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For the six months ended 30 June 2006

(Prepared under the PRC Accounting Rules and Regulations)

i-EEER 5. SIGNIFICANT EVENTS

(=) Ad M RBCA AR ~ GBS IE) FHE A A Bk (1) The Company strictly abides by the Company Law, the Securities Law, relevant laws

BEHIAK  REEE ARG f AMBRT T — and regulations to continuously improve its corporate governance and set up and modify
FOVHHAE A I BE - FEATFG o o e G M a series of systems governing its operations, which comply with the requirements of
A BT VALY B R I R o the Corporate Governance Standards for Listed Companies issued by China Securities
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Regulatory Commission.

Material litigation and arbitration

1. Material litigation

On 30 December 1998 the Company placed a deposit in the sum of
RMB23,000,000 with Yinji local branch of Zhengzhou branch of Guangdong
Development Bank (“Local Branch”, which had been upgraded to Yinji
sub- branch of Zhengzhou branch of Guandong Development Bank (“the
Sub- branch”) on 28 December 1999 as approved by the People’s Bank of
China, Jinan Branch on 28 December 1999) for a fixed term of one year
commencing from 30 December 1998 to 30 December 1999 at an annual
interest rate of 3.78%. The Local Branch issued an Account Opening Certificate
of Fixed Deposit. Subsequently, a dispute occurred when the Company made
withdrawal of such deposit upon its maturity. The Sub-branch rejected the
Company’s withdrawal on the ground of the defaulted repayment by Henan
Yinji Property Development Company Limited (“Yinji Property”) of the
outstanding loan in the sum of RMB21,850,000 for which the Company
provided a guarantee in favour of Shangcheng branch of Guangdong
Development Bank in December 1998 and that the Company should perform
its obligations as the guarantor. In 2001, the Company initiated legal
proceedings in Henan High People’s Court. The case has been closed after
hearing in court dueing the reporting period and the Company lost the case.
However, the Company appealed to the People’s Supreme Court during the
reporting period. The Supreme Court made a ruling in February 2004 in favour
of the Company, which determined the above loan guarantee as void. As the
Company was not eligible to provide guarantee on the loan, the Local Branch
was required to repay half of the amount of the deposit and the interests thereon
by the end of April 2004; for another half of the amount of the deposit and the
interests thereon, the Company shall claim the amount from Yinji Property.
The Company has received a half of the amount of the deposit and the interest
accrued thereon. On 12 October 2005, the Company entered into a Debt
Transfer Agreement with Henan Jinshan Chemical Limited Company, by which
the Company transfers to Henan Jinshan Chemical Limited Company its debt
from Yinji Property arising from disputes in the loan guarantee agreement of
Yinji Property. The Company is in process of claiming another half of the
amount of the deposit and the interests thereon payable by Yinji Property.

2. During the reporting period, the Group did not have any material arbitration.
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For the six months ended 30 June 2006

(Prepared under the PRC Accounting Rules and Regulations)

During the reporting period, the Company did not have any plans on profit appropriation
and transfers to reserves for increase in share capital which were proposed in previous
periods and to be implemented in the period.

The Company did not appropriate profits in the first half of 2006, nor did it transfer
any of surplus reserve to share capital.

As KPMG Huazhen and KPMG, the former auditors of the Company, could not rach
an agreement on the audit fees of the Company for the year of 2006, Ting Ho Kwan &
Chan and GuangDong HengXin Delu Certified Accountants Company Limited were
appointed as PRC and international auditors of the Company respectively for the year
of 2006 at the fourth extraordinary general meeting of 2006 of the Company. The
Company has performed the necessary procedures as required by regulatory authorities
and provisions of the Articles of Association of the Company.

Purchase and sale

During the reporting period, the Company had no material purchase or sale.

Custody of fund

During the reporting period, there was no occurrence of custody of fund, nor were
there any occurrence of custody of fund which had extended to this reporting period.

Significant connected transaction

1. On-going transactions

For details, refer to note 38 (related parties and their transactions) to the
financial report prepared under the PRC Accounting Rules and Regulations.

2. During the reporting period, there was no connected transaction in relation to
the transfer of the Company’s assets and share equity.

3. There was no material connected transactions on provisional basis during the
reporting period.
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(Prepared under the PRC Accounting Rules and Regulations)

u) @& (9)  Overdue deposits
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Other receivables in non-current assets include an overdue deposit of RMB35,655,000 due
from Guangzhou International Trust & Investment Corporation (“GZITIC”). The Company
had made 75% provision for the original due amount of RMB145,657,000. GZITIC is in
the process of restructuring. Upon the assessment of the latest development of the
restructuring, the directors believe that the restructuring plan will be finalised within the
coming year and therefore, no additional provisions is considered necessary. No interest
has been accrued in respect of the deposit.

Save and except for the above deposit, the Company did not have any other overdue deposits
as at 30 June 2006.

The Board is of the opinion that the said deposit did not impose any adverse effect on the
Company’s normal production, operation and cash flow. The Company will endeavour to
recover such deposit.

(+) % — B 3 B8 B 33 3 0 0 38 AL K (10) Unified income tax and cancellation of tax rebate of local government
AR\ A AR AR R R A B S R IR BUR 8 The Company did not enjoy tax preferential policy for the previous years.
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For the six months ended 30 June 2006

(Prepared under the PRC Accounting Rules and Regulations)

(11) Significant contract and its fulfillment

W NAL A GTE - RE - HERMA 1. During the period, the Company did not entrust, contract, lease any assets of other
A ML AFREE - RE - HEA companies and no assets of the Company was entrusted, leased or contracted to
NEVEREFRIE - any other companies.

ERER Material Guarantee

AT EAMER DL (AR A T R ER)
External guarantees provided by the Company
(excluding guarantees provided to controlling subsidiaries)

P oy
BRHL AR B A ) (k8 1) BRam apmm EEt3 i BB ER
Date of When Whether a
guarantee implementation guarantee
(Signature date Guaranteed Type of Terms of has been  for connected
Name of guaranteed parties of agreement) amount guarantee guarantee completed parties
I
Nil
e W N R R A i
Total amount of guarantee granted during the reporting period Nil
WA AR RS e
Balance of guarantee granted at the end of the reporting period Nil
Oy vl BRI A ) B A DR L
Guarantees provided by the Company to controlling subsidiaries
b BB I T A R R B A A 96,900,000
The total amount of guarantee granted to
controlling subsidiaries during the reporting period
AR PR T R R AR A AT 147,800,000
Balance of guarantee granted to controlling subsidiaries
at the end of the reporting period
AR AR (BB ERT AT RIER)
Total amount of guarantees of the Company
(including guarantee provided to controlling subsidiaries)
PEiRAEH 147,800,000
Total amount of guarantee
R ARG 2 7)1 T A 18.58%
Total amount of guarantee as a percentage to
the Company’s net assets
Horr
Including:
TR~ PR A LR Oy S A0 (R B
Amount of guarantee provided to shareholders, de facto controller and its associates Nil e
BN Y B R T0% R B IR R IR BT R w HIS
Amount of debt guarantee directly or indirectly provided to parties with gearing ratio over 70% Nil ﬁ 8
YR AR 1 7 19509 70 70 1 4 I R v
Amount of guarantee over 50% of the net assets Nil e 8_
Lt =g R R A 3 H o
Total amount of the said guarantees Nil ’K x
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(12)

Controlling shareholder
Legal persons controlled by
controlling shareholder

13)

(14)

(15)

Connected creditors’ rights and debts

Vo R O B 4 BB 75 1 ol A vl AL ¥ 4
(AR BT T) (AR BT )
A 73] EILX ] g0l
Advances Advances from
to related parties related parties
(RMB’000) (RMB’000)

Amount Amount
incurred Balance incurred Balance
155 133,193 (699) 2,251
(7,963) 168,397 506 9,696
(7,808) 301,590 (193) 11,947

Among the above amount incurred, during the reporting period, the Company has
provided capital to the controlling shareholder and its subsidiaries amounted to
RMB(7,808,000) and the Company has provided balance of capital to the controlling
shareholder and its subsidiaries amounted to RMB301,590,000.

Risks of exchange rate fluctuations

Since the Group’s assets, liabilities and transactions were principally denominated in
Renminbi, exchange rate fluctuations did not have any material impact on the Group.

Material contract

The Group did not have any other material contract or the Company did not have any
contract required it to perform obligations during the reporting period.

Performance of commitments

The Company published an announcement on newspapers designated by China
Securities Regulatory Commission on 3 August 2001, disclosing the guarantee by
CLFG, the holding company of the Company, and its subsidiaries to pay any
outstanding amount due from them to the Company as a result of ordinary connected
transactions between them and the Company before 31 December 2004. As at the
date of this announcement, its loans had not been repaid yet. The Company will settle
the outstanding debt by legal action.
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For the six months ended 30 June 2006

(Prepared under the PRC Accounting Rules and Regulations)

The Stock Exchange has activiated legal procedure to the Company for the breach of
the Rules Governing the Listing of Securities of the Stock Exchange of Hong Kong
Limited due to failure of reporting since 1998. In addition, Mr. Liu Baoying,
the Chairman of the Company, Mr. Ding Jianluo, the Executive Director and General
Manager, Mr. Wang Jie, the former Executive Director and Secretary to the Board
attended the disciplinary hearing organized by the Listing Committee of the Stock
Exchange on the failure in the early June of 2005. The Listing Committee of
the Stock Exchange released a press release in relation to the judgment of disciplinary
action against the Company and the applicable exisiting Directors and resigned
Directors, among other judgement, condemn and criticism against the existing
Directors and resigned Directors, on 19 January 2006.

The Company’s Directors and Supervisors were not subject to any compulsory
procedures.

Independent Audit Committee

A meeting of the Independent Audit Committee of the Company was held on
28 August 2006, at which the Group’s financial statements for the six months ended
30 June 2006 were considered and approved.

Code on Corporate Governance Practice

The Company has complied with the Code on Corporate Governance Practice set out
in Appendix 14 to the Rules Governing the Listing of Securities on the Stock Exchange
of Hong Kong Limited (“Stock Exchange”) throughout any period ended 30 June
2006.

The Company had not appointed a qualified accountant as required by Rule 3.24
the Listing Rules. The Company is seeking to retain a qualified accountant under
Rule 3.24 the Listing Rules.

Purchase, sale and redemption of shares of the Company

During the period, the Company and its subsidiaries did not purchase, sell or redeem
any securities of the Company.

Compliance with the Model Code for Securities Transactions by
Directors of Listed Issuers (“Model Code”)

Having made enquires to all Directors and Supervisors, the Company confirmed all
Directors and Supervisors have complied with the requirements set out in the Model
Code for securities transactions by directors in Appendix 10 to the Listing Rules
throughout the six months ended 30 June 2006.
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For the six months ended 30 June 2006

(Prepared under the PRC Accounting Rules and Regulations)

(S B S Dok JBe i (21) Pre-emptive rights
R o B A B R A R AR A R A O In accordance with the laws of the PRC and the Articles of Association of the Company,
il FBOHE 2 kK o there is no provision of pre-emptive rights applicable to the Company.
(ZF2) B 2 B O (22) Share Reform

N R IR A) B IO 2 I B 4 T 1) B RE A 10 CLFG will offer 4.2 shares to holders of A shares for every 10 circulating A shares

AR BRSO 42 BB i RN held by such holder of A shares under the Share Reform, which was approved by

THHEEE ARBUFREEE G EMERE State-owned Assets Supervision and Administration Commission (“SASAC”) of

HEHE > FEPUH T F RO A3 AR B R Henan province on 19 April 2006 and was passed at the Relevant Shareholders’

AR YA AT o8 AR R R B A o Meeting of Share Reform on 24 April. On 26 May, the arrangement was approved by

HZEREANEAHNHE > A0 AR o g s the Ministry of Commerce. The short form of the Company’s A shares was changed

B RAGIEDE to G Luobo with effect from 8 June 2006.

R ) R A R B 0 R T AR A PR R CLFG, the holder of non-circulating shares of the Company, undertook special

PR BB IBERE 7 B O B RS B RG E commitment in relation to Share Reform:

(D FEAURIBCHE > B Oy 2 K B RO ek ok (1) Upon the approval of the Share Reform Plan at the Relevant Shareholders’
Podimg o i IR B e BRI Meeting, CLFG will resolve the issue of capital appropriated by CLFG and its
b AR E D BUE IR > & SR E connected parties in different manners within the timeframe before
P = Ao e B R = i F E A 31 December 2006 as required by the endorsement regarding the Opinions of
LENSEEES NSy N Improving the Quality of Listed Companies issued by the State Council.
W

() IEIAEERGEAS BRI B R ek (2)  CLFG committed to undertake all expenses related to the Share Reform on its
AR R A o own.

WA B T R O R A PR AT A ] 58 During the reporting period, CLFG has fully performed the undertaking.
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For the six months ended 30 June 2006

(Prepared under the PRC Accounting Rules and Regulations)

(Z42) J il K 55 00 B L 50 8 R A W 07 R 1 2 b (23) Other significant events and analysis on their effects and solutions
EA

L. TR FARAEE S AL LS KOk 1. Appropriation of Capital for the first half of 2006 and the progress of repayment
JERRR

R IBE S B B i £ A S AN Dl 2 ) W 0 B R (B 0)

Capital of the listed company for non-operating purposes appropriated
by the during largest shareholders and its subsidiaries

WHBHER
Bm mx Hm WA HAXEH WX
AR#HET)  (AREEIT) (AR L) AR H#TT) A1)
Total
outstanding
balance during
At the beginning At the end the reporting Repayment Amount Time for
of the period of the period period method repaid repayment
(RMB0’000) (RMB0’000) (RMB0’000) (RMB0’000) (month)
61,308 61,727 71 FATA 40 2006%F6 11
Bank deposit June 2006
RITAFAK 30 2006445 ~ 5A
Bank deposit April, May 2006
B 1 200644 1
Cash April 2006
RIS I L B A 2 T A A A Funds of the Listed used for non-operation purposes by major
T R A B RO T B shareholder and its subsidiaries
2. ZETRETREREEE S HE R 2. Timetable for repayment of capital appropriated for non-operating purpose in
ZES v IS the second half of 2006
w388 5 O D WRITA il &t ik
AR H#TT)
Proposed repayment time Repayment method Amount repaid Remark
(RMB0’000)
TERERET AR {5 R Ty U 61,727
At the end of December 2006 Proposed to resolve
by legal process
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For the six months ended 30 June 2006

(Prepared under the PRC Accounting Rules and Regulations)

(ZAM) 2 50 8 % 190 v ey 8 K 9l

(24) The Company’s preliminary announcements published during the
reporting period:
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On 11 January 2006, an announcement in relation to the notice of the first
Extraordinary General Meeting (the “EGM”) of 2006 was published on
“China Securities Journal”, “Shanghai Securities Journal”, “Sing Tao Daily”
and “The Standard” (in English) and at the same time posted on the website of
Shanghai Stock Exchange (http://www.sse.com.cn).

On 22 February 2006, an announcement in relation to the notice of the second
Extraordinary General Meeting (the “EGM”) of 2006 was published on
“China Securities Journal”, “Shanghai Securities Journal”, “Sing Tao Daily”
and “The Standard” (in English) and at the same time posted on the website of
Shanghai Stock Exchange (http://www.sse.com.cn).

On 28 February 2006, an announcement in relation to the resolutions passed
at the meeting of the first EGM of 2006 was published on “China Securities
Journal”, “Shanghai Securities Journal”, “Sing Tao Daily” and “The Standard”
(in English) and at the same time posted on the website of Shanghai Stock
Exchange (http://www.sse.com.cn).

On 27 March 2006, an indicative announcement in relation to Share Reform
of the Company was published on “China Securities Journal”, “Shanghai
Securities Journal”, “Sing Tao Daily” and “The Standard” (in English) and at
the same time posted on the website of Shanghai Stock Exchange
(http://www.sse.com.cn).

On 30 March 2006, an announcement in relation to the notice of Relevant
Shareholders’ Meeting of A shares market was published on “China Securities
Journal”, “Shanghai Securities Journal”, “Sing Tao Daily” and “The Standard”
(in English) and at the same time posted on the website of Shanghai Stock
Exchange (http://www.sse.com.cn).

On 7 April 2006, announcements in relation to communication of Share Reform
Plan and the revised Share Reform Plan was published on “China Securities
Journal”, “Shanghai Securities Journal”, “Sing Tao Daily” and “The Standard”
(in English) and at the same time posted on the website of Shanghai Stock
Exchange (http://www.sse.com.cn).

On 11 April 2006, an announcement in relation to resolutions passed at the
second EGM of 2006 was published on “China Securities Journal”, “Shanghai
Securities Journal”, “Sing Tao Daily” and “The Standard” (in English) and at
the same time posted on the website of Shanghai Stock Exchange
(http://www.sse.com.cn).
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For the six months ended 30 June 2006

(Prepared under the PRC Accounting Rules and Regulations)

On 13 April 2006, the first indicative announcement in relation to the convening
of Relevant Shareholders’ Meeting of A shares market was published on
“China Securities Journal”, “Shanghai Securities Journal”, “Sing Tao Daily”
and “The Standard” (in English) and at the same time posted on the website of
Shanghai Stock Exchange (http://www.sse.com.cn).

On 20 April 2006, the second indicative announcement in relation to the
convening of Relevant Shareholders’ Meeting of A shares market was published
on “China Securities Journal”, “Shanghai Securities Journal”, “Sing Tao Daily”
and “The Standard” (in English) and at the same time posted on the website of
Shanghai Stock Exchange (http://www.sse.com.cn).

On 20 April 2006, an announcement in relation to the approval of the SASAC
on Share Reform Plan was published on “China Securities Journal”, “Shanghai
Securities Journal”, “Sing Tao Daily” and “The Standard” (in English) and at
the same time posted on the website of Shanghai Stock Exchange
(http://www.sse.com.cn).

On 20 April 2006, an announcement in relation to the resolutions passed at the
Relevant Shareholders’ Meeting of A shares market was published on
“China Securities Journal”, “Shanghai Securities Journal”, “Sing Tao Daily”
and “The Standard” (in English) and at the same time posted on the website of
Shanghai Stock Exchange (http://www.sse.com.cn).

On 26 April 2006, an announcement in relation to the resolutions passed at the
Board Meeting was published on “China Securities Journal”, “Shanghai
Securities Journal”, “Sing Tao Daily” and “The Standard” (in English) and at
the same time posted on the website of Shanghai Stock Exchange
(http://www.sse.com.cn).

On 28 April 2006, an announcement in relation to the 2006 interim results
prediction of the Company was published on “China Securities Journal”,
“Shanghai Securities Journal”, “Sing Tao Daily” and “The Standard”
(in English) and at the same time posted on the website of Shanghai Stock
Exchange (http://www.sse.com.cn).

On 8 May 2006, an announcement in relation to the progess of approval on
Share Reform Plan of the Company was published on “China Securities
Journal”, “Shanghai Securities Journal”, “Sing Tao Daily” and “The Standard”
(in English) and at the same time posted on the website of Shanghai Stock
Exchange (http://www.sse.com.cn).

On 16 May 2006, an announcement in relation to the notice of 2005 Annual
General Meeting (the “AGM”) was published on “China Securities Journal”,
“Shanghai Securities Journal”, “Sing Tao Daily” and “The Standard”
(in English) and at the same time posted on the website of Shanghai Stock
Exchange (http://www.sse.com.cn).
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For the six months ended 30 June 2006

(Prepared under the PRC Accounting Rules and Regulations)

16, ZEZNERA LA A R B E 16.  On 17 May 2006, an announcement in relation to the progess of approval on
T RAFRERE A o PUBAE Ch B S Share Reform Plan of the Company was published on “China Securities
H - CEWFESR b WIF R R B Journal”, “Shanghai Securities Journal”, “Sing Tao Daily” and “The Standard”
F285 T4 (http://www.sse.com.cn) © (in English) and at the same time posted on the website of Shanghai Stock

Exchange (http://www.sse.com.cn).

17 ZEBNERH T ZAAMA T RENE 17.  On 23 May 2006, an announcement in relation to the progess of approval on
YR REFRGERER A, > PISAEChERE S Share Reform Plan of the Company was published on “China Securities
H - CEWFESH b WIF R R B Journal”, “Shanghai Securities Journal”, “Sing Tao Daily” and “The Standard”
F5285 T4 (http://www.sse.com.cn) © (in English) and at the same time posted on the website of Shanghai Stock

Exchange (http://www.sse.com.cn).

18, TEBNERH LA AL TR R 18. On 29 May 2006, an announcement in relation to the approval of Share Reform
Oy B HCE T BB R R A 4 TR Plan of the Company by Ministry of Commerce was published on “China
FECRBEAR « (LHEHR - (BEH Securities Journal”, “Shanghai Securities Journal”, “Sing Tao Daily” and “The
O~ G 30 b WRIRS R Standard” (in English) and at the same time posted on the website of Shanghai
F58 5 T4 (http://www.sse.com.cn) Stock Exchange (http://www.sse.com.cn).

19. ZEZRNFHA=THAMAREFGR 19.  On 30 May 2006, announcements in relation to the resolutions passed at the
g VAL Nl e = S R g Board meeting of the Company and the notice of the fourth EGM of 2006
IR B SRR & i 5 o T AE (o B RE were published on “China Securities Journal”, “Shanghai Securities Journal”,
B~ (B AEHR - (BEAHD) - GE “Sing Tao Daily” and “The Standard” (in English) and at the same time posted

($£30) b o (R RE A F RS 2R A 5 on the website of Shanghai Stock Exchange (http://www.sse.com.cn).
Ak (http://www.sse.com.cn) °

20, TEFERFEANAZ BN RS B iE 20.  On 3 June 2006, an announcement in relation to the implementation of Share
HREMAS > FIBECTEBRR - (L Reform Plan of the Company was published on “China Securities Journal”,
AR~ REHHD - GFH G830 b i “Shanghai Securities Journal”, “Sing Tao Daily” and “The Standard”
ARSI B (in English) and at the same time posted on the website of Shanghai Stock

(http://www.sse.com.cn) ° Exchange (http://www.sse.com.cn).

21, TERENELAZSHMIAT S ERE AR 21. On 3 July 2006, an announcement in relation to the resolutions passed at the
RO g A, > TS Ch IR 30 2005 AGM of the Company was published on “China Securities Journal”,
(Rl - (REHHY ~ OF ) 330 “Shanghai Securities Journal”, “Sing Tao Daily” and “The Standard”
b Sl T IR R S - R R 2 S I A (in English) and at the same time posted on the website of Shanghai Stock

(http://www.sse.com.cn) ° Exchange (http://www.sse.com.cn).
22, ZEEANEEATEHAMAR ZEEAN 22. On 17 July 2006, an announcement in relation to the resolutions passed at the

A58 0 YR B RS TR & Pk 5 TIPS (o
BRE ) ~ (R - (BRI
R (B30 b o 3 [ Ry # R R 5
2 5 Bk (http://www.sse.com.cn) ©

fourth EGM of 2006 of the Company was published on “China Securities
Journal”, “Shanghai Securities Journal”, “Sing Tao Daily” and “The Standard”
(in English) and at the same time posted on the website of Shanghai Stock
Exchange (http://www.sse.com.cn).
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