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SOLVENTS

The solvents division includes the production of raw solvents
(including ethyl acetate, normal butyl acetate, iso butyl acetate, and
mixed butyl acetate) and mixed solvents (also known as thinners).
Various subsidiaries of the Group are engaged in the production
and trading of solvents and it currently accounts for the biggest

division in the Group.

For the past year, the division experienced a less volatile business
environment than the year before, and the business climate can be
deemed to have returned to a state of relative normalcy. Although
China’s exports have suffered from the effect of disputes with her
trading partners and the revaluation of the Renminbi, resulting in
only modest demand growth, the continued strong domestic
demand has fuelled the sustained growth of the division. Much
effort was placed on credit control and technology upgrading,
resulting in efficiency gains, especially in the areas of energy and
material waste reduction in raw solvents production. For the first
time ever, raw solvents annual sales surpassed 200,000 tons,
marking another landmark in the development of the solvents
business of the Group.
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SOLVENTS (CONTINUED)

As the production of solvents requires inputs of steam and
electricity, in October 2005, the division procured a 10-year lease
agreement with Jiangmen Bei Jie (JV) Power Plant in order to secure
the continuous supply of electricity and cheaper steam. Since the
takeover, it has become a profit generating business. With the
supply of steam secured, the existing steam generating unit will be
converted into additional production and storage units, thereby
increasing overall production capacity and efficiency.

The Management believes that sustainable growth and significant
returns can be achieved through breakthroughs in several areas, such as
the selection of new raw materials and formulation improvements in
the thinners business, and innovation in production process. In addition,
the Group has plans to further expand the solvents capacity by 100,000
tons by the middle of next year, which will further strengthen the
competitive edge of the division. The Group anticipates the division to
continue to be the major contributor to the Group’s profit.
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COATINGS

The Group’s coatings division encompasses paints, inks, varnishes,
and resins. As the coatings market in China is enormous, the Group
considers that the growth potential of the division to be the
strongest among its core businesses.

Paints is one of the Group’s main products. The business produces a
wide range of paint products named after the official emblem of Hong
Kong, “Bauhinia”. Apart from the usual domestic paints, it also
produces a range of paints for furniture, architectural, and a host of light
and heavy industrials applications. Bauhinia Paints strives to develop
advanced paint products which meet the most stringent international
standards of health and environment. Since 1992, Bauhinia Paints has
been placed on the approval list of paints for Hong Kong's Housing
Department and Architectural Services Department, and has been widely
used in various government projects, including social facilities, housing
projects, and other large-scale developments. In September 2005,
Bauhinia Paints received the “China Top Brand” award, presented by the
China Quality and Technology Monitoring Bureau. As this was the first
time the award was extended to the paints category, it has boosted the
confidence of the market and consumers towards Bauhinia Paints, as
well as provided the brand with national accreditation.
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COATINGS (CONTINUED)

Since its establishment in 1998, the inks business has specialized in
the development of plastic printing inks and gravure inks. Its clients
list includes many reputable food packing and printing companies,
while smaller clients are serviced by dealers. For 2005-2006, total
production and sales reached more than 16,000 tons, making the
Group the largest manufacturer of plastic printing inks by far. In
recent years, a number of new, environmentally friendly ink
products such as aromatic-free inks, alcohol-based inks and water-
based inks has been successfully benign products. Moreover, to
further improve the broad-based competitiveness of the business,
we expanded our product range to include offset ink earlier this
year. As the market potential for this sector is believed to be even
greater than that of plastic printing inks, the outlook for the
business is excellent. As the China economy continues its fast-paced
growth, and with the commissioning of the new plant in Zhong
Shan in July 2006, the inks business is expected to continue its
rapid development.

“Golaxxo” is a brand of specialty varnish for the printing industry,
for post-printing finishes for various types of printed products like
color boxes, shoeboxes, books and card stationeries. Its annual
production is approximately 25,000 tons. In recent years, the
division implemented the advanced automatic production system,
rendering us to be the first Hong Kong manufacturer that employs
automated production lines in making coatings products such as
polishing & blister packing varnish, UV varnish, and adhesives. This
system allows us to provide customers with high quality products
and services.
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COATINGS (CONTINUED)

Resins form the backbone of coatings and is therefore the most
basic, as well as a key component in the manufacture of paints.
Resins makes up 60-80% of the total weight of paints, and
accounts for 30-40% of the cost of paints. The business, operated
under the “Da Chang” brand, specializes in the production of
resins for paints manufacturing. In view of its consistent quality,
excellent customer service, and effective management, sales increased
by 30% during 2005-2006, with total production surpassing
10,000 tons and serving over 100 customers all over China. The
division’s strategy is to build a team of technical experts to serve its
select client base, and at the same time further increase sales
volume, aiming to become one of the most professional and most
customer-oriented resin suppliers.

The $220 million new coatings plant in Hui Yang, with the most
advanced automated equipment and facilities, came on stream in
October 2004. Together with the newly installed ERP system, the
Group’s coatings business can be said to be operating at a highly
professional level. In addition, its China National Analytical Laboratory
(CNAL) accreditated laboratory enables it to provide internationally
recognized product testing reports directory to customers. The
Group is therefore well positioned to continue its tradition of
providing our customers with the highest quality of products and
the most professional services.

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

The Group commenced its lubricants manufacturing and supply
business in 1992, and has been focusing on the production and
sales of the “Hercules” branded automotive and industrial lubricants.
In February, 2005, the Group reached an agreement with the
original shareholders of Pacific Oil and Chemical Company Limited
to form a new holding company, “Yip's Pacific Limited” to jointly
develop the specialty lubricants business. The two businesses are
complementary in nature with essentially no overlap between them.
Moreover, the addition of the specialty business will offer
opportunities for improvements in economy of scale and synergies
between the two lubricants businesses. We are therefore confident
that the formation of Yip’s Pacific Limited will mark an important
step in the long term development of the core business of
lubricants.

In the financial year 2005/2006, the entire lubricants market faced
tremendous challenges. The rising trend of upstream raw materials
prices, which already started in 2004, has not only continued
unabated, but the pace of increase has also accelerated. Steep
increases in base oil prices have been accompanied by supply
shortages. At the same time, competition has become even more
intense, especially at the end-user level in the automotive oils
market. Consequently, the increased costs can only be partially
passed on to customers. Under such a difficult business environment,
those producers who, on the one hand, do not have the advantage
of in-house raw materials supplies and on the other, without the
benefit of household brand names are facing very formidable
challenges.
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LUBRICANTS (CONTINUED)

In the past year, faced with this difficult operating environment, the
Group's original, wholly owned lubricants subsidiary have focused
its efforts on strengthening the management of its distribution
channels, tightening credit control and increasing the proportion of
cash sales and stringent cost control to raise the company’s
operating efficiency and improve competitiveness. At the same
time, it also focused its resources in promoting “Hercules” branded
lubricants and upgrading its product portfolio. On industrials, the
emphasis has been on acquiring more direct end-user business and
reducing its reliance on distributors in order to reduce operating
costs. In the face of supply shortages and cost increases, we have
consistently followed the policy of refusing to compromise on
quality, and to provide our customers with products which are of
high quality and high value for money. With these measures, the
stated goal of “significantly reducing the operating loss” has been
achieved even under the difficult circumstances.

On the other hand, although suffering from the same rising raw
materials supply prices, specialty lubricants have tended to be more
reliant on service support. Pacific Oil and Chemical have always
been known for its excellent products and services, and has always
enjoyed the support of many loyal customers. Accordingly, rises in
raw materials prices have only had a minor impact on its results.
Looking ahead, this business will endeavor to put more effort into
technical and product development, which should enable margins
to rise steadily. In 2006/2007, we will be focusing our development
in a project in partnership with ICI on refrigerating oils, and in
developing lubricants for metal die-casting applications. It is
anticipated that these business will bring additional business
growth to the Group.
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LUBRICANTS (CONTINUED)

2005/2006 was the first year of operation for Yip’s Pacific Limited.
Much effort has been spent in ironing out the ways for working
together with the Group. It is expected that in the year ahead, the
synergies between the Yip’s Group and Yip’'s Pacific will be
strengthened, and will establish an even stronger base for the

future development of the lubricants business.
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