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In 2006, EcoGreen Fine Chemicals Group Limited (“the Company”)
and its subsidiaries (collectively “Ecogreen” or “the Group”) recorded
satisfactory business performance. In order to reward our shareholders
for their continued support, the directors of the Company (the
“Directors”) have resolved to recommend a distribution of dividend.

The Directors will propose at the annual general meeting to be held
on 21 May 2007 payment of final dividend of HK2.3 cents per share
for the year ended 31 December 2006 to be payable in cash on 1
June 2007 to shareholders whose names are listed on the register of
members of the Company on 21 May 2007. Together with the interim
dividend of HK0.8 cent (2005: HK0.8 cent) per share, this will bring
the total dividend distribution for the year to HK3.1 cents (2005: HK2.0
cents) per share.
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The transfer books and register of members of the Company will be
closed from Wednesday, 16 May 2007 to Monday, 21 May 2007,
both days inclusive, during which period no transfer of shares will be
effected. In order to qualify for the proposed final dividend, all transfers
documents accompanied by the relevant share certificates must be
lodged with the Company’s branch share registrar and transfer office
in Hong Kong, Tengis Limited, at 26th Floor, Tesbury Centre, 28
Queen’s Road East, Wanchai, Hong Kong not later than 4:00 p.m. on
Tuesday, 15 May 2007.

In 2006, the global fine chemical industry witnessed exponential
expansion due to favourable economic environment. Downstream
industries using the Group’s products, such as the flavour and fragrance
industry, food and beverage industry, personal care industry,
household care industry and pharmaceutical industry, all maintained
their growth momentum. This coupled with other favourable factors
such as the migration of the industry to emerging countries and the
increase in domestic consumption power has fuelled the rapid
development of the fine chemical industry in emerging countries, in
particular the PRC. As such, the Group’s three major business segments
all recorded actual growth.

In 2006, the Group recorded a faster average growth rate compared
with the previous few years in terms of business performance. Turnover
reached RMB533.0 million, an increase of 39% from the previous
year. Profit attributable to shareholders rose RMB24.3 million or 34%
from the previous year to RMB95.4 million. Earnings per share were
approximately RMB20.7 cents.

Sales and Marketing

During the year under review, the Group manufactured over 40 fine
chemical products. The analysis of turnover and gross profit of the
Group’s various products for the years ended 31 December 2006 and
31 December 2005 are as follows:
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Aroma Chemicals

Aroma Chemicals division continued to be the Group’s core business
during the year under review, and generated significant and stable
income for the Group. During the year under review, since aroma
chemicals are primarily used as functional ingredient in many daily
necessities, demand for such downstream products in China and the
international market continued to rise, generating more sales for the
Group. For the year ended 31 December 2006, sales of aroma
chemicals significantly surged 43% to RMB261.3 million, accounting
for 49% of the Group’s turnover (2005: 48%) and a gross profit margin
of 31.8% (2005: 32.2%). Dihydromyrcenol was an important
contributor which brought a revenue of RMB83.9 million to the Group.
Its sales increased 56% over the corresponding period last year and
accounted for 32% of the total revenue for this product category.

Natural Extracts (Also known as Natural Pharmaceutical Raw
Materials)

The Natural Extracts division includes the Group’s existing natural
pharmaceutical raw materials , and food seasonings produced with
bio-conversion and purification technologies on natural product, in
particular, seafood and meat extracts.

During the year under review, the Group’s natural extract business
maintained steady growth because demand for downstream products
rose steadily on the back of improving living standard and increasing
health consciousness, pushing up market demand for the Group’s
products, coupled with the recognized product quality of the Group.
Turnover of this business category increased 33% to RMB97.7 million,
accounting for 18% (2005:19%) of the Group’s sales. Gross profit
margin was 36.4%, similar to 36.3% of last year. The performance of
Natural Cinnamic Aldehyde was relatively more outstanding under
this business category. This product contributed a revenue of
RMB28.1 million to the Group and its sales increased 44% over the
corresponding period last year and accounted for 29% of the total
revenue for this product category.

Intermediates (Also known as Chiral Pharmaceutical Raw
Materials and Pharmaceutical Intermediates)

Besides the existing chiral pharmaceutical raw materials and
pharmaceutical intermediates, Intermediates division now also include
agrochemical intermediates used for regulating the growth of plants,
which is recently developed with similar technologies.

During the year under review, orders for the Group’s intermediate
products maintained steady. Turnover increased 20% from the
corresponding period last year to RMB60.9 million, accounting for
12% (2005:13%) of the Group’s sales. Gross profit margin dropped
10 68.1% from 75.7% of the corresponding period last year. However,
the gross profit margin of this product category of the Group was still
higher than its peers in the industry. 3-Phenylpropanal Aldehyde is
the major product of the intermediate business segment. Sales for
this product category accounted for 45% of the overall sales of this
business category and contributed a revenue of RMB27.6 million to
the Group.
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Trading and Resource Management (Also known as Trading
Products)

Trading and resource management division is only a supplement to
the Group’s core business. In the past, comprised mainly the integrated
sales of the raw materials of aroma chemicals. During the year, taking
into account the persistent high market prices of raw materials and
the increase in the demand for raw materials not produced by the
Group, the Group has repositioned such business into an effective
management of relevant strategic resources, including mainly the gum
turpentine and other special botanic essential oils and their by
products. For the year ended 31 December 2006, sales of the Group’s
trading and resource management business amounted to RMB113.1
million, accounting for 21% of the Group’s turnover, and contribution
to gross profit was approximately RMB9.9 million. As well as being a
necessary supplement to the Group’s core business, this business
segment also brought sales and profit contribution to the Group during
the year under review.

For the trading and resource management business, the major
objective of integrated sales is to improve the quality of the Group’s
sales services so as to satisfy the customer demands and to provide a
more comprehensive product portfolio and value-added services to
its clients, which will in turn enhance the status of the Group and
“DOINGCOM” brand in the industry.

Operations

Although China’s macro economic environment and the international
flavour and fragrance sector in 2006 were satisfactory, uncertainties
arising from high raw material prices, Renminbi appreciation and
interest rate hikes adversely affected a majority of different industries.
Such factors also created more upward pressure on the operating
cost of the Group. Leveraging on its solid foundation in the industry,
the Group proactively adopted various effective measures in its
operating strategy, and adjusted product prices on a timely basis to
minimise the impact of the cost fluctuation of raw materials. In
addition, through the application of innovative technology in Phase Il
expansion of the Xiamen plant, the Group increased its processing
capacity by half, while effectively lowered the overall production costs,
and enhanced the Group’s competitiveness as well as mitigated
operating exposures under rising costs in the industry around the
world.
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Customers

Over the years, the Group has established a solid clientele around the
globe, with a relatively diversified client portfolio, which includes global
top ten multinational flavour and fragrance manufacturers, major
household and personal care product manufacturers, natural
pharmaceutical plants, pharmaceutical raw material plants and
intermediate traders. Operating edges such as premium product quality
and reliable supply have enabled the Group to maintain the long-
term good collaborative relationship with clients. To date, the number
of the Group’s clients exceeded 150. Turnover generated from the
Group's five largest clients increased from 25% to 31% in 2006.

To further strengthen the good relationship with existing clients, the
Group also proposed reasonable solutions according to clients’ needs
on a timely basis, and actively sought for strategic partnerships with
major multinational flavour and fragrance manufacturing enterprises.
The Group will actively explore new client relationship to expand its
existing product market share and launch out new products.

The Group’s "DOINGCOM” brand has built up strong reputation
amongst international peers.

Production

During the year under review, the Group actively utilised the Phase |l
expansion completed in 2005 with the upgraded advanced production
facilities and innovation technologies, pushing up the production
efficiency, and reached over 80% utilisation rate. The Phase IlI
expansion commenced in the year is expected to be put into operation
in the beginning of 2008, upon which the annual processing capacity
of botanic essential oils will increase from currently 16,000 metric
tonnes to 20,000 metric tonnes. The new Phase Ill can produce various
new products for the Group and enrich its product mix so as to provide
a better foundation for the Group’s business growth during the year.
Looking ahead into future business and product development, aside
from the completion of Phase Il construction according to schedule,
the Group will also further expand its production capacity according
to the medium to long term market demands on a cautious and timely
basis, as well as continuously develop new technologies, to further
lift up its integrated production efficiency.

Research and Development

The Group has always been putting great efforts on the research and
development of new products. During the year under review, the
Group focused on strengthening its own research and development
team by inviting a number of professional technological research
experts to join the Group which includes professionals with master
degree and post-doctor, from oversea universities. The Group’s
research and development centre at Xiamen and its Shanghai research
and development team currently employ around 45 research and
development staff with expertise and extensive experience, accounting
for about 18% of total headcount.
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On the other hand, the Group successfully initiates new research and
development projects through new strategic alliances with
international peers. Leveraging on the advanced facilities and
underlying resources of various academic and research institutes in
China, the Group further strengthened its research capability through
joint research and development and acquisition of proprietary
technological know-how. Such institutes include Nanjing University,
Xiamen University, Shanghai University of T.C.M., South China
University of Technology, Jiangnan University, Guangdong Ocean
University, Chinese Academy of Sciences, Shanghai Organic Chemistry
Institute and Chinese Academy of Sciences, Guangzhou Chemistry
Institute.

For the year ended 31 December 2006, costs of the Group’s product
development, and costs of acquisition of patents and technological
know-kow capitalised totalled to approximately RMB15.0 million
(2005: RMB4.3 million), amortisation of costs of product development,
patents and technological know-kow amounted to RMB4.0 million
(2005: RMB2.5 million) and impairment of product development cost
of RMB4.5 million (2005: nil).

Outlook
The Group is optimistic to the operating environment and prospect of
the coming year.

Despite the performance of the global economy still looks uncertain,
mainly clouded by factors such as high oil price and rising interest
rate, we expect the economy of China, Hong Kong and other emerging
countries and in particular the fine chemical industry will still maintain
a strong growth momentum. In the downstream industries of fast-
moving consumer goods and daily necessities, the Group’s products
are mainly applied as functional ingredients and key components such
as flavour and fragrance products, food and beverage products,
personal and household healthcare products and pharmaceutical
products. These fast-moving consumer goods and daily necessities
are less sensitive to cyclical economic fluctuations than other industries.
Besides, demand for upstream products remains strong in light of the
continued global trend of industry migration. Therefore, the Group’s
business still has a large room for development.

The construction of Phase Ill project is expected to be completed in
stages. The first phase will have a brand new and advanced
multifunctional production workshop completed and put into
operation in the beginning of 2008. The new multifunctional workshop
will be equipped with multifunctional fine chemical installation
technology that are the most advanced in the world and environmental
friendly. The workshop will have Multi-purpose reactor, Precision
separation & extraction unit, Special purpose unit and Clean production
zone. In line with Phase Ill project, the Group will continue to step up
its efforts in market exploration, international cooperation, research
and development of technologies and its integration and development
with Shanghai Fine Chemicals Company Limited, so as to expand its
new high value-added product series of aroma chemicals, natural
extracts and intermediates.

57 H KB EE R R 1T &) B I R R
i RN RFAHERNAESIE-RR NEBE#
BB EJJEPI%%%M&EEﬁT%%EﬁEZE R e B B
é?ﬁ ERBIFMERBAZERMESAE T
ETRENMENE ZERBERERKRE B
RE - LETBEXRB - EFHBEIAE IHAR E
RGFRBRTEMEE LA HEMERE

ML B % -

HE-_ZTXEF+-_A=Z+—HLFE AEEER
M WIEEFER BTSSR ABTEARA LS
A £ 415000000t AR (D2 R F:
4,300,000 AR®) AL E 2 EHFAE B
o BT s Ak AN B 85 5 4,000,000t AR (—Z 2
A :2,500,000 ARE) REMAZERARES
4,500,000t ARB (ZZEZTHF FT) -

RE
AEEHRKFZLERT LA BENER-

BELRBELENEZANRE T RIKCEDAT
ER - BRMEGTPRE AN FE R E A EE R
BAOE SRR B DT R DA RFTAINIERE
oM AEBEDEZERAN THARREE M
é)é\?ﬁ&'uﬁ%'{’Eﬁﬁﬁﬁﬂ‘ﬁﬁ:&ﬁﬂﬂ‘f/\
IE CREEREG HESEMINEEKD K EE
0 N b5 LR B S RN AEE 4 B G B ¥ 48 B
| %«,}E‘*&@DE’JW’_}Efﬁ\@ TERE TEBRREZER
BEBNBET W ENEROTRIDARLY  #A
EEEXEBNDBERANBERER-

FoHIREREIBRETK -F—RENBEERS
REZEENFFYNZTIEHRAER— 1.£9FEE'JE']
EEZEEEBB N ZINEEHE M S| A E AT
RUETHRRERITNBALEIZEEERMN &
REZNEERER BEIOHIENE EHEERN
EORFAEREGE-EFE-—HITREMEESG &F
BEEMEME BREXSIE BITHE U KRE
LEBI L EERARNEBABREFMMILS H #
IR EBEFELER RARRY ERPHEBE
ERESMRNENTERZR -



ECOGREEN FINE CHEMICALS GROUP LIMITED

Management Discussion and Analysis
BEEENWR D

Exclusive innovative technology and industry experience remain to be
the key to strengthening the Group’s core competitiveness and
facilitating its partnership with leading international flavour and
fragrance companies. The Group will continue to launch new product
mix that caters for the market of fast-moving consumer goods and
the needs of its major customers. New products are expected to bring
new contribution to the profit of the Group.

Although the upward pressure of raw material costs is a reality the
entire industry must face, the Group will continue to implement various
proactive measures to cope with it. The Group will mainly focus on
the implementation of strategies on resource management, which
include strengthening the operating capacity of the resources
management centre, carrying out forward integration in the supply
chain management of raw material procurement, substantially
increasing the control on logistics and converting raw material
procurement from a cost centre to a profit centre, so as to effectively
control raw material costs and capture additional profit from resource
management.

In respect of operating strategies, international peers have accepted
the fact of the increase in the prices of raw materials. Major clients
from all over the world of the Group are beginning to accept the
reality of rising product prices this year. On the other hand, the Group
will innovate and improve its existing technology on an ongoing basis
to control cost. Under the premise of ensuring product quality, the
Group will increase its production yield and improve its production
efficiency. The workflow at all levels, including the frontline
departments, the research and development department and the
supporting departments will be redesigned to reduce the overall
operating costs. The above measures will enable the Group to maintain
its leading cost advantage and further enhance its competitiveness in
the international market. In addition, the Group will also effectively
manage the pressure arising from the appreciation of Renminbi by
strengthening its international trade management.

Through the strategic alliances with international flavour and fragrance
companies, the Group timely captured the opportunity of international
industry migration and successfully acquired a new site for
development which will provide ample room for long-term
development of the Group.
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Turnover

Benefiting from the completion of the Group’s Phase Il expansion of
Haicang Plant in October 2005 and the increasing demand of Group’s
products, the Group’s turnover for the year ended 31 December 2006
amounted to RMB533.0 million, representing a rapid growth of 39%.
Excluding the revenue from trading and resource management
products, turnover reached RMB419.9 million, still achieving a steady
growth of 37% when compared to last year. As the trading and
resource management business have a lower profit margin, it has
dragged down the overall gross profit margin of the Group to 31.9%
from 34.7% as recorded in last year. Nevertheless, this non-core
business has a certain profit contributions to the Group. Excluding
the contribution from trading and resource management products,
the gross profit of the Group’s self-manufactured products was 38.1%,
representing only a slight decrease of 2.2% from 40.3% as recorded
in last year.

Analysing by the Group's products category, turnover of aroma
chemicals reached RMB261.3 million, representing a year-on-year
increase of 43% as compared to RMB182.7 million in 2005; turnover
of natural extracts and intermediates reached RMB97.7 million and
RMB60.9 million respectively, representing a year-on-year increase of
33% and 20% as compared to RMB73.6 million and RMB50.6 million
respectively in 2005.

Geographically, local sales of the Group’s fine chemical products surged
by 40% as compared to that of 2005 whereas the overseas sales of
the Group’s fine chemical products increased by 36% as compared to
that of 2005.

Gross Profit

During the year under review, the gross profit of the Group amounted
to RMB170.0 million, representing a growth of 27%. The gross profit
margin of the Group decreased from 34.7% in 2005 to 31.9% in
2006. The deterioration of the Group’s gross profit margin was mainly
attributable to lower profit margin of the trading and resource
management business and the surging of raw materials prices.
Nevertheless, the adverse effect caused by the pressure of production
cost had been diminished after adopting effective measures in its
operating strategy, as mentioned in the above section “Business review
— operation”.
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Gross Profit (continued)

Analysing by the Group’s products category, the gross profit margin
of aroma chemicals and natural pharmaceutical extracts remained
steady at approximately 32% and 36% respectively in both years.
The decrease of profit margin of intermediates from 76% in 2005 to
68% in 2006 was mainly attributable to the change of product mix in
this category, within which the gross profit margin of individual
products varied broadly from 55% to 95%. The gross profit margin
of trading and resource management was decreased from 12% in
2005 to 9% in 2006. Despite the lower gross profit margin and
relatively higher operating costs, the trading and resource management
business facilitated the diversification of the Group’s product mix,
without utilizing the Group’s existing production capacity and reinforce
the Group’s leading position in the natural fine chemicals industry in
the PRC.

Operating Income and Expense

Other revenues include the interest income from bank deposits and
the amortisation of deferred income on government grants. The
increase of RMB3.0 million in other revenue was mainly due to the
increase of the bank interest income during the year under review.

The increase of RMB3.9 million in selling and marketing expense was
mainly due to the increase of transportation cost and packaging
expenses for those increased export sales in the year under review.
Selling and marketing expenses as a percentage of sales decreased
from 4.8% t0 4.2%.

The increase of RMB9.5 million in administrative expenses was mainly
due to the increase of employment cost and discretionary management
bonus by RMB5.3 million and the increase of impairment of product
development cost by RMB4.5 million in the year under review.
Administrative expenses for 2006 represented 7.8% of turnover (2005:
8.4%).

The finance expenses recorded RMB0.22 million decrease when
compared to last year, mainly due to the decrease of interest expense
on convertible bonds which was fully repaid in 2005.

Income tax expense

Income tax expense of the Group for the year ended 31 December
2006 was RMB9.0 million, representing an increase of 30% as
compared with RMB6.9 million in last year. The effective income tax
rate was 8.6% (2005: 8.9%).

Profit for the year

Profit for the year ended 31 December 2006 was RMB95.4 million
representing an increase of 34% as compared with RMB71.1 million
last year. The net profit ratio of the Group decreased from 18.5% in
last year to 17.9% in this year. If excluding the trading and resource
management segment, the net profit ratio of the Group was 22.1%
(2005: 22.6%).
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Liquidity, Financial Resources and Capital Structure

During the year under review, the Group’s primary source of funding
mainly involved the cash generated from operating activities. With
the financial resources obtained from the Group's operations, the
Group had utilized RMB62.0 million (2005: RMB74.9 million) in the
capital expenditure and paid dividend of RMB9.5 million (2005: 11.5
million) during the year. As at 31 December 2006, the Group had
cash and bank deposits of approximately RMB360.6 million (2005:
RMB261.0 million).

The Group’s financial position remains very solid and healthy during
the year under review. As at 31 December 2006, the net current assets
and the current ratio of the Group were approximately
RMB290.2 million (2005: RMB237.8 million) and 2.2 (2005: 2.2),
respectively.

As at 31 December 2006, the Group had bank borrowings of
approximately RMB101.0 million (2005: RMB86.7 million), government
loans from State Development and Reform Commission, Xiamen
Development Planning Commission and other Mainland China
government bureaus to finance the Group’s product development
activities and expansion of production facilities of approximately
RMB33.9 million (2005: RMB34.2 million). As at 31 December 2006,
the Group’s gearing ratio which is represented by the ratio of total
borrowings to total shareholders’ equity, was approximately 25%
(2005: 28%) and the Group’s net cash balance, being cash and cash
equivalents plus pledged bank deposits less borrowings amounted to
RMB225.8 million (2005: 138.2 million).

With the positive cash inflow from the Group’s operations, its available
banking facilities and its existing cash resources, the Group has very
strong liquidity and sufficient financial resources to meet its
commitments, working capital requirements and future investments
for expansion.

Charges on assets

As at 31 December 2006, bank deposit of RMB47.6 million (2005:
nil), certain property, plant and equipment of the Group with an
aggregate net book value of about RMB92.1 million (2005: RMB32.2
million) and land use rights of RMB4.8 million (2005: RMB3 million)
were pledged to secure the Group’s bank borrowings.

Contingent Liabilities
As at 31 December 2006, neither the Group nor the Company had
any significant contingent liabilities.
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Capital Commitment

As at 31 December 2006, the Group had capital commitments of
approximately RMB108.8 million (2005: RMB73.0 million) in respect
of purchases of property, plant and equipment, construction-in-
progress, product development projects and land use rights.

Treasury Policies and Exposure to Fluctuations in Exchange
Rates

The Group’s assets, liabilities, revenues and transactions are mainly
denominated in Renminbi, United States dollars and Hong Kong dollars
with its operation mainly in the PRC. As at 31 December 2006, the
Group’s borrowings of approximately RMB119.8 million were
denominated in Renminbi. The Group’s cash and bank deposits
(comprise cash and cash equivalents and pledged bank deposits)
denominated in Renminbi amounted to RMB326.5 million of the total
balance, with the remaining balance denominated in Hong Kong
dollars and United States dollars.

The Group’s foremost exposure to the foreign exchange fluctuations
was caused by the revaluation of Renminbi during the year under
review. The Group's export sales are, in majority, denominated in
United States dollars. Nevertheless, the Group has not experienced
any material difficulties or effects on its operations or liquidity as a
result of fluctuations in currency exchange rates during the year. The
Group will conduct periodic review of its exposure to foreign exchange
risk and may use financial instrument for hedging purpose when
considered appropriate.

Employees and Remuneration Policy

As at 31 December 2006, the Group has 254 full-time employees of
which 248 are based in the PRC. For the year under review, the total
employment costs incurred for 2006 including directors’ emolument
amounted to RMB22.4 million. The Group has established its human
resources policies and procedures with a view to deploy the incentives
and rewards of the remuneration system. The remuneration package
offered to the staff is appropriate for the duties and in line with the
prevailing market terms. Staff benefits, including medical coverage
and provident funds, are provided to employees. The Group has also
established effective performance evaluation system in which
employees are rewarded on a performance-related basis within the
general framework of the Group’s salary and bonus system.

The Group has also adopted a share option scheme for the purpose
of providing incentives and rewards to eligible participants who
contribute to the success of the Group’s operations. During the year
under review, 21.4 million share options were granted to directors,
employees and consultants.
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