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The Board of Directors (the “Board”) and the
management of the Company believe that corporate
governance is important to ensure the transparency and
safeguard the interests of the shareholders. Since the
Company’s listing on the Stock Exchange in October
2006, the Board and the management of the Company
have devoted in achieving a high standard of corporate
governance and maintaining a high level of
transparency.

The Company’s corporate governance practices are
based on the principles and the code provisions (the
“Code Provisions”) as set out in the Code on Corporate
Governance Practices (the “CG Code”) contained in
Appendix 14 to the Rules Governing the Listing of
Securities on the Stock Exchange (the “Listing Rules”).
Since the listing, the Company has, throughout the year
ended 31 December 2006 and up to the date of
publication of the result announcement, complied with
most of the Code Provisions save for the certain
deviations from the Code Provisions that are discussed
later in this report. The following summarizes the
Company’s corporate governance practices and explains
deviations, if any, from the CG code.

BOARD OF DIRECTORS

To be accountable to the shareholders, the Board is
collectively responsible for formulating the strategic
business direction of the Group and setting objectives
for management, overseeing its performance and
assessing the effectiveness of management strategies.

THE DIRECTORS

Currently, the Board comprises seven Directors,
including four executive Directors and three
independent non-executive Directors. The biographical
details of the Directors are set out on pages 10 to 13 of
this annual report. The composition of the Board is well
balanced with each Director having sound knowledge,
experience and/or expertise relevant to the business
operations and development of the Group. All the
Directors are aware of their collective and individual
responsibilities to the shareholders and have exercised
their duties with care, skill and diligence, contributing
to the successful performance of the Group.

There is no financial, business and family relationship
among members of the Board and the Chairman. All
of them are free to exercise their independent
judgment.
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THE DIRECTORS (continued)

In accordance with the Article 87(1) of the Company’s
Articles and Association, at each annual general
meeting, one-third of the Directors for the time being,
or if their number is not a multiple of three, then the
number nearest to but not less than one third, are
required to retire from office by rotation provided that
every Director shall be subject to retirement at least
once every three years. A retiring Director shall be
eligible for re-election and shall continue to act as a
Director throughout the meeting at which he retires.
The Directors to retire by rotation will be those who
have been longest in office since their last re-election
or appointment but as between persons who become
or were last re-elected Directors on the same day those
retire will (unless they otherwise agree among
themselves) be determined by lot.

In accordance with the Article 86(3), new Directors
appointed by the Board during the year are required to
retire and submit themselves for re-election at the first
annual general meeting immediately following their
appointments.

Currently, all Directors are appointed for a specific term
of three years and subject to retirement by rotation,
and barring unforeseen resignation or retirement during
a year, each such Director is effectively appointed for a
term of three years.

The Company has received from each independent non-
executive Director a written annual confirmation of their
independence and is satisfied with their independence
in accordance with the Listing Rules.

The Company has not yet adopted code provision A.2.1
of the CG Code pursuant to which the roles of chairman
and chief executive officer (“CEQ") should be separate
and should not be performed by the same person. The
division of responsibilities between the Chairman and
CEO should be clearly established and set out in writing.
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THE DIRECTORS (continued)

The Company does not presently have any officer with
the title of CEO. At present, Mr. Liu Hongliang, being
the Chairman and general manager of the Company,
is responsible for the strategic planning, formulation
of overall corporate development policy and running
the business of the Group as well as the duties of
Chairman. Due to the nature and extent of the Group’s
operations, the Group considers that Mr. Liu is the most
appropriate chief executive because he possesses in-
depth knowledge and experience in fine chemical
business and is able to ensure the sustainable
development of the Group. Besides, he is the founder,
the chairman and the controlling shareholder of the
Group since its establishment and till now.
Notwithstanding the above, the Board will review the
current structure from time to time. When at the
appropriate time and if candidate with suitable
leadership, knowledge, skills and experience can be
identified within or outside the Group, the Company
may make the necessary arrangements.

RESPONSIBILITIES OF THE BOARD

The Board reviews the performance of the operating
divisions against their agreed targets and budgets on a
regular basis and also exercises a number of reserved
powers, including:

e  formulating long-term strategy;

e approving annual budget;

e approving public announcements including the
interim and annual financial statements;

e  setting dividend policy;

e approving material borrowings and treasury policy;
and

e committing to major acquisitions, disposal,
formation of joint ventures and capital
transactions.

The Directors are responsible for the preparation of the
financial accounts of the Company for each financial
year and ensuring that these accounts give a true and
fair view of the state of affairs of the Group, its results
and cash flows for that period. The Directors are also
responsible for ensuring that proper accounting records
of the Company which disclose the financial position
of the Group are kept at all times.

The Board has delegated the day-to-day operation
responsibility to the management under the supervision
of the general manager.
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BOARD MEETINGS

Regular Board meetings are scheduled in advance to
facilitate fullest possible attendance. The Company
Secretary assists the Chairman in setting the agenda of
Board meetings and each Director is invited to present
any businesses that he wishes to discuss or propose at
such meetings.

Code provision A.1.3 stipulates that notice of at least
14 days should be given of a regular board meeting
and reasonable notice should be given for all other
board meetings. During the year, the Directors
consented to a shorter notice on one of the regular
Board meetings.

Board papers are circulated to all Directors not less than
three days before the Board meetings to ensure timely
access to relevant information. Directors may choose
to take independent professional advice if necessary.
Draft and final versions of minutes are circulated to all
Directors for comments.

The Company Secretary takes and keeps minutes of all
Board and Committees meetings. Draft minutes are
normally circulated to the Directors for comments within
a reasonable time after each meeting. Each Board
member is entitled to have access to the Board papers.

The Company held a total of three regular Board
meetings in 2006, which did not fully comply with code
provision A.1.1 of the Code. The Board will improve
the relevant meeting arrangements to comply with the
relevant code provision of the Code in coming years.
Individual attendance of each Director at the meetings
is set out below:

HEESSRAH HiE=

ESERE Number of Board Attendance
Member of the Board meetings attended rate
HITEE Executive Directors
BT EAE (FE) Mr. Liu Hongliang (Chairman) 3/3 100%
ETHIhA Mr. Wang Zijiang 3/3 100%
PAEAEE Mr. Guo Xitian 2/3 67%
FEKESE Mr. Guo Yucheng 2/3 67%
B ITEF Independent Non-Executive Directors
BELYE Mr. Chak Kwan

(R=ZZZ+tHF=F—HEIE)  (resigned on 1 March 2007) 2/3 67%
SEELE Mr. Gao Baoyu 2/3 67%
=9 it Mr. Liu Chenguang 2/3 67%
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BOARD COMMITTEES

The Board has established three committees, namely
the Safety and Environment Protection Committee,
Audit Committee and the Remuneration Committee,
for overseeing particular aspects of the Company’s
affairs. All Board Committees of the Company are
established with defined written terms of reference
which deal clearly with their authority and duties. The
term of reference of the Board Committees are posted
on the Company’s website and are available to
shareholders upon request.

SAFETY AND ENVIRONMENTAL
PROTECTION COMMITTEE

The Board has established the Safety and Environmental
Protection Committee to enhance the security of
production effectiveness. The Safety and Environmental
Protection Committee comprised three members,
namely Mr. Guo Yucheng, an executive Director and
the Chairman of the Committee, Mr. Gao Baoyu, an
independent non-executive Director and Mr. Fu Anxu,
a chief engineer of the Group. The Committee is
delegated by the Board to perform mainly the following
duties:

e formulate the Group’s overall safety and
environmental protection production plans and
regulations for the approval by the Board;

e  examine and supervise the production operations
at the subsidiary level to ensure they are followed
to the Group’s safety and environmental protection
regulations;

e ensure that the production of the Group has been
complied with all rules and regulations as a safety
production enterprise promulgated by the relevant
PRC government authorities;

e handle all complaints regarding safety and
environmental production aspect of the Group.

AUDIT COMMITTEE

The Audit Committee comprises the three independent
non-executive Directors, namely, Mr. Gao Baoyu, Mr.
Liu Chenguang and Mr. Leung Kam Wan. Mr. Leung is
the Chairman of the Audit Committee and he possesses
recognised professional qualifications in accounting
required by the Listing Rules.
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AUDIT COMMITTEE (continued)
The main duties of the Audit Committee include:

e reviewing the Group’s financial information,
overseeing the Group’s financial reporting systems
and internal control procedures;

e discussing with the Board the system of internal
control and ensure that the Board has discharged
its duty to have an effective internal control system;

e making recommendation to the Board on the
appointment, re-appointment and removal of the
external auditors, and approving the remuneration
and terms of engagement of the external auditors;

e  evaluating the fairness and reasonableness of any
connected transactions and the impact of such
transactions on the profitability of the Group;

* reviewing the external auditors’ management
letter and management'’s response.

The Audit Committee held one meeting with full
attendance in 2006 since the listing and had attended
to the following matters:

®  review the management financial statements;

e  review the connected transactions of the Group;
and

e review and discuss with the Board in respect of
internal controls system.

Full members of the Board and the Financial Controller
of the Company also attended this meeting.

AUDITORS’ REMUNERATION

The external auditors of the Company received
approximately RMB3.1 million for audit and non-audit
services provided to the Group.
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AUDITORS’ REMUNERATION (continued)
During the year under review, the remuneration paid
to the Company’s external auditors is set out as follows:

AR¥T T

RMB’000

Audit services 2,874
Non-audit services 200

REMUNERATION COMMITTEE

The Remuneration Committee is chaired by Mr. Liu
Hongliang, a executive Director with Mr. Leung Kam
Wan, Mr. Gao Baoyu and Mr. Liu Chenguang as the
three other members, all being independent non-
executive Directors.

The primary role of the Remuneration Committee
include:

®  reviewing the terms of the remuneration package
of each executive Director and member of senior
management and making recommendations to
the Board regarding any adjustment thereof;

e reviewing and evaluating the performance of
individual executive Directors for determining the
amount of bonus (if any) payable to them; and

¢ making recommendations to the Board on the
Company’s policy and structure for all
remuneration of the Directors and senior
management of the Company and on the
establishment of a formal and transparent
procedure for developing policy on such
remuneration.

No Director shall participate in any discussion about
his own remuneration.

The emoluments paid to each Director for the year
ended 31 December 2006 are set out in note 9 to the
accounts.

Since the Listing, there has not been any change to the
remuneration packages granted to the existing Directors
and therefore the Remuneration Committee did not
hold any meeting in 2006.

The Remuneration Committee will meet at least once
a year. Additional meetings should be held if the
Committee shall so request.
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NOMINATION OF DIRECTORS

Since the full Board is involved in the appointment of
new Directors, the Company has not established a
Nomination Committee. The Board will take into
consideration criteria such as expertise, experience,
integrity and commitment when considering new
director appointments.

Since the Listing, one new independent non-executive
Director has been nominated for appointment and one
independent non-executive Director has resigned.

INTERNAL CONTROL

The Board has overall responsibilities for the Group'’s
system of internal control and evaluation of its
effectiveness through the review by the Audit
Committee. The Board plays a key role in maintaining
a sound and effective internal control system of the
Group to safeguard the Group’s assets and the
shareholders’ investment. The Chairman and the
Financial Controller, in joint effort with the Audit
Committee, regularly review the Group’s operations at
financial and operational levels, ensuring that
compliance controls and risk management measures
and procedures are properly implemented.

The Group has implemented control systems like clearly
defined lines of responsibilities, capital expenditure and
investment system, treasury, budgeting and monitoring
systems for performance measurement etc. Besides, the
Board takes a constant review of the Group’s financial
and operational procedures to ensure its effectiveness.
All executive Directors monitor the business activities
directly and review monthly financial results operations.
Management meetings are held as and when required
to address irregularities immediately. During the year
under review, the full Board has reviewed the key
operations of the Group, identified areas of concern
and held constructive communications with the Audit
Committee, and reviewed the effectiveness of the
internal controls procedures.

Up to the date of publication of the annual report, the
Board appointed an external consultant to conduct a
review of the effectiveness of the operating system of
the Group. Upon completion of the review report, the
Group shall make improvement according to the
recommendations of the report in order to optimize
and minimize operational risks and areas of
irregularities.
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DIRECTORS’ SECURITIES TRANSACTIONS
The Company has adopted the Model Code for
Securities Transactions by Directors of Listed Issuers set
out in Appendix 10 to the Listing Rules (the “Model
Code") as its own code governing securities transactions
of the Directors. After specific enquiry by the Company,
all the Directors have confirmed that they have complied
with all requirements as set out in the Model Code for
the financial year ended 31 December 2006.

SHAREHOLDERS’ RIGHTS

Under the Company’s articles of association, any one
or more shareholders holding not less than one-tenth
of the paid up capital of the Company carrying the right
of voting at general meetings of the Company shall at
all times have the right, by written requisition to the
Board to require an extraordinary general meeting to
be called by the Board for the transaction of any
business specified in such requisition.

Pursuant to Article 66 of the Company’s Articles of
Association, at any general meeting a resolution put to
the vote of the meeting shall be decided on a show of
hands unless a poll is (before or on the declaration of
the result of the show of hands or on the withdrawal
of any other demand for a poll) demanded:

(i) by the chairman of such meeting; or

(i) by at least three members present in person (or in
the case of a member being a corporation by its
duly authorised representative) or by proxy for the
time being entitled to vote at the meeting; or

(iii) by any member or members present in person (or
in the case of a member being a corporation by
its duly authorised representative) or by proxy and
representing not less than one-tenth of the total
voting rights of all the members having the right
to vote at the meeting; or

(iv) by a member or members present in person (or in
the case of a member being a corporation by its
duly authorised representative) or by proxy and
holding shares in the Company conferring a right
to vote at the meeting being shares on which an
aggregate sum has been paid up equal to not less
than one-tenth of the total sum paid up on all the
shares conferring that right; or

(v) if required by the rules of the designated stock
exchange, by any Director or Director who,
individually or collectively, hold proxies in respect
of shares representing five per cent. (5%) or more
of the total voting rights at such meeting if
required by the rules of the designated stock
exchange.
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SHAREHOLDERS’ RIGHTS (continued)

The poll is conducted by the Company’s share registrar
and the results of the poll will be published on the
Group's website. Financial and other information is
made available on the Group’s website and update
regularly.

Shareholders may send their enquiries requiring the
Board’s attention to the Company Secretary at the
Company’s principal place of business in Hong Kong.

COMMUNICATION WITH SHAREHOLDERS
AND INVESTORS

The Board recognises the importance of maintaining
clear, timely and effective communication with the
shareholders and investors. To promote effective
communication, extensive information about the
Company business is provided in its interim and annual
reports, which are generally sent to shareholders,
analysts and other interested parties if they have so
requested. The Company also maintains a corporate
website, at which, comprehensive information, updates
on the Company’s business developments and
operations, financial information, corporate governance
practices and other information of the Group are
provided.

The Company apprizes its annual general meeting as
an important channel for having face-to-face dialogue
with shareholders. The first annual general meeting of
the Company after the Listing will be held on 18 May
2007. There, the Directors and key executives of the
Group will answer and explain to shareholders issues
relating to the Group’s business strategies and financial
results.

The Company believes that effective communication is
essential for enhancing investors’ knowledge and
understanding of the Company’s business performance
and strategies. The Company will continuously promote
investor relations and communications in order to
enable investors to have access, on a fair and timely
basis, to information that is reasonably required for
making the best investment decisions.

By order of the Board
Liu Hongliang
Chairman

Hong Kong, 13 April, 2007
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