gearing
ratio of the Group, calculated on the basis of net debt over
shareholders’ funds, was 28% as at 31st March, 2006 (31st March,
2005: 31%). As at 31st March, 2006, a total of 15 banks in Hong

ERCLISEERAE —ZTRE_ZZ FEEFR



1,191,713,000%8 o 2 M HA R P HASR 1T R0 &
B - HF79% BT EME - mersa Al
ARBEME WLWHEEBRTETEERFAR
—M&HBRITEEE $£180,000,000% 7T 2
= FHIR HASR AT B K &t%’“gmaiﬁ@b
B UHRIA7TE12EFEER - R_ZTZ
NEFEZA *%*Elé%./,ﬁ/\*ﬁﬁqﬁiaz
R 1T B 3 A 347,633,000 T © H &
39,992,000 A A REEB(ZEZTRF
=A=+—8 :282,777,000& 7T + H&
28,170,000 7T A AR EME) » MAER—
Fig/5E 2P EABEEAIA 165,885,000/ T
—EETRF=ZAF=+—H : 126,316,000
BT c EEAENERIRFEFIRTE
F B o

SEAMPHAZRITRERETERBERZE
ERSWA - BRESHENES TEERE
NERTEE  ARRA R RERLE—F
BERMBNER -

FEZWATEZREBALAARE I
HE FAREBEZEETTEETRER -
SETERARBEEEE DO AR
MR @RS - RRNEELEFEARE ZEX
HEERE B BERABESER —BAERHE
BIRE R RS ERE ﬁﬁ%ﬁéﬂx‘%ﬁqﬂﬁ
Mo REGIEEKAR - REBRERE
BTHARYE ZRITES 1’!57%&15&%(2
BEFE -

* & 8] & Chairman’s Statement

Kong and PRC granted short and medium term banking facilities
totaling HK$1,191,713,000 to the Group, 79% of these facilities
were denominated in Hong Kong Dollars and the rest in Renminbi.
Included in these facilities were 3 medium term loans with a total
amount of HK$180,000,000 arranged with 3 banks in Hong Kong
in the past year. These loans have been fully drawn and are
repayable by 7 to 12 quarterly repayments over a period of 3 years.
As at 31st March, 2006, the total bank loans that were repayable
within one year was HK$347,633,000, of which HK$39,992,000
was denominated in Renminbi (31st March, 2005: HK$282,777,000,
of which HK$28,170,000 was denominated in Renminbi), while
term loans repayable after one year were HK$165,885,000 (31st
March, 2005: HK$126,316,000). All bank loans of the Group carry
interest at floating rates.

The Group’s available banking facilities and its future cash flow
from operations will provide sufficient funds to the Group to meet
its present operation requirements and for the further development
of its business in the foreseeable future.

The Group generates the majority of its income in RMB and the
majority of its assets are located in the PRC. The Group uses its RMB
bank borrowing as a partial hedge towards its RMB exposure. As
the rate between RMB and HKD has remained stable in the past
few years and it is generally expected that it will remain so in the
short term future, the management considers that no further
hedging measures are necessary at this stage. To control the costs
of borrowings, the Group will continue to fund its investments by
selecting the RMB or Hong Kong dollar bank loans.

Yip's Chemical Holdings Limited 2005-2006 Annual Report
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EMPLOYEES

As at 31st March, 2006, there were a total of 3,575 employees of
which 158 were based in Hong Kong and 3,417 were based in
other provinces in the PRC.

Employees receive competitive remuneration packages including
salary, variable bonus that is linked to attainment of the Group and
individual performance as well as share options. The remuneration
and incentive systems are reviewed from time to time, as to ensure
the employees obtain equitable and fair packages and the Group is
able to attract and retain competent employees.

The group pledges always to enable our employees to achieve
continuous self-improvement. The group has the Executive
Management Trainee and the Technical Trainee Programmes that
aim to nurture and grow our business leaders and technical experts
of the future. These trainees are selected from first class universities
in Hong Kong and PRC. Through effective training and development
programmes, a consistent flow of high quality executives for
management succession and technical expertise to enhance our
research capability in the group can be assured, as maintaining our
market competitiveness. Moreover, employees are continuously
trained to enrich their job skills and competencies through internal
training conducted by full time training staff and external training.
The group has an educational subsidy scheme to encourage
employees to upgrade themselves.
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PROSPECTS

This year marks a special milestone for the Group. In August, it will
be its 15th anniversary since listing on the Hong Kong Stock
Exchange. October will mark the 35th anniversary since the
business was formed. It has been our goal to achieve record-
breaking results as a fitting celebration for this landmark year.
Looking ahead, we expect that there will continue to be challenges
- volatilities in raw material prices, interest rates at lofty heights,
revaluations pressure on the Renminbi, and the after-effects of the
macro-economic measures by the Chinese Government. These
uncertainties will persist, but | remain confident that the Chinese
economy will continue to grow strongly, and domestic demand will
be the main engine for growth. | see this as a good opportunity for
the Group's development. The stimulus provided by a vibrant
domestic economy should be able to offset all the negative factors
on the horizon. At the same time, the cumulative results of the
efforts and the resources we have invested over the past years to
raise the overall competitiveness of our core businesses should be
bearing fruit. With the Chinese economy taking off, the Group’s
business is poised to scale even bigger heights.

Lastly, on behalf of the Board, | would like to express my sincere
gratitude to all the shareholders, customers, suppliers, the banking
and financial Sector, and to friends in the media for their continued
support, and in particular, to our staff for their continued diligence
and for their contribution to the success of the Group.

Ip Chi Shing, Tony
Chairman

Hong Kong, 29th June, 2006
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