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China XLX Fertiliser Ltd. (“China XLX” or the “Group”) is located in the
Henan province of the People’s Republic of China. Immersed in the central
plains culture and Confucius teachings, the concept of “sincerity and trust”
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REVENUE

PBT

Financial Highlights

RMB Million

FY2004

FY2005

FY2006

FY2007

Revenue
GP

GP margin
PBT

PAT

522
131
25.0%
83
69

626
151
24.1%
100
69

890
212
23.8%
152
129



Chairman’s Message

Dear Shareholders,

| am pleased to present the inaugural annual report of China XLX Fertiliser
Limited. On behalf of our Board of Directors, | welcome all of you as our
Group’s valued shareholders.

FY2007 was an excellent year for China XLX. On 20 June 2007, we became
the first fertiliser company to be successfully listed on the mainboard of the
Singapore Stock Exchange. This event marks a significant milestone in the
history of our Group.

Strong Capabilities

China XLX is principally engaged in the manufacture and sale of urea,
compound fertiliser and methanol. Urea is our main product accounting for
about 60.2% of FY2007 overall revenue or 70.3% of FY2007 overall gross
profit.

Our key strength lies in our ability to be cost efficient. Due to our strategic
cost advantages, our urea production cost is about 23% less than the
industry average making us the lowest coal-based producer in Henan and
the fourth lowest coal-based producer in the PRC.

Being cost-efficient is the most important strategy that one needs to
adopt in any industry. Both urea and methanol products have little product
differentiation and producers are generally price-takers in the fragmented
PRC market. We attribute our cost efficiency to our ability to significantly
reduce our coal and electricity costs which makes up more than 65% of
our urea/methanol production costs. We are competitive for the following
reasons. Firstly, we enjoy economies of scale as the largest coal-based urea
producer in Henan and sixth largest coal-based producer in the PRC. Secondly,
our strategic location in Henan is very near the coal mines, thus enabling
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us to lower our coal transportation costs. Thirdly, having our own cogent

plants reduces our electricity costs by about RMB10 cents/kwh. Fourthly,
by adopting fully-automated techniques and advanced technologies, we
consume less coal and electricity in our production of urea and methanol.
Lastly, the production of urea and methanol in a fixed proportion helps us
lower both urea and methanol costs due to cost synergies when both are
produced at the same time.

We possess two main competitive advantages for our compound fertiliser.
Firstly, we have the largest farmers’ service centre in Henan which we use
to educate the farmers on proper application of compound fertiliser. This
helps to increase their awareness of our “ " brand and our product
acceptance. In FY2007, although there was no increase in our compound
fertiliser production capacities, our compound fertiliser revenue increased
52.3% due to higher sales volume. Apart from having the largest service
centre in Henan, we also enjoy better cost efficiencies in our compound
fertiliser product as we use liquid urea, an intermediate product of solid urea
which we sell, as the feedstock to produce compound fertiliser. The use of

liquid urea also reduces the need for package and transportation.

Strong Results

FY2007 was a bountiful year for our Group in terms of our financial
performance. Our revenue rose 73.2% from RMB890.2 million in FY2006 to
RMB1.54 billion in FY2007. Our net profits soared by a sterling 145.7%, from
RMB129.1 million in FY2006 to RMB317.2 million in FY2007. This was due
mainly due to increased capacities in our second plant which commenced
in September 2006, which saw a doubling of our production capacity for
urea and tripling our production capacity for methanol. In addition, we also
successfully reduced our costs which resulted in our overall margin rising to
its highest of 27.0% since FY2004.



Mr Liu Xingxu
Chairman and CEO
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Chairman’s Message

Strong Prospects

Our industry, although increasingly competitive, offers promising growth
prospects to our Group. China remains to be the world’s largest producer
and consumer of urea, and we are quite optimistic that the uptrend in the
demand for our core products will be sustained in the coming years. Demand
for urea and methanol is expected to remain strong on the back of high oil
prices. This is because a significant amount of urea is used in growing corn
which produces ethanol for bio-fuel use and methanol is used as feedstock
for DME used in LPG. In our pursuit of long-term growth, we do not rule
out the possibility of vertical integration as we continue to capitalise on
the growing coal-based chemical industry and set sights on new business
opportunities.

Currently, the Group have two production plants in Xinxiang, Henan. To ride
on the increasing demand for urea in the PRC, we are now building a third
urea plant which will increase our urea and methanol annual production
capacities by 400k tons and 50k tons respectively. When completed by
3Q2009, we expect our total annual production capacities to be 1,120k
tons of urea and 150k tons of methanol. In addition, our plan also includes
constructing an additional 100k tons compound fertiliser production line
every year, which will increase our current production capacity from 300k
tons to 600k tons by end FY2010.

While we increase our production capacities, we also aim to improve our cost
efficiency further each year through technical upgrading. The completion
of our new power generator systems have increased our electricity self-
sufficiency from 35% to 70%. This will reduce our electricity costs this year
significantly. In addition, we are also planning to build a railway extension to
our second plant, a move that will further reduce our transportation costs
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once completed. The third plant that we are now building is also expected to

bring greater cost efficiencies with better technologies.

| cannot over-emphasise the importance of maintaining cost efficient as
there may be potential deregulation in the industry. This will lead to an
industry consolidation, where only the fittest will survive. Being large and
cost-efficient will provide us greater opportunities to strengthen our industry
leadership position further in this fragmented industry through acquisitions
of smaller fertiliser producers in an increasingly competitive business
environment. As such, we intend to focus on building a strong balance sheet
to enable us to embark on any acquisition when the opportunities arise.

Acknowledgements

FY2007 was indeed a fruitful year for China XLX. Our achievements would
not be possible without the people who continually strive for excellence for
our Group.

I would like to take this opportunity to thank all our board members who have
shared their experience and expertise to take our Group to new heights. |
also wish to thank our management team and staff for their dedication and
hard work. Last but not least, | would like to express my deepest gratitude to
you, our shareholders, for your continued support. Together, | believe we can
deliver an even better performance for a better tomorrow.

Mr Liu Xingxu
Chairman and CEO






Urea

Urea provides nitrogen
to crops and serves
as a raw material

for products such as
agricultural fertilisers,
plastic, resin, coating
materials and
pharmaceuticals.

Compound
Fertiliser

Compound fertiliser
includes nitrogen,

phosphorus & potassium,
all the nutrients that the
soil needs and is suitable
for the growing of wheator

& potassium,










RMB 10 cents / kwh cheaper than the utility board.



Prospects and Growth Drivers

Average Selling Prices

Rising oil prices has increased international urea prices
substantially as urea is used in the cultivation of corn, a feedstock
for bio-fuels. This ensures that urea prices will be maintained at
high levels. Oil prices have also increased the price and demand
for methanol. Methanol is used to produce Dimethoxymethane
(DME), a feedstock for the production of Liquefied Petroleum Gas
(LPG) or as a fuel additive.

Only urea is subject to price ceiling controls. We are hopeful that
the PRC government will increase its existing price celiing as it
had done in 2004, 2005 and 2006.

* Subject to changes

Third Plant

China XX is currently building a third plant to capitalise on the
increasing demand for urea. This plant will increase urea and
methanol capacities by about 400,000 tons and 50,000 tons
respectively. The entire construction will cost about RMB930
million and is targeted to complete in 3Q2009. In addition, the
Group plans to undergo technical upgrades to its old plant
which will increase its production capacity by 40,000 tons in
FY2008. The Group also plans to increase its compound fertiliser
production capacity by 100,000 tons each year up to FY2010.
(See production capacity table on the right)
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The Group’s main product is urea, which accounts for about 70% of our
overall gross profit as urea is the most commonly used fertiliser in the PRC.
Compound fertiliser accounts for about 14% while methanol constitutes the
remaining 16% of our product mix.

Both urea and compound fertilisers are chemical fertilisers used to enrich the
nutrients in the soil. Methanol is produced & widely used in the downstream
chemical industry such as DME & Formaldehyde production.

Operations Review

Urea

Urea [CO(NH2)2] is the primary fertiliser widely
used by the agricultural industry in the PRC

& it has the highest nitrogen content (46.3%)
amongst all nitrogenous fertilisers.

Nitrogenous fertilisers account for about 64% of all fertilisers used in the
PRC. Of this, urea constitutes over 60% of all nitrogenous fertilisers. As the
PRC's policies on the fertiliser industry undergo a revamp, the demand and
use of urea is expected to sustain a growth of 5 — 10% in the next three to
five years. Agriculture forms a cornerstone of the PRC’s economy, which

consequently cements the strategic position of the urea industry. Further-

more, the government’s progressive agricultural policies have brought about
an environment conducive for the urea industry to grow. (Source: CNCIC
Report)

In 2007, we produced 705k tons of urea products, sold 593k tons and
used 101k tons of urea for the production of compound fertiliser. Urea sales
amounted to RMB928 million or 60% of total sales, a 72% increase when
compared to FY2006. Gross profits from urea products registered RMB293
million or 70% of overall gross profit, an increase of 109% over the previous
year.




Operations Review

T Compound Fertiliser

Compound fertiliser include all the nutrients that soll
needs: Nitrogen, Phosphorus and Potassium. The
composition of each mineral need to be customised to
suit the demands of different types of soil and crops so
as to achieve optimal agricultural production yield.

Compound fertilisers can be categorised into low concentration compound
fertilisers and high concentration compound fertilisers. Our Group mainly
produces high concentration compound fertilisers. According to the
CNCIC report, there are about 4,000 compound fertiliser producers in the
PRC at the end of 2006. The PRC'’s total production volume of compound
fertilisers increased by approximately 25% to over 40 million tons in 2006
as compared to 2005, 23.7% of which comprises of high concentration
compound fertilisers.

The Group is ranked first in Henan based on its current high concentration
compound fertiliser capacity of 300k tons annually. According to the CNCIC
report, the demand for high concentration compound fertilisers for exceeded
its supply in Henan in 2005. Henan produced 1.7 million tons of high
concentration compound fertilisers in 2005. This compared to 3.0 million
tons consumed in Henan in 2005.

In 2007, we produced 231k tons of high concentration compound fertiliser
products, attained sales volume of 229k tons and realised sales of RMB401
million or 26% of total sales, an increase of 52% compared to FY06 despite
having increase sales efforts in capacities. Gross profit from compound

fertiliser products registered RMB59 million or 14% of overall gross profit, an

increase of 42% over the previous year.
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Methanol

Methanol is a fourth important type of organic
industrial chemical after ethylene, propylene and
benzene.

Over a hundred other industrial chemical products are derived from methanol and are widely
used in medicine, agriculture chemicals, dyeing, coating, plastics, synthetic fibres, synthetic
rubbers, solvents as well as fuel for industrial and domestic use.

With the development of the global chemical industry and booming economic growth in
the PRC and the Asia-Pacific region, the methanol market has been rapidly expanding.
In recent years, the PRC has been advocating the development of methanol products
as an alternative to petroleum fuel. In addition, the successful development of methanol
batteries have forged a new market and opened opportunities to further develop methanol
products.

The concurrent production of methanol by the nitrogenous fertiliser industry is in line with
the government’s initiative to consolidate the use of resources. As it is investment-friendly,
effective, saves energy and environmentally friendly, 161 out of 500 nitrogenous fertiliser
enterprises also produce methanol. Their combined production capacity comprises 48.9%
of total capacity of methanol in the PRC. There are about 30 methanol producing enterprises

in Henan, producing 1.7 million tons of methanol per year. The Group is a leading methanol

producer, ranked second in Henan.

In 2007, we produced 93k tons of methanol products, attained sales volume of 92k tons
and realised sales of RMB206 million or 13% of total sales, an increase of 92% compared to
FYO06. Net profit from methanol products registered RMB67million or 16% of overall gross
profits, also an increase of 116% over the previous year.

Operations Review




Financial Performance

Financial year ended 31 December 2007 (“FY2007”) had been
a bountiful year for the Group with net profit increasing 146%
to RMB317 milion. The combined effect of the competitive
advantages enjoyed by the Group had brought about record
profits and margin registered for the year.



efficiences. This increased the gross margin for urea by about
4%. This was mainly due to commencement of the new plant
which enabled the Group to reduce coal and electricity costs
with better technologies.

3. Lower income tax expenses as the group’s China subsidiary is
a wholly foreign owned enterprise which enjoyed full exemption
in its income taxes for FY2007. It will continue to enjoy full
exemption in its income taxes for FY2008 and 50% exemption in
FY2009, FY2010 and FY2011.

Financial Position

The Group is now in a much stronger balance sheet position
at the end of FY2007 compared to end FY2006. Net assets
increased from RMB67 milion as of 31 December 2006 to
RMBL1.1 billion as of 31 December 2007. The main reason is
due to the Initial Public Offering launched in June 2007 which
increased its share capital by RMB772 milion and net profits
for the year of RMB317 million. Fixed assets increased by
RMBB806 million largely due to the acquisition of the old and
new plants with its related liabilities (the “Assets”) after obtaining
shareholders approval in October 2007. Cash, bank balances
and fixed deposits amounted to RMB510 million which after
netting interest-bearing loans and borrowings amounted to a net

Financial Analysis

cash position of RMB133 million.

Cash flow

Cash and cash equivalents increased by RMB349 million in
FY2007. This was due mainly to the net proceeds from the issue
of new shares of approximately RMB772 million, proceeds from
loans of RMB30 million, proceeds from government grants of
RMB8 million and net cash flow generated from operations of
RMB308 million. The increase in cash and cash equivalents
were partially offset by the discharge of loans and borrowings,
acquisition of Assets, repayment of liabilities from Assets
acquired and purchase of property, plant and equipment of
RMB327 million, RMB210 million, RMB235 million and RMB168
million respectively.
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Chairman and Chief Executive Officer

Mr Liu has been the General Manager of
XLX Chem and XLX Fertiliser since August
2003 and 2006 respectively. He was
appointed to our Board of Directors on 26
July 2006 and is in charge of our Group’s
overall strategic directions and managing
our day-to-day business operations.

As a recognition of his contribution to
the PRC chemical fertiliser industry,



The Group’s Board of Directors with members of the management team during China XLX Fertiliser Ltd.’s IPO launch.

Independent Director

Mr Ong was appointed to our Board of
Directors on 11 May 2007. Since October
2005, Mr Ong has been an audit partner
with Baker Tilly TFWLCL. From December
2004 to September 2005, he was an audit
partner with Moores Rowland Singapore
and Mazars Singapore. Mr Ong was
employed as the Chief Financial Officer of
Medtecs International Corporation Limited
from August 2002 to November 2004.
From June 2002 to July 2002, he was
the Finance Director of Aztech Systems
Limited. Prior to that, from June 1992 to
June 2002, Mr Ong was an auditor with
international accounting firms and his last
position held being a Senior Audit Manager
with Arthur Andersen. Mr Ong graduated
with a Bachelor of Accountancy in June
1992 from the Nanyang Technological
University in Singapore.

He sits on the board of China Animal
Healthcare Ltd, JES International Holding
Ltd, China Energy Limited, China Haida
Ltd, Midsouth Holdings Ltd. and others.

Independent Director

Mr Li was appointed to our Board of
Directors on 11 May 2007. Mr Li joined
Shaoxing Arts and Science College after
graduation in July 1987 and engaged
in education and scientific research
work, and is currently a Professor and
the Dean of the School of Economics
and Management in Shaoxing Arts and
Science College since November 2004.
Concurrently, he is also the Instructor of
the Establishment of Zhejiang Province
Small and Medium Enterprises in the
Zhejiang Province Small and Medium
Enterprises Bureau since November
2006. Mr Li has been an independent
director of Zhejiang Jinggong Technology,
( ), @ public-listed company
in Shenzhen since September 2006.

Mr Li graduated from Hangzhou
University ( ), now known as
Zhejiang University in July 1987 with a
graduation certificate. University (now
known as Zhejiang University) in July 1990
with a master degrees in law. He was
awarded Zhejiang Province High School
Outstanding Youth Teacher in 1990 and
was engaged as professor in November
2004.

He sits on the board of Zhejiang Jinggang
Technology and Zhejiang Jinchang Real
Estate Group.

Independent Director

Mr Ong was appointed to our Board of
Directors on 11 May 2007. He is presently
a partner of Colin Ng & Partners, a firm
of advocates and solicitors in Singapore.
His main areas of practice are corporate
finance and general corporate law.

Prior to joining Colin Ng & Partners in
1999, Mr Ong was a Deputy Public
Prosecutor with the Commercial Affairs
Department from 1991 to 1999. He
obtained a Bachelor of Law (Honours)
from the National University of Singapore,
a Masters in Business Administration
from the University of Hull and a Masters
of Law from the National University of
Singapore.

He sits on the board of Great Fortune
Associates Limited, Hongkong Wisdom
Holding Limited, Luzhou Bio-chem
Technology Limited, NTI International
Limited, Vantage Corporation Limited and
others.
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Key Management

Mr Ru Zhengtao has been the Deputy
General Manager of XLX Fertiliser (in
charge of production) since August 2006.
From August 2003 to July 2006, Mr Ru
was the Deputy General Manager of XLX
Chem. He has over 30 years’ experiencein
fertiliser production. He started his career
with Henan Xinxiang Chemical Factory
( )“Xinxiang ~ Factory”)
in 1974 as a Production Operator. Since
then until August 2003, Mr Ru had held
various positions including  Section
Member of Production Department, Head
of Production Room of Nitrogen Fertiliser
Plant of Xinxiang Factory, Deputy Head
of Nitrogen Fertiliser Plant of Xinxiang
Factory, Head of Nitrogen Fertiliser Plant
of Xinxiang Factory, Head of Chemical
Engineering Plant of Xinxiang Factory,
Assistant to Head of Xinxiang Factory,
Deputy Head of Xinxiang Factory and
Head of Nitrogen Fertiliser Plant of

Xinxiang Factory.

Mr Li Yushun has been the Deputy
General Manager of XLX Fertiliser (in
charge of R&D) since August 2006. Mr
Li was the Deputy General Manager (in
charge of R&D) of XLX Chem from August
2003 to July 2006. He has more than 20
years’ experience in the chemical fertiliser
industry. From March 1992 to August
2003, Mr Li was the Deputy Factory Head
of Henan Xinxiang Chemical Factory (

) (“Xinxiang Factory”).
Upon graduation, Mr Li joined Xinxiang
Factory in August 1982 as a Technician.
Since then, he held various positions,
including Deputy Section Head and then
Section Head of Production and Technical
Department from June 1984 to May 1990
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and Factory Head of the Nitrogenous
Fertiliser Factory of Xinxiang Factory from
June 1990 to March 1992. Mr Li held the
post of Deputy Head of Xinxiang Factory
from March 1992 to August 2003.

Mr Wang Nairen is the Deputy General
Manager of XLX Fertiliser (in charge of
Sales and Purchase) since August 2006.
He has more than 14 years of sales and
marketing experience. From August 2003
to July 2006, Mr Wang was the Deputy
General Manager of XLX Chem (in charge
of sales and marketing). Mr Wang joined
Henan Xinxiang Chemical Factory (

)(“Xinxiang Factory”)
in March 1991 as Secretary and Office
Manager. Since then, he has also held
other positions, including Deputy Head
of Nitrogen Fertiliser Subsidiary Plant
of Xinxiang Factory from March 1992
to March 1993, Office Head of Xinxiang
Factory from March 1993 to March 1995,
Head of Chemical Engineering Subsidiary
Plant of Xinxiang Factory from March
1995 to March 1998, Deputy Head and
Assistant to Head of Xinxiang Factory
from March 1998 to August 2003.

Mr Zhang Qingjin is the Deputy General
Manager of XLX Fertiliser (in charge of
Human Resource) since November 2006.
He has over 19 years of experience in
management. Mr Zhang assumed the
post of Manager of the Technical Centre of
XLX Fertiliser from July 2006 to November
2006, after our Group acquired the entire
equity interests in XLX Fertiliser from
XLX Chem, where he has held the same
post since March 2003. From February
2000 to March 2003, Mr Zhang was the

Department Head of Technical Upgrade
in Henan Xinxiang Chemical Factory (

)(“Xinxiang Factory”). Upon
graduation, Mr Zhang joined Xinxiang
Factory in July 1987 as a Technician.
Since then, he held various positions,
including Unit Head of the Equipment and
Facility from March 1992 to May 1993,
Unit Head of Production and Technical
Unit from May 1993 to September 1994
and Section Head of Equipment and
Facility Upgrade from September 1994 to
February 2000.

Mr Cheah commenced employment
with our Group in January 2007 as our
Financial Controller. From November 2006
to January 2007, he was employed as a
Finance Manager with Mediaring Ltd.,
responsible forthe group’sfinance matters.
From August 2004 to November 2006,
he was an Assistant Manager (Finance/
SAP) with mDR Limited, responsible for
the group’s treasury functions and SAP
implementation and maintenance. Mr
Cheah was a Senior Officer (Audit) and
then a Senior Officer (Finance) in the
Agency for Science, Technology and
Research from September 2001 to August
2004, with responsibilities in internal audit
and accounting functions. Prior to that,
from August 1999 to September 2001,
he was an Audit Assistant with Foo Kon
Tan Grant Thornton.

Mr Cheah graduated with an Accountancy
degree from the Nanyang Technological
University in 1999. He has been a CPA
and CFA member since 2002. He is also
an ACCA graduate, holds a MBA from the
University of Adelaide and has attained
SAP certification.



Group Structure

China XLX

100%

Henan XLX




China XLX Fertiliser in the News
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The Group’s core value is to be cost efficient and
at the same time be socially and environmentally
responsible. The Group strives to improve society’s
welfare and minimise any adverse impact on the natural

environment.

Corporate Citizenship

Social Responsibility

The Group has the largest farmers’ service centre in Henan. It's service centre provides
free consultation and educates farmers on the application of fertilisers. The service centre
personnel visit farmers regularly to obtain soil samples from them for testing before advising
the right amount of NPK compound fertiliser mix based on soil quality and type of produce.

Environmental Protection

The Group obtained its 1SO14001:2004 environmental management system certification
in 2006 for the production of urea, methanol, development and production of compound
fertiliser and related environmental management activities. While ISO14000 certifications may
be common in the developed countries, it is not so common in the PRC. Out of about 200
urea producers, only a handful has obtained this certification.

The Group has consistently adhered to its environmental management system which far
exceeds the State Environmental Bureau’s requirements. The source of its effectiveness and
efficiencies stem from its adoption of all the 18 advanced technologies recommended by the
State Ammonia Fertiliser Industry Association, and hence achieving “zero emissions” and
reduced energy consumption, which contributed to the Group’s status as a model enterprise
for its efforts on energy conservation and emissions reduction.

The Group has employed clean production technologies, makes full use of resources at the
beginning and throughout the whole production process, so as to minimise, reuse or render
harmless any waste matter. The Group has in place air filtration systems to ensure no harmful
substances are emitted into the air. For instance, it recycles sulphur into a sludge for use in
building construction. It has also effectively recycled and reused water used in the production
process. In 2006, it won the second prize for the “Project for the non-discharge of waste water
during nitrogenous fertiliser production process”. Over the past few years, the Conference
for the Environmental Protection for Fertiliser Producers had been held at its plant. The last
conference was held in May 2007.
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Corporate Governance Report

China XLX Fertiliser Ltd., (the “Company”) was admitted to the Official list of the Singapore Exchange Securities
Trading Limited (“SGX-ST”) on 20 June 2007. The Company is committed to achieving and maintaining high standards of
corporate governance principles and processes in managing the business and affairs, so as to improve the performance,
accountability, and transparency of the Company.

This corporate governance report sets out how the Company has applied the principles of good corporate governance
in a disclosure-based regime where accountability of the Board to the Company’s shareholders and the Management to
the Board provides the framework for achieving a mutually beneficial tripartite relationship aimed at creating, enhancing
and growing sustainable shareholders’ value.

BOARD MATTERS
The Board’s Conduct of its Affairs

Principle 1: Every company should be headed by an effective Board to lead and control the company. The Board is
collectively responsible for the success of the company. The Board works with Management to achieve this and the
Management remains accountable to the Board.

The Board of Directors (the “Board”) comprises 3 Executive Directors and 3 Independent Directors having the
appropriate mix of core competencies and diversity of experience to direct and lead the Company. As at the date of this
report, the Board comprises the following members:

Mr Liu Xingxu (Chief Executive Officer and Executive Chairman)
Ms Yan Yunhua (Chief Financial Officer and Executive Director)
Mr Li Buwen (Executive Director)

Mr Ong Kian Guan (Lead Independent Director)

Mr Li Shengxiao (Independent Director)

Mr Ong Wei Jin (Independent Director)

The primary role of the Board is to protect and enhance long-term shareholders’ value. It sets the corporate strategies
of the Group, sets directions and goals for the Management. It supervises the Management and monitors performance
of these goals to enhance shareholders’ value. The Board is responsible for the overall corporate governance of the
Group.

Regular meetings are held to deliberate the strategic policies of the Company including significant acquisitions and
disposals, review and approve annual budgets, review the performance of the business and approve the public release
of periodic financial results.

The Board has formed specialized Committees namely the Audit Committee, the Nominating Committee and the
Remuneration Committee to assist in carrying out and discharging its duties and responsibilities efficiently and
effectively.

These Committees function within clearly defined terms of references and operating procedures, which are reviewed on
a regular basis. The effectiveness of each Committee is also constantly reviewed by the Board.

The following table discloses the number of meetings held for Board and Board Committees and the attendance of all
Directors for the financial year ended 31 December 2007 since the Company was admitted to the official list of the SGX-
ST on 20 June 2007: -

AUDIT REMUNERATION NOMINATING
BOARD COMMITTEE COMMITTEE COMMITTEE
Number of meetings held 3 2 1 1
Mr Liu Xingxu 3 — — 1
Ms Yan Yunhua 3 - - -
Mr Li Buwen 3 - -
Mr Ong Kian Guan 3 2 1
Mr Li Shengxiao 3 2 1 1
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Corporate Governance Report

While the Board considers directors’ attendance at Board meetings to be important, it should not be the only criterion
to measure their contributions. It also takes into account the contributions by board members in other forms including
periodical reviews, provision of guidance and advice on various matters relating to the Group.

Board Composition and Balance
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Corporate Governance Report

Board Membership
Principle 4: There should be a formal and transparent process for the appointment of new directors to the Board.

The Nominating Committee (“NC”) comprises three members, majority of whom including the Chairman are independent
non-executive directors: -

Mr Li Shengxiao (Chairman)
Mr Ong Wei Jin (Member)
Mr Liu Xingxu (Member)

The NC functions under the terms of reference which set out its responsibilities:

(@) to make recommendations to the Board on all board appointments, including re-nominations, having regard to
the director’s contribution and performance (for example, attendance, preparedness, participation and candour)
including, if applicable, as an independent director. All directors shall be required to submit themselves for re-
nomination and re-election at regular intervals and at least every three years;

(b) to determine annually whether or not a director is independent;

(c) in respect of a director who has multiple board representations on various companies, to decide whether or not
such director is able to and has been adequately carrying out his/her duties as director, having regard to the
competing time commitments that are faced when serving on multiple boards; and

(d) to decide how the Board’s performance may be evaluated and propose objective performance criteria, as
approved by the Board that allows comparison with its industry peers, and address how the Board has enhanced
long terms shareholders’ value.

The Articles of Association of the Company require one-third of the Board to retire from office at each Annual General

Meeting (“AGM”). Accordingly, the Directors will submit themselves for re-nomination and re-election at regular intervals

of at least once every three years. The Company has in place the policy and procedures for the appointment of new

directors to the Board, including a search and nomination process.

Board Performance

Principle 5: There should be a formal assessment of the effectiveness of the Board as a whole and the contribution
by each director to the effectiveness of the Board.

The Nominating Committee (“NC”) examines the Board’s size on an annual basis to satisfy that it is appropriate for
effective decision making, taking into account the nature and scope of the Company’s operations.

The Nominating Committee has reviewed and evaluated the performance of the Board, taking into consideration the
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The Board has separate and independent access to the Company Secretary and to other senior executives of the
Company and of the Group at all times in carrying out their duties. The Company Secretary or her representative attends
all Board meetings and meetings of the Board committees of the Company and ensures that Board procedures are
followed and that applicable rules and regulations are complied with. The minutes of all Board committees’ meetings
are circulated to the Board.

Each director has the right to seek independent legal and other professional advice, at the Company’s expense,
concerning any aspect of the Group’s operations or undertakings in order to fulfill their duties and responsibilities as
directors.

REMUNERATION MATTERS

Procedures for Developing Remuneration Policies

Principle 7: There should be a formal and transparent procedure for developing policy on executive remuneration
and for fixing the remuneration packages of individual directors. No director should be involved in deciding his own

remuneration.

The Remuneration Committee (“RC”) comprises three members, all of whom are independent Directors. The members
of the RC are:

Mr Ong Wei Jin (Chairman)
Mr Ong Kian Guan (Member)
Mr Li Shengxiao (Member)

The RC recommends to the Board a framework of remuneration for the Directors and Executive Officers, and determines
specific remuneration package for each Executive Director. The recommendations will be submitted for endorsement by
the Board.

All aspects of remuneration, including but not limited to directors’ fees, salaries, allowances, bonuses and benefits
in kind, will be covered by the RC. Each RC member will abstain from voting on any resolution in respect of his
remuneration package.

The RC is responsible for the following:

(@) to recommend to the Board a framework of remuneration for the Directors and Executive Officers, and to
determine specific remuneration packages for each Executive Director and the CEO (or executive of equivalent
rank);

(b) in the case of service contracts, to consider what compensation commitments the Directors’ or Executive
Officers’ contracts of service, if any, would entail in the event of early termination with a view to be fair and avoid

rewarding poor performance; and

(c) in respect of such long-term incentive schemes (if any) including share schemes as may be implemented, to
consider whether directors should be eligible for benefits under such long-term incentive schemes.
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The Company will submit the quantum of directors’ fee of each year to shareholders for approval at each Annual General
Meeting.

The Executive Directors have service agreements. The service agreements cover the terms of employment, salaries and
other benefits. Non-executive Directors have no service contracts.

Disclosure on Remuneration

Principle 9: Each company should provide clear disclosure of its remuneration policy, level and mix of remuneration,
and the procedure for setting remuneration in the company’s annual report. It should provide disclosure in relation
to its remuneration policies to enable investors to understand the link between remuneration paid to directors and

key executives, and performance.

The details of the remuneration of directors and top 5 key executives of the Group disclosed in bands for services
rendered during the financial year ended 31 December 2007 are as follows:
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ACCOUNTABILITY AND AUDIT
Accountability

Principle 10: The Board should present a balanced and understandable assessment of the company’s performance,
position and prospects.

The Board is accountable to the shareholders and is mindful of its obligations to furnish timely information and to ensure
full disclosure of material information to shareholders in compliance with statutory requirements and the Listing Manual
of the SGX-ST.

Price sensitive information will be publicly released either before the Company meets with any group of investors or
analysts or simultaneously with such meetings. Financial results and annual reports will be announced or issued within
legally prescribed periods.

Audit Committee

Principle 11: The Board should establish an Audit Committee with written terms of reference which clearly set out its
authority and duties.

The Audit Committee comprises the following three members, all of whom are independent directors:

Mr Ong Kian Guan (Chairman)
Mr Li Shengxiao (Member)
Mr Ong Wei Jin (Member)

The Audit Committee functions under the terms of reference which sets out its responsibilities as follows:
i review the audit plans and reports of our internal and external auditors;
ii. review of the financial statements before submission to the Board for approval,

iii. review and consider the appointment or re-appointment of the external auditors and matters relating to
resignation or dismissal thereof;

iv. review of interested person transactions (within the definition of the Listing Manual) involving the Group in
accordance with the Listing Manual;

V. review the effectiveness and adequacy of the internal accounting and financial control procedures;
Vi. generally undertake such other functions and duties as may be required by the Listing Manual,
Vii. review and approve future hedging policy, instruments used for hedging and foreign exchange policy and practice

of the Group (if it becomes applicable to the Group in the future); and
viii.  consider the appointment and termination of our internal auditors
The Audit Committee has the power to conduct or authorise investigations into any matters within the Audit Committee’s
scope of responsibility. The Audit Committee is authorised to obtain independent professional advice if it deems
necessary in the discharge of its responsibilities. Such expenses are to be borne by the Company.
Each member of the Audit Committee shall abstain from voting any resolutions in respect of matters he is interested in.
The Audit Committee has full access to and co-operation of the Management and has full discretion to invite any
Director or executive officer to attend its meetings, and has been given reasonable resources to enable it to discharge

its functions.

The Audit Committee meets with both the external and internal auditors without the presence of the Management at
least once a year.
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The Audit Committee reviews the independence of the external auditors annually. The Audit Committee, having reviewed
the range and value of non-audit services performed by the external auditors, Ernst & Young, was satisfied that the
nature and extent of such services will not prejudice the independence and objectivity of the external auditors. The Audit
Committee recommended that Ernst & Young be nominated for re-appointment as auditors at the forthcoming AGM.

The Company has in place a whistle-blowing framework for employees of the Group to raise concerns about
improprieties.
Internal Controls

Principle 12: The Board should ensure that the Management maintains a sound system of internal controls to
safeguard the shareholders’ investments and the company’s assets.

The Audit Committee will ensure that a review of the effectiveness of the Company’s material internal controls, including
financial, operational and compliance controls and risk management, is conducted annually. In this respect, the Audit
Committee will review the audit plans, and the findings of the external and internal auditors and will ensure that the
Company follows up on the auditors’ recommendations raised, if any, during the audit process.

Internal Audit

Principle 13: The Company should establish an internal audit function that is independent of the activities it audits.
The Company has in place an internal audit function comprising four staff and headed by Mr Huang Beng Fa, to check
and report on the internal affairs of the Group. Mr Huang reports directly to the Audit Committee and is not related to the
Directors, Executive Officers or Substantial Shareholders.

The primary functions of internal audit are to:

(@) assess if adequate systems of internal controls are in place to protect the funds and assets of the Group and to
ensure control procedures are complied with;
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(e) Company’s website at http://www.chinaxlx.com.sg at which shareholders can access information on the Group.;
and Roadshows organized by banks and plant visits to our factory

The Company’s AGMs are the principal forums for dialogue with shareholders. The Chairmen of the Audit, Remuneration
and Nominating Committees are normally available at the meetings to answer any question relating to the work of these
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Directors’ Report

The directors are pleased to present their report to the members together with the audited consolidated financial
statements of China XLX Fertiliser Ltd. (the Company) and its subsidiary (collectively, the Group) and the balance sheet
and statement of changes in equity of the Company for the financial year ended 31 December 2007.

Directors

The Directors of the Company in office at the date of this report are:
Liu Xingxu

Yan Yunhua

Li Buwen

Ong Kian Guan

Ong Wei Jin

Li Shengxiao

Arrangements to enable directors to acquire shares and debentures

Neither at the end of nor at any time during the financial year was the Company a party to any arrangement whose
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Directors’ contractual benefits
Except as disclosed in the financial statements, since the end of the previous financial year, no director of the Company
has received or become entitled to receive a benefit (except as disclosed in the financial statements) by reason of a

contract made by the Company or a related corporations with the director, or with a firm of which the director is a
member, or with a company in which the director has a substantial financial interest.

Options
No options were issued by the Company or its subsidiary during the financial year. As at 31 December 2007, there were

no options on the unissued shares of the Company or its subsidiary which are outstanding.

Audit Committee
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Statement by Directors

We, Liu Xingxu and Yan Yunhua, being two of the directors of China XLX Fertiliser Ltd., do hereby state that, in the
opinion of the directors,

(i) the accompanying balance sheets, consolidated income statement, statements of changes in equity and
consolidated cash flow statement together with notes thereto are drawn up so as to give a true and fair view of
the state of affairs of the Group and of the Company as at 31 December 2007, and the results of the business,
changes in equity and cash flows of the Group and the changes in equity of the Company for the year ended on
that date, and

(i) at the date of this statement, there are reasonable grounds to believe that the Company will be able to pay its
debts as and when they are due.

On behalf of the board of directors:

Liu Xingxu
Director

Yan Yunhua
Director

Singapore
25 March 2008
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Balance Sheets

as at 31 December 2007

(Amounts expressed in Renminbi)

Group Company
Note 2007 2006 2007 2006
Rmb’000 Rmb’000 Rmb’000 Rmb’000
ASSETS
Non-current assets
Property, plant and equipment 11 974,266 216,780 - -
Land use rights 12 48,474 - - -
Investment in subsidiary 13 - - 400,000 107,570
1,022,740 216,780 400,000 107,570

Current assets
Inventories 14 178,525 118,006 - -
Prepayments 15 107,269 32,709 - 1,706
Trade receivables 16 1,793 14,150 - -
Bills receivable from banks 16 5,528 9,840 - -
Other receivables 16 4,303 5,461 551 -
Due from related parties 16 1,998 11,902 - -
Cash and bank balances 56,789 154,573 5,254 628
Fixed deposits 453,529 15,629 435,078 2,998

809,734 362,270 440,883 5,332
TOTAL ASSETS 1,832,474 579,050 840,883 112,902
EQUITY AND LIABILITIES
Current liabilities
Deferred grant 17 8,240 - - -
Income tax payable 930 17,256 930 -
Interest-bearing loans and borrowings 18 287,000 130,263 - 110,263
Trade payables 19 27,685 28,963 - -
Bills payable to bank 19 5,000 18,000 - -
Other payables 19 179,501 180,074 - 1,874
Due to related parties 19 1,682 - - -
Accruals and other liabilities 20 61,195 17,736 4,078 -

571,233 392,292 5,008 112,137
NET CURRENT ASSETS/(LIABILITIES) 238,501 (30,022) 435,875 (106,805)
Non-current liabilities
Interest-bearing loans and borrowings 18 90,348 120,094 - -
Deferred tax liabilities 21 14,725 - - -

105,073 120,094 - -
TOTAL LIABILITIES 676,306 512,386 5,008 112,137
NET ASSETS 1,156,168 66,664 835,875 765
Equity attributable to equity holders

of the Company

Share capital 22 772,328 1 772,328 1
Statutory reserve fund 23 40,514 6,745 - -
Accumulated profits 343,326 59,918 63,547 764
TOTAL EQUITY 1,156,168 66,664 835,875 765
TOTAL EQUITY AND LIABILITIES 1,832,474 579,050 840,883 112,902

The accompanying accounting policies and explanatory notes form an integral part of the financial statements.
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for the financial year ended 31 December 2007



Consolidated Cash Flow Statement

for the financial year ended 31 December 2007

(Amounts expressed in Renminbi)

2007 2006
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Consolidated Cash Flow Statement

for the financial year ended 31 December 2007

(Amounts expressed in Renminbi)

2007 2006
Rmb’000 Rmb’000

Cash flows from investing activities
Acquisition of Assets (Note C) (209,909) -
Repayment of liabilities relating to the acquisition of Assets (234,938) -
Dividend income from other investments - 910
Purchase of property, plant and equipment (Note B) (168,375) (247,514)
Proceeds from disposal of short-term investments - 1,849
Proceeds from disposal of property, plant and equipment 519 1,833
Purchase of other investments - (10,000)
Net cash used in investing activities (612,703) (252,922)
Cash flows from financing activities
Fixed deposits received in relation to the acquisition of Assets (Note C) 3,000
Net proceeds from issuance of shares - 1
Proceeds from issuance of ordinary shares pursuant to the conversion of the

Pre-1PO Investors Convertible Loan 57,893 -
Proceeds from issuance of new ordinary shares pursuant to the IPO 770,000 -
Share issue expense (55,566) -
Proceeds from loans and borrowings 30,255 335,148
Repayments of loans and borrowings (160,264) (83,523)
Decrease (increase) in fixed deposits pledged 9,123 (19,212)
Dividends paid - (12,607)
Consideration for acquisition of subsidiary pursuant to the Restructuring Exercise — (107,570)
Net cash from financing activities 654,441 112,237
Net increase in cash and cash equivalents 349,239 111,371
Cash and cash equivalents not transferred - (28,762)
Cash and cash equivalents at 1 January 157,571 74,962
Cash and cash equivalents at 31 December (Note A) 506,810 157,571

Notes to the cash flow statement
A. Cash and cash equivalents

Cash and cash equivalents consist of cash and bank balances and unpledged bank deposits. Cash and cash
equivalents included in the statement of cash flows comprise the following balance sheet amounts:

2007 2006
Rmb’000 Rmb’000
Fixed deposits 453,529 15,629
Cash and bank balances 56,789 154,573
Cash and bank deposits 510,318 170,202
Less: Fixed deposits pledged (3,508) (12,631)
Cash and cash equivalents 506,810 157,571

Cash and bank balances denominated in Renminbi have an average effective interest rate of 0.78% per annum
for the financial year ended 31 December 2007 (2006: 0.72%). Cash and bank balances denominated in Singapore
Dollars have an average effective interest rate of 1.81% per annum for the financial year ended 31 December
2007. No interest income is earned on bank balances denominated in United States Dollars.

The fixed deposits denominated in Singapore Dollars have an effective interest rate of 1.92% per annum and an
average maturity of 33 days. The fixed deposits denominated in United States Dollars have an effective interest
rate of 5.01% per annum (2006: 4.52%) and an average maturity of 10 days (2006: 7 days).
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for the financial year ended 31 December 2007

(Amounts expressed in Renminbi)
Notes to the cash flow statement (cont’d)
A. Cash and cash equivalents (cont’d)

Cash and bank deposits are denominated in the following currencies:

2007 2006
Rmb’000 Rmb’000
Renminbi 53,664 166,576
Singapore Dollars 456,635 414
United States Dollars 19 3,212
510,318 170,202

B. Property, plant and equipment

2007 2006
Rmb’000 Rmb’000
Current year additions to property, plant and equipment 123,083 198,488
Less: Prepayments made in prior year (15,819) (107,340)
Payable to creditors (4,510) (7,761)
102,754 83,387
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2.1

2.2

Notes to the Financial Statements

31 December 2007

Corporation information
The Company

The Company was incorporated in Singapore under the name of Xin Lian Xin Holdings Pte. Ltd. as an investment
holding company for the purpose of acquiring the subsidiary company pursuant to the Group Restructuring
Exercise. The Company changed its name to China XLX Fertiliser Pte. Ltd. with effect from 22 February 2007. On
11 May 2007, the Company changed its name to China XLX Fertiliser Ltd. in connection with its conversion from a
private limited company to a public company limited by shares.

On 20 June 2007, the Company was admitted to the official list of Singapore Exchange Securities Trading Limited.
The Company issued 200,000,000 new ordinary shares at S$0.77 per share in connection with its initial public
offering. The net proceeds arising thereon amounted to approximately Rmb 714,434,000. The registered office of
the Company is at 333 North Bridge Road, #08-00 KH Kea Building, Singapore 188721 and the principal place of
business of the Group is located at Xinxiang High-Technology Development Zone, West Zone, Henan Province,
People’s Republic of China (PRC).

The principal activity of the Company is that of investment holding. The principal activities of the Company’s
subsidiary are described in Note 13.

Summary of significant accounting policies

Basis of preparation

The consolidated financial statements of the Group and the balance sheet and statement of changes in equity of
the Company have been prepared on a historical cost basis in accordance with Singapore Financial Reporting
Standards (FRS).

The Group’s principal operations are conducted in the PRC and thus the financial statements are prepared in
Renminbi (Rmb), being the measurement and presentation currency of the Group. All values are rounded to the
nearest thousand (Rmb’000) except when otherwise indicated.

Changes in accounting policies

The accounting policies have been consistently applied by the Group during the financial year ended 31
December 2007, except for the changes in accounting policies discussed below.

(@) Adoption of new or revised FRS and Interpretations to FRS (INT FRS)
On 1 January 2007, the Group adopted the new or revised FRS that are mandatory for application from
that date. Changes to the Group’s accounting policies have been made as required, in accordance with
the relevant transitional provisions in the respective FRS. The following are the FRS that are relevant to the

Group:

FRS 1 Amendment to FRS 1 (revised), Presentation of Financial Statements (Capital Disclosures)
FRS 107 Financial Instruments: Disclosures
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31 December 2007

2. Summary of significant accounting policies (cont’d)
2.2 Changes in accounting policies (cont’d)
(b) FRS and INT FRS not yet effective

The Group and the Company have not adopted the following FRS and INT FRS that have been issued but
not yet effective:

Effective for annual
periods beginning on

or after
FRS 23 : Amendment to FRS 23, Borrowing Costs 1 January 2009
FRS 108 . Operating Segments 1 January 2009
INT FRS 111 . Group Treasury Share Transactions 1 March 2007
INT FRS 112 :  Service Concession Arrangements 1 January 2008

The adoption of the above pronouncements will have no material impact to the financial statements in the
period of initial application, except for FRS 108 as indicated below.

FRS 108 requires entities to disclose segment information based on the information reviewed by the entity’s
chief operating decision maker. The impact of this standard on the other segment disclosures is still to be
determined. As this is a disclosure standard, it will have no impact on the financial position or financial
performance of the Group when implemented in 2009.

2.3  Significant accounting estimates and judgements

The preparation of the Group’s financial statements requires management to make judgements, estimates and
assumptions that affect the reported amounts of revenues, expenses, assets and liabilities, and the disclosure
of contingent liabilities at the reporting date. However, uncertainty about these assumptions and estimates could
result in outcomes that could require a material adjustment to the carrying amount of the asset or liability affected
in the future.

(@) Key sources of estimation uncertainty

The key assumptions concerning the future and other key sources of estimation uncertainty at the balance
sheet date, that have a significant risk of causing a material adjustment to the carrying amounts of assets
and liabilities within the next financial year are discussed below:

(i) Depreciation of plant and machinery

The cost of plant and machinery for the production of fertilisers is depreciated on a straight-line
basis over the estimated useful life of the assets. Management estimates the useful life of the
production lines to be 8-10 years. This is a common life expectancy applied in the manufacturing
industry. The carrying amount of the Group’s plant and machinery as at 31 December 2007 was Rmb
704,237,000 (2006: Rmb 167,472,000). Changes in the expected level of usage and technological
developments could impact the economic useful lives of the plant and machinery, therefore
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31 December 2007

2. Summary of significant accounting policies (cont’d)
2.3 Significant accounting estimates and judgements (cont’d)

(b) Critical judgement made in applying accounting policies
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2. Summary of significant accounting policies (cont’d)
2.5  Subsidiaries and basis of consolidation (cont’d)
(b) Basis of consolidation (cont’d)

Pursuant to this:

- Assets and liabilities are consolidated at their existing carrying amounts;

- No amount is recognised for goodwill; and
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2.10

Notes to the Financial Statements

31 December 2007

Summary of significant accounting policies (cont’d)
Land use rights

Land use rights are initially measured at cost. Following initial recognition, land use rights are measured at cost
less accumulated amortisation and accumulated impairment losses. The land use rights are amortised on a
straight-line basis over the lease term of 50 years.

The amortisation period and method are reviewed at each financial year end. The amortisation expense is
recognised in the income statement through the ‘general and administrative expenses’ line item.

Impairment of non-financial assets

The Group assesses at each reporting date whether there is an indication that an asset may be impaired. If any
such indication exists, or when annual impairment assessment for an asset is required, the Group makes an
estimate of the asset’s recoverable amount.

An asset’s recoverable amount is the higher of an asset’s or cash-generating unit’s fair value less costs to sell and
its value in use and is determined for an individual asset, unless the asset does not generate cash inflows that
are largely independent of those from other assets or groups of assets. In assessing value in use, the estimated
future cash flows are discounted to their present value using a pre-tax discount rate that reflects current market
assessments of the time value of money and the risks specific to the asset. Where the carrying amount of an
asset exceeds its recoverable amount, the asset is considered impaired and is written down to its recoverable
amount. Impairment losses of continuing operations are recognised in the income statement through the ‘general
and administrative expenses’ line item.

An assessment is made at each reporting date as to whether there is any indication that previously recognised
impairment losses recognised for an asset may no longer exist or may have decreased. If such indication exists,
the recoverable amount is estimated. A previously recognised impairment loss is reversed only if there has been
a change in the estimates used to determine the asset’s recoverable amount since the last impairment loss was
recognised. If that is the case the carrying amount of the asset is increased to its recoverable amount. That
increased amount cannot exceed the carrying amount that would have been determined, net of depreciation, had
no impairment loss been recognised for the asset in prior years. Reversal of an impairment loss is recognised in
the income statement. After such a reversal, the depreciation charge is adjusted in future periods to allocate the
asset’s revised carrying amount, less any residual value, on a systematic basis over its remaining useful life.

Financial assets

Financial assets are recognised on the balance sheet when, and only when, the Group becomes a party to the
contractual provisions of the financial instrument.

When financial assets are recognised initially, they are measured at fair value, plus, in the case of financial
assets not at fair value through profit or loss, directly attributable transaction costs. The Group determines the
classification of its financial assets after initial recognition and, where allowed and appropriate, re-evaluates this
designation at each financial year-end.

A financial asset is derecognised where the contractual right to receive cash flows from the asset has expired. On
derecognition of a financial asset in its entirety, the difference between the carrying amount and the sum of the
consideration received and any cumulative gain or loss that has been recognised directly in equity is recognised
in the income statement.

(a) Financial assets at fair value through profit or loss

Financial assets at fair value through profit or loss are financial assets classified as held for trading.
Financial assets classified as held for trading are derivatives (including separated embedded derivatives) or

are acquired principally for the purpose of selling or repsng or red Tw sellineen the carrying amount and the sum of
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2. Summary of significant accounting policies (cont’d)
2.10 Financial assets (cont’d)
(b) Loans and receivables

Financial assets with fixed or determinable payments that are not quoted in an active market are
classified as loans and receivables. Subsequent to initial recognition, loans and receivables are measured
at amortised cost using the effective interest method. Gains and losses are recognised in the income
statement when the loans and receivables are derecognised or impaired, and through the amortisation
process.

(c) Held-to-maturity investments

Financial assets with fixed or determinable payments and fixed maturity are classified as held-to-maturity
when the Group has the positive intention and ability to hold the investment to maturity. Subsequent to
initial recognition, held-to-maturity investments are measured at amortised cost using the effective interest
method. Gains and losses are recognised in the income statement when the held-to-maturity investments
are derecognised or impaired, and through the amortisation process.

(d) Available-for-sale financial assets

Available-for-sale financial assets are financial assets that are not classified in any of the other categories.
After initial recognition, available-for-sale financial assets are measured at fair value. Any gains or losses
from changes in fair value of the financial asset are recognised directly in the fair value adjustment reserve
in equity, except that impairment losses, foreign exchange gains and losses and interest calculated
using the effective interest method are recognised in the income statement. The cumulative gain or
loss previously recognised in equity is recognised in the income statement when the financial asset is
derecognised.

Investments in equity instruments whose fair value cannot be reliably measured are measured at cost less
impairment loss.

2.11 Cash and cash equivalents
Cash and cash equivalents comprise unpledged bank deposits and cash and bank balances. Cash equivalents
are short-term, highly liquid investments that are readily convertible to known amounts of cash and are subject to

an insignificant risk of change in value.

Cash and short-term deposits carried in the balance sheets are classified and accounted for as loans and
receivables. The accounting policy for this category of financial assets is stated in Note 2.10.

2.12 Trade and other receivables

Trade and other receivables are classified and accounted for as loans and receivables under FRS 39. The
accounting policy for this category of financial assets is stated in Note 2.10.

An allowance is made for uncollectible amounts when there is objective evidence that the Group will not be

able to collect the debt. Bad debts are written off when identified. Further details on the accounting policy for
impairment of financial assets are stated in Note 2.13 below.
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Notes to the Financial Statements

31 December 2007

Summary of significant accounting policies (cont’d)
Impairment of financial assets

The Group assesses at each balance sheet date whether there is any objective evidence that a financial asset or
group of financial assets is impaired.

(@) Assets carried at amortised cost

If there is objective evidence that an impairment loss on loans and receivables or held-to-maturity
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2.15

2.16

2.17

2.18

2.19

Summary of significant accounting policies (cont’d)
Financial liabilities

Financial liabilities are recognised on the balance sheet when the Group becomes a party to the contractual
provisions of the financial instrument.

Financial liabilities are recognised initially at fair value, plus, in the case of financial liabilities other than
derivatives, directly attributable transaction costs.

Subsequent to initial recognition, all financial liabilities are measured at amortised cost using the effective interest
method, except for derivatives, which are measured at fair value.

A financial liability is derecognised when the obligation under the liability is extinguished. For financial liabilities
other than derivatives, gains and losses are recognised in the income statement when the liabilities are
derecognised or impaired, and through the amortisation process. Any gains or losses arising from changes in fair
value of derivatives are recognised in the income statement. Net gains or losses on derivatives include exchange
differences.

Borrowing costs

Borrowing costs are generally expensed as incurred.

Employee benefits

Defined contribution plans - pension benefits

The Group is required to provide certain staff pension benefits to their employees under existing PRC regulations.
Pension contributions are provided at rates stipulated by PRC regulations and are contributed to a pension fund
managed by government agencies, which are responsible for administering these amounts for the subsidiary’s
employees.

Pension contributions are recognised as an expense in the period in which the related services are performed.

Revenue

Revenue is recognised to the extent that it is probable that the economic benefits will flow to the Group and the
revenue can be reliably measured. Revenue is measured at the fair value of consideration received or receivable.

(@) Sale of goods

Revenue is recognised upon the transfer of significant risk and rewards of ownership of the goods to the
customers, which generally coincides with delivery and acceptance of the goods sold. Revenue is not
recognised to the extent where there are significant uncertainties regarding recovery of the consideration
due, associated costs or the possible return of goods.

(b) Interest income
Interest income is recognised using the effective interest method.
Grant

Grant income is received from the local PRC government on a discretionary basis as determined by the
government. It is recognised at its fair value where there is reasonable assurance that the grant will be received
and all attaching conditions will be complied with. When the grant relates to an expense item, it is recognised in
the income statement over the period necessary to match it on a systematic basis to the costs that it is intended
to compensate. Grants related to an asset may be presented in the balance sheet by deducting the grant in
arriving at the carrying amount of the asset.
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Summary of significant accounting policies (cont’d)
Provisions

Provisions are recognised when the Group has a present obligation as a result of a past event, it is probable that
an outflow of economic resources will be required to settle the obligation and the amount of the obligation can be
estimated reliably.

Provisions are reviewed at each balance sheet date and adjusted to reflect the current best estimate. If it is no
longer probable that an outflow of economic resources will be required to settle the obligation, the provision is
reversed. If the effect of the time value of money is material, provisions are discounted using a current pre tax
rate that reflects, where appropriate, the risks specific to the liability. When discounting is used, the increase in
the provision due to the passage of time is recognised as a finance cost.

Income taxes
(a) Current tax

Current tax assets and liabilities for the current and prior periods are measured at the amount expected
to be recovered from or paid to the taxation authorities. The tax rates and tax laws used to compute the
amount are those that are enacted or substantively enacted by the balance sheet date.

(b) Deferred tax

Deferred income tax is provided using the liability method on temporary differences at the balance sheet
date between the tax bases of assets and liabilities and their carrying amounts for financial reporting
purposes.

Deferred tax assets and liabilities are recognised for all temporary differences, except:

- Where the deferred tax arises from the initial recognition of an asset or liability in a transaction that
is not a business combination and, at the time of the transaction affects neither accounting profit
nor taxable profit or loss;

- In respect of temporary differences associated with investments in subsidiaries, associates and
interests in joint ventures, where the timing of the reversal of the temporary differences can be
controlled by the Group and it is probable that the temporary differences will not reverse in the
foreseeable future; and

- In respect of deductible temporary differences and carry-forward of unused tax credits and unused
tax losses, if it is not probable that taxable profit will be available against which the deductible
temporary differences and carry-forward of unused tax credits and unused tax losses can be
utilised.

The carrying amount of deferred income tax assets is reviewed at each balance sheet date and reduced to
the extent that it is no longer probable that sufficient taxable profit will be available to allow all or part of
the deferred income tax asset to be utilised. Unrecognised deferred income tax assets are reassessed at
each balance sheet date and are recognised to the extent that it has become probable that future taxable
profit will allow the deferred tax asset to be utilised.

Deferred income tax assets and liabilities are measured at the tax rates that are expected to apply to the
year when the asset is realised or the liability is settled, based on tax rates (and tax laws) that have been
enacted or substantively enacted at the balance sheet date.

Deferred taxes are recognised in the income statement except that deferred tax relating to items

recognised directly in equity is recognised directly in equity and deferred tax arising from a business
combination is adjusted against goodwill on acquisition.
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2. Summary of significant accounting policies (cont’d)
2.21 Income taxes (cont’d)
(c) Value-added-tax (“VAT”)

The Group’s sales of goods in the PRC are generally subjected to VAT at the applicable tax rates of 13%
(for Urea and Compound fertiliser segments) and 17% (for Methanol segment) for PRC domestic sales.
However, as part of government subsidies for the fertiliser industry, full VAT exemption is given to Urea and
Compound fertiliser.
Revenues, expenses and assets are recognised net of the amount of VAT except:
Where the VAT incurred on a purchase of assets or services is not recoverable from the taxation authority,
in which case the VAT is recognised as part of the cost of acquisition of the asset or as part of the expense
item as applicable; and
Receivables and payables that are stated with the amount of VAT included.
The net amount of VAT recoverable from, or payable to, the taxation authority is included as part of
receivables or payables in the balance sheet.

3. Revenue

Revenue represents sales of goods net of discounts and value-added-tax (VAT).

4. Other operating income
Group
2007 2006
Rmb’000 Rmb’000
Sale of by-products 3,717 2,278
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Profit from operations

This is determined after charging (crediting) the following and items in Notes 4 and 6:

Group
2007 2006

Rmb’000 Rmb’000
Amortisation of land use rights 217 182
Depreciation of property, plant and equipment 43,984 46,402
Gain on disposal of property, plant and equipment (23) (1,001)
Allowance for doubtful trade receivables 360 49
Write-off of doubtful trade receivables 1,030 -
Write-off of technical know-how 1,350 -
Research expenses 993 1,694
Pre-operating expenses - 3,328
Transportation expenses 7,968 1,918
Operating lease expenses
- related parties 34,360 13,512
- others 737 664
Director fees 700 -
Personnel expenses* (Note 7) 76,402 41,457
* Includes directors’ remuneration and remuneration of key management personnel as disclosed in Note 6.

Related party transactions

(@) In addition to those related party information disclosed elsewhere in the financial statements, the Group
had the following transactions with related parties on terms agreed between the parties:

Group
2007 2006
Rmb’000 Rmb’000
Sale of property, plant and equipment - 78
Sale of finished goods 319 1,389
Sale of raw materials and consumables 137 456
Sale of water, electricity and steam 2,737 2,087
Service fee income 72 295
Management fee income - 300
Purchase of finished goods 728 -
Purchase of raw materials and consumables 2,681 3,294
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6. Related party transactions (cont’d)

(b) Compensation of directors and key management personnel

Group
2007 2006
Rmb’000 Rmb’000
Salaries and bonus 9,977 1,590
Contribution to defined contribution plans 89 43
10,066 1,633
Comprise amounts paid to:
- Directors of the Company 8,145 883
- Other key management personnel 1,921 750
10,066 1,633
7. Personnel expenses
Group
2007 2006
Rmb’000 Rmb’000
Salaries and bonus 70,593 34,042
Contribution to defined contribution plans 4,119 4,035
Welfare expenses 1,690 3,380
76,402 41,457
2007 2006
Number of employees 2,310 1,920
8. Financial income (expenses)
Group
2007 2006

Rmb’000 Rmb’000

Interest income

- bank deposits 7,996 769
- related party balances - 2,234
- others 1 121

7,997 3,124

Interest expense

- bank loans 14,766 18,259
- bills receivable discounted - 368
- loans from employees - 644
- convertible loan 3,041 1,150
- government loans 255 875
- others — 151

18,062 21,447
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9. Income tax expense

Major components of income tax expense

The major components of income tax expense for the financial years ended 31 December 2007 and 2006 are:
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10. Earnings per share

Earnings per share is calculated by dividing the Group’s net profit attributable to shareholders for the financial

year by using the weighted average number of 623,014,000 (2006: 624,320,000) ordinary shares outstanding
during the financial year ended 31 December 2007.

11.  Property, plant and equipment

Other Office
fixturesand Plantand equipment Motor  Construction-
Buildings constructions machinery and furniture  vehicles  in-progress Total

Rmb’000 Rmb’000 Rmb’000 Rmb’000 Rmb’000 Rmb’000 Rmb’000

31 December 2006

Group

Cost

At 1 January 2006 27,626 12,246 254,914 10,067 2,960 68,332 376,145
Additions 219 4,887 60,951 5,116 1,725 125,590 198,488
Reclassifications 3,059 8,615 32,994 7,699 - (52,367) -
Disposals (189) (82) (504) (102) (481) (40) (1,398)
Assets not transferred (30,715) (562) (57,926) (1,297) (2,972) (131,735) (225,207)
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31 December 2007

Group

Rmb’000
Cost
At 1 January 2006 15,555
Additions -
Assets not transferred (15,555)
At 31 December 2006 and 1 January 2007 -
Acquisition of Assets 48,691
At 31 December 2007 48,691
Accumulated amortisation
At 1 January 2006 713
Amortisation charge for the year 182
Assets not transferred (895)
At 31 December 2006 and 1 January 2007 -
Amortisation charge for the year 217
At 31 December 2007 217
Net carrying amount
At 31 December 2006 —
At 31 December 2007 48,474

Amount to be9 0 TD0-50.8b-481.3439 TD(At[(145394ed)- e

ed ahe yaf Anear)Tj48.014 0 TDO Tw(182),
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14. Inventories
Group
2007 2006

Rmb’000 Rmb’000
Raw materials 111,789 74,974
Parts and spares 9,156 8,073
Work-in-progress 1,154 3,112
Finished goods 54,402 31,847
Goods-in-transit 2,024 -
Total inventories at lower of cost and net realisable value 178,525 118,006

For the financial years ended 31 December 2007 and 2006, there has been no inyentory written off or allowance
for inventory obsolescence.

15. Prepayments

Group Company
2007 2006 2007 2006

Rmb’000 Rmb’000 Rmb’000 Rmb’000

Prepayment for purchases of plant and equipment 57,629 15,820 - -

Prepayment to suppliers of raw materials 43,601 15,080 - -
Prepayment for land use rights 5,667 -

Other prepayments 372 1,809 - 1,706

107,269 32,709 — 1,706

16. Trade receivables and other receivables
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Trade receivables and other receivables (cont’d)

Other receivables

Group Company
2007 2006 2007 2006
Rmb’000 Rmb’000 Rmb’000 Rmb’000
Advances to employees 1,061 2,590 - -
Deposits - 1,639 - -
Others 3,242 1,232 551 -
4,303 5,461 551 -

The Group do not have any other receivables balance which is past due as at the balance sheet date.

Due from related parties

Related parties comprise Henan Xinlianxin Chemicals Co., Ltd and its subsidiaries and associates which the
Group has significant influence over but did not form part of the Relevant Business acquired by the Group. The
executive directors and executive officers have in total a 24% equity interest in Henan Xinlianxin Chemicals., Ltd.

Receivables that are past due but not impaired

The Group has trade receivables amounting to Rmb 355,000 (2006: Rmb 741,000) that are past due at the balance
sheet date but not impaired. These receivables are unsecured and the analysis of their aging at the balance sheet
date is as follows:

Group
2007 2006
Rmb’000 Rmb’000

Trade receivables past due

30 to 90 days 88 269
91 to 270 days 267 472
355 741

Receivables that are impaired

Group
Individually Impaired
2007 2006
Rmb’000 Rmb’000
Trade receivables 409 322
Less: Allowance for doubtful trade receivables (409) (49)
— 273
Movement in allowances:
At 1 January 49 -
Charge for the year 360 49
At 31 December 409 49

Trade receivables that are individually determined to be impaired at the balance sheet date relate to debtors that
are in significant financial difficulties and have defaulted on payments. These receivables are not secured by any
collateral or credit enhancements.
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17. Deferred grant

Group
2007 2006

Rmb’000 Rmb’000
Cost
At 1 January - 20,000
Received during the year 8,240 -
Not transferred - (20,000)
At 31 December 8,240 -
Accumulated amortisation
At 1 January - 4,325
Amortisation - 2,941

Not transferred — (7,266)
At 31 December - -

Net carrying value
Current 8,240 —

Deferred grant relates to government grant given to the Group for installation and building of machineries with
the aim to implement energy-saving production methods and reduce production cost. There are no unfulfilled
conditions or contingencies attached to these grants.

18. Interest-bearing loans and borrowings

(@) Short-term borrowings

Group Company
2007 2006 2007 2006
Rmb’000 Rmb’000 Rmb’000 Rmb’000
Bank loans:
Bank of Chinat! 30,000 - - -
Bank of Communications? 40,000 - - -
China Construction Bank?® 37,700 - - -
China Everbright Bank* 10,000 - - -
Guangdong Development Bank® 40,000 - - -
Shanghai Pudong Development Bank® 12,000 - - -
Xinxiang Commercial Bank’ 80,000 - - -
ABN AMRO Bank® - 54,665 - 54,665
249,700 54,665 - 54,665
Convertible loan® - 55,598 - 55,598
249,700 110,263 - 110,263
Long-term borrowings, current portion 37,300 20,000 - -
287,000 130,263 - 110,263
t These short-term bank loans are secured by a corporate guarantee from an unrelated third party and bear interest
at 6.570% per annum.
2 These short-term bank loans are secured by a corporate guarantee from an unrelated third party and bear interest
at 6.732% per annum.
3 These short-term bank loans are secured by a corporate guarantee from an unrelated third party and bear interest
at 6.390% per annum.
4 These short-term bank loans are secured by a corporate guarantee from an unrelated third party and bear interest
at 6.833% per annum.
s These short-term bank loans are secured by a corporate guarantee from an unrelated third party and bear interest

at 7.020% per annum.
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18. Interest-bearing loans and borrowings (cont’d)

(@)

(b)

Short-term borrowings (cont’d)

6

These short-term bank loans are secured by a corporate guarantee from an unrelated third party and bear interest
at 7.524% per annum.

These short-term bank loans are secured by a corporate guarantee from an unrelated third party and bear interest
at 6.030% per annum.

This short-term bank loan bore interest at 12.85% (LIBOR plus 7.5%) per annum and was secured by:

. pledge of the entire equity interests in the subsidiary held by the Company;

. assignment of all funding (including shareholders loans, if any) provided by the Company to the subsidiary;
. subordination of the Convertible Loan;

. personal guarantees from certain directors of the Company; and

. undertaking by the directors to upstream to the Company the maximum amount of dividends permitted

by applicable laws (up to the loan amount outstanding at the relevant time) and not to change the
management team of the Company and the subsidiary.

This short-term bank loan was repaid during the year.

On 16 October 2006, the Company entered into a Convertible Loan Agreement wherein the investors agreed
to grant the Company a convertible loan facility of an aggregate amount of USD7.12 million in consideration of
the right to convert the full sum of the convertible loan into fully paid new ordinary shares of the Company. The
convertible loan was utilised as partial payment for the acquisition of the 100% equity interest in Henan Xinlianxin
Fertiliser Co., Ltd.

The term of the convertible loan facility shall commence from the funding date and expire on the earlier of 30 June
2008 or the termination of the proposed listing of the Company. In the event the proposed listing of the Company
is not successful, compensation costs at the compounded annual rate of 10% per annum on the full principal
amount, calculated on the basis of the actual days elapsed and a 365-day year, commencing from the funding
date to the repayment date, shall be payable by the Company to the investors.

The fair value of the liability component and the equity conversion component were determined at the date of the
Convertible Loan Agreement. The fair value of the liability component, included in current liabilities, was estimated
using the prevailing market interest rate for a similar debt without a conversion option and has been assessed
to approximate the principal amount received. Accordingly, there is no residual amount for the equity conversion
component.

On 11 May 2007, the Convertible Right was exercised and fully paid shares were allotted and issued to the
investors.

Long-term borrowings
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19.  Trade and other payables

Company
2007 2006 2007 2006

Rmb’000 Rmb’000 Rmb’000 Rmb’000
Trade and other payables (current)
Trade payables 27,685 28,963 - -
Bills payable to bank 5,000 18,000 - -
Other payables 179,501 180,074 - 1,874
Due to related parties 1,682 - - -

213,868 227,037 — 1,874
Add:
- Other liabilities (Note 20) 61,195 17,736 4,078 -
- Short-term borrowings (Note 18) 287,000 130,263 - 110,263
- Long-term borrowings (Note 18) 90,348 120,094 - -
Total financial liabilities carried at amortised cost 652,411 495,130 4,078 112,137
Trade payables
Trade payables are non-interest bearing and are normally settled on 30-90 days’ terms.
Other payables

Company
2007 2006 2007 2006

Rmb’000 Rmb’000 Rmb’000 Rmb’000
Advance payments from customers 169,997 172,509 - -
VAT and other operating tax payables 3,269 4,015 - -
Tender deposits 1,082 75 - -
Staff deposits 46 14 - -
Other 5,107 3,461 - 1,874

179,501 180,074 - 1,874

These balances are unsecured, non-interest bearing and repayable on demand and have an

months.

Bills payable to bank

average term of 3

Bills payable to bank have an average maturity period of 90-180 days and are interest-free. They are secured by
fixed deposits of the Group, amounting to Rmb 3,508,000 as of 31 December 2007 (2006: Rmb 12,631,000) and

corporate guarantees from unrelated third parties.

Due to related parties

Amounts due to related parties are non-trade balances, which are unsecured, repayable on demand and non-

interest bearing.
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20. Accruals and other liabilities

Group Company
2007 2006 2007 2006
Rmb’000 Rmb’000 Rmb’000 Rmb’000
Accrued operating expenses 26,064 9,987 4,078 — shares
At the written resolutions of the Shareholders passed on 11 May 2007, the Shareholders approved, inter alia, the following: (@)
f u | | y p a i d s
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23. Statutory reserve fund

In accordance with the Foreign Enterprise Law applicable to the subsidiary in the People’s Republic of China
(“PRC”), the subsidiary is required to make appropriation to a Statutory Reserve Fund (“SRF”). At least 10% of
the statutory after tax profits as determined in accordance with the applicable PRC accounting standards and
regulations must be allocated to the SRF until the cumulative total of the SRF reaches 50% of the subsidiary’s
registered capital. Subject to approval from the relevant PRC authorities, the SRF may be used to offset any
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Segment information (cont’d)
Business segments (cont’d)
(iii) Methanol

Methanol is a colourless, tasteless, highly volatile, and flammable liquid alcohol that is toxic if swallowed.
It is an important organic chemical raw material which is mainly used to produce formaldehyde, which is a
vital raw material for producing various kinds of resin. Methanol is also a good fuel and has been used as
an energy resource in some power stations. Methanol is also widely used in the industrial production of
synthetic fibre, plastic, pharmaceutical, pesticides, dye and synthetic protein.

In addition to the three main business segments, the Group is also involved in the production of liquid ammonia
and ammonia solution.

Geographical segments
There is no geographical segment information as the Group operates in the PRC only.
Allocation basis and transfer pricing

Segment results include items directly attributable to a segment as well as those that can be allocated on a
reasonable basis. Unallocated items comprise mainly other operating income operating expenses, financial
income and expenses and tax expense.

Group assets and liabilities cannot be directly attributable to individual segments as it is impracticable to allocate
them to the segments. Assets of the Group are utilised interchangeably between the different segments and there
is no reasonable basis to allocate liabilities of the Group between the different segments. Accordingly, it is not
meaningful to disclose assets, liabilities and capital expenditure by business segments.

Group Compound
2007 Urea fertiliser Methanol Others Elimination Total
Rmb’000 Rmb’000 Rmb’000 RmMb’000 Rmb’000 Rmb’000

Revenue 1,034,135 400,521 205,891 14,155 (113,280) 1,541,422
Gross profit (loss) 292,866 58,715 66,745 (1,905) 416,421
Unallocated expenses, net (73,037)
Financial expenses, net 10,065
Profit before tax 333,319
Income tax expense (16,142)
Net profit attributable to shareholders 317,177
Allowance for doubtful trade receivables 360
Write-off of doubtful trade receivables 1,030
Write-off of tax recoverable 732
Write-off of technical know-how 1,350
Depreciation of property, plant

and equipment 43,984
Amortisation of land use rights 217

China XLX Fertiliser Ltd. - 69



Notes to the Financial Statements

31 December 2007

25. Segment information (cont’d)
Geographical segments (cont’d)
Group Compound
2006 Urea fertiliser Methanol Others  Elimination Total
Rmb’000 Rmb’000 Rmb’000 Rmb’000 Rmb’000 Rmb’000
Revenue 601,867 262,983 106,973 14,257 (95,905) 890,175
Gross profit (loss) 140,132 41,384 30,924 (872) 211,568
Unallocated expenses, net (40,828)
Financial expenses, net (18,323)
Profit before tax 152,417
Income tax expense (23,333)
Net profit attributable to shareholders 129,084
Allowance for doubtful trade receivables 49
Depreciation of property, plant
and equipment 46,402
Amortisation of land use rights 182
26. Commitments

(@)

in the financial statements are as follows:

Capital expenditure and other commitments contracted for as at the balance sheet date but not recognised

Group
2007 2006
Rmb’000 Rmb’000

Capital expenditure
Commitments in respect of contracts entered into for

construction-in-progress 104,422 29,059
Others
Commitments in respect of purchase of raw materials 21,193 14,647

Operating lease commitments

In addition to the land use rights disclosed in Note 12, the Group had operating lease agreements for
buildings, plant and equipment, motor vehicle, staff quarters and canteen in the PRC. Certain of these
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27. Financial risk management objectives and policies

The Group and the Company is exposed to financial risks arising from its operations and the use of fi
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27.

Financial risk management objectives and policies (cont’d)

(b)

()

Liquidity risk

Liquidity risk is the risk that the Group or the Company will encounter difficulty in meeting financial
obligations due to shortage of funds. The Group’s and the Company’s exposure to liquidity risk arises
primarily from mismatches of the maturities of financial assets and liabilities. The Group’s and the
Company’s objective is to maintain a balance between continuity of funding and flexibility through the use
of stand-by credit facilities.

The Group monitors and maintains a level of cash and cash equivalents deemed adequate by the
management to finance the Group’s operations and mitigate the effects of fluctuations in cash flows.

The table below summarises the maturity profile of the Group’s and the Company’s financial liabilities at
the balance sheet date based on contractual undiscounted payments.

2007 2006
Rmb’000 Rmb’000
lyearor 1to3 Over 3 lyearor 1to3 Over 3
less years years Total less years years Total

Group
Trade payables 24,582 2,500 603 27,685 26,489 2,458 16 28,963
Other payables 178,291 776 434 179,501 178,915 909 250 180,074
Other liabilities 59,613 731 851 61,195 12,085 4,920 731 17,736
Interest-bearing

loans and

borrowings 287,000 80,000 10,348 377,348 130,263 110,000 10,094 250,357
Company
Other payables - - - - 1,874 - - 1,874
Other liabilities 4,078 - - 4,078 - - - -
Interest-bearing

loans and

borrowings — — — — 110,263 — — 110,263

Interest rate risk

Interest rate risk is the risk that the fair value or future cash flows of the Group’s and the Company’s
financial instruments will fluctuate because of changes in market interest rates. The Group’s and the
Company’s exposure to interest rate risk arises primarily from their loans and borrowings. All of the Group’s
and the Company’s financial assets and liabilities at floating rates are contractually repriced every 12
months (2006: 12 months).

Sensitivity analysis for interest rate risk
Fair value sensitivity analysis for fixed rate instruments

The Group does not account for fixed rate financial assets and liabilities at fair value through profit or loss.
Therefore a change in interest rates at reporting date would not affect profit or loss.

Cash flow sensitivity analysis for variable rate instruments

For variable rate financial assets and liabilities, the Group has determined that the carrying amounts of
cash and short-term deposits based on their notional amounts, reasonably approximate their fair values
because these are mostly short term in nature or are repriced frequently. For interest-bearing loans and
borrowings, a change of in interest rate at the reporting date would increase (decrease) profit or loss by
the amounts shown below. This analysis assumes that all the other variables, in particular foreign currency
rates, remain constant.
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Financial risk management objectives and policies (cont’d)

(€)

(d)

Interest rate risk (cont’d)

Group
2007 2006
Rmb’000 Rmb’000
Increase/ decrease Effect on profit Effect on profit
in basis points net of tax net of tax
Interest expense
RMB +10 (105) (130)
UsD +50 - (273)
Interest income
RMB +10 54 167
SGD +10 457 1
USD +50 1 16

Foreign currency risk

The Group and the Company hold cash and cash equivalents denominated in foreign currencies for
working capital purposes. At the balance sheet date, such foreign currency balances (mainly in SGD and
USD) are as follows:

Group Company
2007 2006 2007 2006
Rmb’000 Rmb’000 Rmb’000 Rmb’000
SGD 456,635 414 440,313 414
UsSD 19 3,212 19 3,212
456,654 3,626 440,332 3,626

The following table demonstrates the sensitivity to a reasonably possible change in the SGD and USD
exchange rates (against RMB), with all other variables held constant, on the Group’s profit net of tax and
equity. The sensitivity test is based on past monthly foreign currency rates except for the sensitivity on
USD strengthening against the RMB, which has not happened historically.

Group
2007 2006
Rmb’000 Rmb’000
Profit (loss) net of tax Profit (loss) net of tax
SGD -strengthened 1% (2006: 1%0) 4,566 4
-weakened 1% (2006: 1%o) (4,566) 4)
USD -weakened 6% (2006: 3%b) 1 96

C