* x Qunxing !Daper Holdings Company Limited
* L BEKXERBRAA

(Incorporated in the Cayman Islands with limited liability)
(RRASESTMKIZERAT)
(Stock Code &7 X5% : 3868)

Annual Report 2 007



U fade

‘I

11

29

33

56

58

59

Contents H %

Management Discussion and Analysis

Biographical Details of Directors and
Senior Management

Report of the Directors
Corporate Governance Report
Independent Auditor's Report
Consolidated Income Statement
Consolidated Balance Sheet

Balance Sheet
Consolid .,t_i,a'd: Statement of Changes in Equity

S
o

-

:E;bnsblfdé‘ﬁé’d. Cash Flow Statement

TRBEE
BILE wfam MO

EEk
SREEERE

EEenmsE

BTSRRI L
MER R E



Corporate Profile
PEBT

Qunxing Paper Holdings Company Limited (Stock Code: 3868)
was listed on the Main Board of The Stock Exchange of Hong Kong
Limited on 2 October 2007. We are the largest decorative base
paper manufacturer in the People’s Republic of China (the “PRC”),
specialising in the production of decorative base paper products and
printing paper product.

We developed and marketed more than 80 types of decorative
base paper products under our own brand name %' with different
specifications which are customised for various industrial and
consumers’ needs. Our decorative base paper products, being
intermediate products, are commonly used as decorative layer to
furnish the surface of laminated board, a decorative material which
has wide applications in interior decoration of buildings, transportation
vehicles, processed products such as fortified wooden floorboard,
furniture and composite office and household wares. Our printing
paper product is mainly used for photocopying and office printing.

We currently own and operate seven highly automated paper
Production lines nos. 1 to 7 located in Zouping County, Binzhou City,
Shandong Province, the PRC with an aggregate designed annual
production capacity of approximately 200,000 tonnes. Two more highly
automated Production lines nos. 8 and 9 with an aggregate designed
annual production capacity of approximately 60,000 tonnes are under
construction. With our highly automated production facilities, we are
able to provide one-stop service for a wide range of decorative base
paper products.

We have an experienced sales and marketing team serving six sales
regions which cover over 125 customers located in 13 provinces,
autonomous regions and municipalities in the PRC. We are also
committed to developing overseas markets in order to broaden our
revenue streams so as to sustain long-term business growth.

We believe that, with our highly automated production lines, effective
quality control systems and professional workforce, we are well-
positioned to capture the rapid growth in the market demand for
decorative base paper products and printing paper product in the
PRC.

Structure diagram of a laminated board
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Corporate Information
~ElER
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Corporate Information (Continued) A & & K} (48)
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FINANCIAL CALANDER
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REGISTERED OFFICE
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Cayman Islands
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Corporate Information (Continued) A & & K} (48)
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Financial Highlights
BRE

2007 2006
—EBELF ZEERF
RMB’000 RMB’000 Change
ARBFTE  ARETT 8
Operating Results R EE
Turnover = 1,125,524 950,844 18.4%
Profit from operations 4R ST 371,637 163,317 127.6%
Profit before taxation R A AR A 350,572 142,692 145.7%
Profit attributable to equity NI EEGER
shareholders 350,572 93,937 273.2%
Per Share Data SREE
Basic earnings per share (RMB cents) BRERABR(ARED) 42 13 223.1%
Dividend per share (RMB cents) FRERE(ARES) 10.126 - n/a
TERA
Financial Position AR R
Total assets BEME 2,517,922 716,013 251.7%
Cash and cash equivalents HERREEEY 1,792,158 67,265 2,564.3%
Total liabilities BfERE 476,272 627,175 (24.1)%
Total equity A 2,041,650 88,838 2,198.2%
Financial Ratios B bk =&
Gross profit margin ESy P 25.2% 19.4% 5.8% pts
(BEERaE
Net profit margin 3 ) 2 31.1% 9.9% 21.2% pts
&S 5 2
Return on assets & B 3 R 13.9% 13.1% 0.8% pts
&l & 7 Bh
Return on equity Pz [0 3y & 17.2% 105.7% (88.5)% pts
(BERsE
Current ratio MEn L & 7.0 0.3 23.3 timesfZ
Quick ratio RB)LE =K 6.8 0.2 34 timesf
Gearing ratio BEBELE 9.4% 46.4% (37.0)% pts

(EIEPs 1
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Chairman’s Statement
FEmES

Dear Shareholders,

On behalf of the board of directors (the “Board” or the “Directors”) of
Qunxing Paper Holdings Company Limited (the “Company” or “Qunxing
Paper”), | am pleased to present to you the first annual results of the
Company and its subsidiaries (collectively the “Group”) for the year
ended 31 December 2007 since our listing on the Main Board of The
Stock Exchange of Hong Kong Limited (the “Stock Exchange”) on 2
October 2007.

Business Review

Our Group is the largest decorative base paper manufacturer in the
PRC. The year 2007 marked a milestone for Qunxing Paper. The initial
public offering of new shares of the Company in October 2007 received
overwhelming market response and was oversubscribed by 857 times,
raising net proceeds of approximately HK$1,492.8 million (equivalent
to approximately RMB1,445.5 million). The success of our initial public
offering provided us with new funds for business development and
enabled us to access to international capital markets, thus making
us well-positioned to capture additional growth opportunities as
they arise. Moreover, the listing enabled us to align ourselves with
international best practices in various areas such as internal control
and corporate governance. Qunxing Paper will not only strive to affirm
its leading position in decorative base paper industry in the PRC, but
also to establish a sound system of corporate governance.

Dr. ZHU Yu Guo 4k £ RfE+
Chairman Z/E

BRALRER -

AANERRBEGREERAERAA(NAR
A BRERRX D Z2EFR([EFEINE
ED) MARBTREARFALEWNEB AR
(G AEB DR _ZZLF+A_BERE
BEXZMBRAB([BAPT]) TR T
KBE_TZELFT_A=T—HIEFEZ
BERFERE -

B

REBAEPEZANEMRARER - —F
TLEREERERENEZERE - AR
AR _ETLFTAERABBETRYD - ™
BREERZ - BERESSTR  BEMEHKIE
SHEBA)1,492,800,000/8 T (HHERHAREE
1,445,500,0007T) ° X ARBEE ZKIN AR
EERETESEEBRRE  UAPEAERR
BEREATISEE  GFAEENZEMER
BB o fhoN - ETREAEE AR (1
N EEIE R EER) MBI RESTRED
HERETERHEEENPEEMREEZ
BEWN  NEERVEINCEEAHE -

ANNUAL REPORT 2007 — S+ 4 &%



Chairman’s Statement (Continued) * &&= (4&)

Business Review (Continued)

Even more encouraging is the remarkable results we achieved in 2007.
During the year, both our turnover and profit attained new records.
Turnover of the Group amounted to RMB1,125.5 million, representing
an increase of approximately 18.4% over that of the last year. Profit
attributable to shareholders for the year was RMB350.6 million,
representing a growth of approximately 273.4% as compared to the
last year. Basic earnings per share was RMB42 cents.

Our encouraging results during the year were mainly attributable to
the strong demand for decorative base paper products in the PRC.
According to the National Bureau of Statistics of the PRC, the country
gross domestic product (GDP) reached RMB24,661.9 billion in 2007,
rising approximately 11.4% on a year-on-year basis, which represents
the fifth consecutive year with a growth rate of over 10%. The rapid
growth of personal disposable income and rising living standard in the
PRC stimulated demand for quality housing and greater floor space,
resulting in a booming property market in the PRC. Such development
fueled the growth of the PRC’s furniture and construction material
industry, which in turn led to an increase in demand for laminated
board, a material widely used as decorative materials in the furniture
and construction materials industry. As our decorative base paper
products constitute a major raw material to furnish the surface of
laminated board, sales of our decorative base paper products recorded
significant growth during the year.

XKEEE)
REBR - ZETLFHEETRSATE - F
N RNEEZEEBEREFHEFS - A%E
¥R ESR AR1,125,500,0007T © K E
FRIH_EFA#918.4% o F AR B & F R &
& [B) Hi 1 11 49273.4% 2= A KR # 350,600,000
UG o BRERBF AAREL2S o

EXENTREEMREER AT
AEBRFRISBIERE - RIBEFPBEBRS
ARER  FEBERNEELEN T FiE
EARE246,61918 70 » HFEBREL11.4%
FREEAFTABBIEI0% -  PEIAHA X
Fel AR ERIE R K AVE S RIBFT - R E
BERREAREERMZEZR  SHBEZYE
TISEDERE - HeEEPBRERBEME
¥R EMSHNERERBEMBERZE
RIEE R 2 NERFIIEMN - AREEE
ZEMREERDEHABERERA L EERM
B MAEEZ ZERAEREERFRESG

The initial public offering of Qunxing Paper on 2 October 2007 had received an overwhelming market response with an over-subscription
rate of 857 times.
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Chairman’s Statement (Continued) * &&= (4&)

Business Review (Continued)

Currently, the supply of decorative base papers in the PRC is, to a large
extent, dependent on import. Existing domestic supply obviously falls
short of the market demand. In view of this huge market potential, the
Group will endeavour to expand its production capacity of decorative
base paper products in order to capture new business opportunities
and to take advantage of economy of scale. Assigning an equally
high priority, the Group will also put more efforts in strengthening its
brand building, product research and development and quality control
system.

During the year, the Group maintained its position as a leading
decorative base paper manufacturer in the PRC. To date, the Group
has invested and is operating seven highly automated Production lines
nos. 1 to 7 with an aggregate designed annual production capacity
of approximately 200,000 tonnes, comprising approximately 150,000
tonnes of decorative base paper products and approximately 50,000
tonnes of printing paper product.

To cater for the rapid growth of market demand for decorative
base paper products, construction of our Production line no. 7 was
completed in December 2007 and its commercial production has
commenced in early March 2008, two months ahead of the original
schedule. With a designed annual production capacity of 30,000
tonnes, Production line no. 7 brings the total designed annual
production capacity of our decorative base paper products to 150,000
tonnes. At the same time, two more Production lines nos. 8 and 9 are
under construction and are expected to provide additional designed
annual production capacity of 60,000 tonnes in total. These new
production facilities will further expand the Group’s total production
capacity and contribute to our turnover growth, thus strengthening
our leading position in the PRC’s decorative base paper market and
enhancing our competitiveness.

The Group is actively seeking opportunities to broaden our distribution
channels in the PRC. To date, the Group has designated six sales
regions in the PRC, namely, Shandong, Sichuan, Guangdong, Beijing,
Jiangsu and Zhejiang. The Group has over 125 customers covering
13 provinces, autonomous regions and municipalities in the PRC. In
addition, the Group is committed to developing overseas markets
in order to broaden our revenue streams so as to sustain long-term
business growth.
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Chairman’s Statement (Continued) * &&= (4&)

Outlook

The PRC is currently the world’s second largest production and
consumption country of paper products. On the back of positive
market conditions and the rapid growth of the PRC’s economy, the
demand for paper products will remain robust, hence creating huge
growth potential for the paper industry in the PRC. The Group plans
to further strengthen its leading market position and capture this
promising market potential by expanding our production capacity,
expanding into new regional markets, refining our production
technologies and processes as well as enhancing our proprietary
research and development capabilities.

Leveraging our proven track record, established market position, as
well as the expertise of our management, the Group is committed to
becoming a leading manufacturer of decorative base paper products
and printing paper product in the region, and ultimately, generating
lucrative returns to our shareholders.

Appreciation

The achievements of the Group are attributable to the concerted efforts
of our management and staff. On behalf of the Board, | would like to
take this opportunity to thank our management and staff for their hard
work, loyal service and contributions and to our shareholders, business
associates and investors for their valuable support during the year.

ZHU Yu Guo
Chairman

The PRC, 17 March 2008
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Management Discussion and Analysis
I ERE S &

The following discussion and analysis should be read in conjunction
with the audited consolidated financial statements of our Group as
at and for the year ended 31 December 2007 and the accompanying
notes set out in this annual report.

Overview

Our Group is principally engaged in the manufacture and sale of
decorative base paper products and printing paper product. According
to China Paper Association, our Group is one of the few domestic
paper manufacturers in the PRC who are capable of manufacturing
quality decorative base paper products, and was ranked by China
Paper Association as the largest decorative base paper manufacturer
in terms of the actual annual production capacity in the PRC since
2005.

By leveraging the production capacity expansion and the technical
know-how in the manufacture of quality decorative base paper
products, our Group continued to achieve encouraging growth in
the business during the year. Turnover increased by approximately
18.4% from RMB950.8 million for the year ended 31 December 2006
to RMB1,125.5 million for the year ended 31 December 2007 and the
profit for the year increased by approximately 273.4% from RMB93.9
million for the year ended 31 December 2006 to RMB350.6 million for
the year ended 31 December 2007. The basic earnings per share for
the year increased to RMB42 cents (calculated based on the weighted
average number of ordinary shares as at 31 December 2007) from
RMB13 cents for last year (calculated based on the 750 million shares
in issue before the initial public offering of our Company’s new shares).
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Management Discussion and Analysis (Continued) & 12 [& 575 & DT (48 )

Overview (Continued)

The increase in turnover and net profit for the year was mainly
attributable to the increase in our Group’s production capacity as a
result of the commercial operation of Production lines nos. 5 and 6
since April 2006, the improvement of our products’ gross profit margin
and the tax concession entitled to our principal operating subsidiary
in the PRC, Shandong Qunxing Paper Limited (“Shandong Qunxing”),
since January 2007.

The expansion of production capacity in recent years

Our production capacity has been expanded significantly in recent
years through establishing new production facilities as well as re-
engineering and modifying the existing production facilities with a view
to improving the production efficiency. With the highly automated
production facilities at our production base located in Zouping County,
Binzhou City, Shandong Province, the PRC, we are able to provide
one-stop service for a wide range of decorative base paper products.

During 2004 to 2006, we owned and operated six highly automated
Production lines nos. 1 to 6, with an aggregate designed annual
production capacity of approximately 170,000 tonnes. In order to tap
the continuously growing demand for decorative base paper products
in the PRC market, we commenced the construction of Production line
no. 7 with a designed annual production capacity of 30,000 tonnes in
May 2007. The construction was completed in December 2007 and
the commercial production has commenced in early March 2008.

Subsequent to the commencement of the commercial operation of
Production line no. 7, the aggregate designed annual production
capacity of our Group increased to 200,000 tonnes, representing an
increase of approximately 81.8% since 2004.

v

ME/ZE
REEZEEBMFRMNEE LT - TERA
RESRFOREERE _STRFMOARGKE
TREERESAEENEREM  AEEERM
ENERFIREANLRAEEETENTELE
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PSS AR B BB R SRR E m i — UA TR
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SHEFEEREA) 2170,000M » & 7 @ EF R H
B ERMRAERBERMOT R - RMOR=
T F R AT EERTFEERA30,000
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27 o
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S I A L M AN Z200,0008 - B~
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We currenty own and operate 7 highly automated production lines in our production base located in Shandong Province, the PRC.

AEEERNFRLURENEEREMEE NEECERSEBIEMNEELR °
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Management Discussion and Analysis (Continued) & 12 [& 575 & D AT (48 )

Overview (Continued)
The expansion of production capacity in recent years (Continued)
The following table sets forth our designed annual production capacity
as of the dates indicated.

mifﬁir% /
EEERENREAE)
TREIIFR B AR MRTFEER

As at 31 December

Rt+t=—HA=+—8
Production line no(s). 2004 2005 2006 2007
R —ETNFE ZETRF —ZTERF —BEtLHF
(in tonnes)
¢,

1,2,3,4 1,2,3,4 110,000 110,000 110,000 110,000

5,6 5,6 = - 60,000 60,000
7 (construction completed in 7(RN—_FEZE+=E

December 2007) +Z A& ) - - - 30,000

110,000 110,000 170,000 200,000

Our Group believes that the increase in the production capacity in
recent years has strengthened our market position and enhanced
our competitiveness in the market. It is our Group’s plan to keep
expanding the production capacity in the future, and such plan was
approved by |IEEE T /A= (Shandong Province Light Industry
Council®) in January 2007 as one of the approved projects for paper
manufacturing industry in the PRC under AR TE+—RIREIDHT
#H & (The Outline for Development of the Laminated Board Industry
under the Eleventh Five Year Plan*). Accordingly, we constructed
Production line no. 7 in 2007 and the commercial production of
which has commenced in early March 2008. Our Group has also
started the construction of two new Production lines nos. 8 and 9
in February 2008 and the two production lines are expected to be
completed by late 2008. The designed annual production capacity
of each of the two new production lines is 30,000 tonnes. Upon the
completion of the construction of Production lines nos. 8 and 9,

AEEME  OFEEN EHERMNTIS T
fI15LANSR - YRFJRFMNTIHHEF N - K
SEFBIERREERRER  IREETE
MAER —ETLF— AREIF EERAE
RIFE+—AREDTRENTRERER
HEEZ— - Bt - ZHFIR =TT LFERZ
FBTREER  REERER_ZTZT/N\F=A
MFREELE - AEBTCR-_TTNF
R B MG A E R (B8R FEORAEE
) EHLEMIREESRSN —_ETNFRER
T hkMENEERSBNRAFEERS
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We developed more than 80 types of decorative base paper products under our own brandname.

REBDHEASE A RMENEMREER -
* for identification purpose only (£ {5
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Management Discussion and Analysis (Continued) & 12 [& 575 & DT (48 )

Overview (Continued)

The expansion of production capacity in recent years (Continued)
the designed annual production capacity of the Group will increase up
to 260,000 tonnes. Furthermore, our Group also planned to construct
another four new Production lines nos. 10 to 13. Production lines
nos. 10 and 11 are expected to start construction in July 2008 and to
complete by early 2009, whereas Production lines nos. 12 and 13 are
expected to start construction by early 2009 and to complete by late
2009. The designed annual production capacity of each of the four
new production lines is 30,000 tonnes.

The increase of equipment utilisation rate

The following table illustrates information on the utilisation rates and
actual and planned hours of operation for our production lines over the
past years.

Our wastewater treatment system processes about
1.7 million cubic meters of wastewater annually.

REBERSKEEZRGEF R AKEL1,700,00032
FAKIFK ©

mg/ﬁm

IEEERNEA(E)

% - REBRBRETFEEK IR Z=260,000
WA o o - ZANER B UNET B EE 5B NI 6T A E
B(EI0E1BFEER) - BIORFFREE
BEFR—_ZEENFLARBRH TITIR _ZFZ
NEYET - ﬁ%m&%mfiﬁﬁﬁﬁﬁ
TETAFYEBEHIIN -_EZTNFRERE
T o Eat PG & E G BIERT FEERD
/30,0000 °

R 48 R A0
TRERTERFERS LEGYERE - B
BB RIS R R o

Year ended 31 December

HETZA=t-HI%E

2004 2006 2006 2007
_TImE =ik ZETNE “ERtE
Actual Planned Actual Planned Actual Planned Actual  Planned
Production hours of hoursof  Equipment hours of hoursof  Equipment hours of hoursof  Equipment  hoursof hours of  Equipment
ling no. operation  operation ! Utiisation @ operation ~ operation®  Utilisation®  operation  operation ! Utiisation @ operation operation ) Utilisation®
EREE  EeE R EREE  HEE RE EREE  HEEE RE  EREE  HHEE By
L EREL 1N 1N ERZ INE: AN ERZ 1N INESH) BRZo N =) ERZ
1 6,163 7,776 79.3% 6,660 7,776 86.6% 7,508 7,776 97.2% 1812 8,040 97.9%
2 6,646 1,776 85.5% 6,840 1,176 88.0% 6,034 7,776 77.6%9 7,608 17,7528 98.1%
3 6,031 7,128 84.6% 6,770 1,776 87.1% 7294 1,776 93.8% 1,824 8,040 91.3%
4 3,017 3,2409 93.1% 7,284 1,776 93.7% 7,740 7,776 99.5% 1872 8,040 97.9%
B 5,038 5,8324 86.3% 7,920 8,040 98.5%
6 5417 58324 93.9% 7,968 8,040 99.1%
7 -0 -0 -0
Qunxing Paper Holdings Company Limited & 2 4% 218 5 R A 7]
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Management Discussion and Analysis (Continued) & 12 [& 575 & D AT (48 )

Overview (Continued)

The increase of equipment utilisation rate (Continued)
Notes:

(1) Planned hours of operation takes into account, among other things,
planned maintenance shutdowns and shutdowns for equipment
optimisation.

2) Equipment utilisation rates represent the actual hours of operation as a

percentage of the planned hours of operation.

()] Commercial operation of Production line no. 4 commenced in August
2004.

(4) Commercial operation of Production lines nos. 5 and 6 commenced in
April 2006.

5) The decrease in the equipment utilisation rate is due to the re-

engineering works carried out in this production line during the years.

(6) Commercial operation of Production line no. 7 commenced in early
March 2008.

(7) The average age of the machinery and equipment is approximately 3.5
years.

The production lines normally operate on a continuous basis, subject
to the temporary stoppage, as and when necessary, for the purposes
of machine cleaning, recalibration for different product specifications as
well as regular inspection and maintenance work which generally lasts
for, in aggregate, three days each month and an annual maintenance
which lasts for about a week. As increase or decrease in the equipment
utilisation rates will have an impact on the product volume and, thus,
can have a significant effect on the unit costs and gross profit margins,
we therefore plan the production schedules carefully so as to minimise
the shutdown time required for making adjustments to the paper
making machines for product and specification changes.
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Management Discussion and Analysis (Continued) & 12 [& 575 & DT (48 )

Description of the major components of the results
of operations

Turnover

Turnover for the year ended 31 December 2007 increased by
approximately 18.4% from RMB950.8 million in the year ended 31
December 2006 to RMB1,125.5 million during the year ended 31
December 2007. The increase in turnover during the year ended 31
December 2007 was mainly attributable to the combined effects of
(i) the increase in overall sales volumes by approximately 23.0% from
91,625 tonnes to 112,681 tonnes, out of which sales volumes of
the printing paper product, the product line launched in July 2006,
increased by approximately 107.6% from 19,503 tonnes for the six
months ended 31 December 2006 to 40,494 tonnes during the year
ended 31 December 2007; and (i) the increase in the average selling
prices of the decorative base paper products by approximately 4.0%
from RMB11,566 per tonne to RMB12,028 per tonne.

Cost of sales

Cost of sales represents the production costs of goods sold during the
year. These production costs comprise cost of raw materials, direct
labour costs and manufacturing overheads, which include depreciation
charges, utility expenses, consumables, repairs and maintenance and
other overhead related expenses.

The cost of sales increased by approximately 9.8% from RMB766.7
million in the year ended 31 December 2006 to RMB842.1 million in
the year ended 31 December 2007. The increase in the cost of sales
was primarily due to the increase in the raw material costs, which are
the major component of our cost of sales, as a result of the increased
sales volume. Moreover, production overheads such as electricity and
steam expenses also increased in line with the increase in production
volume. Depreciation expenses also increased due to the establishment
of Production lines nos. 5 and 6 in April 2006.

Qunxing Paper Holdings Company Limited & 2 4% 218 5 R A 7]
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Management Discussion and Analysis (Continued) & 12 [& 575 & D AT (48 )

Description of the major components of the results
of operations (Continued)

Cost of sales (Continued)

The results of operations are subject to price fluctuations of raw
materials used in the production process. The principal raw materials
for the production of both of the decorative base paper products and
printing paper product are wood pulp and titanium dioxide powder.
For the two years ended 31 December 2006 and 2007, the purchase
of wood pulp amounted to approximately RMB310.5 million and
RMB363.1 million, respectively, representing approximately 40.5%
and 43.1% of the total cost of sales for the respective years and the
purchase of titanium dioxide powder amounted to approximately
RMB237.5 million and RMB208.9 million, respectively, representing
approximately 31.0% and 24.8% of the total cost of sales for the
respective years. For the two years ended 31 December 2006 and
2007, the Group purchased wood pulp at the average price per tonne
(value added tax inclusive) of approximately RMB6,056 and RMB6,100,
respectively, and titanium dioxide powder at the average price per
tonne (value added tax inclusive) of approximately RMB12,887 and
RMB13,079, respectively. The prices of both wood pulp and titanium
dioxide powder had increased steadily and moderately during the two
years. Nevertheless, the increase in the prices of both wood pulp and
titanium dioxide powder during the two years have not posed material
impact on the Group’s financial results because of the increase in the
average selling prices of the Group’s products and enhancement of the
economies of scale through the expansion of the Group’s production
scale.

Gross profit and gross profit margin
The gross profit of the Group increased by approximately 54.0%
from RMB184.1 million for the year ended 31 December 2006 to
RMB283.5 million for the year ended 31 December 2007, while the
gross profit margin of the Group increased from approximately 19.4%
to approximately 25.2% during the year.

g«<.*—é¥", ig%ﬁﬁﬂ’ﬂmiﬁ(%)
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Management Discussion and Analysis (Continued) & 12 [& 575 & DT (48 )

Description of the major components of the results
of operations (Continued)

Gross profit and gross profit margin (Continued)

The following table sets forth the gross profit margin of each category
of the products for the two years ended 31 December 2006 and 2007:

R T B R ()

EFREFE(E)
TEREVEEZZZEZTRER_FZT t¢+ A
=t+—BIEMEFESERBRNNTERE

Year ended 31 December

HET_A=T—BILFE

Products 2007 2006
Em —EELF ZZEETRR
Decorative base paper products HEREER
— Premium coloured decorative base paper —SEEEEMNHRAER 35.1% 25.8%
— Premium white decorative base paper —SiEECHEMFERER 26.4% 17.8%
— Ordinary coloured decorative base paper — T REEEMRAER 25.9% 20.3%
— Ordinary white decorative base paper —REEERAE R 18.4% 17.4%
Printing paper product ENRIAEKER 18.3% 13.3%

The increase in overall gross profit margin of premium coloured and
premium white decorative base paper products was mainly due to the
increase in sales of such products, which have higher margins, during
the year ended 31 December 2007. Apart from that, the average
selling prices of the decorative base paper products were increased
by approximately 4.0% from RMB11,566 per tonne to RMB12,028 per
tonne.

Other revenue

Other revenue, which represented the interest income earned from
the bank deposits, increased from RMB726,000 for the year ended 31
December 2006 to RMB122.0 million for the year ended 31 December
2007. The increase was mainly due to the interest income earned from
subscription monies during the initial public offering of the Company in
October 2007 which amounted to RMB106.9 million.

Selling expenses

The selling expenses consist primarily of sales and marketing staff
salaries and benefits, traveling and sundry expenses. The selling
expenses slightly decreased by approximately 1.0% from RMB9.6
million for the year ended 31 December 2006 to RMB9.5 million for
the year ended 31 December 2007. As a percentage of turnover, our
selling expenses were maintained at approximately 1.0% for each of
the two years ended 31 December 2007. It was in line with the existing
policy of the Group to allocate approximately 1.0% of the sales as
the annual budget for the marketing activities and the expenses to be
incurred in soliciting new customers in the six designated sales regions
in the PRC.

Qunxing Paper Holdings Company Limited & 2 4% 218 5 R A 7]
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Management Discussion and Analysis (Continued) & 12 [& 575 & D AT (48 )

Description of the major components of the results
of operations (Continued)

Administrative expenses

The administrative expenses consist primarily of administrative and
management staff salaries and benefits, depreciation of non-production
related fixed assets, research and development cost, pension
contributions and the city maintenance and construction tax at the rate
of 5.0% on the applicable value-added tax and certain educational
surcharge at such rate as determined in accordance with relevant
regulations applicable to domestic enterprises in the PRC.

The administrative expenses increased by approximately 99.2%
from RMB11.9 million for the year ended 31 December 2006 to
RMB23.7 million for the year ended 31 December 2007. The increase
in administrative expenses was mainly due to (i) the increase in
administrative staff costs, employee benefits and pension expenses
by approximately 96.0% from RMB2.5 million for the year ended 31
December 2006 to RMB4.9 million for the year ended 31 December
2007, which was resulted from additional employees for the
expansion of operation as Production lines nos. 5 and 6 commenced
commercial production in April 2006 and the corresponding change
in the employee composition after our listing in October 2007 which
resulted in an increase in personnel expenses; and (i) the increase in
the city maintenance and construction tax and educational surcharge
by approximately 59.5% from RMB3.7 million for the year ended 31
December 2006 to RMB5.9 million for the year ended 31 December
2007. Such increase was in line with the increase of the taxable income
and the expansion of business.

Finance costs

Finance costs consist primarily of interest expenses on the bank
borrowings. The amount was increased by approximately 2.4% from
RMB20.6 million for the year ended 31 December 2006 to RMB21.1
million for the year ended 31 December 2007. The slight increase
in interest expenses was mainly due to the increase in the effective
interest rates on bank borrowings, although the average bank
borrowing of the Group was decreased during the year.

g«<.*—é¥", ig%ﬁﬁﬂ’ﬂmiﬁ(%)
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Management Discussion and Analysis (Continued) & 12 [& 575 & DT (48 )

Description of the major components of the results
of operations (Continued)

Income tax

Our Company and the subsidiaries are incorporated in different
jurisdictions, with different taxation requirements. For the year ended
31 December 2007, our Group is not liable to pay any income tax
in the PRC as compared to RMB48.8 million for the year ended 31
December 2006 since Shandong Qunxing, our principal operating
subsidiary in the PRC, has become a foreign investment enterprise
since August 2006. According to the legal advisers as to PRC law,
under the Income Tax Law of the PRC for Enterprises with Foreign
Investment and Foreign Enterprises, Shandong Qunxing, being an
enterprise with foreign investment which conducts manufacturing
business operation and has an operating term of more than ten years,
is entitled to full exemption from national enterprise income tax of 30%
for a period of two years commencing from 2007, and a 50% relief
on the applicable tax rate for the national enterprise income tax for
the succeeding three years. Moreover, pursuant to B EAINGIRE
¥ SRR REEEEMEANMEA (Notice on Relevant Issues
Relating to Expanding the Scope of Reduction and Exemption of Local
Incomes Tax on Foreign-invested Enterprises®) promulgated by the
State Tax Bureau of Shandong in June 2000 and BARERILERELE
BEBRARZEXZTHREHERAUE (Approval on Confirming the
Qualification of Shandong Qunxing on Enjoyment of Tax Reduction and
Exemption®) issued by the State Tax Bureau of Zouping County in April
2007, Shandong Qunxing is further entitled to a full exemption of the
local income tax of 3% as long as it maintains its corporate existence.

On 16 March 2007, the Fifth Plenary Session of the Tenth National
People’s Congress passed the Corporate Income Tax Law of the PRC
(the New Tax Law”) which took effect on 1 January 2008. The PRC
income tax rate is unified to 25% for all enterprises, except for small-
scale enterprises earning small profit, where the tax rate is reduced to
20%.

Under the grandfathering treatments of the New Tax Law, Shandong
Qunxing which has not fully utilised its five-year tax holiday upon
implementation of the New Tax Law will be allowed to continue to
receive such a tax holiday during the five-year grandfathering period.
Accordingly, Shandong Qunxing is exempted from PRC income tax
for the two years starting from 1 January 2007 to 31 December 2008,
followed by a reduced PRC income tax rate at 12.5% for the remaining
three years from 1 January 2009 to 31 December 2011.

*

for identification purpose only (£ {45
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Management Discussion and Analysis (Continued) & 12 [& 575 & D AT (48 )

Description of the major components of the results
of operations (Continued)

Income tax (Continued)

The effective tax rates of our Group for the two years ended 31
December 2007 were approximately 34.2% and 0%, respectively. The
reconciliation between income tax expenses and accounting profit at
the applicable tax rates for the two years ended 31 December 2007
was set out as follows:

RERBETERORBR ()

FRG®L(48)

AEERE _TTLF+ _A=1+—HILMW
BEFEHNERRE D RIHR34.2%K0% © &
ECETEF+ AT BIEMEAFERE
AR ERAE ST EE s M e SR
T

Year ended 31 December

BE+-A=t—HLFE

2007 2006
—EELHF ZEERX
RMB’000 RMB’000
ARET T ARETFIT
Profit before taxation BRF A 5 R 350,572 142,692
Income tax on profit before taxation, BREBER M EB R
calculated at the tax rates applicable TERBRTL AT
to the countries concerned Nl 97,267 47,131
Tax effect of tax concession period M ERPEMNTRETE (78,021) -
Tax effect of non-deductible expenses AR R A M S 2 1,866 1,624
Tax effect of non-taxable income FEFEE RN A BT IS =2 2 (21,112) -
Income tax expenses for the year FEMESHAX - 48,755
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Management Discussion and Analysis (Continued) & 12 [& 575 & DT (48 )

Description of the major components of the results
of operations (Continued)

Use of proceeds from initial public offering

Upon the initial public offering of the Company on 2 October 2007
(the “Listing Date”), the Group received net proceeds amounted
to approximately HK$1,492.8 million (equivalent to approximately
RMB1,445.5 million), after deduction of related expenses and the
exercise of the Over-allotment Option (Note 7) on the Listing Date. As
disclosed in the prospectus (the “Prospectus”) of the Company dated
17 September 2007, our Group planned to apply most of the net
proceeds to expand our production capacity as well as to re-engineer
and modify our existing production facilities to enhance production
efficiency. As at 31 December 2007, part of the net proceeds has been

TR T BB MR ()

BERLARBEMERERE

AABRZZEE+LF+A-RA(I EMHED
BRAABEER  AEEEERAMEREF
B 41 /51,492,800,000/8 T (WIHE R ARK
1,445,500,0007C) (¥R EEER RN LT A
BT BB B A (A aE 1) 18) o BN AR R A
ABA—TELFNAT+tENBRERA
RER DR - AEEF S RIS ER
BFBEANBRER  ULKEBNNEREGYE
ERBUARAEERE -R_ZTT+F+=A
—+—H  SBoMSBREFECEANRTIE

applied as follows: 17 -
Amount
utilised up to Balance as at
Planned 31 December 31 December
amount 2007 2007
BEZE i
—EEF —ETtHF
+=A +=A
Eqr=1[g Er=E
srEl&5E EFERAeHE B4 &R
RMB’000 RMB’000 RMB’000
ARETIT AREFTT ARETIT
Settlement of the remaining balance of S B 7SR A EE AR
the construction costs of ERAZA
the new Production line no. 7 BN 163,300 13,200 150,100
Construction of new Production lines EIEESE1157
nos. 8 to 11 AEER 720,000 — 720,000
Construction of new Production lines EIEE12E 1358
nos. 12 to 13 (Note 2) EES (f2) 360,000 = 360,000
Re-engineering and modification of the HEERNERE
existing Production lines nos. 1 and 3 FARESREER 40,000 - 40,000
1,283,300 13,200 1,270,100
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Management Discussion and Analysis (Continued) & 12 [& 575 & D AT (48 )

Description of the major components of the results
of operations (Continued)

Use of proceeds from initial public offering (Continued)
Notes:

1. Pursuant to an international placing underwriting agreement dated 20
September 2007, the Company granted an option (the “Over-allotment
Option”) to ICEA Securities Limited (“ICEA”), the lead manager of the
Company’s share offer, whereby the Company was required to allot
and issue up to an aggregate 45,000,000 additional shares to cover
over allocations in the international placing. The exercise price per share
for the Over-allotment Option is HK$5.35. On the Listing Date, the
Over-allotment Option was fully exercised by ICEA and, as a result, the
Company issued 45,000,000 additional shares on the same date.

2. As disclosed in the Prospectus, in the event that the Over-allotment
Option is exercised, our Group planned to apply part of the additional
net proceeds of RMB360.0 million for doubling the production capacity
of the planned new Production lines nos. 10 to 11 from 60,000 tonnes
to 120,000 tonnes. The Over-allotment Option was exercised on the
Listing Date and our Group will further increase our production capacity
by 60,000 tonnes by way of constructing two more Production lines
nos. 12 to 13.

Exchange rate risk

Our Group conducts our business transactions principally in the PRC.
All of our Group’s turnover and cost of sales and most of our monetary
assets and liabilities are denominated in Renminbi. Renminbi is the
functional currency of our Group and used as the reporting currency in
the preparation of the consolidated financial statements of our Group.
As such, the appreciation of Renminbi against foreign currencies during
the year does not have significant impact on the result of our Group.
Our Group has not been exposed nor anticipates itself being exposed
to material risks due to changes in exchange rates.
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Management Discussion and Analysis (Continued) & 12 [& 575 & DT (48 )

Description of the major components of the results
of operations (Continued)

Employees and Remuneration Policies

As at 31 December 2007, our Group employed a total of approximately
1,000 employees. Remuneration policies are reviewed regularly to
ensure that our Group is offering competitive employment packages
to the staff. Compensation of the employees includes salaries,
contributions to housing fund and contributions to retirement benefit
schemes. Promotion and salary increments are assessed based on
performance related basis.

Our Group has not experienced any significant problems with its
employees or disruptions to its operations due to labour disputes,
nor has it experienced any difficulties in the recruitment and retention
of experienced employees. Our Group maintains a good working
relationship with our employees.

Key financial ratios
The following table sets forth certain financial ratios of our Group as of
the date or for the year indicated.
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As of or for the
years ended 31 December

Rt+t=ZB=+—H8=
BE+-—A=1t—HLEE
Note 2007 2006
M 5E —EELF —EER
Profitability ratios Rl s S
Gross profit margin EF =R 1 25.2% 19.4%
Net profit margin ) 2 2 31.1% 9.9%
Return on assets B ER#wE 8 13.9% 13.1%
Return on equity SOl = 4 17.2% 105.7%
Liquidity ratios REBESHE
Current ratio BN = 5 7.0 0.3
Quick ratio RE) LR 6 6.8 0.2
Gearing ratio EEBGELER 7 9.4% 46.4%
Inventory turnover days FEREXE 8 20 30
Debtors’ turnover days JE U BR S B K R 9 16 31
Creditors’ turnover days FE T BR VAR K& 10 35 31
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Management Discussion and Analysis (Continued) & 12 [& 575 & D AT (48 )

Key financial ratios (Continued)

Notes:
1.

10.

Gross profit margin is calculated based on the gross profit divided by
turnover and multiplied by 100%.

Net profit margin is calculated based on the profit for the year divided
by turnover and multiplied by 100%.

Return on assets is calculated based on the profit for the year divided
by the total assets at the end of the year and multiplied by 100%.

Return on equity is calculated based on the profit for the year divided by
capital and reserves at the end of the year and multiplied by 100%.

Current ratio is calculated based on the total current assets divided by
the total current liabilities at the end of the year.

Quick ratio is calculated based on the difference between the total
current assets and the inventories divided by the total current liabilities
at the end of the year.

Gearing ratio is calculated based on the total bank borrowings divided
by total assets and multiplied by 100%.

Inventory turnover days is calculated based on the inventory at the end
of the year divided by the total purchases during the year and multiplied
by the number of days during the year.

Debtors’ turnover days is calculated based on trade receivables at the
end of the year divided by turnover during the year and multiplied by the
number of days during the year.

Creditors’ turnover days is calculated based on trade payables at the
end of the year divided by the total purchases during the year and
multiplied by the number of days during the year.
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Management Discussion and Analysis (Continued) & 12 [& 575 & DT (48 )

Analysis on Selected Financial Ratios

Current and quick ratios

The current ratio of our Group substantially improved from 0.3 as at
31 December 2006 to 7.0 as at 31 December 2007 and the quick
ratio of our Group increased from 0.2 as at 31 December 2006 to 6.8
as at 31 December 2007, respectively, which were mainly attributable
to the combined effects of (i) the net proceeds of approximately
HK$1,492.8 million (equivalent to approximately RMB1,445.5 million)
received from the initial public offering of our Company in October
2007; (ii) the decrease of short-term bank loans from approximately
RMB332.0 million as at 31 December 2006 to RMB30.0 million as
at 31 December 2007. Out of the decreased amount of RMB302.0
million, RMB95.0 million was repaid using our internally generated
fund and the remaining RMB207.0 million was replaced by long-term
bank loans; (iii) the full settlement of the amounts due to directors of
the Company as at 31 December 2006 by the Group during the year
ended 31 December 2007; and (iv) the balance payable to contractors
of approximately RMB150.1 million on the construction of Production
line no. 7.

Gearing ratio

The gearing ratio decreased from approximately 46.4% as at 31
December 2006 to approximately 9.4% as at 31 December 2007.
Such decrease was mainly due to (i) the decreased in bank borrowings
by approximately 28.6% from RMB332.0 million as at 31 December
2006 to RMB237.0 million as at 31 December 2007; and (i) substantial
increase in the total assets by 251.7% to RMB2,517.9 million as
at 31 December 2007, as compared to RMB716.0 million as at 31
December 2006, as a result of the initial public offering of our Company
in October 2007. During the year ended 31 December 2007, the net
cash generated from operating activities amounted to approximately
RMB306.8 million which had been used to repay the bank borrowings
of RMB95.0 million and part of the trade payables.

Return on assets

The return on assets for the two years ended 31 December 2006
and 2007 were approximately 13.1% and 13.9%, respectively. The
improved return on assets during the year ended 31 December
2007 was mainly attributable to the economies of scale brought by
the increase in utilisation rate of our production lines as well as the
expansion of our production scale since the commencement of the
commercial production of Production lines nos. 5 and 6 in April 2006. As
a result of the entitlement of taxation holiday by Shandong Qunxing as
explained above, our return on assets for the year ended 31 December
2007 further improved.

Qunxing Paper Holdings Company Limited & 2 4% 218 5 R A 7]
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Management Discussion and Analysis (Continued) & 12 [& 575 & D AT (48 )

Analysis on Selected Financial Ratios (Continued)

Return on equity

QOur return on equity for the years ended 31 December 2006 and
2007 were approximately 105.7% and 17.2% respectively. The
comparatively high return on equity for the year ended 31 December
2006 was mainly attributable to the fact that the consideration payable
by the Company through Best Known Group Limited, one of our
subsidiaries, for the acquisition of entire equity interest of Shandong
Qunxing for the purpose of the corporate reorganisation of our Group
prepared for the initial public offering of the Company remained
outstanding as at 31 December 2006 and was, therefore, classified as
an amount due to directors of the Company instead of a component
of the shareholders’ equity of the Group as at 31 December 2006. As
such, the shareholders’ equity of the Group as at 31 December 2006
dropped significantly which resulted in an increase in our return on
equity for the year ended 31 December 20086.

Inventories and the inventory turnover days

Our inventories level decreased by approximately 30.4% from
approximately RMB51.0 million as at 31 December 2006 to
approximately RMB35.5 million as at 31 December 2007. The
decrease in the inventories level as at 31 December 2007 was mainly
attributable to the fact that fewer raw materials were kept by us as at
31 December 2007 under the implementation of the safety stock policy
to maintain our inventories of raw materials at a level which can satisfy
our production needs for approximately 1 week. In addition, fewer
finished goods were kept by us as at 31 December 2007 as a large
part of the finished goods were sold and delivered to our customers as
at the year end.

The inventory turnover days were 30 and 20 for the years ended 31
December 2006 and 2007, respectively. The improvement was mainly
due to the implementation of more effective inventory control policy
and measures. It is the Group’s practice to purchase sufficient amount
of raw materials based on the production schedule and to keep one
week’s inventory of raw materials in storage. For finished products,
it is the Group’s practice to keep minimal stock of finished products
in our storage warehouse to satisfy any customer’s urgent demand.
The Group may also keep reserve stock of finished products at times
when the market demand for decorative base paper products makes it
prudent to do so.
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Management Discussion and Analysis (Continued) & 12 [& 575 kDT (48 )

Analysis on Selected Financial Ratios (Continued)

Trade receivables and debtors’ turnover days

Our Group normally requires the customers to settle the invoices by
cash on delivery. The granting of credit to customers is assessed on
a case-by-case basis and our Group may grant credit terms of 30
days on a rolling basis to the customers with whom our Group has
maintained a longer business relationship.

The trade receivables balance as at 31 December 2007 decreased by
approximately 37.5% from approximately RMB80.5 million as at 31
December 2006 to RMB50.3 million as at 31 December 2007. The
decrease in trade receivables as at 31 December 2007 was mainly
attributable to that our Group has further tightened the credit period
offered to part of the major customers with a view to minimising the
outstanding balance receivable from such customers, such that our
exposure to the credit risk from trade debtors could be reduced. As
a result, the debtors’ turnover days also decreased from 31 days for
the years ended 31 December 2006 to 16 days for the year ended 31
December 2007.

Trade payables and creditors’ turnover days

In line with the increased production volume, our Group purchased
more raw materials from the suppliers. As a result, our trade payables
balance as at 31 December 2007 increased by approximately 13.4%
from RMB53.9 million as at 31 December 2006 to RMB61.1 million as
at 31 December 2007.

The credit periods granted by various suppliers generally range from
3 days to 30 days. The creditors’ turnover days were 31 and 35
for the years ended 31 December 2006 and 2007 respectively. It is
the Group’s policy to settle all of the outstanding balances with the
suppliers within the maximum credit period granted so as to maintain
the relationships with the respective suppliers.

Qunxing Paper Holdings Company Limited £ 2 4L %1% ER A 7
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Biographical Details of Directors and Senior Management

ERkaMEERBER

DIRECTORS

Executive Directors

Dr. ZHU Yu Guo, aged 53, was one of the two founders of our Group.
Dr. Zhu is the spouse of Ms. Sun Rui Fang (“Mrs. Zhu”), our non-executive
Director, and the father of Mr. Zhu Mo Qun, an executive Director and the
vice-chairman of the Company. Dr. Zhu was appointed as an executive
Director and the chairman of our Company in September 2006. He is
responsible for overseeing and planning the business strategies of our
Group. Prior to the incorporation of |REIE K% GR A a) (Shandong
Qunxing Paper Limited®) (“Shandong Qunxing”), which is now a wholly-
owned subsidiary of the Company, Dr. Zhu had been engaged in work
which relate to the manufacture of paper manufacturing machinery parts
for over 10 years during which he also studied the features of different
types of paper products and has acquired the experience and knowledge
of paper manufacturing industry. In 1990, Dr. Zhu was appraised as an
economist by ZPFHRIEFiTZ E& (Zouping County Science and
Technology Committee®). In July 2003, he was honoured by Shandong
Provincial People’s Government as an FB|UEEEFERLE ¥R
(Qutstanding Private Entrepreneur in Shandong Province, the PRC?). In
January 2007, Dr. Zhu was hired by the Information Management Institute
of Shandong Economic Institute as a part-time professor. In November
2007, Dr. Zhu received the World Outstanding Chinese Award and was
conferred Honorary Doctoral Degree from Sinte Gleska University of
California. Dr. Zhu completed tertiary education in |15 & &85 & IR #20
Z7 (Shandong Province Economic Management Official Institute®) in the
PRC in April 1992, majoring in corporate management.

Mr. ZHU Mo Qun, aged 28, was the other founder of our Group and
is the son of Dr. Zhu Yu Guo, an executive Director and chairman of the
Company and Mrs. Zhu, our non-executive Director. He was appointed
as an executive Director, the vice-chairman and general manager of
our Company in September 2006. He is responsible for the overall
management of our Group’s business. He completed tertiary legal
education in [UEEBUEAEE#HIERT (Shandong Province Political &
Legal Management Official Institute®) in the PRC in July 2001. In 2004,
he was awarded with the title of International Professional Manager by
International Managers Union. In January 2005, he was approved by A=
AREMEAZZLE2EA S RE L (China Human Resource Exchange
Centre*) to become a member of a country-level database of experts,
which stores the information of senior enterprise administrators called
the 2EIM LKL ETE AAE (National Data Base of Human Resources
in Business Operation and Management). In 2005, he was appraised
as one of the [UER+XEFHEER (Ten Outstanding Entrepreneurs in
Shandong*) by LR+ AXEFELEFRFEE (Appraisal Committee for Ten
Qutstanding Entrepreneurs in Shandong®). In April 2006, he was honoured
jointly by the #£FEE M Z (Binzhou City Committee of the Communist
Youth League®) and EJ/NM#&LEZ (State Economic and Trade
Commission in Binzhou City*) as J&MM#HHFFERFEZR (Outstanding
Young Entrepreneur in Binzhou City*).
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Biographical Details of Directors and Senior Management (Continued) £ & 5k B2 EREE (&)

DIRECTORS (Continued)

Executive Directors (Continued)

Mr. SUN Zhen Shui, aged 53, was appointed as an executive Director
in September 2007 and is responsible for managing the financial and
administrative aspects of our Group. Mr. Sun has gained over 20 years of
experiences in the financial industry through his position as the supervising
accountant of & |45 % Z § € (Changshan Town Economy Committee®)
from 1983 to 2004. Mr. Sun completed tertiary education in business
management in |1 584 &7 S IR # 3 EfE (Shandong Province Economic
Management Official Institute®) in the PRC in May 1994 and obtained from
L B B M R B AE 488/ M4 (Shandong Province Binzhou District
Professional Title Reform Leader Group*) the qualification as a qualified
accountant in the PRC in December 1994.

Non-executive Director

Ms. SUN Rui Fang, aged 52, is the spouse of Dr. Zhu Yu Guo, our
executive Director and chairman of the Company and the mother of Mr.
Zhu Mo Qun, our executive Director and vice-chairman of the Company.
Mrs. Zhu was appointed as an non-executive Director in September 2007.
Prior to such appointment, Mrs. Zhu has since the inception of Shandong
Qunxing assisted Dr. Zhu Yu Guo and Mr. Zhu Mo Qun, in attending
general administrative works of Shandong Qunxing.

Independent Non-executive Directors

Mr. ZHAO Wei, aged 47, was appointed as an independent non-
executive Director in September 2007. Mr. Zhao became a senior
qualified engineer in December 1993 and is now the chief secretary of
iS4 e (China Paper Association). He was previously glE &
@ (Deputy Director) of # T #f A FEr]FI5EE (Division of Officers of the
Human Resource Department of the Ministry of Light Industries*), gl &
(Deputy Director) of the 88 T & 4% 7] A & B (Division of Production of the
Department of Paper of the Ministry of Light Industries*) as well as gl
£ & (Deputy Secretary General) g32Z%=+& (Deputy Director) and fvE &
(Secretary General) of /1 B3 4K 177 & (China Paper Association®).

Qunxing Paper Holdings Company Limited £ 2 4L %1% ER A 7
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Biographical Details of Directors and Senior Management (Continued) % M SR IR EERE (&)

DIRECTORS (Continued)

Independent Non-executive Directors (Continued)

Mr. Zhao is currently an independent director of ER 5= = FH MR
AR A7 (Guangdong Guanhao High-tech Company Limited*) |15 %=
AR 2PN AR A T (Shandong Huatai Paper Co., Ltd.*), both of which
are listed on the Shanghai Stock Exchange of the PRC. Mr. Zhao is also
a non-executive director of IR EBMAEEB KN AR AR (Shandong
Chenming Paper Holdings Co., Ltd.), a company listed on the Shenzhen
Stock Exchange of the PRC. He completed tertiary education in AEES T
2 ERT (Dalian Light Industry Institute®) in the PRC in June 1982, majoring
in paper manufacturing. Mr. Zhao has accumulated 25 years of experience
in the paper industry through his current and previous employment in
different organisations as well as his tertiary education.

Mr. WANG Lu, aged 27, was appointed as an independent non-executive
Director in September 2007. He graduated from Shandong University
in July 2003 with a degree in computer science and technology and
subsequently obtained a master’s degree in information technology from
Monash University in Australia in October 2005. He has been a lecturer
of a university in the PRC. He currently works as engineer at YanTai
University in the PRC. Mr. Wang has accumulated 4 years of experience in
computer engineering through his tertiary education and employment with
different universities.

Mr. KWONG Kwan Tong, aged 42, was appointed as an independent
non-executive Director in September 2007. He is currently a fellow
member of the Association of Chartered Certified Accountants, associate
member of the Hong Kong Institute of Certified Public Accountants and
the Chartered Institute of Management Accountants. Mr. Kwong has over
20 years of experience in management accounting and financial control
through his previous employment with different companies in Hong Kong
and the PRC. He is now the financial controller of Tianjin Binhai TEDA
Logistics (Group) Corporation Limited, a state-owned enterprise in the
PRC.
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Biographical Details of Directors and Senior Management (Continued) % M SR IR EERE (&)

SENIOR MANAGEMENT

Mr. SUN Shu Guang, aged 54, joined our Group as a deputy general
manager and the head of finance department of Shandong Qunxing
in April 2003, and has been responsible for our Group’s financial
management work in the PRC. Mr. Sun had worked in the economy
authorities of the PRC government. He has extensive experience in
corporate management. He completed tertiary education in |15 & & ZE %
(Shandong Province Communist Party School*) in the PRC in December
1994, majoring in economic administration.

Mr. LIU Shu Li, aged 53, joined our Group as a deputy general manager
in August 2003 and has been responsible for our Group’s administrative
affairs. Previously, Mr. Liu performed military service at the General
Administration of Civil Aviation of China and was given the title of senior
engineer. He had also worked in the judicial authority of the government
and is experienced in legal matters. He has years of legal work experience.
Mr. Liu completed tertiary education in 2Bl At B e 60K 2 K2
(National Judicial Official Amateur Legal University*) in the PRC in August
1994, majoring in law.

Mr. CHENG Gang, aged 49, joined our Group as the head of the
strategic planning department of Shandong Qunxing in August 1999. In
May 2007, he was appointed as the deputy general manager of Shandong
Qunxing. He has been in charge of our Group’s strategic planning and
major projects, environmental protection and cultural promotion affairs.
Mr. Cheng had worked for state-owned enterprises and government
departments. He graduated from Shandong Education University (1L &l
&K 2) in the PRC, majoring in Chinese Language, in December 1986.

Mr. AU-YEUNG Kwong Wah, aged 43, joined our Group in January
2007 as our financial controller, company secretary and qualified
accountant. Mr. Au-Yeung is responsible for overseeing our Group’s
financial and company secretarial matters. He has over 10 years of
experience in auditing and financial control. Mr. Au-Yeung has obtained
a bachelor’s degree in commerce from the Bond University in Australia
in 1996, a master’s degree in accountancy from the Chinese University
of Hong Kong in 2000, and a postgraduate diploma in corporate
administration from the Hong Kong Polytechnic University in 2005. Mr.
Au-Yeung is a member of CPA Australia and the Hong Kong Institute of
Certified Public Accountants.

* for identification purpose only (&% 5
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Report of the Directors

EEGREE

The board of directors (the “Board” or the “Directors”) of the Company
have pleasure in submitting their first annual report together with the
audited consolidated financial statements of the Company and its
subsidiaries (collectively the “Group”) for the year ended 31 December
2007.

Corporate Reorganisation

The Company was incorporated in the Cayman Islands on 5 September
2006 as an exempted company with limited liability. Pursuant to a
reorganisation scheme to rationalize the corporate structure of the
Group in preparation for the listing of the Company’s shares on
the Main Board of The Stock Exchange of Hong Kong Limited (the
“Stock Exchange”), the Company acquired the entity interests under
common control and became the holding company of the companies
now comprising the Group on 29 January 2007 (the “Corporate
Reorganisation”). Further details of the Corporate Reorganisation are
set out in the prospectus (the “Prospectus”) of the Company dated 17
September 2007 .

The Company’s shares have been listed on the Stock Exchange since
2 October 2007 (the “Listing Date”).

Principal Activities

The principal activity of the Company is investment holding. The
principal activities of the Company’s subsidiaries as at 31 December
2007 are set out in note 13 to the financial statements. There were
no significant changes in the nature of the Group’s principal activities
during the year.

Results and Appropriations

The profit of the Group for the year ended 31 December 2007 and the
state of the Company’s and the Group’s affairs as at that date are set
out in the financial statements on pages 58 to 132.

The Board has recommended the payment of a final dividend of
RMB10.126 cents per ordinary share for the year ended 31 December
2007 which shall be payable on or around Tuesday, 13 May 2008
to shareholders whose names appear on the register of members of
the Company on Tuesday, 29 April 2008, subject to the approval of
the shareholders at the annual general meeting (the “AGM”) of the
Company to be held on Tuesday, 29 April 2008. The final dividend will
be paid in Hong Kong Dollars based on the official exchange rate of
Renminbi against Hong Kong Dollars as quoted by the People’s Bank
of China at the remittance date.
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Report of the Directors (Continued) EE & WEZ(4)

Results and Appropriations (Continued)

The register of members of the Company will be closed from Tuesday,
22 April 2008 to Tuesday, 29 April 2008, both days inclusive. In order
to qualify for the above mentioned proposed final dividend, all transfers
accompanied by the relevant share certificates must be lodged with
the Company’s Hong Kong branch share registrar and transfer office,
Tricor Investor Services Limited at 26/F, Tesbury Centre, 28 Queen’s
Road East, Hong Kong not later than 4:30 p.m. on Monday, 21 April
2008.

Share Capital
Details of the movements in share capital of the Company during the
year are set out in note 24(c) to the financial statements.

Pre-emptive Rights

There are no provisions for pre-emptive rights under the Company’s
Articles of Association or the laws of the Cayman Islands which oblige
the Company to offer new shares on a pro rata basis to existing
shareholders.

Purchase, Redemption or Sale of Listed Securities
of the Company

Neither the Company nor any of its subsidiaries purchased, sold or
redeemed any of the Company’s shares during the year.

Reserves
Details of the movements in the reserves of the Group during the year
are set out in note 24 to the financial statements.

Subsidiaries
Particulars of the Company’s subsidiaries as at 31 December 2007 are
set out in note 13 to the financial statements.
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Report of the Directors (Continued) EE & ME = (&)

Distributable Reserves

At 31 December 2007, the Company’s reserve available for
distribution, calculated in accordance with the Companies Law,
Chapter 22 (Law 3 of 1961, as consolidated and revised) of the
Cayman lIslands, amounted to approximately RMB1,652.6 million, of
which approximately RMB105.2 million has been proposed as a final
dividend for the year.

Property, Plant and Equipment
Details of the movements in the property, plant and equipment during
the year are set out in note 12 to the financial statements.

Directors
The Directors who held office during the year and up to the date of this
annual report were:

Executive Directors

Dr. ZHU Yu Guo (Chairman) 34

Mr. ZHU Mo Qun (Vice-Chairman) 2 4
Mr. SUN Zhen Shui4 (appointed on 3 September 2007)
Non-executive Director
Ms. SUN Rui Fang (appointed on 3 September 2007)
Independent Non-executive Directors

Mr. ZHAO Wei'. 2.3 (appointed on 3 September 2007)
Mr. WANG Lu' 23 (appointed on 3 September 2007)
Mr. KWONG Kwan Tong' 23 (appointed on 3 September 2007)

Notes:

1. Member of Audit Committee

2 Member of Nomination Committee
3. Member of Remuneration Committee
4 Member of Executive Committee

In accordance with Article 108 of the Articles of Association of the
Company, Dr. Zhu Yu Guo, Mr. Zhu Mo Qun and Mr. Sun Zhen Shui
will retire and, being eligible, will offer themselves for re-election at the
AGM.

The Company has received from each independent non-executive
Director an annual confirmation of his independence pursuant to Rule
3.13 of the Rules Governing the Listing of Securities (the “Listing
Rules”) on the Stock Exchange and considered all the independent
non-executive Directors to be independent.
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Report of the Directors (Continued) & MEE(48)

Directors’ Service Contracts
Each of the executive Directors has entered into a service agreement
with the Company commencing on 1 October 2007.

The non-executive Director and each of the independent non-executive
Directors are appointed for a term of two years commencing on 1
October 2007 in accordance with their respective appointment letters.

The Directors shall retire by rotation and be eligible for re-election
subject to Article 108 of the Articles of Association of the Company.

None of the Directors proposed for re-election at the AGM has a
service contract with the Company which is not determinable by the
Company within one year without payment of compensation, other
than statutory compensation.

Directors’ Interests in Contracts

Save for transactions as set out in the section headed “Continuing
Connected Transactions” below, none of the Directors had a material
interest, either directly or indirectly, in any contract of significance to
the business of the Group to which the Company, its holding company
or any of its subsidiaries or fellow subsidiaries was a party during the
year.

Directors’ Interests in Competing Business

During the year, none of the Directors and their respective associates (as
defined under the Listing Rules) has engaged in or had an interest in a
business, which, directly or indirectly, competes or may compete with
the business of the Group.

Directors’ Remuneration
Details of the remuneration of the Directors during the year are set out
in note 7 to the financial statements.

Qunxing Paper Holdings Company Limited & 2 4% 218 5 R A 7]

EERBEL
ERTEERAAATL T —BERBHR -
BT LT A—BRBENR -

REBFFATESEREBIUIFATESTZTANE
g REE-_TTLFTA-BEEZRE
EHIRME -

EEARBARNTEMERARF108IKRE
WESR  TAERERET-

BRBRRBFEAS LEEEINESTMELRAR
RAFIBARRB AR —FRRMNHECEE
FERRSN MR LR RIEE A -

EENEINER

BRI X FERER S | —EMENR S - &
EENARA - RERAFSREERMEA
EEAREN PN ZNG S R RvE IR SETES
BMEBEANANTHEAEMNERIEEN
EAHES -

EENEFRBENER

RAFE BEFRRESENHEA(EER
EMRADBENEE R IR EARNREES
PR KA REBFAES  ANAFTRGEIE

N2
S o
I

EEHMH
AEEEZHNFBRR I BERRIMEET -



Report of the Directors (Continued) EE & ME = (&)

Directors’ Interests in Shares

As at 31 December 2007, the relevant interests of the Directors in
the shares of the Company or its associated corporations (within the
meaning of Part XV of the Securities and Futures Ordinance (the “SFO”),
which were required to be notified to the Company and the Stock
Exchange pursuant to Divisions 7 and 8 of Part XV of the SFO (including
interests which he was taken or deemed to have under such provisions
of the SFO) or as recorded in the register required to be kept by the
Company pursuant to Section 352 of the SFO, or as otherwise notified
to the Company and the Stock Exchange pursuant to the Model Code
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for Securities Transactions by Directors of Listed Issuers (the “Model  gyiZ#E=FRI([HZXESFE ) @A D T&Hﬁ*“ﬁﬁ
Code”) contained in the Listing Rules, were as follows: AMRRERER T -
Long Positions in Shares of the Company RNEATRONETFE
Number of Approximate
Capacity/Nature ordinary percentage of
Name of Director of interest shares held shareholding
E=E8 51 REmtE BHENSEREE RENSINEIL
Dr. ZHU Yu Guo (“Dr. Zhu”) Interest of controlled corporation 700,000,000 66.99%
KREBEL([REL]) ISR A (Note)
(B3E)
Ms. SUN Rui Fang (“Mrs. Zhu”) Interest of spouse 700,000,000 66.99%
B2+ ([RAK]) [TV (Note)
(B3
Note: BRE -

These shares were beneficially owned by Boom Instant Limited (“Boom Instant”)
which was owned as to 80% by Addinsight Limited (“Addinsight”). By virtue of
his 87.5% shareholding interest in Addinsight, Dr. Zhu, an executive Director
and the chairman of the Company, was deemed to be interested in the same
parcel of shares held by Boom Instant under the SFO.

Mrs. Zhu, the non-executive Director and spouse of Dr. Zhu, was deemed to be
interested in the same parcel of shares held by Dr. Zhu under the SFO.

These shares were same as those shares disclosed in the section headed
“Substantial Shareholders’ Interests in Shares of the Company” below.

ZE /7 HEBoom Instant Limited([Boom Instant])
BEnlEs Addinsight Limited ([ Addinsight | % A &
80% Mz o RATBHITESTREFBRBLTHEBER
AddlﬂSlghtE’]B? 5%MxHE - RIBFEF LG EHIHEAE
A#EABoom InstantiF B H R —#E IR D BIRE R -

FERTEERAKBELOEBRALNBE BRIFE S
KB IGROIGEA RS TR AR — I ek -

ZERMEAT X EERRN AR AR RS —
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Report of the Directors (Continued) EE & ML= (48)

Directors’ Interests in Shares (Continued)
Long Positions in Shares of Associated Corporations of
the Company

EERROER (&)

RAEQBEBEERDNER

Number of Approximate

Name of associated Capacity/Nature ordinary percentage of

Name of Director corporation of interest shares held shareholding

ExEB TR L B = 7R B Rt FENSERHE RENBOEIL

Dr. ZHU Boom Instant Interest of controlled 80 80%
PN corporation

S VNN e

Addinsight Beneficial owner/ 87.5/ 87.5%/
Interest of spouse 12.5 12.5%
ERnE A BiBEE (Note 1)
(BHEE 1)
Mrs. ZHU Boom Instant Interest of spouse 80 80%
RAK iRy
Addinsight Beneficial owner/ 12.5/ 12.5%/
Interest of spouse 87.5 87.5%
ERnBE A BiBEE (Note 1)
(BHEE 1)
Mr. ZHU Mo Qun Boom Instant Interest of controlled 20 20%
REBEFEE corporation (Note 2)
RN AR (FtzE 2)
Be Broad Limited Beneficial owner 100 100%
(“Be Broad”) EREAA
Notes: BaE :
1. 12.5 shares of Addinsight was owned by Mrs. Zhu. 1. 12 5% Addinsighti% 7 R R A KHEH ©
2. These shares were beneficially owned by Be Broad. By virtue of his 2. 25 BBe BroadBEm#E R © AAFET

100% shareholding interest in Be Broad, Mr. Zhu Mo Qun, an executive
Director and the vice-chairman of the Company, was deemed to be
interested in the same parcel of Boom Instant’s shares held by Be
Broad.

Apart from the foregoing, none of the Directors has interests or
short positions in the shares, underlying shares or debentures of
the Company, or any of its holding company, subsidiaries or other
associated corporations, which were required to be notified to the
Company and the Stock Exchange pursuant to Divisions 7 and 8 of
Part XV of the SFO (including interests or short positions which he
was taken or deemed to have under such provisions of the SFO) or as
recorded in the register required to be kept under Section 352 of the
SFO or as otherwise notified to the Company pursuant to the Model
Code.
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Report of the Directors (Continued) EE & ME = (&)

Substantial Shareholders’ Interests in Shares of the
Company

As at 31 December 2007, so far as is known to the Directors and chief
executive of the Company, the interests of substantial shareholders/
other persons (other than the Directors and chief executives of the
Company) in the shares of the Company which would have to be
disclosed to the Company under the provisions of Divisions 2 and 3
of Part XV of the SFO; or who were directly or indirectly, interested in
10% or more of the nominal value any class of share capital carrying
rights to vote in all circumstances at general meetings of any member
of the Group or had an option in respect of such capital, as recorded
in the register of the Company required to be kept under Section 336
of the SFO were as follows:
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AEERITHAHRRINRARRBMDF - %
BREEZ MR EERIIFEXVEFE2 R FE3D B
FRBRA R BR BN ES - B R RERE
BB AR R BN (P A M AT AR A B R T
RARBEAKERARNHKRRAE LIRE)H
E{E10% A L - R A RBZER
REVEBIAE - WACESAERERE 7 R E 5%
3BOIRA T BIF A R R ECMEV LT -

Number of Approximate
Capacity and nature ordinary percentage of

Name of shareholder of interest shares held shareholding

RRERE SR RERMEE BENEEREE BRENEAESHL

Boom Instant Beneficial owner 700,000,000 66.99%

EmEA A (Note)
(FF3%)
Addinsight Interest of controlled 700,000,000 66.99%
corporation (Note)
ZAEHA AR (B 5E)

Note: These shares were beneficially owned by Boom Instant. By virtue of its  H3F : 3% 2 B% 19 B Boom Instant & 25 # A& ©
80% shareholding interest in Boom Instant, Addinsight was deemed Addinsighti® i £ 7 Boom Instantf80% %
to be interested in all the shares held by Boom Instant under the SFO. 1 BIEES RS SN AR A% B Boom
Dr. Zhu, Mr. Zhu Mo Qun and Mrs. Zhu are the directors of both Boom Instant3¥ BT B R DAV HERS - KiEL -
Instant and Addinsight. oK 2B ¥ 5t A ISR K K19 mBoom Instant [z

AddinsightfIfEI AR 2 EF o
Save as disclosed above, as at 31 December 2007, no other parties B EXFEZEEN  R_ZEZET+F+_-H

which would have to be disclosed to the Company under the provisions
of Divisions 2 and 3 of Part XV of the SFO; or who were directly or
indirectly, interested in 10% or more of the nominal value any class
of share capital carrying rights to vote in all circumstances at general
meetings of any member of the Group or had an option in respect of
such capital, or were recorded in the register of the Company required
to be kept under Section 336 of the SFO as having interests or short
positions in the shares and underlying shares of the Company.
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FA R0 B IR RE 75 M E IR BIFEXVEDSE 2
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Report of the Directors (Continued) & MEE(48)

Directors’ Rights to Acquire Shares or Debentures
During the year, no rights to acquire benefits by means of acquisition of
shares in or debentures of the Company were granted to any Directors
or their respective spouse or minor children, or were any such rights
exercised by them; or was the Company or any of its subsidiaries a
party to arrangements to enable the Directors to acquire such rights in
any other body corporate.

Share Option Scheme

Pursuant to an ordinary resolution passed by the then sole shareholder
of the Company on 8 September 2007, the Company has conditionally
adopted a share option scheme (the “Scheme”) whereby any Directors
or eligible parties may be granted options to subscribe for the
Company’s shares at the discretion of the Board. The principal terms
of the Scheme are summarized in note 28 to the financial statements.

Continuing Connected Transactions

As disclosed in the Prospectus, the Group has entered into the
following continuing connected transactions (the “Continuing
Connected Transactions”) as defined under the Listing Rules:

1. Exempt Continuing Connected Transactions
The following transactions constitute exempt continuing
connected transactions of the Company under Rule 14A.33(3)
of the Listing Rules and are exempted from the reporting,
announcement and independent shareholders’ approval
requirements under the Listing Rules.
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Report of the Directors (Continued) EE & &
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Continuing Connected Transactions (Continued)

1.

Exempt Continuing Connected Transactions (Continued)

@

®)

Tenancy agreement with Shandong Changxing
Group Limited (Note 1) (“SD Changxing”)

Pursuant to a tenancy agreement (the “New Agreement”)
dated 10 May 2007 and a supplemental tenancy
agreement dated 11 May 2007 entered into between SD
Changxing as lessor and Shandong Qunxing as lessee,
Shandong Qunxing leased from SD Changxing a building
with a gross floor area of approximately 12,158 sqg.m.
situate at the southern side of Changxing Road, Chang
Shan Town, Zouping County, Binzhou City, Shandong
Province, the PRC for warehouse purpose for a term of
1 year from 10 May 2007 to 10 May 2008 at an annual
rental of RMB400,000. The New Agreement superseded
a tenancy agreement (the “Old Agreement”) dated 1
January 2006 entered into between SD Changxing and
Shandong Qunxing. During the year, approximately
RMB267,000 and approximately RMB133,000 had been
paid by Shandong Qunxing to SD Changxing under the
New Agreement and the Old Agreement respectively.

Tenancy agreement with Zouping Guang Hua

Veneer Company Limited (Note 2) (“Guang Hua”)
Pursuant to a tenancy agreement dated 1 April 2007
entered into between Guang Hua as lessor and
Shandong Qunxing as lessee, Shandong Qunxing
leased from Guang Hua a parcel of land with a site
area of approximately 10,071 sg.m. situate at San Li
He, Chang Shan Town, Zouping County, Binzhou City,
Shandong Province, the PRC for a term of 20 years from
1 April 2007 to 31 March 2027 at an annual rental of
RMB160,000 for construction of the Production line no. 7.
The construction was completed in December 2007.
During the year, approximately RMB123,000 had been
paid by Shandong Qunxing to Guang Hua.
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Continuing Connected Transactions (Continued)

2. Non-exempt Continuing Connected Transactions
The following transactions constitute non-exempt continuing
connected transactions of the Company under the Listing
Rules and are subject to the reporting and announcement
requirements but are exempted from the independent
shareholders’ approval requirement under the Listing Rules.
The Stock Exchange has granted a waiver to the Company to
exempt the following transactions from strict compliance with
the announcement requirements under the Listing Rules until 31
December 2009.

Supply of decorative base paper products

Pursuant to a master supply agreement (the “Master Supply
Agreement”) dated 3 September 2007 entered into between Shandong
Qunxing as supplier and Guang Hua as customer, Shandong Qunxing
agreed to supply decorative base paper products to Guang Hua at
prices to be determined from time to time by Shandong Qunxing and
Guang Hua at the prevailing market prices of decorative base paper
products and on such other standard terms of sale and purchase
applicable from time to time, provided that such terms are on normal
and usual commercial terms and are no more favourable than those
applicable to the sale of the same type and quality of decorative
base paper products for comparable quantity by the Group to
independent third parties. The Master Supply Agreement commenced
on 3 September 2007 and will expire on 31 December 2009, unless
terminated by either party serving not less than three months’ written
notice.

The annual caps of the Master Supply Agreement for each of the
three years ending 31 December 2009 are RMB7.3 million, RMB7.5
million and RMB7.8 million respectively. During the year, approximately
RMB6.2 million had been received by Shandong Qunxing from Guang
Hua.

Notes:

1. As SD Changxing is owned by Dr. Zhu, Mr. Zhu Mo Qun and Mrs. Zhu (all
being the Directors and the controlling shareholders of the Company)
as to 55%, 30% and 15% respectively, SD Changxing is an associate of
the said Directors and is therefore a connected person of the Company
under the Listing Rules.

2. As Guang Hua is owned by Dr. Zhu, Mr. Zhu Mo Qun and Mrs. Zhu as
to 50%, 33% and 17% respectively, Guang Hua is an associate of the
said Directors and is therefore a connected person of the Company
under the Listing Rules.
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Report of the Directors (Continued) EE & MEE (%)

Supply of decorative base paper products (Continued)
All the independent non-executive Directors have reviewed the
Continuing Connected Transactions and confirmed that these
transactions were entered into:

(i) in the ordinary and usual course of business of the Group;
(i) on normal commercial terms; and
(iif) in accordance with the relevant agreement governing them on

terms that are fair and reasonable and in the interests of the
shareholders of the Company as a whole.

KPMG, the auditors of the Company, have performed certain agreed-
upon procedures on the Continuing Connected Transactions pursuant
to Rule 14A.38 of the Listing Rules and confirmed the Board in writing
that the transactions:

(i) have been approved by the Board;
(i) are in accordance with the pricing policies of the Group;

(iif) have been entered into in accordance with the terms and
conditions under the relevant agreements governing the
transactions; and

(iv) have not exceeded the relevant annual caps, or in the case of
the property rental, the stipulated rent.

Bank loans
Particulars of bank loans of the Group as at 31 December 2007 are set
out in note 19 to the financial statements.

Use of Proceeds from Initial Public Offering

Through the issue of 1,045,000,000 new shares at HK$5.35 each on
the Main Board of the Stock Exchange in October 2007, the Group had
raised approximately HK$1,492.8 million (equivalent to approximately
RMB1,445.5 million), after deduction of related expenses. The use
of such proceeds by the Group during the year is set out in the
Management Discussion and Analysis on pages 11 to 28 of this annual
report.
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Financial summary

A summary of the results and of the assets and liabilities of the Group
for the last four financial years is set out on pages 133 to 134 of this
annual report.

Retirement Schemes
Particulars of the retirement schemes adopted by the Group during the
year are set out in note 5(b) to the financial statements.

Major Customers and Suppliers

The information in respect of the Group’s sales and purchases
attributable to the major customers and suppliers respectively during
the year was as follows:

BEHE
AEENEBENEMRFENEEREERA
BRI EHNAFREI1ZZEIZ4H ©

EIRFHE
RNEERAF ZRATERBFBEHA YT
WK FES(D)

TBREFRHEER
BERAEEEREFS RUEENAFEES R
SRR AR T

Percentage of the Group’s total

HEEEE S
Sales Purchases
MR BB
The largest customer SN = 22.8%
Five largest customers in aggregate AREFAER 34.4%
The largest supplier BRAHER 31.3%
Five largest suppliers in aggregate hAHEEEE 75.6%

At no time during the year have the Directors, their respective associates
or any shareholder of the Company (which to the knowledge of the
Directors owns more than 5% of the Company’s share capital) had any
interest in these major customers and suppliers.

Sufficiency of Public Float

Based on the information that is publicly available to the Company and
within the knowledge of the Directors, the Company has maintained
the prescribed public float under the Listing Rules since the Listing
Date and up to the date of this annual report.

Corporate Governance Practices

Since the Listing Date and up to 31 December 2007, the Company had
complied with the applicable code provisions (the “Code Provision(s)”)
under the Code on Corporate Governance Practices as set out in
Appendix 14 to the Listing Rules, save for the deviation from the Code
Provision A. 2.1. The full details of corporate governance practices
adopted by the Company are set out in the Corporate Governance
Report on pages 46 to 55 of this annual report.
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Report of the Directors (Continued) EE & MEE (%)

Post Balance Sheet Events
Details of the post balance sheet events of the Group are set out in
note 29 to the financial statements.

Auditors
KPMG will retire and a resolution for their re-appointment as auditors
of the Company will be proposed at the AGM.

By Order of the Board
ZHU Yu Guo
Chairman

The PRC, 17 March 2008
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Corporate Governance Report
PEREAWRSE

Since the listing of Qunxing Paper Holdings Company Limited (the
“Company”) on the Main Board of The Stock Exchange of Hong
Kong Limited (the “Stock Exchange”) on 2 October 2007 (the “Listing
Date”), the board of directors (the “Board” or the “Directors”) and
the management (the “Management”) of the Company is committed
to establishing an administration system with efficient operation and
systematic decision-making process with a view to attaining a sound
system of corporate governance. It is the belief of the Board that such
commitment can enhance the performance of the Company and its
subsidiaries (collectively the “Group”) and in the long run serve to
enhance our shareholders’ value. In this regard, the Board and the
Management will make continuous effort to promote our standards
of corporate governance with emphasis on independence, effective
internal control, transparency and accountability to shareholders.

The Company has, since the Listing Date and up to 31 December
2007, complied with the applicable code provisions (the “Code
Provision(s)”) and principles under the Code on Corporate Governance
Practices (the “CG Code”) as set out in Appendix 14 to the Rules
Governing the Listing of Securities (the “Listing Rules”) on the Stock
Exchange except for the following deviation:

Code Provision A.2.1

Under the Code Provision A.2.1, the roles of chairman and chief
executive officer (“CEQ”) should be separate and should not be
performed by the same individual. Currently, the Company does not
have any person holding the title of CEO. Dr. Zhu Yu Guo, who apart
from being the major shareholder, executive Director and chairman
of the Company, also assumed responsibilities which are comparable
to those of a CEO. Dr. Zhu is responsible for overseeing and planning
the business strategies of the Group as well as providing leadership
and management to the Board. The role of the chairman is separated
from that of the general manager of the Company. Mr. Zhu Mo Qun
(the son of Dr. Zhu Yu Guo), an executive Director, vice-chairman
and general manager of the Company, is responsible for the overall
management of the Group’s business operations and implementing
the business strategies formulated by the Board. The Board considers
that this management structure can provide the Group with consistent
leadership and enables the Group to make and implement the Board’s
decisions promptly and efficiently. The Board will regularly review
the effectiveness of this structure to ensure that such structure is
appropriate in view of the Group’s prevailing circumstances.

QOutlined below are the corporate governance practices adopted by the
Company in compliance with the principles and spirit of the CG Code
from the Listing Date to 31 December 2007, or where applicable, up to
the date of this annual report.
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BOARD OF DIRECTORS

Composition

The Board currently comprises three executive Directors, one non-
executive Director and three independent non-executive Directors (the
“INED(s)") as follows:

Executive Directors

Dr. ZHU Yu Guo (Chairman)

Mr. ZHU Mo Qun (Vice-Chairman)
Mr. SUN Zhen Shui

Non-executive Director
Ms. SUN Rui Fang

INEDS

Mr. ZHAO Wei

Mr. WANG Lu

Mr. KWONG Kwan Tong

The Directors are well-versed in respective areas such as paper
industry’s knowledge and technical know-how, accounting and finance
and business management and the Board as a whole has achieved an
appropriate balance of skills and experience. Biographical details of
the Directors are set out in the “Biographical Details of Directors and
Senior Management” section on pages 29 to 32 of this annual report
and the Company’s website at www.gxpaper.com.

Save as Dr. Zhu Yu Guo, the executive Director and chairman of the
Company, is the spouse of Ms. Sun Rui Fang (the non-executive
Director) and father of Mr. Zhu Mo Qun (the executive Director and
vice-chairman of the Company), there is no financial, business,
family or other material/relevant relationship between the Directors.
The Company considers that the Board has the necessary skills
and experience appropriate for discharging their duties as Directors
and that the current Board size is adequate for the Group’s present
operations.
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Corporate Governance Report (Continued)

Delegation by the Board

The Board is responsible for setting the strategic direction and
policies of the Group and supervising the Management. Some
functions including, inter alia, the monitoring and approval of material
transactions, matters involving a conflict of interest for a substantial
shareholder or Director of the Company, the approval of the interim
and final results, other disclosures to the public or regulators and the
internal control system are reserved by the Board for consideration
and approval. Matters not specifically reserved to the Board and
necessary for the daily operations of the Company are delegated to the
Management under the supervision of the respective Directors and the
leadership of the general manager of the Company.

Appointment, Re-election and Removal of Directors
Article 108 of the Articles of Association (the “Articles of Association”)
of the Company provides that all the Directors, including the chairman,
are subject to retirement from office at least once every three years
at each annual general meeting and shall be eligible for re-election.
Under Article 105 of the Articles of Association, the office of a Director
is liable to be vacated in certain circumstances and the Company may
remove any Director by an ordinary resolution at a general meeting as
prescribed in Article 114 of the Articles of Association.

Executive Directors

Each of the executive Directors has entered into a service agreement
with the Company for a term of three years commencing from 1
October 2007 and the term of his service as a Director is subject to
retirement by rotation and re-election at the annual general meeting
of the Company in accordance with the provisions of the Articles of
Association. He is entitled to a fixed Director’s fee per annum and a
discretionary management bonus in an amount to be determined by
the Board. Such emoluments are determined with reference to his
experience and contributions to the Group, the Group’s performance
and profitability, as well as the prevailing market conditions. An
executive Director may not vote on any Board’s resolution regarding
the amount of the management bonus payable to him.

Qunxing Paper Holdings Company Limited & 2 4% 218 5 R A 7]

EEENEMR
§$E,v\%m&%lm R 77 1) B BRIA K
EEERE - ETEHEHHESSZENIE
BE(EFEE)EERUEEARZHE KA
RAEBBERABZNMNEEHRER - fLEP
MR RHIZRGE  MARKEBEHBFELMRKE
AR ABEIZE RS - WIETREFFHOR -
MARRBMBEFEFTFRETHNER J
RETEEE YARZAHEFEERAR
BB EE o

EENZERE - EERER
ARRMAZERAAN(TASEEZAR DS
108IRMEMBESR(BREFE)HERIE=
F-RRBRRBFAG LEE UAEREE
AL - RIFABEIZARNE 10506 - NAFH
EEBUARETERTHRER - MALQA
TRAMZ A E IR AR E 11 AR R E B B
RAG LT BRERBREMES -

HITES

BERTEFERARRR AP =FRRB %
# B_TTLFTA-BHRABER BE
EREREMRERBEMERARINART
BRBFARE LRESRYBEET SEF
BEURETESFELRNITEREELA B4
THHEFEET - 2T H2EREEN
KELRESAEENER  ASENRRLA
Ao UARERHHTRMERE - AITES A5
ERERENRNERBIEASENESTER

a3 o

n?ﬁzm*X ©



Corporate Governance Report (Continued) {3 E 4% (48)

Non-executive Director and INEDs

The non-executive Director and the INEDs have the same duties of
care and skill and fiduciary duties as the executive Directors. They
are expressly identified as such in all corporate communications that
disclose the names of the Directors.

The INEDs are experienced professionals with expertise in respective
areas of paper industry and related technical know-how, engineering,
accounting and finance. With their professional knowledge and
experience, the INEDs advise the Company on its operation and
management; provide independent opinion on the Company’s
connected/continuing connected transactions; participate in the
Company’s various board committees’ meetings. The INEDs also
contribute to provide adequate checks and balance to protect the
interests of the Group and its shareholders as a whole, and to promote
the development of the Group.

The non-executive Director and each of the INEDs has entered into
a letter of appointment with the Company for a term of two years
commencing from 1 October 2007 and is subject to retirement by
rotation and eligible for re-election subject to Article 108 of the Articles
of Association.

The Company has received an annual confirmation of independence
from each of the INEDs pursuant to Rule 3.13 of the Listing Rules and
considers that all INEDs to be independent as the date of this annual
report.

Supply of and access to information

Newly appointed Directors will receive induction packages containing
the duties and responsibilities of directors under the Listing Rules and
other applicable rules and regulations.

All the Directors are briefed and updated from time to time on the latest
legislative and regulatory developments to ensure that they are fully
aware of their responsibilities under the Listing Rules, applicable legal
and regulatory requirements.

In order to ensure that their duties can be properly discharged, the
Directors are entitled to seek advice from independent professional
advisers whenever deemed necessary by them at the Company’s
expense.
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Board Meetings

The Board has held two Board meetings (the “Board Meeting(s)”) since
the Listing Date and up to 31 December 2007 and the attendance of
the Directors at those meetings were set out below:

No. of the
Board Meetings
attended/held
Executive Directors:
Dr. ZHU Yu Guo (Chairman) 2/2
Mr. ZHU Mo Qun (Vice-Chairman) 2/2
Mr. SUN Zhen Shui 2/2
Non-Executive Director:
Ms. SUN Rui Fang 1/2
INEDs:
Mr. ZHAO Wei 1/2
Mr. WANG Lu 1/2
Mr. KWONG Kwan Tong 1/2

The Board intends to schedule the Board Meetings at quarterly
intervals and shall meet more frequently as and when required.

The Board Meetings are permitted to be held by means of telephone
or other means of electronic communication under the Articles of
Association.

Reasonable notices are served and comprehensive information is
provided to the Board members in advance of all the Board Meetings
in order to enable them to make informed decisions on all matters
transacted at the Board Meetings.

The proceedings of the Board Meetings are normally conducted by
the chairman of the Board who ensures that sufficient time is allowed
for discussion among the Directors and equal opportunities are being
given to the Directors to express their views and share their concerns.

The company secretary (the “Company Secretary”) of the Company is
responsible for preparing minutes recording all matters transacted and
resolved at the Board Meetings. All the minutes of Board Meetings are
kept by the Company Secretary and are open for inspection by the
Directors.

[t is challenging to arrange the Board Meeting that fits in with the tight
and busy schedules of all the Directors. To enable all the Directors
to keep abreast of the Group’s latest development and to discharge
their duties properly, the Company Secretary will brief the Directors on
those matters transacted at the Board Meetings that they were unable
to attend.
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Directors’ and Officers’ Liability Insurance

The Company has arranged appropriate directors’ and officers’ liability
insurance to indemnify the Directors and senior staff of the Group for
their potential liabilities incurred by them in discharging their duties.
The Company reviews the insurance coverage for the Directors and the
Group’s senior staff on an annual basis.

Model Code for Securities Transactions by Directors
The Company has adopted a securities trading code (the “Qunxing
Securities Trading Code”) for securities transactions by the Directors
and relevant employees who are or may be in possession of
unpublished price sensitive information on no less exacting terms than
the Model Code for Securities Transactions by Directors of Listed
Issuers (the “Model Code”) as set out in Appendix 10 to the Listing
Rules. Having made specific enquiry of all the Directors, the Company
confirmed that all the Directors have complied with the required
standard as set out in both the Qunxing Securities Code and the Model
Code since the Listing Date and up to 31 December 2007.

Board Committees

The Board has established a total of four board committees including
an Executive Committee (the “Executive Committee”), an Audit
Committee (the “Audit Committee”), a Remuneration Committee
(the “Remuneration Committee”) and the Nomination Committee
(collectively the “Committees”) to oversee specific aspects of the
Group’s affairs. The Committees have been provided with sufficient
resources to discharge their respective duties. Each of the Committees
has adopted specific terms of reference covering its duties, powers
and functions which will be reviewed by the Board from time to time.
The terms of reference of all the Committees have been posted on the
Company’s website: www.gxpaper.com. The Company Secretary also
acts as secretary of the Committees. The Committees adopt as far as
practicable, the procedures and arrangement of the Board meeting in
relation to the conduct of meetings, notice of meetings and recording
of minutes. Further particulars of each of the Committees are set out
below:
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Board Committees (Continued)

(1)

()

Executive Committee

The Company has established the Executive Committee in
March 2008. The Executive Committee consists of all the
executive Directors and is chaired by Dr. ZHU Yu Guo (the
chairman of the Company). As most of the Directors are fully
engaged in their major responsibilities, it may be practically
difficult and inconvenient to convene a full Board Meeting on
a frequent basis to fit in with the tight and busy schedules of
all the Directors. Hence, the Board delegates powers to the
Executive Committee to conduct and supervise the business of
the Group and its staff in order to enhance the efficiency of the
Group’s daily operations.

All the matters considered and decided by the Executive
Committee at the Executive Committee’s meetings will be
recorded in details by minutes. A summary report of the
businesses transacted at the Executive Committee meetings will
be submitted to the Board for review regularly. All the Directors
can inspect the minutes of the Executive Committee’s meetings
at any time.

Audit Committee

The Audit Committee currently comprises all three INEDs
and is chaired by Mr. Kwong Kwan Tong. Mr. Kwong is a
professional accountant and has about 20 years of experience
in management accounting and financial control. The primary
duties of the Audit Committee are to review and supervise
the financial reporting process and the internal procedures of
the Group. Moreover, the Audit Committee is responsible for
making recommendation to the Board on the appointment,
reappointment and removal of the Group’s external auditors.

Since the Company was only listed in October 2007, there
was no Audit Committee meeting held up to 31 December
2007. However, up to the date of this annual report, the Audit
Committee has held one meeting with an attendance rate of
100%. During the meeting, the Audit Committee had reviewed
with the management the audited consolidated financial
statements of the Group for the year ended 31 December 2007,
and the accounting principles and practices adopted by the
Group during the year.
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Board Committees (Continued)

3

4

Remuneration Committee

The Remuneration Committee currently comprises four
members including one executive Director, namely, Dr. Zhu
Yu Guo (the chairman of the Company) and all three INEDs.
The Remuneration Committee is chaired by Dr. Zhu Yu Guo.
The primary duties of the Remuneration Committee are to
make recommendations to the Board on remuneration of our
Directors and senior management and determine on behalf of
the Board specific remuneration packages and conditions of
employment for our Directors and senior management. Each
of the Directors has not involved in the determination of his/her
own remuneration. The Remuneration Committee meets at least
once a year.

Since the Company was only listed in October 2007, there
was no Remuneration Committee meeting held up to 31
December 2007. However, up to the date of this annual report,
the Remuneration Committee has held one meeting with an
attendance rate of 100%. At the meeting, members of the
Remuneration Committee reviewed the remuneration packages
and overall benefits of the Directors by taking into account
factors such as the skills, knowledge and the respective
contribution of each of the Directors to the Group, the
performance of the Group and the prevailing market conditions.

Nomination Committee

The Nomination Committee currently comprises four members
including one executive Director, namely, Mr. Zhu Mo Qun
(the vice-chairman of the Company) and all three INEDs.
The Nomination Committee is chaired by Mr. Zhu Mo Qun.
The primary duty of the Nomination Committee is to make
recommendations to the Board regarding candidates to fill
vacancies on our Board and senior management.

Since the Company was only listed in October 2007, there
was no Nomination Committee meeting held up to 31
December 2007. However, up to the date of this annual
report, the Nomination Committee has held one meeting with
an attendance rate of 100%. At the meeting, members of
the Nomination Committee have reviewed the structure and
composition of the Board, assessed the independence of INEDs
in accordance with the relevant requirements of the Listing
Rules, and the suitability of the re-election of the Directors who
are subject to the retirement by rotation at the 2008 annual
general meeting of the Company.

(4)
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Board Committees (Continued)

(4) Nomination Committee (Continued)
Investor Relations
Since the Listing Date and up to 31 December 2007, the
Group has proactively enhanced its corporate transparency
and communications with its shareholders and the investment
community. Through the timely distribution of press releases,
the Group has also kept the public abreast of its latest
developments. To ensure shareholders and investors can follow
closely on the Group’s business development, our corporate
website at www.gxpaper.com acts as an effective channel
for information disclosure which provides comprehensive and
channel updated information on the Group’s business operation
and development. The Group will review and improve the
disclosure of information and effectiveness of communication
with investors and shareholders from time to time.

Accountability and Audit

The Directors acknowledge their responsibilities for preparing financial
statements of the Group in accordance with relevant statutory
requirements and generally accepted accounting principles in Hong
Kong and ensuring that the financial statements give a true and
fair view of the Group’s financial position. In preparing the financial
statements of the Group for the year ended 31 December 2007, the
Directors have adopted suitable accounting policies and applied them
consistently; made judgments and estimates that are prudent and
reasonable; and prepared the financial statements on a going concern
basis.

The Board aims to present a comprehensive, balanced and
understandable assessment of the Group’s development and
prospects in all corporate communications, including but not limited
to annual and interim reports, any price-sensitive announcements and
financial disclosures required under the Listing Rules, any reports to
regulators as well as information required to be disclosed pursuant to
other statutory requirements.

A statement by the external auditors about their reporting

responsibilities is set out in the Independent Auditors’ Report on pages
56 to 57 of this annual report.
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Corporate Governance Report (Continued)

Internal Control and Risk Management

The Group is committed to implementing effective internal controls
and risk management procedures to identify and manage the risks that
may be faced by the Group, as well as to safeguard the interests of the
Group and our shareholders as a whole.

The Board is responsible for maintaining adequate internal controls
and risk management procedures in the Group, and for reviewing its
effectiveness through the Audit Committee on an on-going basis. The
Board has delegated to the Management the implementation of the
Group’s internal controls covering financial, operational and compliance
aspects, as well as risk management procedures.

During the year, the Company has engaged an external independent
professional to assist in its review on the operation of individual
divisions of the Group and in its assessment of the effectiveness of
Group’s internal control systems and risk management procedures in
its major business and operational processes. Such review has been
reported to the Audit Committee and the Audit Committee has, in
turn, reported the same to the Board together with its assessment and
recommendations. Based on the results of the review together with
the assessment and recommendations made by the Audit Committee,
the Board is satisfied that during the year ended 31 December
2007, the Group has implemented adequate internal controls and
risk management procedures. No significant areas of concern which
might materially affect the Group’s operation and the interests of our
shareholders were identified.

Remuneration of External Auditors
The Group’s independent external auditors are KPMG, Certified Public
Accountants. During the year, the annual audit fees paid by the Group
to KPMG were approximately HK$1.2 million .

By Order of the Board
AU-YEUNG Kwong Wah
Company Secretary

The PRC, 17 March 2008
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Independent Auditor’s Report
BN I B R

Independent auditor’s report to the shareholders of

QUNXING PAPER HOLDINGS COMPANY LIMITED
(Incorporated in the Cayman Islands with limited liability)

We have audited the consolidated financial statements of Qunxing
Paper Holdings Company Limited (“the Company”) set out on pages 58
to 132, which comprise the consolidated and company balance sheets
as at 31 December 2007, the consolidated income statement, the
consolidated statement of changes in equity and the consolidated cash
flow statement for the year then ended and a summary of significant
accounting policies and other explanatory notes.

Directors’ responsibility for the financial statements

The directors of the Company are responsible for the preparation
and the true and fair presentation of these financial statements
in accordance with International Financial Reporting Standards
promulgated by the International Accounting Standards Board and the
disclosure requirements of the Hong Kong Companies Ordinance. This
responsibility includes designing, implementing and maintaining internal
control relevant to the preparation and the true and fair presentation of
financial statements that are free from material misstatement, whether
due to fraud or error; selecting and applying appropriate accounting
policies; and making accounting estimates that are reasonable in the
circumstances.

Auditor’s responsibility

Our responsibility is to express an opinion on these financial statements
based on our audit. This report is made solely to you, as a body, and
for no other purpose. We do not assume responsibility towards or
accept liability to any other person for the contents of this report.

We conducted our audit in accordance with Hong Kong Standards
on Auditing issued by the Hong Kong Institute of Certified Public
Accountants. Those standards require that we comply with ethical
requirements and plan and perform the audit to obtain reasonable
assurance as to whether the financial statements are free from material
misstatement.
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Independent Auditor’s Report (Continued) Y837 #Z & ER & (48)

Auditor’s responsibility (Continued)

An audit involves performing procedures to obtain audit evidence
about the amounts and disclosures in the financial statements. The
procedures selected depend on the auditor’s judgement, including
the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk
assessments, the auditor considers internal control relevant to the
entity’s preparation and true and fair presentation of the financial
statements in order to design audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing an opinion on
the effectiveness of the entity’s internal control. An audit also includes
evaluating the appropriateness of accounting policies used and the
reasonableness of accounting estimates made by the directors, as well
as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and
appropriate to provide a basis for our audit opinion.

Opinion

In our opinion, the consolidated financial statements give a true and
fair view of the state of affairs of the Company and of the Group as at
31 December 2007 and of the Group’s profit and cash flows for the
year then ended in accordance with International Financial Reporting
Standards and have been properly prepared in accordance with the
disclosure requirements of the Hong Kong Companies Ordinance.

KPMG

Certified Public Accountants
8th Floor, Prince’s Building
10 Chater Road

Central, Hong Kong

17 March 2008
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Consolidated Income Statement

[ N

AN
IZ\\/T\D Hm

For the year ended 31 December 2007 HZ—ZTTtF+-_A=+—HILFE

2007 2006
—EELF —EERF
Note RMB’000 RMB’000
B 5T AR®T T ARET T
Turnover [ 2 3 1,125,524 950,844
Cost of sales SHER AR (842,055) (766,727)
Gross profit ER 283,469 184,117
Other revenue H At Wz 4 121,952 726
Other net loss H b BB F5E 4 (627) -
Selling expenses HEMX (9,459) (9,597)
Administrative expenses T2 (23,698) (11,929)
Profit from operations Feg—prg | 371,637 163,317
Finance costs BhE AR 5(a) (21,065) (20,625)
Profit before taxation BRB AR R 5 350,572 142,692
Income tax Fris®i 6(a) - (48,755)
Profit for the year FEER 350,572 93,937
Dividends payable to equity BNARQRER
shareholders of the Company BEAER
attributable to the year: EERE : 10
Final dividend proposed after the REERBERIKNH
balance sheet date REARR B 105,172 -
Earnings per share (RMB) BREN (ARK¥T) 11
Basic HAR 0.42 0.13

The notes on pages 67 to 132 form part of these financial statements. R 5672 132 &M ST E AL E B 53R A —
Bn o

Qunxing Paper Holdings Company Limited £ 2 4L %1% ER A 7



Consolidated Balance Sheet

HeBERER

At 31 December 2007 A-—ZEZE+F+=-A=+—H

59

2007 2006
—EEE ZETRF
Note RMB’000 RMB’000
B 5T AR®T T ARETTT

Non-current assets FREBEE
Property, plant and equipment M - BENEE 12 461,021 499,776
Construction in progress EEIR 14 167,098 16,000
Lease prepayments HEFERIE 15 11,255 =

639,374 515,776
Current assets RBEE
Inventories FE 16 35,487 50,989
Trade and other receivables FE B 5 BR 3X Rz ELth g U 3018 17 50,903 81,785
Amount due from a director JEWEEFIR 21 - 15
Amounts due from related parties FE U a8 T FhIE 21 - 183
Cash and cash equivalents ReRRESZEEY 18 1,792,158 67,265

1,878,548 200,237

Current liabilities REBEE
Bank loans RITER 19 30,000 332,000
Trade and other payables ERESREREEMERZIE 20 229,404 79,013
Amounts due to directors Rt EE A 22 - 194,491
Current taxation BIERT I8 23 9,868 21,671

269,272 627,175
Net current assets/(liabilities) REBEE(ARF)EHE 1,609,276 (426,938)
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Consolidated Balance Sheet (Continued) 438 B E B &R (&)
At 31 December 2007 R=—ZZ+F+-HA=+—H

2007 2006

—EELF —EERF

Note RMB’000 RMB’000

B 5T AR®T T ARET T

Total assets less current liabilities EEAERAEBAR 2,248,650 88,838

Non-current liabilities FREBEE

Bank loans RITER 19 207,000 -

NET ASSETS BEEFE 2,041,650 88,838
Capital and reserves EXRF#E 24(a)

Share capital RN 101,359 102

Reserves H1E 1,940,291 88,736

TOTAL EQUITY EmAE 2,041,650 88,838

Approved and authorised for issue by the board of directors on 17 ZZ=E@R -_ZTTNF= A+t B ERRET

March 2008. B o
ZHU Yu Guo ZHU Mo Qun
Director Director
rE REBEFH
EES EE

The notes on pages 67 to 132 form part of these financial statements. R EE67 =132 8 &M 15k 1t Z B 1§ TR B —
5 o
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Balance Sheet
EEAEXR

At 31 December 2007 A-—ZEZE+F+=-A=+—H

2007 2006
—EEE ZETRF
Note RMB’000 RMB’000
B 5T AR®T T ARET T
Non-current assets FREBEE

Interests in subsidiaries R B AR AR 13 1,265,474 -
Construction in progress EEIRR 14 200 -
1,265,674 —

Current assets REBEE
Prepayments SEANE ¢ 313 1,279
Amount due from holding company e NI E - 100
Cash and cash equivalents ReEMRESEEY 18 438,945 -
439,258 1,379

Current liabilities REBEE
Other payables and accruals EMEARIERERER 20 2,186 =
Amounts due to subsidiaries FETHI B Al 5IE 22 10,803 1,363
12,989 1,363
Net current assets REBEEZRE 426,269 16
NET ASSETS EEFE 1,691,943 16
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Balance Sheet (Continued) BE & &% (&)

At 31 December 2007 A-—TZE+F+ +—A
2007 2006
—EELF —EERF
Note RMB’000 RMB’000
B 5T AR®T T ARET T
Capital and reserves BARNHE 24(p)
Share capital R 101,359 102
Reserves B 1,590,584 (86)
TOTAL EQUITY A 1,691,943 16

Approved and authorised for issue by the board of directors on 17
March 2008.

ZHU Yu Guo
Director
KE
EE

The notes on pages 67 to 132 form part of these financial statements.
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Consolidated Statement of Changes in Equity

T A

A
j( /\,ZE.,Z

For the year ended 31 December 2007 #HZE—

BER

TELET A=+ -ALEE

63

Attributable to equity shareholders of the Company

RLFEEREARL

(Accumulated
Statutory losses)/
surplus retained
Share Share Capital Other reseve  Exchange profits Total
captel  premium reserve reseve  ATAS resenve (ZtER) / equity
RE RARE  AAEE  EtER B EREE ZEH EmE
Note RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000  RMB'000 RMB'000
i ARBTT  ARETT  ARETR  ARETR  ARETT  ARETT  ARETT  ARETR
(Note24)  (Note24)  (Note24) (Note24)  (Note24)  (Note24)
(Wikoa)  (Wioe)  (Wisk) (Wakoa)  (Wits)  (Wetos)
At1 January 2006 NF%F-F-H 30,000 - 1900 - 37,625 - (283) 189,242
Exchange differences on BEREEIERN
tranglation of financial gt
statements of operations EENMELEE
outside the PRC - - - - - 4,884 - 4,884
Capital injection i 24(0) 102 - - - - - - 102
Arising on Reorganisation BHREL 24(c) (30,000} - - (169.327) - - - (199327)
Net proft for the year ET bt - - - - - - 9,937 93,997
Appropriation to statutory RZEeRatE
surplus reserve - - - - 14,259 - (14,259) -
At 31 December 2006 e
+ZR=+-H 102 - 129,900 (169,327) 51,884 4,884 71,395 88,838
At 1 January 2007 RZEZtE-f-§ 102 - 129,900 (169,327) 51,884 4,884 71,395 86,838
Exchange differences on BERERNERN
translation of financial BHER
statements of operations EENERZE
outside the PRC - - - - - (34,424) - (34,424)
Arising on Reorganisation EfREL 24(0) 897 - - (996) - - - (99)
Capitalisation issue EXf i 24c) 1,19 119,463 - - - - - 191,258
Capitalisation of reserves REERL 24 - - (129900) 160,000 (30,100) - - -
Shares issued under placing ~~ FBARERAE
and public offering RERANRG 2400) 2565 1,499,654 - - - - - 152219
Share issuing expenses BIROEX - (82,714) - - - - - (82,7114)
Net profitfor the year FEEHFE - - - - - - 052 350572
Appropriation to statutory ARZEREHEE
surplus reserve - - - - 23,367 - (23,367) -
At 31 December 2007 N-%BtE
+2B=1-F 10135 1,536,403 - {038) 45150 (9540) 308600 2041650

The notes on pages 67 to 132 form part of these financial statements.
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Consolidated Cash Flow Statement

'_\_|
,n/\/\ :E/ALE?E

For the year ended 31 December 2007 HZ—ZTTtF+-_A=+—HILFE

2007 2006
—EETLHF —EERF
Note RMB’000 RMB’000
{h=s AR®T T ARETTT
Operating activities R SEE
Profit before taxation B A AR A 350,572 142,692
Adjustments for: AT BIEFAE
— Amortisation of lease prepayments — T E A TR 5(c) 186 -
— Depreciation —rE 5(c) 57,075 47,983
— Finance costs — B & R AN 5(a) 21,065 20,625
— Interest income —FEHA 4 (121,952) (726)
— Loss on disposal of property, —HEWE - BER
plant and equipment HiEEE 4 103 -
— Foreign exchange loss — SNEE B8 (35,233) 48
Operating profit before changes in EEESEER
working capital e R 271,816 210,622
Decrease/(increase) in inventories FERmA (%) 15,502 (12,624)
Decrease/(increase) in trade and JEWE SRR R E A
other receivables FEM SRIER A (3 h0) 30,882 (17,528)
Decrease/(increase) in amounts due ﬂ’éuﬂzﬁﬁgﬁ KIB
from related parties w(3E50) 24(c)(iv) 84 (81)
Increase in trade and other payables Féﬁféf%ﬁﬁm
EL A JE A R IR IS AN 289 22,559
Cash generated from operations REEBEENRS 318,573 202,948
PRC income tax paid BT BFTEH 23 (11,803) (44,633)
Net cash generated from operating &% ZE B
activities HERE 306,770 158,315
Investing activities REEE
Payment for the purchase of property, BEWME  WENMEE
plant and equipment B #9518 (1,853) (5,126)
Payment for construction in progress SEHELIEM (17,678) (213,425)
Lease prepayments HEBNFIE (11,441) -
Proceeds from disposal of property, HEWE  BEMRE
plant and equipment FriS 5018 109 =
Interest received 2 W F 2 121,952 726
Net cash generated from/(used in) BREEZEFE
investing activities (FRAR)ESFE 91,089 (217,825)
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Consolidated Cash Flow Statement (Continued) 28R & mER (&)
For the year ended 31 December 2007 B ZE —TT+F+-_A=+—HItFE

2007 2006
—EELF —EERF
Note RMB’000 RMB’000
B 5T AR®T T ARETTT
Financing activities RS SEE
Proceeds from loans from A R EFRFTIS FUR
holding company 192,070 -
Proceeds from bank loans IRITERFTSRIE 307,000 342,047
Repayment of bank loans BEBRITEN (402,000) (260,247)
Interest paid ERFLE (21,065) (20,625)
Decrease in amounts due from directors & & =5 2k 18 5 > 15 32
Decrease in amounts due to directors FENME S IER (194,491) -
Proceeds from issuance of BBRILE R AFEE
new shares under placing BT R M TS 5UR
and public offering 1,528,219 -
Payment of share issuing expenses Y ITIROEX (82,714) -
Net cash generated from financing BEETEFRE
activities BHEFEE 1,327,034 61,207
Net increase in cash and HeRESEEY
cash equivalents HERIE hn 1,724,893 1,697
Cash and cash equivalents at FENEESRESZEEY
beginning of the year 67,265 65,568
Cash and cash equivalents at FEREESNEESEEY
end of the year 18 1,792,158 67,265
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Consolidated Cash Flow Statement (Continued) 28R & RER (&)

For the year ended 31 December 2007 EZE —TT+F+-_A=+—HItFE

Major non-cash transactions

(i)

On 16 April 2007, the Board of Directors (“the Board”) passed a
resolution to capitalise an amount due to Boom Instant Limited
(“Boom Instant”) of RMB191,258,000 by the allotment of
90,000,000 shares of HK$0.1 each, credited as fully paid. Upon
the issue of the said shares, the amount due to Boom Instant of
RMB191,258,000 was extinguished and cancelled.

Pursuant to the resolutions in writing of the then sole
shareholder of the Company passed on 8 September 2007, the
Company issued 650,000,000 shares of HK$0.1 each. This issue
was by way of the capitalisation of a sum of RMB62,900,000
standing to the credit of the share premium account of the
Company.

The notes on pages 67 to 132 form part of these financial statements.

Qunxing Paper Holdings Company Limited £ 2 4L %1% ER A 7
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THREEANL - BITHEBR®D
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Notes to the Financial Statements

R

(Expressed in Renminbi unless otherwise stated)

(BRAEEREIN  UARREIIE)

General information and basis of presentation 1. —RERRZINEE

Qunxing Paper Holdings Company Limited (“the Company”) was HEREEBRBERAR(IARR DR
incorporated in the Cayman Islands on 5 September 2006 as an —EEFNBABREHRSHEE AR
exempted company with limited liability under the Companies EER2E(—NAN—FEDIS - KERE
Law, Cap 22 (Law 3 of 1961, as consolidated and revised) MIERT)  EREHEFEMK LA
of the Cayman Islands. The Company and its subsidiaries EREER AT - KRR REKTEB AR
(collectively referred to as “the Group”) are principally engaged (A ANEE ] FTBERERENEE
in manufacturing and trading of decorative base paper products R AR E D NRERIAEKESR °

and printing paper product.

Pursuant to a reorganisation (“the Reorganisation”) of the RIEANEBEMNSEH(EA])  AARIU
Group, the Company acquired the equity interests of entities B HEEs TR AER - KAIR
under common control and became the holding company of BRAARR A S BRI KT A RIRIE A T -
the subsidiaries now comprising the Group in preparing for NEFBERNBNRDETBHARRZT
the listing of the Company’s shares on the Main Board of The R AR ([HERZPT)) EMR ET - BHA
Stock Exchange of Hong Kong Limited (“the Stock Exchange”). HBEER AR BHA-ZEZTL+FNA
Details of the Reorganisation are set out in the prospectus of ++ERBRRER([BIRER]) -

the Company dated 17 September 2007 (“the Prospectus”).

The shares of the Company were listed on the Stock Exchange AAFOROAR—_ZEE+ET+A-HE
on 2 October 2007. B AZFfr =7 o

The Group is regarded as a continuing entity resulting from REBWHR AR ERIEH AT EHEM
the Reorganisation under common control. Accordingly, the RHIFER ST - HItt - AEBERE,
consolidated financial statements of the Group for the year EEELF+ - A=1+T—HILFEHN
ended 31 December 2007 and the comparatives have been SEMBHR RS T - JHRZB AT
prepared as if the current group structure had been in existence MNEBRENRFMZ2INEE—BEFEM
throughout the years presented. BH o

Significant accounting policies 2. FESIBXK

(a) Statement of compliance
These financial statements have been prepared in
accordance with International Financial Reporting
Standards (“IFRSs”), which collective term includes all
applicable individual IFRSs, International Accounting
Standards (“IASs”) and Interpretations, issued by the
International Accounting Standards Board (“IASB”).

(@ EHBH
It 55 B 75 ¥R 3% T 1 AR B B B 7
SRR ([ BIBR B 7% 3R & %
A1) dm ) - B B R 4
Bl gt B HE B IR g st Al &
Eg((HERest£EZER])
A8 5 ) BT 78 73 FA &Y 18 B1) B PR B
WG &R - B g5t % A
([T 2ER]) k2 o
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Notes to the Financial Statements (Continued) A #SsREK M55 (48 )

2. Significant accounting policies (Continued)

(a)

(b)

Statement of compliance (Continued)

These financial statements also comply with the
disclosure requirements of the Hong Kong Companies
Ordinance and the applicable disclosure provisions of the
Rules Governing the Listing of Securities on the Stock
Exchange. A summary of the significant accounting
policies adopted by the Group is set out below.

The IASB has issued certain new and revised IFRSs
that are first effective or available for early adoption for
the current accounting period of the Group and the
Company. The adoption of these new and revised IFRSs
did not result in significant changes to the Group’s
accounting policies applied in these financial statements
for the years presented. The Group has not applied any
new standard or interpretation that is not yet effective for
the current accounting period (see note 32).

Basis of preparation

The consolidated financial statements for the year ended
31 December 2007 comprise the Company and its
subsidiaries.

The financial statements are presented in Renminbi
(“RMB”), rounded to the nearest thousand. The
measurement basis used in the preparation of the
financial statements is the historical cost basis.

The preparation of financial statements in conformity
with IFRSs requires management to make judgements,
estimates and assumptions that affect the application
of policies and reported amounts of assets, liabilities,
income and expenses. The estimates and associated
assumptions are based on historical experience and
various other factors that are believed to be reasonable
under the circumstances, the results of which form the
basis of making the judgements about carrying values
of assets and liabilities that are not readily apparent
from other sources. Actual results may differ from these
estimates.

Qunxing Paper Holdings Company Limited £ 2 4L %1% ER A 7

FESTHER@®E)
(@ EHRBHGE)

(b)

HEMBBRRTTRRERA
{i ) & 452 BB AR TE K Bt SR PR A8 55
EHRAMERBEERE - A
SEFIRME T 2S5 BURE
ZERTX -

ERerrERZEeRmm T A
FRAEEKRARFIRITE
AR B R A ek ] R R R AN
B 3738 K &S BT M) BB B 75 3R
SRR o BRI F I MEE
21 HY B B B 75 5 45 2 B 7 4
FERARERTFEE RSB ®R
KO AEESHTREREKER
BB o AN E Y ER TR
WITETHBMAERNFE
B2 (R F1EE32) ©

mBEXE
BE_TTLF+-_A=1—
BLEFENGZEAFBERRI R
ARRIREMBAT -

BB HREUARS ([ARE])
S5 EEEBEN T LA
% o BUBE 7 TR 5% B 6 R M0 A
BREREERALSE -

BB AR BT & IR B A
SEANNMBHRRE - AEL
AFESTBRREAREEM
BE WANMIHENZ2HREHE
B HIE - EETAMRER - R F
AANEEERREREBELR
MERBERRERIBEAR/E
ENERBEEMAZSER - M
PSR ERIEH B ZE EBX
HEMREERESHEEM
BEREMNEEENKE - &
BRERAEEIRGANE
LAl



Notes to the Financial Statements (Continued) BA #5sRER M55 (48 )

2.

Significant accounting policies (Continued)

Basis of preparation (Continued)

The estimates and underlying assumptions are reviewed
on an ongoing basis. Revisions to accounting estimates
are recognised in the period in which the estimate is
revised if the revision affects only that period, or in the
period of the revision and future periods if the revision
affects both current and future periods.

(b)

(c)

Judgements made by management in the application
of IFRSs that have significant effect on the financial
statements and estimates with a significant risk of
material adjustment in the next year are discussed in
note 31.

Basis of consolidation

()

(i)

Subsidiaries

Subsidiaries are entities controlled by the Group.
Control exists when the Group has the power to
govern the financial and operating policies of an
entity so as to obtain benefits from its activities.
In assessing control, potential voting rights that
presently are exercisable are taken into account.
The financial statements of subsidiaries are
included in the financial statements from the date
that control commences until the date that control
ceases.

Transactions eliminated on consolidation
Intra-group balances and transactions and
any unrealised profits arising from intra-group
transactions are eliminated in full in preparing
the consolidated financial statements. Unrealised
losses resulting from intra-group transactions are
eliminated in the same way as unrealised gains
but only to the extent that there is no evidence of
impairment.

In the Company’s balance sheet, an investment
in a subsidiary is stated at cost less impairment
losses (see note 2(h)).
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FESEE@E)

(b)

(c)

fm SR (8)
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FF31 °
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() K& 2 a]
&R E 2R AR EE
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Notes to the Financial Statements (Continued) A #SsREK M55 (48 )

2. Significant accounting policies (Continued)
(c) Basis of consolidation (Continued)

(iii) Business combinations involving entities under
common control
The consolidated financial statements incorporate
the financial statements of the combining entities
or businesses as if they had been combined
from the date when the combining entities or
businesses first came under the control of the
controlling parties.

The net assets of the combining entities or
businesses are recognised at the carrying values
prior to the common control combination.

The consolidated income statement includes
the results of each of the combining entities or
businesses from the earliest date presented
or since the date when combining entities or
businesses first came under the control of the
controlling parties, where this is a shorter period,
regardless of the date of the common control
combination.

The comparative amounts in the consolidated
balance sheet are presented as if the entities or
businesses had been combined at the previous
balance sheet date or when they first came under
control of the controlling parties, whichever is
shorter.

(d) Lease prepayments
Lease prepayments represent payments made to
acquire leasehold land. Leasehold land is carried at cost
less accumulated amortisation and impairment losses
(see note 2(h)). Amortisation is charged to profit or loss
on a straight-line basis over the respective periods of the
leases.

Qunxing Paper Holdings Company Limited & 2 4% 218 5 R A 7]
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Notes to the Financial Statements (Continued) BA #5sRER M55 (48 )

2.

Significant accounting policies (Continued)

(e)

(f)

Property, plant and equipment
Property, plant and equipment is stated in the balance
sheet at cost less accumulated depreciation and
impairment losses (see note 2(h)).

Gains or losses arising from the retirement or disposal of
an item of property, plant and equipment are determined
as the difference between the net disposal proceeds and
the carrying amount of the item and are recognised in
profit or loss on the date of retirement or disposal.

Depreciation is calculated to write off the cost of items
of property, plant and equipment, less their estimated
residual value, if any, using the straight-line method over
their estimated useful lives as follows:

- Buildings 40 years
- Plant and machinery 10 - 20 years
— Motor vehicles 10 years
—  Furniture and fixtures 2 - 10 years

Both the useful life of an asset and its residual value, if
any, are reviewed annually.

Construction in progress

Construction in progress represents property, plant and
equipment under construction and equipment pending
installation, and is initially recognised in the balance
sheet at cost less impairment losses (see note 2(h)). Cost
comprises direct costs of construction. Capitalisation
of these costs ceases and the construction in progress
is transferred to property, plant and equipment when
substantially all of the activities necessary to prepare the
assets for their intended use are complete.

No depreciation is provided in respect of construction in
progress until it is completed and substantially ready for
its intended use.
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Notes to the Financial Statements (Continued) A #SsREK M55 (48 )

2.

Significant accounting policies (Continued)

(9)

(h)

Operating lease charges

Where the Group has the use of assets under operating
leases, payments made under the leases are charged
to profit or loss in equal instalments over the accounting
periods covered by the lease terms, except where an
alternative basis is more representative of the pattern
of benefits to be derived from the leased asset. Lease
incentives received are recognised in profit or loss as an
integral part of the aggregate net lease payments made.

Impairment of assets
() Impairment of trade and other receivables

Receivables that are stated at cost or amortised
cost are reviewed at each balance sheet date to
determine whether there is objective evidence
of impairment. Objective evidence of impairment
includes observable data that comes to the
attention of the Group about one or more of the
following loss events:

- significant financial difficulty of the debtor;

- a breach of contract, such as a default
or delinquency in interest or principal
payments;

- it becoming probable that the debtor
will enter bankruptcy or other financial
reorganisation; and

— significant changes in the technological,
market, economic or legal environment
that have an adverse effect on the debtor.
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Notes to the Financial Statements (Continued) BA #5sRER M55 (48 )

2.

Significant accounting policies (Continued)
Impairment of assets (Continued)

(h)

()

Impairment of trade and other receivables
(Continued)

If any such evidence exists, any impairment loss
is determined and recognised as the difference
between the asset’s carrying amount and the
present value of estimated future cash flows,
discounted at the financial asset’s original
effective interest rate (i.e. the effective interest rate
computed at initial recognition of these assets),
where the effect of discounting is material. This
assessment is made collectively where financial
assets carried at amortised cost share similar
risk characteristics, such as similar past due
status, and have not been individually assessed
as impaired. Future cash flows for financial assets
which are assessed for impairment collectively
are based on historical loss experience for assets
with credit risk characteristics similar to the
collective group.

If in a subsequent period the amount of an
impairment loss decreases and the decrease
can be linked objectively to an event occurring
after the impairment loss was recognised, the
impairment loss is reversed through profit or loss.
A reversal of an impairment loss shall not result in
the asset’s carrying amount exceeding that which
would have been determined had no impairment
loss been recognised in prior years.
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Notes to the Financial Statements (Continued) A #SsREK M55 (48 )

2.

Significant accounting policies (Continued)
Impairment of assets (Continued)

(h)

()

(i)

Impairment of trade and other receivables
(Continued)

Impairment losses are written off against the
corresponding assets directly, except for
impairment losses recognised in respect of
trade receivables included within trade and
other receivables, whose recovery is considered
doubtful but not remote. In this case, the
impairment losses for doubtful debts are recorded
using an allowance account. When the Group
is satisfied that recovery is remote, the amount
considered irrecoverable is written off against
trade receivables directly and any amounts held
in the allowance account relating to that debt
are reversed. Subsequent recoveries of amounts
previously charged to the allowance account
are reversed against the allowance account.
Other changes in the allowance account and
subsequent recoveries of amounts previously
written off directly are recognised in profit or loss.

Impairment of other assets

Internal and external sources of information
are reviewed at each balance sheet date to
identify indications that the following assets may
be impaired or an impairment loss previously
recognised no longer exists or may have
decreased:

— property, plant and equipment;

= lease prepayments;
- construction in progress; and

- investment in a subsidiary.
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Notes to the Financial Statements (Continued) BA #5sRER M55 (48 )

2.  Significant accounting policies (Continued) 2. FESIBEK®E)
(h)  Impairment of assets (Continued) (hy EEREE)
(ii) Impairment of other assets (Continued) (il H & EpE(E)
If any such indication exists, the asset’s £ IR T ] R E B
recoverable amount is estimated. R EEHEEMNTIK
B S REEHR fhET o
Calculation of recoverable amount Al W O] £ B8 A EF
The recoverable amount of an asset is EEMAKEE
the greater of its net selling price and HEHEEFSH
value in use. In assessing value in use, BEEREEMRE
the estimated future cash flows are ZHNREHE -
discounted to their present value using a EFHEREER

pre-tax discount rate that reflects current
market assessments of time value of
money and the risks specific to the asset.
Where an asset does not generate cash
inflows largely independent of those from
other assets, the recoverable amount is
determined for the smallest group of assets
that generates cash inflows independently
(i.e. a cash-generating unit).

Recognition of impairment losses

An impairment loss is recognised in profit
or loss whenever the carrying amount of
an asset, or the cash-generating unit to
which it belongs, exceeds its recoverable
amount. Impairment losses recognised
in respect of cash-generating units are
allocated to reduce the carrying amount of
the assets in the unit (or group of units) on
a pro rata basis, except that the carrying
value of an asset will not be reduced
below its individual fair value less costs to
sell, or value in use, if determinable.
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Notes to the Financial Statements (Continued) A #SsREK M55 (48 )

2.

Significant accounting policies (Continued)

(h)

(i)

Impairment of assets (Continued)
(i) Impairment of other assets (Continued)
- Reversals of impairment losses
An impairment loss is reversed if there has
been a favourable change in the estimates
used to determine the recoverable
amount.

A reversal of impairment losses is limited
to the asset’s carrying amount that
would have been determined had no
impairment loss been recognised in prior
years. Reversals of impairment losses
are credited to profit or loss in the year in
which the reversals are recognised.

Inventories
Inventories are carried at the lower of cost and net
realisable value.

Cost is calculated using the weighted average cost
formula and comprises all costs of purchase, costs
of conversion and other costs incurred in bringing the
inventories to their present location and condition.

Net realisable value is the estimated selling price in the
ordinary course of business less the estimated costs of
completion and the estimated costs necessary to make
the sale.

When inventories are sold, the carrying amount of those
inventories is recognised as an expense in the period in
which the related revenue is recognised. The amount of
any write-down of inventories to net realisable value and
all losses of inventories are recognised as an expense in
the period the write-down or loss occurs. The amount
of any reversal of any write-down of inventories is
recognised as a reduction in the amount of inventories
recognised as an expense in the period in which the
reversal occurs.
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Notes to the Financial Statements (Continued) BA #5sRER M55 (48 )

2.

Significant accounting policies (Continued)

)]

(k)

()

(m)

Trade and other receivables

Trade and other receivables are initially recognised at fair
value and subsequently stated at amortised cost less
allowance for impairment of doubtful debts (see note
2(h)), except where the receivables are interest-free loans
made to related parties without any fixed repayment
terms or the effect of discounting would be immaterial.
In such cases, the receivables are stated at cost less
allowance for impairment of doubtful debts.

Interest-bearing borrowings

Interest-bearing borrowings are recognised initially at fair
value less attributable transaction costs. Subsequent
to initial recognition, interest-bearing borrowings are
stated at amortised cost with any difference between
the amount initially recognised and redemption value
being recognised in profit or loss over the period of the
borrowings, together with any interest and fees payable,
using the effective interest method.

Trade and other payables
Trade and other payables are initially recognised at fair
value and subsequently stated at amortised cost unless
the effect of discounting would be immaterial, in which
case they are stated at cost.

Cash and cash equivalents

Cash and cash equivalents comprise cash at bank and
on hand, demand deposits with banks and other financial
institutions, and short-term, highly liquid investments
that are readily convertible into known amounts of cash
and which are subject to an insignificant risk of changes
in value, having been within three months of maturity at
acquisition.
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Notes to the Financial Statements (Continued) A #SsREK M55 (48 )

2.

Significant accounting policies (Continued)
Employee benefits

(n)

(i)

(i

(i)

Salaries, annual bonuses, paid annual leave,
contributions to defined contribution retirement
plans and the cost of non-monetary benefits
are accrued in the year in which the associated
services are rendered by employees. Where
payment or settlement is deferred and the effect
would be material, these amounts are stated at
their present values.

Contributions to appropriate local defined
contribution retirement schemes pursuant to
the relevant labour rules and regulations in the
PRC are recognised as an expense in profit or
loss as incurred, except to the extent that they
are included in the cost of inventories not yet
recognised as an expense.

The fair value of share options granted to
employees is recognised as an employee cost
with a corresponding increase in capital reserve
within equity. The fair value is measured at the
grant date using the binomial lattice model, taking
into account the terms and conditions upon which
the options were granted. Where the employees
have to meet vesting conditions before becoming
unconditionally entitled to the options, the total
estimated fair value of the options is spread
over the vesting period, taking into account the
probability that the options will vest.
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Notes to the Financial Statements (Continued) BA #5sRER M55 (48 )

2.

Significant accounting policies (Continued)
(n) Employee benefits (Continued)

(i)

(Continued)

During the vesting period, the number of share
options that is expected to vest is reviewed.
Any adjustment to the cumulative fair value
recognised in prior years is charged / credited
to the profit or loss for the year of the review,
unless the original employee expenses qualify for
recognition as an asset, with a corresponding
adjustment to the capital reserve. On the vesting
date, the amount recognised as an expense is
adjusted to reflect the actual number of options
that vest (with a corresponding adjustment to the
capital reserve) except where forfeiture is only
due to not achieving vesting conditions that relate
to the market price of the Company’s shares.
The equity amount is recognised in the capital
reserve until either the option is exercised (when
it is transferred to the share premium account) or
the option expires (when it is released directly to
retained profits).

(o) Income tax

(i)

(i

Income tax for the year comprises current tax and
movements in deferred tax assets and liabilities.
Current tax and movements in deferred tax
assets and liabilities are recognised in profit or
loss except to the extent that they relate to items
recognised directly in equity, in which case they
are recognised in equity.

Current tax is the expected tax payable on the
taxable income for the year, using tax rates
enacted or substantively enacted at the balance
sheet date, and any adjustment to tax payable in
respect of previous years.
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Notes to the Financial Statements (Continued) A #SsREK M55 (48 )

2.

Significant accounting policies (Continued)
Income tax (Continued)

(o)

(i)

Deferred tax assets and liabilities arise from
deductible and taxable temporary differences
respectively, being the differences between the
carrying amounts of assets and liabilities for
financial reporting purposes and their tax bases.
Deferred tax assets also arise from unused tax
losses and unused tax credits.

Apart from differences which arose on initial
recognition of assets and liabilities, all deferred
tax liabilities and all deferred tax assets, to the
extent that it is probable that future taxable profits
will be available against which the asset can be
utilised, are recognised. Future taxable profits
that may support the recognition of deferred
tax assets arising from deductible temporary
differences include those that will arise from the
reversal of existing taxable temporary differences,
provided those differences relate to the same
taxation authority and the same taxable entity,
and are expected to reverse either in the same
period as the expected reversal of the deductible
temporary difference or in periods into which a
tax loss arising from the deferred tax asset can
be carried back or forward. The same criteria
are adopted when determining whether existing
taxable temporary differences support the
recognition of deferred tax assets arising from
unused tax losses and credits, that is, those
differences are taken into account if they relate to
the same taxation authority and the same taxable
entity, and are expected to reverse in a period,
or periods, in which the tax loss or credit can be
utilised.
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Notes to the Financial Statements (Continued) BA #5sRER M55 (48 )

2.

Significant accounting policies (Continued)
Income tax (Continued)

(o)

(i)

(iv)

(Continued)

The amount of deferred tax recognised is
measured based on the expected manner of
realisation or settlement of the carrying amount of
the assets and liabilities, using tax rates enacted
or substantively enacted at the balance sheet
date. Deferred tax assets and liabilities are not
discounted.

The carrying amount of a deferred tax asset
is reviewed at each balance sheet date and is
reduced to the extent that it is no longer probable
that sufficient taxable profits will be available to
allow the related tax benefit to be utilised. Any
such reduction is reversed to the extent that it
becomes probable that sufficient taxable profits
will be available.

Current tax balances and deferred tax balances,
and movements therein, are presented separately
from each other and are not offset. Current tax
assets are offset against current tax liabilities, and
deferred tax assets against deferred tax liabilities
if the Company or the Group has the legally
enforceable right to set off current tax assets
against current tax liabilities and the following
additional conditions are met:

- in the case of current tax assets and
liabilities, the Company or the Group
intends either to settle on a net basis, or
to realise the asset and settle the liability
simultaneously; or
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Notes to the Financial Statements (Continued) A #SsREK M55 (48 )

2. Significant accounting policies (Continued)
(o) Income tax (Continued)
(iv) (Continued)

- in the case of deferred tax assets and
liabilities, if they relate to income taxes
levied by the same taxation authority on
either:

- the same taxable entity; or

- different taxable entities, which,
in each future period in which
significant amounts of deferred tax
liabilities or assets are expected to
be settled or recovered, intend to
realise the current tax assets and
settle the current tax liabilities on
a net basis or realise and settle
simultaneously.

(p) Provisions and contingent liabilities

Provisions are recognised for liabilities of uncertain timing
or amount when the Group or the Company has a legal
or constructive obligation arising as a result of a past
event, it is probable that an outflow of economic benefits
will be required to settle the obligation and a reliable
estimate can be made. Where the time value of money is
material, provisions are stated at the present value of the
expenditure expected to settle the obligation.
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Notes to the Financial Statements (Continued) BA #5sRER M55 (48 )

2.

Significant accounting policies (Continued)

(p)

(a)

Provisions and contingent liabilities (Continued)
Where it is not probable that an outflow of economic
benefits will be required, or the amount cannot be
estimated reliably, the obligation is disclosed as a
contingent liability, unless the probability of outflow of
economic benefits is remote. Possible obligations, whose
existence will only be confirmed by the occurrence or
non-occurrence of one or more future events are also
disclosed as contingent liabilities unless the probability of
outflow of economic benefits is remote.

Revenue recognition

Provided it is probable that the economic benefits
will flow to the Group and the revenue and costs,
if applicable, can be measured reliably, revenue is
recognised in profit or loss as follows:

() Sale of goods
Revenue is recognised when the customer
has accepted the related risks and rewards of
ownership. Revenue excludes value added tax
or other sales taxes and is after deduction of any
trade discounts.

(i) Interest income
Interest income is recognised as it accrues using
the effective interest method.

Translation of foreign currencies
The functional and presentation currency of the Group is
Renminbi.

Foreign currency transactions during the year are
translated at the foreign exchange rates ruling at the
transaction dates. Monetary assets and liabilities
denominated in foreign currencies are translated at the
foreign exchange rates ruling at the balance sheet date.
Exchange gains and losses are recognised in profit or
loss.

2.

(p)

(q)

(r)
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Notes to the Financial Statements (Continued) BA #5sRER M5+ (48 )

2.

Qunxing Paper Holdings Company Limited £ £

Significant accounting policies (Continued)

(r)

(s)

(t)

(u)

Translation of foreign currencies (Continued)
Non-monetary assets and liabilities that are measured
in terms of historical cost in a foreign currency are
translated using the foreign exchange rates ruling at the
transaction dates.

The results of operations outside the PRC are translated
into Renminbi at the exchange rates approximating
the foreign exchange rates ruling at the dates of the
transactions. Balance sheet items are translated into
Renminbi at the foreign exchange rates ruling at the
balance sheet date. The resulting exchange differences
are recognised directly in a separate component of
equity.

On disposal of an operation outside the PRC, the
cumulative amount of the exchange differences
recognised in equity which relate to that foreign
operation is included in the calculation of the profit or
loss on disposal.

Borrowing costs
Borrowing costs are expensed in profit or loss in the
period in which they are incurred.

Research and development

Expenditure on research activities is recognised as an
expense in the period in which it is incurred. Expenditure
on development activities is capitalised if the product
or process is technically and commercially feasible and
the Group has sufficient resources and the intention to
complete development. Other development expenditure
is recognised as an expense in the period in which it is
incurred. Development costs previously recognised as an
expense are not recognised as an asset in a subsequent
period.

Repair and maintenance expenditure

Repair and maintenance expenditure, including cost of
overhaul, is expensed as incurred.
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Notes to the Financial Statements (Continued) BA #& s ER M55 (48 )

2.

Significant accounting policies (Continued)

(v)

Related parties
For the purposes of these financial statements, a party is
considered to be related to the Group if:

(i) the party has the ability, directly or indirectly
through one or more intermediaries, to control the
Group or exercise significant influence over the
Group in making financial and operating policy
decisions, or has joint control over the Group;

(i) the Group and the party are subject to common
control;

(i) the party is an associate of the Group or a joint
venture in which the Group is a venturer;

(iv) the party is a member of key management
personnel of the Group or the Group’s parent,
or a close family member of such an individual,
or is an entity under the control, joint control or
significant influence of such individuals;

(V) the party is a close family member of a party
referred to in (i) or is an entity under the control,
joint control or significant influence of such
individuals; or

(vi) the party is a post-employment benefit plan which
is for the benefit of employees of the Group or of
any entity that is a related party of the Group.

Close family members of an individual are those family
members who may be expected to influence, or be
influenced by, that individual in their dealings with the
entity.

(V)
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Notes to the Financial Statements (Continued) A #SsRER M55 (48 )

2. Significant accounting policies (Continued)
(w) Segment reporting
A segment is a distinguishable component of the Group
that is engaged either in providing products (business
segment), or in providing products or services within
a particular economic environment (geographical
segment), which is subject to risks and rewards that are
different from those of other segments.

The Group operates in a single business segment, the
manufacturing and trading of decorative base paper
products and printing paper product in the PRC.
Accordingly, no segmental analysis is presented.

3. Turnover
The principal activities of the Group are the manufacturing and
trading of decorative base paper products and printing paper
product in the PRC. Turnover represents the sales value of
goods sold less returns, discounts, and value added taxes and
other sales taxes, which may be analysed as follows:

FESTHHE®)

(w)

/'\ﬁl;iﬁtt
DEREASEANRAES D
AR E BB ERHEE
uu(%i% DE) - LEREMLE
IR PR mm s IR A% (b [
"*B) BE D BATS K H B
AN E G EE A D B A R o

AEEREE-—ZXBKHE - B
FERERIEERMRAER
RENRIAAER - Bt - A%
B 251 5 EBAAT

E S

ARBEERTERFIERHERMN
REERLEFABERMER - 2%
BECEEmEERINRES - 10

BERNEMHER - HAIDTMT

2007 2006
—EE2LHF —EFTREF
RMB’000 RMB’000

AR®T T AR¥ETTT

Decorative base paper products H AR AR E 868,267 834,160
Printing paper product ENJRII A 4% 2= i 257,257 116,684
1,125,524 950,844

Qunxing Paper Holdings Company Limited & 2 4% %128 5 R A 7]



87

Notes to the Financial Statements (Continued) A #5sRER Mt 51 (48 )

4. Other revenue and net loss 4. HtW=mREEFHE
2007 2006
—EZtHF —EERF
RMB’000 RMB’000
AR¥ET T AREFT
Other revenue Hity
Interest income on financial assets not IEIR A FEF A
at fair value through profit or loss BaRr %A EF S WA
— Interest income from banks —iRITFBIA 15,006 726
- Interest income from subscription —REAHEE
monies upon public offering RSB FERA 106,946 =
121,952 726
Other net loss HithEsE R
Loss on disposal of property, plant HEME - BEREE
and equipment E518 103 -
Net foreign exchange loss HNEERIFRE 524 -
627 -
5.  Profit before taxation 5. BR®ANEF
Profit before taxation is arrived at after charging: BRA AT A B H0BR -
2007 2006
—EZtHF ZERRF
RMB’000 RMB’000
AR¥T T AREFTT
(a) Finance costs: (@) BB :
Interest on financial liabilities not at R A TERTA
fair value through profit or loss BaENMBEENE
— Interest on bank borrowings —REFAZHEER
wholly repayable within five years BERITE TS 21,065 20,625
(o) Staff costs (including directors’ o) BEIRA(BIEEEHE
remuneration (note 7)): GEIE
Contributions to defined TERRH GRS
contribution retirement plans sHEIf R 1,798 2,058
Salaries, wages and other benefits e TEREMET] 25,645 18,732

27,443 20,790
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Notes to the Financial Statements (Continued) BA 7 sR R HT:E (&)

5.  Profit before taxation (Continued) 5. BRBIANER(®E)
(b) Staff costs (including directors’ remuneration (note 7)): b) BIRA(BEEEHMS (K
(Continued) 7)) (ZE)
Pursuant to the relevant labour rules and regulations in Bt BF A4 T8 8| KiEE
the PRC, the PRC subsidiary participates in a defined B A T2 E NS DALY
contribution retirement benefit scheme (“the Scheme”) FEEEMEBCRARIEFIEE([5H2]) -
organised by the local authority whereby the PRC subsidiary i BB A T AR E TR
is required to make contributions to the Scheme at a fixed T E N E B A%EE’JE.:JF;U Ve
amount announced annually by the municipal government. { ;y\ TR FAEREMNEKRES Y
The municipal government is responsible for the entire BRSEIE o
pension obligations payable to the retired employees.
The Group operates a Mandatory Provident Fund Scheme ANEFREE SR EATESE
(“the MPF Scheme”) under the Hong Kong Mandatory 1‘7|<15|Jﬁﬁﬁ%%ﬁ?ﬂ@ﬂ%ﬂﬂﬁﬁﬁ
Provident Fund Schemes Ordinance for employees in Hong HiEE IR MBI AT (%
Kong under the jurisdiction of the Hong Kong Employment FEoHE ) - L HENEE
Ordinance. The assets of the MPF Scheme are held MAEENEESHES BB
separately from those of the Group and administrated by i AR - IRIERTEAS T E A
an independent trustee. Under the MPF Scheme, both the EEREESHBETHER M
Group and the employees are mandatory to make regular NEBOEZERENESSEK
contributions into the MPF Scheme. The Group is required AMI5% » LA B 220,000 T4
to contribute an amount equivalent to 5% of the employees’ R o st EI1E #2851 L 2 BN g
relevant income to the MPF Scheme, subject to the B2 o
maximum level of relevant income of HK$20,000 per month.
Mandatory contributions to the MPF Scheme are vested
immediately.
The Group has no other material obligation for the payment B F it AR B TS E
of pension benefits associated with the two schemes AN+ 7N £ [ AR 4 L b ER 2 AR (R ST 2
referred to above beyond the annual contributions described BN EARRS BN EE o
above.
2007 2006
—EELF —EBERF
RMB’000 RMB’000
ARBT T ARETT
(c) Other items: (c) HAwIEE :
Amortisation of lease prepayments THE TR IR 186 -
Auditors’ remuneration ZE RN & 1,212 6
Depreciation e 57,075 47,983
Loss on disposal of property, HEWE - EL
plant and equipment HEEIE 103 -
Operating lease charges in respect of EAFAE 4 b R W3
leasehold land and properties EHENKEHEEA 960 1,200
Sewage disposal expenses & 107 72
Research and development costs A B Ak AN 797 1,216
Qunxing Paper Holdings Company Limited £ 2 4L %1% ER A 7



Notes to the Financial Statements (Continued) A #5sRER Mt 51 (48 )

6.

Income tax in the consolidated income

statement

(a)

Taxation in the consolidated income
statement represents:

6.

89

mEBRBERANAESR

(@ HFEBEHERAMEHA:

2007 2006
—EELF ZEERF
RMB’000 RMB’000
ARET T ARKETTT
Current tax - PRC income tax ENHARE 18 — R R Fr S8
Provision for the year REFERE - 48,755
0] Pursuant to the rules and regulations of the 0) BREREHEREBE
Cayman Islands and the British Virgin Islands ZHE([EBEXE
(“BVI"), the Group is not subject to any income S HRARIER - K
tax in the Cayman Islands and BVI. SEEBANFASHS
RABREZESHEM
FriS7 -

(i)

No provision has been made for Hong Kong
Profits Tax as the Group did not have assessable
profits subject to Hong Kong Profits Tax during
the year.

Pursuant to the income tax rules and regulations
of the PRC, Shandong Qunxing Paper Limited
(“Shandong Qunxing”) was liable to PRC income
tax at a rate of 33% for the year ended 31
December 2006. As Shandong Qunxing became
a foreign investment enterprise on 16 August
2006, it has been granted certain tax relief
whereby it is fully exempted from PRC income tax
for the two years starting from 1 January 2007 to
31 December 2008, followed by a 50% reduction
in PRC income tax rate for the three years from 1
January 2009 to 31 December 2011.

(i

(i)

RAEER  HRAKE
I EBREERESRE
78 F 13 T 89 B8 &R B i
RPN o 23 e
SR -

REBEFPBERASHRA R
AR BE_ZTTREF
tTZA=+t—RBL*#F
F IWRBHERERR
AR([WWREE ] A
&%%mm B B
ffEH - IR ILREE
%zggﬁﬁﬂﬂ+ﬁ
ARAINERE Bt

HEMETHEER
BEEZEZTLF—A
—BE_ZEEN\F+=

A=t—HmEHER
RHATREMAER - A
ER-_ZFZFNFE—A—
HE_T——%+_-A
=E+—HBHZFHR2
50% B 7 B AT 15 T B

;2:(0
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Notes to the Financial Statements (Continued) A #SsRER M55 (48 )

6.

Income tax in the consolidated income

statement (Continued)
Taxation in the consolidated income

statement represents: (Continued)

(a)

(i)

(Continued)

On 16 March 2007, the Fifth Plenary Session of
the Tenth National People’s Congress passed
the Corporate Income Tax Law of the PRC (“New
Tax Law”) which took effect on 1 January 2008.
The PRC income tax rate is unified to 25% for all
enterprises, except for small-scale enterprises
earning small profit, where the tax rate is reduced
to 20%.

Under the grandfathering treatments of the
New Tax Law (“Grandfathering Treatments”),
Shandong Qunxing, which has not fully utilised
its five-year tax holiday upon implementation of
the New Tax Law, will be allowed to continue to
receive such a tax holiday during the five-year
grandfathering period. Accordingly, Shandong
Qunxing is exempted from PRC income tax for
the two years starting from 1 January 2007 to
31 December 2008, followed by a reduced PRC
income tax rate at 12.5% for the remaining three
years from 1 January 2009 to 31 December
2011.

Under the New Tax Law, dividends received by
foreign investors from its investment in foreign-
invested enterprises are subject to withholding
tax at a rate of 10% unless reduced by treaty.
Pursuant to the Grandfathering Treatments,
dividends receivable by the Group from
Shandong Qunxing in respect of its undistributed
profits prior to 31 December 2007 are exempted
from the withholding tax. Dividends receivable
by the Group from Shandong Qunxing in respect
of its profits earned since 1 January 2008 will be
subject to the withholding tax.

Qunxing Paper Holdings Company Limited & 2 4% %128 5 R A 7]

6.

mEWmRANAER (@)
REWBRRAFEBR | (&

(a)

(i)

(%)

R-ZBTLF=ZF K
A E2TE2BEARK
RABLTEZEBEBT
FEARAMBEEERF
BOE(TFBOE]) o #
AR _TZTN\F—A
—HAEX - BT ERIRUN
B M EY /AR D R
1S B & 38K = 20%
S BT b H AT

BHRBEX—2FH R
25%
AR BLUA H0 B 5 R

ﬁ%&ﬂm%@%

BEPE]) - ILEE
EF;M%M&%*%
MEERAEMRGESR
H > A RAEHRBESR
%ﬁ%m%f*ﬁ&m
BB - Bt - IR
BHEA-_ZZTLH&—A
—BE_EZN\F+=
A=+ —BmERER
BRI TER - A
ER=—_ZFTEEZNF—A—
RE=-F——&+_-A
=+—HHBT=F[&
12.5% F 8 2 0 R B A R
BFTEHL ©

WRIEFFE - BRIEEE
2R % - BRIINEIZE
ERERIINELERE
R A B9 % BUZE 2 10% 55
AN B o BB S E
BRERE  AEBRKR
LWRBEEME—_TT+
F+-_A=+—HAX
o B2 i F1| FE U 9 A% 8 AT
EERREANINET - &
SERLUEHERHES
—EENF—A—HiE
%ﬁmmﬁﬂﬁwm&
S BB N FIEES -



Notes to the Financial Statements (Continued) A #5sRER Mt 51 (48 )

6. Income tax in the consolidated income 6.
statement (Continued)
(a) Taxation in the consolidated income
statement represents: (Continued)
(i) (Continued)
The enactment of the New Tax Law is not
expected to have any financial effect on the
amounts accrued in the balance sheet in respect
of current tax payable.

(b) Reconciliation between tax expense and
accounting profit at applicable tax rates:

91

el RIS (8)
(a) HAWBSRAMEBS  (4)

@iy (&
B ANBEMERTE
HEEBEXRPEEE
NEHENETEEESE
EAAERE -

(b) EERBRITENHEME

EehaN AR -
2007 2006
—BEtHF ZETRF
RMB’000 RMB’000

ARET R ARBTT

Profit before taxation P& F5 A A 350,572 142,692
Income tax on profit before taxation, HRIERER TS A AR R A

calculated at the tax rates applicable FriE A Rt E

in the respective tax B BR 7 BT 5 I PT1S AY

jurisdictions concerned 97,267 47,131
Tax effect of tax concession period IS EEARO ST E (78,021) -
Tax effect of non-deductible expenses  NAJ #1715 2 Ui 75 B2 & 1,866 1,624
Tax effect of non-taxable income BARBWANTBZE (21,112) -
Actual tax expense ERHEMAS - 48,755

ANNUAL REPORT 2007 —Z T FF 3}
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Notes to the Financial Statements (Continued) A #SsRER M55 (48 )

7. Directors’ remuneration 7. EEMe
Directors’ remuneration disclosed pursuant to section 161 of BIEESATIEIE161EEENE
the Hong Kong Companies Ordinance is as follows: ST
Year ended 31 December 2007 BE-ZZtLF+-A=1+—HLFE
Basic salaries,
allowances

and other  Contributions
benefits  to retirement

in kind benefit

Directors’ EXge scheme
fees =495 RINEF Bonuses Total
Lk Hitgz R B[ #4 &t

RMB'000 RMB'000 RMB'000 RMB'000 RMB'000
ARBTR  AR®TR  ARBTR  ARMTR  AR®TR

Executive directors HTEZE
Dr ZHU Yu Guo FEEEL 175 99 2 - 276
Mr ZHU Mo Qun RERLE 175 80 2 - 257
Mr SUN Zhen Shui BRkeaE 88 - - - 88
Non-executive director FYTES
Ms SUN Rui Fang BEEat 18 - - - 18
Independent non-executive BUFHTES

directors
Mr ZHAO Wei HELLE 29 - - - 29
Mr WANG Lu Tk 29 - - - 29
Mr KWONG Kwan Tong BREEE 44 - - - 44
Total Azt 558 179 4 - 741

Qunxing Paper Holdings Company Limited £ 2 4L %1% ER A 7



Notes to the Financial Statements (Continued) A #5sRER Mt 51 (48 )

7.

93

Directors’ remuneration (Continued) 7. EEMEm®
Year ended 31 December 2006 BE_ETENEt-_A=1t—HIt&EE
Basic salaries,
allowances  Contributions
and other  to retirement
benefits in kind benefit
Directors’ EAES scheme
fees R RINER Bonuses Total
ik HifEH] HEESS izl ai
RMB'000 RMB’000 RMB'000 RMB'000 RMB’000
ARETTL ARETFT ARETL ARETT ARETT
Executive directors 78S
Dr ZHU Yu Guo REEEL - 121 - 124
Mr ZHU Mo Qun RERLE - 97 - 100
Mr SUN Zhen Shui Vi3It ik - - - - -
Non-executive director FHTES
Ms SUN Rui Fang Fnpat - - - - -
Independent non-executive BUFHTES
directors
Mr ZHAO Wei HELE - - - - -
Mr WANG Lu TEEE - - - - -
Mr KWONG Kwan Tong BEELE - - - - -
Total At - 218 6 - 224

During the year, no amount was paid or payable by the Group
to the directors or any of the five highest paid individuals set
out in note 8 below as an inducement to join or upon joining
the Group or as compensation for loss of office. There was no
arrangement under which a director waived or agreed to waive
any remuneration during the year.

EAREE  AREHEENRENES
% T XHESMt AL RS HMALH
EMA LIS AR K FNEARNEE
AR RS SIERRERAE - EAF
B BEULZHNREEHRELRE
MEEFAME -
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Notes to the Financial Statements (Continued) A #SsRER M55 (48 )

8. Individuals with highest emoluments 8. EAEFMAL
Of the five individuals with the highest emoluments, three (2006: hEZESHTMATHRAEIZ(ZEE X
two) were also directors whose emoluments are disclosed in F2R)NMAESE  BENWEN EX
note 7. The aggregate of the emoluments in respect of the other MizE7r e - HithoZ (ZEBET/NF
two (2006: three) individuals are as follows: 3B)BEEFMATHMESLENT :
2007 2006
—EZtHF ZETRF
RMB’000 RMB’000
AR®T T ARETT
Salaries and other emoluments Fre K EMEE 1,037 220
Discretionary bonuses EIBIEAL - -
Contribution to defined TERAHE TGRS 5T 23R
contribution retirement plan 23 8
1,060 228
The emoluments of the two individuals (2006: three) with the 2H(ZZTTRF 3R )meOF AL
highest emoluments are within the following band: e N FUATEER :
Number of individuals
AH
2007 2006
—EZLF ZETRF
RMB Nil to RMB1,000,000 ARBZTEARE—BETT 2 3
9. grofit attributable to equity shareholders of the 9. ZAATREZFE ARG EF
ompany . e
The consolidated profit attributable to equity shareholders of AREEm A ARG EN B
the Company includes a profit of RMB116,254,000 (2006: i Bl A K #116,254,0007T (Z T F X
loss of RMB84,000) which has been dealt with in the financial F BB ARES4,0000T) 0 WE KA
statements of the Company. RNEl BT ANRE o
10. Dividends 10. KB

Dividends payable to equity shareholders of the Company
attributable to the year

BNRARERFEAFAEGERE

2007 2006
—ETtHF ZEERF
RMB’000 RMB’000
AR®T T ARETIT
Final dividend proposed after the REEE BB ERRMNTH
balance sheet date of RHAN B A @A
RMB10.126 cents per ordinary AR#10.1265
share (2006: Nil) (ZETRF  8\) 105,172 -

The final dividend proposed after the balance sheet date has
not been recognised as a liability at the balance sheet date.

Qunxing Paper Holdings Company Limited & 2 4% %128 5 R A 7]
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Notes to the Financial Statements (Continued) BA #5sRER M55 (48 )

11.

Earnings per share

Basic earnings per share

The calculation of basic earnings per share for the year ended
31 December 2007 is based on the profit attributable to equity
shareholders of the Company of RMB350,572,000 and the
weighted average number of 826,562,000 ordinary shares in
issue during the year, calculated as follows:

11.

95

BRER

BRELRER
BE_ZET+E+_A=+—HIEE
B & AR AN B F Ty IR IR AN 2 B AR
R & A A R350,572,0007T A &
RAFEE BT LB INEFHEH
826,562,000/t 5  5TE AT ¢

Weighted average number of ordinary shares AR IR 2
2007
—EEtHF
’000
T B&
Issued ordinary shares at 1 January R—A—HBRTERER 1,000
Effect of shares issued on Reorganisation BARFEEITRMNHTZE 749,000
Effect of shares issued under placing and BERE M AFEEE T
public offering &t R 2 76,562
Weighted average number of ordinary shares R+ A=+—HBERRKRHN
at 31 December hniEF 5 2R 826,562

The weighted average number of the ordinary shares issued
pursuant to Reorganisation is calculated as if the shares had
been outstanding throughout the year.

The calculation of basic earnings per share for the year ended
31 December 2006 is based on the profit attributable to equity
shareholders of the Company of RMB93,937,000 and the
750,000,000 shares (100,000,000 shares in issue as at the date
of the Prospectus and 650,000,000 shares issued pursuant
to capitalisation issue upon listing), as if the shares had been
outstanding throughout the year.

There were no dilutive potential ordinary shares during the years
presented and, therefore, diluted earnings per share is not
presented.

RIBEAD BT E BB IEFHEIIR
REBONEEFECHTEITE -

BHE_EEREF+-_A=1+—HILFE
M FREARZF TIRE AR AR R
JE (k3% F| A R #93,937,0007T © WA K&
750,000,0008% (R HERX =52 B B2 2
77 B 100,000,000 0% LA Rz A T B 4R
&AL E1TE B 17A% 9 650,000,000
B)FE - MUOZERDREREFE—
BEESNRA o

RERFEARRRL BEERGHS

PENSRER LRSS RESE
A o
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Notes to the Financial Statements (Continued) A #SsREK M55 (48 )

12.

Property, plant and equipment

12. Y% BERRZRE

The Group RE
Plant and Motor Furniture
Buildings machinery vehicles  and fixtures Total
BF BER M RE BREEE &t
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
ARETT ARETT ARETR AR%TR ARETT
Cost: A
At 1 January 2006 W_EE E-F—H 36,451 301,059 935 2,588 341,033
Additions NE - 4,170 499 457 5,126
Transfer from construction BREERIR
in progress (note 14) (MizE14) 12,410 261,995 - = 274,405
At 31 December 2006 W=EE E+-A=1-H 48,861 567,224 1,434 3,045 620,564
At 1 January 2007 W-EZ+F-F—-H 48,861 567,224 1,434 3,045 620,564
Additions NE 180 284 824 565 1,853
Transfer from construction BREERIR
in progress (note 14) (BizE14) - 16,000 - 682 16,682
Disposals L& (108) - (30) (142) (280)
Exchange adjustments N AE = = = (4) (4)
At 31 December 2007 W=ET+F+-A=1—H 48,933 583,508 2,228 4,146 638,815
Accumulated depreciation: 2EHE
At 1 January 2006 W_EE E-F—H 2,842 68,161 398 1,404 72,805
Charge for the year AEBIE 1,093 46,492 119 279 47,983
At 31 December 2006 W=EE E+-A=1—H 3,935 114,653 517 1,683 120,788
At 1 January 2007 W-ZZ+5-F-H 3,935 114,653 517 1,683 120,788
Charge for the year AEBIE 1,161 55,445 185 284 57,075
Written back on disposals HERAD (20) - (12) (36) (68)
Exchange adjustments AR = = = 1) (1)
At 31 December 2007 RIBZ+ET-A=1-H 5,076 170,008 690 1,930 177,794
Net book value: REFE:
At 31 December 2006 WL E+-A=1—H 44,926 452,571 917 1,362 499,776
At 31 December 2007 R-EEtE+-A=1-H 43,857 413,410 1,538 2,216 461,021

Qunxing Paper Holdings Company Limited £ 2 4L %1% ER A 7



Notes to the Financial Statements (Continued) BA 7&K M55 (48 )

12. Property, plant and equipment (Continued) 12.

All of the Group’s buildings are situated in the PRC.

The following items of property, plant and equipment are
pledged to secure certain bank loans (note 19) granted to the

Group.

97

M ~ BE R SRR ()
B2 BT AR o

LATE - BERRENEE B IR
B UARTAREENSE TRITEX
(FI3E19) IR EHELR ©

The Group
REH
2007 2006
—EZTtHF —EERF
RMB’000 RMB’000
AR¥T T AREFIT

Net book value of pledged assets: CEAEERAEFE

Plant and machinery 8= N i 2s 383,177 342,293

13. Interests in subsidiaries 13. RAKEB QTR
The Company
AR

2007 2006

—ETLF ZETRF

RMB’000 RMB’000

AR®T ARBETT

Unlisted shares, at cost JELETRRG © RAARE 996 -
Amounts due from subsidiaries JE UL BT /BB 1A R 5K I8 1,264,478 =
Less: impairment loss B REEE - -

1,265,474 -

The amounts due from subsidiaries are unsecured, interest
free and have no fixed terms of repayment. In the opinion of
the directors, the amounts due from subsidiaries will not be
repayable within twelve months from the balance sheet date
and are therefore shown in the balance sheet as non-current.

FEYHT B AR A R EIER - 2B R
BETETY - EEAREURMEAR
MBS TR EE AR+ —EAR
B8 - HNEERBRAIIRIFRD
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Notes to the Financial Statements (Continued) A #SsREK M55 (48 )

13. Interests in subsidiaries (Continued)

Details of the subsidiaries at 31 December 2007 are set out

13.

T B B B Y A ()
REFTLE+=A=+—BHEAT

below: BEEBESINT
Percentage
Place of of equity
incorporation/ Issued and attributable to
establishment fully paid up capital the Company
Name of company SR/ BETR RARIRE(L Principal activities
NEER AR BHRER BEAMM TEEH
Direct Indirect
Ef 583
Double Nation Limited BVI US$100 100% - Investment holding
(‘Double Nation’) AERLES 1007 RAER
Best Known Group Limited Hong Kong HK$100 - 100%  Investment holding
(“Best Known’) i 1007%87T RERR
SEEBERAA(EE])
Shandong Qunxing Paper Limited PRC RMB1,290,000,000 = 100%  Manufacture and sale of
(“Shandong Qunxing”)* H AKE1,290,000,0007C decorative base paper

WRHERFARAT
(NuREE )"

*

enterprise.

This entity established in the PRC is a wholly foreign owned

On 29 January 2007, the Company acquired the share capital
of Double Nation from Boom Instant for a consideration of

RMB996,000.

Registered capital of Shandong Qunxing is RMB1,294,000,000
of which RMB1,290,000,000 has been paid up by the
Group as at 31 December 2007. The outstanding amount of
RMB4,000,000 was subsequently paid on 4 January 2008.

Qunxing Paper Holdings Company Limited £ 2 4L %1% ER A 7

products and printing

paper product
RERHERHRE

EnRERIRSER

ERRNHMBERZNINEEE D

RZZEZ+F—A=+NB ~2A%
Boom Instant 4% & Double Nation &9 i%
- REABARKI96,0007T °

LERBHEENTFMERAABEAREKE
1,294,000,000 JT n=ZZEFE L
F+_A=Z+—H HEHFARK
1,290,000,000 7T E B AL EHE © %
BEAREA4 00000 TEEZER_ZEZ
NFE—AMB XA -
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Notes to the Financial Statements (Continued) BA #5sRER M55 (48 )

14.

15.

Construction in progress 14. H#EIR
The Group The Company
REE RAF]
2007 2006 2007
—BTLE  —TINE SBRLE
RMB’000 RMB’000 RMB’000

AR®T R AR¥TT AR®T

At 1 January n—HA—H 16,000 132,411 -
Additions NE 167,780 157,994 200
Transfer to property, plant BEEYXE BE
and equipment (note 12) HE(MaE12) (16,682) (274,405) -
At 31 December Rt+t=-—A=+—8” 167,098 16,000 200
Construction in progress comprises costs incurred on leasehold FREIEBEREEAHNATHNNEE
improvements, buildings and plant and machinery not yet BE - BFHEMRE RS EERKR o
completed at the balance sheet date.
Lease prepayments 15. HEFBAMNINIE
The Group REH
2007
—EELHF
RMB’000
AR¥ TR
Cost: R
Additions NE 11,441
At 31 December BNt+=-—A=+—8H 11,441
Accumulated amortisation: s
Charge for the year AN EHETH 186
At 31 December R+=—A=+—H 186
Net book value: BREFE
At 31 December Rt+—_A=+—H 11,255
Lease prepayments represent the cost of the land use rights in HEBMNFRIEER 2SR =FEMHH
the PRC, which expire in 2053. B - 3 5 FRAE O AR
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Notes to the Financial Statements (Continued) A #SsREK M55 (48 )

16. Inventories 16. =®E
(a) Inventories in the consolidated balance sheet comprise: (a) SAEEEBBRANEERTE
The Group
REE
2007 2006
—EELF —EERF
RMB’000 RMB’000
ARET T ARKETTT
Raw materials and consumables B SEFE S 19,316 30,426
Finished goods BUAY n 16,171 20,563
35,487 50,989

(b) An analysis of the amount of inventories recognised as

b)) ®WRARXNEFESESIMN

an expense is as follows: 5 4
The Group
REE
2007 2006
—ETtHF ZETRF
RMB’000 RMB’000
ARET T ARBTT
Carrying amount of inventories sold B &FEEREE 842,055 766,727
17. Trade and other receivables 17. BWEFRA R EtEWEE
The Group
REH
2007 2006
—ETtHF ZETRF
RMB’000 RMB’000
ARHET T ARBT T
Trade receivables TEWE SR 50,297 80,478
Prepayments, deposits and TBRFIE - 'RER
other receivables H {th fE U 3538 606 1,307
Less: allowance for doubtful debts B RIBREHE - -
50,903 81,785

Qunxing Paper Holdings Company Limited £ 2 4L %1% ER A 7



Notes to the Financial Statements (Continued) BA #5sRER M55 (48 )

17.

Trade and other receivables (Continued)
All of the trade receivables are expected to be recovered within
one year.

(a)

(b)

Ageing analysis
Included in trade and other receivables are trade debtors
with the following ageing analysis as of the balance sheet

101

17. EWESRFREMEWRFIEE)
FrE eI 58 XA —E A E

(a)

R AT
BRERWEZRALEME
WHRBEHNEKE S FRBEREE

date: HEBRER DT ¢
The Group

REH
2007 2006
—EELF ZETRF
RMB’000 RMB’000
AR®T T AREFTT
Current B ER 50,297 79,226
Less than one month past due wH DR —1E A - 1,252
50,297 80,478

Impairment of trade receivables (b) EWEZERFRE

Impairment losses in respect of trade receivables are
recorded using an allowance account unless the Group is
satisfied that recovery of the amount is remote, in which
case the impairment loss is written off against trade
receivable directly (see note 2(h)).

Based on past experience, the Group believes that no
impairment allowance is necessary as there has not been
a significant change in credit quality and the balances
were considered fully recoverable. The Group has not
held any collateral over these balances.

MEWRE SERFORERIEM
T BRIEASEREARKE
ZERBER A REMRIE - B A
ZREEE SRR EREDE

70 s 1] Uk B /Y AT BE M AR
K BEAMRESESEER
FE UK B 5 BR 3R AP i aE (BB &
2(h)) °

REBELR ARNEEEE
WARHEBRERES - ARBER
BAAZEMDE - MAKERE
EAFELRERE AKEYL
RE A A % ERWG IR E
o
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Notes to the Financial Statements (Continued) A #SsREK M55 (48 )

18. Cash and cash equivalents 18. HERRESEEYW
The Group The Company
REE PiN/N
2007 2006 2007 2006

—BELFE —TTREF ZRRLE ZTTRF
RMB’000  RMB'000  RMB’000  RMB’000
ARBTRE ARBTT AR®TR AREKETRT

Deposits with banks RITHER 423,721 = 423,721 =
Cash at bank and in hand RITFRLFERES 1,368,437 67,265 15,224 -
Cash and cash equivalent in REEBEXRNIES
the balance sheet RIBESZEEBY 1,792,158 67,265 438,945 -
Cash and cash equivalent in RIFEEERER
the consolidated cash flow HIRS Rk
statement WEEEY 1,792,158 67,265
As at 31 December 2007, cash in hand and cash at bank in R-ZEZ+F+_A=+—H  F&
the PRC included in the cash and cash equivalents above B MERRFTRENRITERBE
amounted to RMB1,350,771,000 ( 2006: RMB67,257,000). REMBERREEBWAARE
Remittance of funds out of the PRC is subject to the exchange 1,350,771,0007C(ZZEERF : ARK
restrictions imposed by the PRC government. 67,257,0007T) ° #& R IAE A EE X
R B BT e 1 T B S NEEE & I TR ©
19. Bank loans 19. RITER
At 31 December 2007, the bank loans were repayable as R-ZBTZL+F+-_A=+—H ' EFE
follows: EBRRITERBERAOT
The Group
REE
2007 2006
—EELF —EERF
RMB’000 RMB’000
AR¥T T ARET T
Within one year —F R 30,000 332,000
Over one year but within two years BE—FEEMTR 207,000 -

237,000 332,000
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Notes to the Financial Statements (Continued) BA #5sRER M55 (48 )

19.

20.

Bank loans (Continued)

19.

At 31 December 2007, the bank loans were secured as follows:

103

fEfTEZI'A\
EA_—\,?‘ti‘f‘ A=+—H " §7E
REVERERNT

The Group
REE
2007 2006
—EELF —EERF
RMB’000 RMB’000
ARETT AREFTT
Secured bank loans: BEMBITEK
— secured by property, plant and — A% - B MR
equipment (note 12) (FfFEE12) 237,000 187,000
Unsecured bank loans: EIIRITE X ¢
— guaranteed by a related party —HBEESER
(note 27) (FFzE27) - 145,000
237,000 332,000

The bank loans as at 31 December 2007 were interest bearing
at rates ranging from 7.23% to 8.95% per annum (2006: 6.13%

to 8.93% per annum).

The guarantees provided by a related party were released on 28

R_ZZLHE+-_A=+—H R
TERNEREN F7.23% E£8.95%
(ZEZERF : FRENF6.13% =

8.93%) ©

REESRENERR ST LFNA

September 2007. Z+NB#EE °
Trade and other payables 20. EREZERERREMEMNRK
The Group The Company
REHE IN/NC]

2007 2006 2007 2006
—EBELFE —TTRF ZEEEF —TTF
RMB’000 RMB’000 RMB’000 RMB’000
ARETR ARBTT AR®BTR AR®ETET
Trade payables FENE SR 61,120 53,979 - -
Other payables and accruals ~ EfbfE I8 R TEIRE A 168,284 25,034 2,186 -
229,404 79,013 2,186 —

Included in trade and other payables are trade payables with
the following ageing analysis as of the balance sheet date. The
credit periods granted by suppliers generally are not more than

30 days.

BEHERNE SRR R EMREMNRHRIA
B A 5 5 2R A B B S A
e %Tﬁﬁﬁﬁﬁ%ﬁﬁﬁﬁﬁﬂ BAZR
30H -
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Notes to the Financial Statements (Continued) A #SsREK M55 (48 )

20.

21.

22,

Trade and other payables (Continued) 20 BENESZRIRARHEMENSRE
(%)
The Group
REE
2007 2006
—ETtF —EERF
RMB’000 RMB’000
AR¥T T ARETTT
Due within 30 days 30H KEHEA 61,120 53,979
All of the trade and other payables are expected to be settled BRBLEEEEFSNENRERIBEARE
within one year, apart from retention monies payable in respect 8,339,0007L( =TT /R4F « & )FEHN
of the construction of production lines of RMB8,339,000 (2006: —FRENI - FIBERGE SRR RE
Nil) which are expected to be settled after one year. fth FEST SRIB TR BRI —F AELT -
Amounts due from a director and related 21. BRESKBEERLRE
parties
The amounts due from a director and related parties as at 31 RZEBEERNF+_A=+—HRENKES
December 2006 represented operating expenses paid by the RAERFBEEAEERKREZ R
Group on their behalf. These balances were recovered during ERY  c WHRHAERBEE-_ZSZTLF
the year ended 31 December 2007. TZA=t—HIFERKME -
Amounts due to directors and subsidiaries 22. BENESEHNEARNRIE

The amounts due to directors as at 31 December 2006 mainly
represented the consideration for the acquisition of the entire
share capital of Shandong Qunxing. The balance was repaid
during the year ended 31 December 2007.

The amounts due to subsidiaries are unsecured, interest free
and have no fixed terms of repayment.

Qunxing Paper Holdings Company Limited & 2 4% 218 5 R A 7]
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Notes to the Financial Statements (Continued) BA #5sRER M55 (48 )

23.

Income tax in the consolidated balance sheet
Current taxation in the consolidated balance sheet represents:

23.

105

REEERBRRANMAEHR
rARERERANIEANK

The Group
REE
2007 2006
—EEtHF ZETTRF
RMB’000 RMB’000
ARET T ARKETTT

Provision for PRC income tax REFERHMEH

for the year B - 48,755
Balance of PRC income tax BEFEH

relating to prior years FriSfi st es 21,671 17,549
PRC income tax paid BN BEAEH (11,803) (44,633)
Income tax payable FERETISHR 9,868 21,671

There were no significant unrecognised deferred tax assets or
liabilities as at 31 December 2006 and 2007.

R-_ZETZRNFR -_ET+F+ A8
=t+—H8 AEETESEARAEHER
REERIBEEREE o
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Notes to the Financial Statements (Continued) A #SsREK M55 (48 )

24. Capital and reserves 24. BEXKREE
(@) The Group (a) =&K£H
(Accumulated
Statutory [osses)/
surplus retained
Share Share Capital QOther reseve  Exchange  eamings
capitl  premum  resenve  resene  EERE  resene (Z:ER)/ Total
RE  BhEE EABE  EbBRE fE EXBE ARlE 3t
RMB'000  RWMB'000  RMB'000  RMB'00  RMB'00  RWMB'000  RMB'000  RMB'000
ARETT ARETT ARETT ARETR ARETT ARETL ARETR ARETR
At 1 January 2006 R=2%,5-A-H 30,000 - 129900 - 37,62 - (8283) 189,242
Exchange differences on tranglation B ELEANERE)
offinancial statements of HERELY
operations outside the PRC EiEE - - - - - 4884 - 4884
Capitl injection i 102 - - - - - - 102
Arising from Reorganisation BARES (30,000) - - (169,327) - - - (199327)
Nt profit for the year E el = = - - - - 93,937 93,987
Appropriation to statutory AREEERHEE
sUrplus reserve - - - - 14,269 - (14,259) -
31 December 2006 REETET-A=t-B 102 - 129900 (169,327 51,884 4,884 71,395 88,838
At 1 January 2007 RZEEtE-A-A 102 - 129900 (169,327) 51,884 4,884 71,395 86,838
Exchange differences on translation BEREEHERMN
of financial statements of HRERAEL
operations outside the PRC ENZE - - - - - (44) - (44)
Arising on Reorganisation EfREL 897 - - (996) - - - (99)
Capitalisation issue ERLES 795 119463 - - - - - 191,058
Capitalisation of reserves BEERL - - (120900) 160,000  (30,100) - - -
Shares issued under placingand ~ BERERABRE
public offering ERIRG 28565 1,499,654 - - - - - 1528219
Share issuing expenses BORGER - (82,714) - - - - - (82,714)
Nt profit for the year EERTITH - - - - - - %052 350572
Appropriation to statutory AREETRSER
surplus reserve - - - - 23,367 - (23,367) -
At 31 December 2007 RZFBtE+ZB=1-F 101,359 1536403 - (10,323) 45,151 (29,540) 398,600 2,041,650
Qunxing Paper Holdings Company Limited £ 2 A 2GR A 7]



Notes to the Financial Statements (Continued) BA #5sRER M55 (48 )

24.

Capital and reserves (Continued)

(b)

24. EXRREEE)

107

The Company (b) ZA2F
(Accumulated
losses)/
retained
Share Share Exchange eamings
capital premium reserve  (Z:ER)/ Total
A RinaE B Bl b
RMB'000 RMB’000 RMB’000 RMB’000 RMB’000
ARETT AREBTT ARETRT ARETT ARETR
Shares issued upon incorporation AL R E 21Tk 102 - = - 102
Exchange differences on translation  #& SR EISFHN EHH)
of financial statements of BBHRE
operations outside the PRC EENERES = = 2) - 2)
Net loss for the year EEERYE - - - (84) (84)
At 31 December 2006 RZZTRFT-A=1—H 102 - (2) (84) 16
At 1 January 2007 R=E8t5-A-H 102 - ) (84) 16
Shares issued on RESAMRT
Reorganisation il g 897 - - - 897
Capitalisation issue ERLRT 71,795 119,463 - - 191,258
Shares issued under placing BERERABRE
and public offering BRITRA 28,565 1,499,654 - - 1,528,219
Shares issuing expenses BAROEX - (82,714) - - (82,714)
Exchange differences on BRERERNERNHERE
translation of financial EENERZR
statements of operations
outside the PRC - - (61,987) - (61,987)
Net profit for the year FERTNFE - - - 116,254 116,254
At 31 December 2007 R-ZBB+E+=A=+-H 101,359 1,536,403 (61,989) 116,170 1,691,943
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Notes to the Financial Statements (Continued) A #SsREK M55 (48 )

24. Capital and reserves (Continued) 24. EXRREEE)
(c)  Authorised and issued share capital (c) ZEERERITRAE
2007 2006
—EBLE ZETRF
Number Number
of shares of shares
RHEE RmHEE
(000)  HK$'000 (000)  HK$'000
(Fh) TET (F&) THET
Authorised: ETE
Ordinary shares of BREEC1ET
HK$0.1 each (note () 0@ A% (FIEE() 10,000,000 1,000,000 1,000 100
Number
of shares
e E
Notes ('000) RMB’000
By &E (F5%) ARETT
Ordinary shares issued — F %77 R4/
and fully paid: Bk -
Shares issued upon FE AR LB
incorporation BETRD (ii) 1,000 102
At 31 December 2006 W= ZEERE
f-A=+-§ 1,000 102
At 1 January 2007 R-ZEZ2tF—H—H 1,000 102
Shares issued on REEHZTRG
Reorganisation (iv(a) 9,000 897
Capitalisation issue R-ZEZtFNA
in April 2007 BRI (iv(b)) 90,000 8,895
Capitalisation issue TR
upon listing BRI RIT (v) 650,000 62,900
Shares issued under  BRERER
placing and NHRE
public offering BITRA (vi) 295,000 28,565
At 31 December 2007 R-ZETtHE
+=-B=+—H 1,045,000 101,359

Qunxing Paper Holdings Company Limited £ 2 4L %1% ER A 7



Notes to the Financial Statements (Continued) BA #5sRER M55 (48 )

24.

Capital and reserves (Continued)

Authorised and issued share capital (Continued)

The holders of ordinary shares are entitled to receive
dividends as declared from time to time and are entitled
to one vote per share at meetings of the Company.
All ordinary shares rank equally with regard to the
Company’s residual assets.

(c)

()

(i)

(i)

Increase in authorised share capital

Pursuant to resolutions in writing passed by the sole
shareholder of the Company on 29 January 2007,
the authorised share capital of the Company was
increased from HK$100,000 to HK$1,000,000,000
by the creation of an additional 9,999,000,000
shares of HK$0.1 each.

Capital injection

The Company was incorporated in the Cayman
Islands on 5 September 2006 as an exempted
company with limited liability, comprising 1,000,000
ordinary shares of HK$0.1 each, which were issued
nil paid.

Change in share capital arising on Reorganisation

On 16 August 2006, Best Known, a subsidiary
of the Company, acquired the entire share
capital of Shandong Qunxing from the then
controlling shareholders of the Company for cash
consideration of HK$193,521,000 (equivalent to
RMB199,327,000 at the date of transaction). The
then controlling shareholders of the Company are
also the directors of the Company. The acquisition
was satisfied by setting up unsecured and interest
free advances of RMB199,327,000 from the
directors to Best Known. The difference between
the historical carrying value of the shares acquired
and the acquisition consideration is treated as an
equity movement and recorded in “Other reserve”.
As a result of the acquisition, Shandong Qunxing
became a wholly-owned subsidiary of Best Known.

24.
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EARR D)
(c) ,imﬁaéé‘ﬁHxZIKUﬁ

K E RS,

BERFEABERRARES
WHERRNRRE

& L RER—FENLHIRE

RARBBTEEMS

A

LR TARSHAT o

v

(i)

(ii)

EIEERRA
BIEA D R B ME— RN
—EELF—A=-1+hH
BENEZEERER  AQ
AVATE IR AN B 58 I 8RR

9,999,000,000 f% & i% T &
0.1 7o 89 i% 15 B 100,000
7 73 11 % 1,000,000,000
PETT °

JEE

AARRKR_ZEZE R FNA
ﬁEE%ﬁxﬁ%uEﬂﬂﬁi
REREERAR B2
1mwmh$@Wﬁ%
THEREEN B T A
on

BHELHRAE

B K@mﬁ%’&ﬂ%?ﬁ
LA 198,521,000 & JT ( ¥
RGAFERERARE
199,327,000 T ) AR & X
BRI A R E R IR IR
RRBILRBEEND IR
A o NN E]E A AR AR
RIABARNBES - ZMK
BENESERI—FAR
199,327,000 7T HY £ K 3
REBRTFEIMIZ -
i 4% W S AR D WO S BR |
BERKERENEZERER
BiEREE)  WiltkElH
hREE A o B TER IR -
m%ﬁaﬂzﬁ‘**aﬁzé
HEA
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Notes to the Financial Statements (Continued) A #SsREK M55 (48 )

24.

Capital and reserves (Continued)
Authorised and issued share capital (Continued)
(iv) Shares issue on Reorganisation

(c)

(@)

On 29 January 2007, the Company acquired
the entire share capital of Double Nation from
the holding company, Boom Instant for a
consideration of RMB996,000. The acquisition
was satisfied by a waiver of an amount due
from Boom Instant of RMB99,000 and the
allotment of 9,000,000 shares of HK$0.1 each.
The difference between the nominal value
of the shares acquired and the acquisition
consideration is treated as an equity movement
and recorded in “Other reserve”. As a result
of the acquisition, Double Nation became a
wholly-owned subsidiary of the Company. The
Company became the holding company on 29
January 2007.

Pursuant to the written resolutions of the
Board passed on 16 April 2007, an amount
due to Boom Instant of RMB191,258,000 was
capitalised by the allotment of 90,000,000
shares of HK$0.1 each, credited as fully paid.
Upon the issue of the said shares, the amount
due to Boom Instant of RMB191,258,000 was
extinguished and cancelled.

Qunxing Paper Holdings Company Limited £ 2 4L %1% ER A 7

24.

BXRR#E®)
(c) ZEERTBEITHRAE)
(iv) RIEEMZETRG
@ —ZZT+F—H
—+AhB ARQF

M| ¥ J& A 7 Boom
Instant 42 B Double
Nation #) & & &
K -tEEABARK
996,000 7T ° #% X &
7= LA #8 % FE W Boom
Instant A & # 99,000
7t & B % 9,000,000
f&F R E A1 T K
A& A0 2R SZ A+ T A K
R R mEE R
REMNZBHERSE
fhfERE A o WBE TERK
% » Double Nationf¥,
BARABHNEENB
NAEl e KRERZF
T+FE—HF -1+ hB
AR AR °

BEEFEEN_ZZ
+tEFEA+NBRA
F—EHEMRAZER
J& 1F F Boom Instant
A R # 191,258,000
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Notes to the Financial Statements (Continued) BA #5sRER M55 (48 )

24.

Capital and reserves (Continued)

(c) Authorised and issued share capital (Continued)

v)

(vi)

Capitalisation issue upon listing

Pursuant to the resolutions in writing of the
sole shareholder of the Company passed on 8
September 2007, the Company issued 650,000,000
shares of HK$0.1 each. This issue was by way
of the capitalisation of a sum of RMB62,900,000
standing to the credit of the share premium account
of the Company.

Shares issued under placing and public offering

On 27 September 2007 and 28 September 2007,
an additional 100,000,000 ordinary shares and
150,000,000 ordinary shares of HK$0.1 each were
issued and offered for subscription at a price of
HK$5.35 each upon the listing of the shares of the
Company on the Stock Exchange. On 2 October
2007, an additional 45,000,000 ordinary shares of
HK$0.1 each were issued and offered at a price
of HK$5.35 each for subscription under the over-
allotment option. The proceeds of RMB28,565,000,
representing the par value, were credited to
the Company’s share capital. The remaining
proceeds of approximately RMB1,499,654,000,
after deducting share issuing expenses of
RMB82,714,000, were credited to the share
premium account.
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24. EXRREEE)
©) EERTRITHRAE)
() _ETTREBIERIE#7T
BEAARKE—REN -
ZTLENAN\BBAD

(vi)

EMAZR  AQAE
77 650,000,000 A% & A% M
BEO1B LM LA - &
RETEBRBEARNRD AR
DEEEREMERARKE
62,900,000 7T & 7Nt 1 i
17 °

RIFIAER NEHEZTT
B
RZEZEEFNA=-1+t
Ak -_ZZTLF LA
—+NAH RARQAE
Bt X FT EMEREINEG
%5358 L EREITR
HESREEIE T
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150,000,000 % & 8 A% LA
HRAE  R_TTLFF
A=HB  BRIEBBEERE
B EM5.358 THEKEE
SN 2% £ 45,000,000 A%
P& B 0.1 78 T Y X @ %
AR - FTSsREAR
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HE) BEFFARRARRKRA
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Notes to the Financial Statements (Continued) A #SsREK M55 (48 )

24.

Capital and reserves (Continued)
Nature and purpose of reserves

(d)

()

(i)

(ii)

Share premium

In accordance with the Companies Law of the
Cayman Islands, the share premium account is
distributable to the shareholders of the Company
provided that immediately following the date on
which the dividend is proposed to be distributed,
the Company will be in a position to pay off its debts
as they fall due in the ordinary course of business.
The share premium may also be distributed in the
form of fully paid bonus shares.

Capital reserve

Upon completion of capital verification on 13
February 2007, the registered capital of Shandong
Qunxing was increased from RMB30,000,000 to
RMB190,000,000 by capitalisation of the capital
and statutory reserves of RMB129,900,000 and
RMB30,100,000 respectively pursuant to a board
resolution dated 12 February 2007. The increase in
registered capital of Shandong Qunxing is treated
as an equity movement and recorded in “Other
reserve”.

Statutory surplus reserves

Transfers from retained profits to the statutory
surplus reserves were made in accordance with
the relevant PRC rules and regulations and the
articles of association of the Company’s subsidiary
incorporated in the PRC and were approved by its
board of directors.

Qunxing Paper Holdings Company Limited £ 2 4L %1% ER A 7
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Notes to the Financial Statements (Continued) BA #5sRER M55 (48 )

24.

Capital and reserves (Continued)
Nature and purpose of reserves (Continued)

(d)

(e)

(ii)

(iv)

(v)

Statutory surplus reserves (Continued)

The PRC subsidiary is required to appropriate 10%
of its net profit, as determined in accordance with
the PRC accounting rules and regulations, to the
statutory surplus reserve until the reserve balance
reaches 50% of its registered capital. The transfer
to this reserve must be made before distribution of
a dividend to shareholders.

Exchange reserve

The exchange reserve comprises all foreign
exchange differences arising from the translation of
the financial statements of operations outside the
PRC which are dealt with in accordance with the
accounting policies as set out in note 2(r).

Distributability of reserves

At 31 December 2007, the aggregate amount
of reserves available for distribution to equity
shareholders of the Company, including the
distributable amounts disclosed in note 24(d)(i) was
RMB1,652,573,000 (2006: Nil).

Capital management

The Group’s primary objectives when managing capital

are to safeguard the Group’s ability to continue as a
going concern, so that it can continue to provide returns

for shareholders and benefits for other stakeholders and
to maintain an optimal capital structure to reduce the

cost of capital.

In order to maintain or adjust the capital structure, the
Group may adjust the amount of dividends paid to
shareholders, return capital to shareholders, issue new
shares or sell assets to reduce debt.

24.
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Notes to the Financial Statements (Continued) A #SsREK M55 (48 )

24. Capital and reserves (Continued)

(e)

Qunxing Paper Holdings Company Limited £ £

Capital management (Continued)

The Group monitors its capital structure on the basis of
gearing ratio, which is calculated as the Group’s total
bank borrowings over the Group’s total assets.

24. EXRREEE)

(e)

BEXREE(E)
AEERBEERBLRNE
% BEREBEREE X
RIBAKERITEE BRI
BEREE

The gearing ratios as at 31 December 2006 and 2007 NR_EERNER_ZEEL+=E
are as follows: +=—A= —1— H BEBELL
R
2007 2006
—EELF —EERF
RMB’000 RMB’000
AR®T T AREFTT
Total borrowings (BB
— short-term bank loans — R ERITER 30,000 332,000
- long-term bank loans —Eﬁﬁﬁﬁﬂ%m 207,000 -
Total bank borrowings IRITIEEHEE 237,000 332,000
Total assets EEHAE 2,517,922 716,013
Gearing ratio EEBEBHER 9.4% 46.4%

Neither the Company nor any of its subsidiaries are
subject to externally imposed capital requirements.

MEERAR AT
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RRININRIEINEE AR B o



Notes to the Financial Statements (Continued) BA #5sRER M55 (48 )

25.

Financial instruments

Exposure to credit, liquidity, interest rate, commodity price
and currency risks arises in the normal course of the Group’s
business. These risks are limited by the Group’s financial
management policies and practices described below.

(a)

Credit risk
Credit risk is the risk of financial loss to the Group if a
customer or counterparty to a financial instrument fails to
meet its contractual obligations, and arises primarily from
the Group’s trade and other receivables and deposits
with banks.

()

Trade and other receivables

The Group’s exposure to credit risk is influenced
mainly by the individual characteristics of each
customer. The Board has established a credit
policy under which credit evaluations are
performed on all customers requiring credit.
These receivables are due within seven days from
the date of billing. Debtors with balances that are
overdue are requested to settle all outstanding
balances before any further credit is granted. The
Group does not collect collateral in respect of
trade and other receivables.

At the balance sheet date, the Group has a
certain concentration of credit risk as 35%
(2006: 29%) and 49% (2006: 46%) of the total
trade receivables were due from the Group’s
largest customer and the five largest customers
respectively.

The maximum exposure to credit risk is
represented by the carrying amount of each
financial asset in the consolidated balance sheet.

25.
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Notes to the Financial Statements (Continued) A #SsREK M55 (48 )

25. Financial instruments (Continued)
(a) Credit risk (Continued)
(0 Trade and other receivables (Continued)

Further quantitative disclosures in respect of the
Group’s exposure to credit risk arising from trade
and other receivables are set out in note 17.

(i) Deposits with bank
The Group limits its exposure to credit risk by
placing deposits with financial institutions that
meet the established credit rating or other criteria.
Given these high credit ratings, management
does not expect any counterparty to fail to meet
its obligations.

As at 31 December 2007, the Group has a
certain concentration of credit risk as 68% of total
cash and cash equivalents were deposited at one
financial institution in the PRC with high credit
ratings.

(b) Liquidity risk

Liquidity risk is the risk that the Group will not be able
to meet its financial obligations as they fall due. The
Group’s approach to managing liquidity is to ensure,
as far as possible, that it will always have sufficient
liquidity to meet its liabilities when due, without incurring
unacceptable losses or risking damage to the Group’s
reputation.
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Notes to the Financial Statements (Continued) BA #5sRER M55 (48 )

25.

Financial instruments (Continued) 25.

(b)

Liquidity risk (Continued)

The following table shows the time periods after the
balance sheet date during which contractual payments,
presented on an undiscounted basis, are due to be
made. These payments include, among others, interest
payments computed using contractual rates (for fixed
rate instruments) under the Group’s non-derivative
financial liabilities which are due to be paid.

ERMITRE)
(b) TmERESRERKE)

117

TRINTRAEE B &R BARBRE
MBARZRORERERPR
BEMNENRED - BEAKEA
HpBREAAKEBESIHE
ERFETEMBRENA LT
X(EAREEERTA)FE

R ERFIE -

The Group KEE
2007 2006
E5tE ZEENE
Total More Total
contracted than contracted
undiscounted Within 1 year undiscounted Within
cash flow 1 year but cash flow 1 year
GHEY oron within BHES oron
Carrying MKEE demand 2years Carrying MARE demand
amount bk —Eh —E4 amount MR -k
KafE RBER  RERER  (ATRWE KR TEEE  RERER
RMB'000 RMB’000 RMB’000 RMB’000 RMB'000 RMB'000 RMB'000
AE®Tn  AR¥Tn ARMTn ARETn ARETT ARETr  ARETn
Trade and other payables EHEREAR
=0 e 229,404 (229,404 ) (229,404 ) - 79,018 (79,013) (79,013)
Amounts due to directors EANESHE - - - - 104,491 (194,491) (194,491)
Bank loans BES 237,000 (260,372) (47,191) (213,181) 332,000 (339,839) (339,839)
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25.

Qunxing Paper Holdings Company Limited £ £

(b)

Financial instruments (Continued) 25. TRMIAE)
Liquidity risk (Continued) (b) FEBESEARE)
The Company /N
2007 2006
ZERtE 3
Total Total
contracted Within contracted Within
undiscounted 1 year undiscounted 1 year
cash flow oron cash flow oron
Carrying GHEY demand Carrying BHES demand
amount  ARREH -k amount  AREZRE —Ef5
BEE RERBEE  REREX FEE FensLE RERER
RMB'000 RMB’000 RMB’000 RMB'000 RMB'000 RMB'000
AEETR  ARETR  ARETR  ARETT  ARETR  ARETR
Other payables and accruals ~ EftENFUERERER 2,186 (2,186) (2,186) - - =
Interest rate risk (c) FIEER

(c)

The interest rates and maturity information of the Group’s
bank loans are disclosed in note 19. The Group’s policy
is to manage its interest rate risk to ensure there are no
undue exposures to significant interest rate movements
and rates are approximately fixed. The Group does
not account for any fixed rate financial liabilities at fair
value through profit or loss, and the Group does not
use derivative financial instruments to hedge its debt
obligations. All of the bank loans of the Group are fixed
rate instruments and are insensitive to any change in
market interest rates. A change in interest rates at the
balance sheet date would not affect profit or loss.

MEERAR AT
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Notes to the Financial Statements (Continued) BA 7&K M55 (48 )

25.

(c)

(d)

119

Financial instruments (Continued) 25. €@IA%)
Interest rate risk (Continued) () RIERERE(E)
(i) Interest rate profile ] %/%gff I
The following table details the interest rate profile TERBRAEREERN
of the Group’s borrowings at the balance sheet EEHAF R
date.
The Group
REH
2007 2006
—EELF —EERF
Effective Effective
interest interest
rate rate
% %
BEF=E  RMB’000 TR A = RMB’000
% AR%TrR % ARETT
Bank loans IRITER 8.18 237,000 6.42 332,000
Business risk (d) E&Eks
The Group’s sales of printing paper product are AEESEFM—BREFHEELN
principally to one customer. Although the Group RIAE BEASEDHZSE
has entered into a co-operative agreement with this PRI EEHE - ARG
customer, there can be no assurance that this customer RREBERZEFPKEZRR
will continue to purchase from the Group as and when SERE - WHEEFPTH F'Eﬂ

needed. In the event that this customer ceased to
purchase printing paper product from the Group and the
Group could not secure orders from other customers,
the Group’s turnover and profitability would be adversely
affected.

The Group’s purchases of raw materials are primarily
from several major suppliers. The Group has a certain
concentration of business risk as 76% (2006: 63%) of
the total purchases were from the Group’s five largest
suppliers. If the Group could not purchase adequate
quantities of materials from these suppliers and failed
to identify alternative sources, the Group’s turnover and
profitability could be adversely affected.

AEBRBORAAER
ZK%@*%&WE@E}EHM%E
B - ﬁllﬂ%¥1$ilﬂ’ﬁgi%’ﬁ§&
BN TER TN E

AEBERMZHFEHER
HERME - AEEEF—FE
EREBKRRERBR - A%
B A AR e AR AV EREE B
MAARBEAN76%(ZTZ X
F 1 63%) ° i AEEAREER
FERRBENHEENME - B

REMEEMIOR - & HA
£ BN LB DA N ER
TR -

ANNUAL REPORT 2007 — &+ 4 &%



120

Notes to the Financial Statements (Continued) A #SsREK M55 (48 )

25.

Financial instruments (Continued)

(e)

(f)

(9)

Commodity price risk

The major raw materials used in the production of the
Group’s products include wood pulp and titanium
dioxide powder. The Group is exposed to fluctuations
in the prices of wood pulp and titanium dioxide powder
which are influenced by global as well as regional supply
and demand conditions. Fluctuations in the price of
wood pulp and titanium dioxide powder could adversely
affect the Group’s financial performance. The Group
historically has not entered into any commodity derivative
instruments to hedge the potential commodity price
changes.

Foreign currency risk

As most of the Group’s monetary assets and liabilities
are denominated in Renminbi and the Group conducts
its business transactions principally in Renminbi, the
exchange rate risk of the Group is not significant and
the Group does not employ any financial instruments for
hedging purposes.

Fair values

As stated in note 21, the balances with subsidiaries are
interest-free and have no fixed repayments terms. Given
these terms it is not meaningful to disclose their fair
values. All other financial assets and liabilities are carried
at amounts not materially different from their fair values as
at 31 December 2006 and 2007.
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26. Commitments and contingent liabilities 26.
Operating leases

(a)

(b)

At 31 December 2007, the total future minimum lease
payments under non-cancellable operating leases are

payable as follows:

121

AERIAREE
(a) W**”FH%E
E/‘; 2T+t F T+ A =+—
CREBETAHENSERE
EE??:J?’EHE’J”“ ZHEERA

EEAE ¢
The Group The Company
RNEE iN/NE]

2007 2006 2007 2006

—ETEEFE —TTRF ZETEFE —_TTRF

RMB’000 RMB’000 RMB’000 RMB’000

AR¥TR ARETT AR®BTR ARETT

Within one year —FR 997 1,200 - -
After one year but — %

within five years BERFA 1,253 4,800 - =

After five years AFELE 2,280 3,522 - -

4,530 9,522 - -

The Group is the lessee in respect of leasehold land
and properties held under operating leases. The leases
typically run for an initial period of 2 to 20 years, with an
option to renew the leases upon expiry when all terms
are renegotiated. None of the leases includes contingent
rentals.

Capital commitments
Capital commitments outstanding at 31 December 2007
not provided for in the financial statements were as

REERAUKCEHERAEE TR
MENEEA - ZEFHE—RVIFHH
—E_4F WA RHERREEEE
W EFHEFABEER - MBEHETE
FEARER o

(b) EARR
R-TFLE+=F=+—A
45K 18 1) B R 7E 81 35 A R

follows: BENEARAENDT
The Group The Company
REE ¥iN/NE]
2007 2006 2007 2006
—EELFE T RF ZBELFE —ZTETRF
RMB’000 RMB’000 RMB’000 RMB’000
ARETRE ARETT ARETR ARETT
Contracted for SEHED 654 = 374 —
Authorised but not BEREERETH

contracted for 1,120,000 - - -
1,120,654 - 374 -
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26.

Commitments and contingent liabilities
(Continued)

(c)

Environmental contingencies

To date, the Group has not incurred any significant
expenditure for environmental remediation and is
currently not involved in any environmental remediation.
As such, the Group has not accrued any amounts for
environmental remediation relating to its operations.
Under existing legislation, management believes that
there are no probable liabilities that could have a material
adverse effect on the financial position or operating
results of the Group. The PRC government, however,
has moved, and may move further towards more
rigorous enforcement of applicable laws, and towards
the adoption of more stringent environmental standards.
Environmental liabilities are subject to considerable
uncertainties which affect the Group’s ability to
estimate the ultimate cost of remediation efforts. These
uncertainties include (i) the exact nature and extent of the
contamination, (i) the extent of required cleanup efforts,
(i) varying costs of alternative remediation strategies,
(iv) changes in environmental remediation requirements,
and (v) the identification of new remediation sites. The
amount of such future cost is indeterminable due to
such factors as the unknown magnitude of possible
contamination and the unknown timing and extent of the
corrective actions that may be required. Accordingly,
the outcome of environmental liabilities under proposed
or future environmental legislation cannot reasonably be
estimated at present, and could be material.
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27.

Material related party transactions 27.

During the years ended 31 December 2006 and 2007, the
directors are of the view that the following companies are

123

EXBEFRS
BT FR_ZTT+HF+ A4
=+—HILFE EFRAETIARE

related parties of the Group:

Name of related party

BER AW

Addinsight Limited (“Addinsight”)

Be Broad Limited (“Be Broad”)

Boom Instant Limited (“Boom Instant”)

Shandong Changxing Group Limited
(“SD Changxing”)*

IWREREEBBFR AR
(MUERE]D

Zouping Guang Hua Veneer
Company Limited (“Guang Hua”)*
B SERMARRB ([ E])

Jumbo Bonus Investments Limited
(“dJumbo Bonus”)

AAREERAR([HREKE D)

The English translation of the company names is for reference
only. The official names of these companies are in Chinese.

AEEZBEET

Relationship

%

Effectively 87.5% owned by Dr Zhu Yu Guo and 12.5% by Ms Sun Rui

Fang, directors of the Company
RAREBFREAB L RAEIRFT L LD RIEREFE7.5%K12.5%

Effectively 100% owned by Mr Zhu Mo Qun, a director of the Company
RRABEERBREGCEERHEF100%E

Effectively 70% owned by Dr Zhu Yu Guo, 20% by Mr Zhu Mo Qun and
10% by Ms Sun Rui Fang, directors of the Company
RRABEERFEE L KRBHAERER S X ETHRIERER70%
20% K 10%# %=

Effectively 55% owned by Dr Zhu Yu Guo, 30% by Mr Zhu Mo Qun

and 15% by Ms Sun Rui Fang, directors of the Company
ARARIEEREEBLT REHAERFERE X THHIERERS5%
30% & 15% %

Effectively 50% owned by Dr Zhu Yu Guo, 33% by Mr Zhu Mo Qun

and 17% by Ms Sun Rui Fang, directors of the Company
ARAREERERELS  RBHEEREINS XL D HIERHEFS0%
33% K& 17% %

Effectively 70% owned by Dr Zhu Yu Guo, 20% by Mr Zhu Mo Qun

and 10% by Ms Sun Rui Fang, directors of the Company
RRABEERFEE L KRBHEERER S X THRIEREBT70%
20% K& 10% %

* NEBHNEXBEERSE - %
FRBMEALERHT XA -
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27. Material related party transactions (Continued) 27.

(a) Recurring transactions
Particulars of significant transactions between the Group

EXRERRS (#)
(a) REMXZ
AEEEPABETRFARALZ

and the above related parties during the years were as BERRGFHBOT ¢
follows:
2007 2006
—EELF “TTRF
RMB’000 RMB’000
ARET T ARBTT
Sale of decorative base SHERMRAER
paper products
- Guang Hua — Y E 6,219 6,172
Lease of leasehold land HERE LR
and properties
- SD Changxing —ILRERE 400 400
— Guang Hua — it EE 123 -
523 400

The directors of the Company are of the opinion that
the above related party transactions were conducted on
normal commercial terms and in the ordinary course of
business.

(b) Non-recurring transactions
(i) Particulars of significant transactions between the
Group and the above related parties during the
years were as follows:

ARRIEZRA > LRBETRF IR
B-REEGREATEREBEHE

7

(b) FREMXS
(i) AEEE PRSI R

FRAZERR GFEW
T
2007 2006
—EELHF ZETRF
RMB’000 RMB’000

AR®T T ARBTT

Lease of leasehold land HERE L RYE
and properties
— Guang Hua —EE

200 800
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27.

(b)

(c)

125

Material related party transactions (Continued) 27. ERBEIRS (&)
Non-recurring transactions (Continued) (b) FEREMRS
(ii) On 2 April 2007 and 8 May 2007, the Group (ii) R-ZEZ+FIMA_H
entered into agreements with Guang Hua to E_ZEZEE+ERH AN
acquire leasehold lands located in the PRC at the H > NEBEXEITT
prevailing market value of RMB10,980,000 and Wi DRI ERETE
RMB461,000 respectively. A R # 10,980,000 7T K&
AR 461,0007T I £
(A IE’J?EE T3 o
(iii) Certain bank loans of the Group totalling (iii) AEER_ZTEZTF
RMB145,000,000 as at 31 December 2006 +=—A=+—HAE#
were guaranteed by SD Changxing. The above FRTEFTHEARK
guarantees were released during the year ended 145,000,000 T F LI R &
31 December 2007. EEER - FMERE
REBEE_ZT+F+=
A=+ —H8 1% Ef#
The directors of the Company are of the opinion RKABEZEERE B L
that the above non-recurring related party M B (i)gh o LaiBgE
transactions, excluding item (iii) above were FHXSZT R — R
conducted on normal commercial terms and in B EREERKBRESD
the ordinary course of business. LT o
Balances with related parties (c) EERAELLER
As at 31 December 2007, the Group had the following R-ZEELF+ A =+—
balances with related parties: H > ANEBEBREREETHERD
T
2007 2006
—EELHF —EERE
RMB’000 RMB’000
AR®T T ARBT T
Amount due from a director JE U E = FUE
— Mr Zhu Mo Qun BB - 15
Amounts due from related parties FEWL G E H TR
- Addinsight *Addthlght - 22
- Be Broad —Be Broad - 17
- Boom Instant —Boom Instant - 118
- Jumbo Bonus —mARIEE - 26
- 183
Amounts due to directors FEREE IR
— Mr Zhu Mo Qun —RBREEAE - 99,160
- Dr Zhu Yu Guo —KREEFL - 95,331
- 194,491
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27. Material related party transactions (Continued)
(d) Key management personnel remuneration
Remuneration for key management personnel of the
Group, including amounts paid to the Company’s
directors as disclosed in note 7 and certain of the
highest paid employees as disclosed in note 8, is as

27.

BREAELRS (#)

(d ZEEBASMS
FEEEIEERABNHE (R
EH 7R BENAARES
M| RHESMRBEDAET
BERFHEENSE)MT :

follows:

2007 2006
—ETLE ZEERF
RMB’000 RMB’000
AR®T T ARET T
Short-term employee benefits HEE BB 1,883 499

Contribution to defined contribution  TEXE{LFUGR RS 522k
retirement plans 33 15
1,916 514

Total remuneration is included in “staff costs” (see note
5(b)).

28. Share option scheme

Pursuant to an ordinary resolution passed by the then sole
shareholder of the Company on 8 September 2007, the
Company adopted a share option scheme (the ‘‘scheme’) for
the purpose of enabling the Group to reward the employees, the
Directors and other selected participants for their contributions
to the Group. The scheme will remain in force for a period of
10 years from adoption of such scheme and will expire on 7
September 2017.
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28.

Share option scheme (Continued)
Under the Scheme, the Board may at their discretion grant
options to:

(@)

any employee (whether full-time or part-time, including
any executive director but excluding any non-executive
director) of the Company, any of its subsidiaries or
any entity in which the Group holds an equity interest
(“Invested Entity”) (“Eligible Employee”);

any non-executive directors (including independent
non-executive Directors) of the Company, any of its
subsidiaries or any Invested Entity;

any supplier of goods or services to any member of the
Group or any Invested Entity;

any customer of the Group or any Invested Entity;

any person or entity that provides research, development
or other technological support to the Group or any
Invested Entity;

any shareholder of any member of the Group or any
Invested Entity or any holder of any securities issued by
any member of the Group or any Invested Entity;

any adviser (professional or otherwise) or consultant to
any area of business or business development of the
Group or any Invested Entity; and

any other group or classes of participants who have
contributed or may contribute by way of joint venture,
business alliance or other business arrangement and
growth of the Group,

and, for the purposes of the scheme, the options may be
granted to any company wholly-owned by one or more persons
belonging to any of the above classes of participants.

28.
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BREstEl o)
RETE EFSUNBROBRET
THIAL :

(@)

ARw -~ BEAEAHERBHA
SERARAER c EFNER
(DEEER])2EAREE(TH
ERIRBABERTESE
TEREEMFHTER)(EE
RER])

ARw - BAEAHE R B HE
MIEBRIEMIERNTES
(BREBILIFNTES)

A A S B MR E QR M
TEERREHRERERB ZE
Al LR

A6 B ST B E 2
BF

MASELERIEERBIEHR
i AZEREMRMIELZ
ERALRER

REBEMMKE R B RERE
BERBZEABRRAANEEE
B ARHEREIEER
BITZEABFZFBA

78 B E T K B 2 B S AEADE
EEB IALHBERES
TR 2N (EE R E)
SHHA R
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BMEXEMEB LM AE
EeERMEREHERNE
[Tt iRR28E
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28.

Share option scheme (Continued)

An option may be accepted by a participant within 21 days
from the date of the offer of grant of the option, upon payment
of a nominal consideration of HK$1 per option. The maximum
number of the Company’s shares (“Share(s)”) in respect to
which options may be granted under the scheme shall not
exceed 10% of the issued share capital of the Company on
the date of listing (exclusive of shares issued upon the exercise
of the over-allotment option). The limit may be refreshed at
any time provided that the new limit must not be in aggregate
exceed 10% of the issued share capital of the Company as
at the date of the shareholders’ approval of the refreshed
limit in general meeting. However, the total number of Shares
which may be issued upon exercise of all outstanding options
granted and yet to be exercised under the scheme and any
other scheme of the Company must not in aggregate exceed
30% of Shares in issue from time to time. The maximum
number of Shares in respect of which options may be granted
to any individual in any 12-month period shall not exceed 1%
of Shares in issue on the last date of such 12-month period
unless approval of the shareholders of the Company has been
obtained in accordance with the Listing Rules. Options granted
to substantial shareholders or independent non-executive
Directors representing in aggregate over 0.1% of Shares in issue,
and in excess of HK$5 million must be approved in advance by
the shareholders of the Company.

Options may be exercised at any time from the date of grant of
the options to the 10th anniversary of the date of grant, subject
to the provisions for early termination thereof.

Unless otherwise determined by the Directors and stated
in the offer of the grant of options to a grantee, there is no
minimum period required under the scheme for the holding
of an option before it can be exercised. The exercise price
is determined by the Directors, and will not be less than the
highest of (i) the average closing price of Shares as stated in
the Stock Exchange’s daily quotation sheet on the date of the
offer of grant, which must be a business day; (ii) the average
closing price of Shares as stated in the Stock Exchange’s daily
quotations for the five trading days immediately preceding the
date of the offer of grant; and (i) the nominal value of a Share.

No option was granted by the Company under the scheme
since its date of adoption.
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29.

30.

Non-adjusting post balance sheet events 29.

After the balance sheet date of 31 December 2007 and up
to the date of this report, the Company repurchased its own
shares on the Stock Exchange. The repurchased shares
were cancelled and, accordingly, the issued share capital
of the Company was reduced by the nominal value of these
shares. The premium paid on the repurchase of the shares of
HK$18,820,000 (equivalent to RMB17,419,000) was charged
to the share premium account. Particulars of the shares
repurchased after the balance sheet date and up to 29 February
2008 are as follows:

129

FABREERARSEE
R_TE+F+_A=+—HEZER%
EAHERS AR 7E%x%%@$
Fn o FTBERH BN A2
%ﬁ%ﬁﬁﬁ%ﬁ%%&ﬁmﬁﬁﬁ
A o ghEERIAR (D 2 19 A% 818,820,000
5ﬁﬂm%mAE%wmgmwaEE
B HERTSHE REEREE
zﬂifﬂ:+n5¢%%@hﬁﬁ%
IR

Highest Lowest  Aggregate
Number of price paid price paid consideretion
shares per share per share paid
repurchased EFNERKHN EFEREA ERE
Month/year /R BEROHE REER RIEERK k]
HK$ HK$ HK$’000
BT BT TET
January 2008 —TENF—A 3,990,000 3.02 2.80 11,897
February 2008 ZETN\FZA 2,391,000 3.41 2.99 7,561
6,381,000 19,458
Ultimate controlling company 30. BIER AT

The directors consider the ultimate controlling company of the
Company as at 31 December 2007 to be Boom Instant, which
is incorporated in the BVI. This entity does not produce financial
statements available for public use.

%%i RN EELE+ - A=1—
A& R A/ & & 42 B A 7 & Boom
Instant * 22 AR EEB R 2B S K
Moo ZEBIWARREMGAREHNT IS
EE
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31.

Qunxing Paper Holdings Company Limited £ £

Significant accounting estimates and
judgements

Estimates and judgements are continually evaluated and are
based on historical experience and other factors, including
expectations of future events that are believed to be reasonable
under the circumstances.

The selection of critical accounting policies, the judgements
and other uncertainties affecting application of those policies
and the sensitivity of reported results to changes in condition
and assumptions are factors to be considered when reviewing
the financial statements. The principal accounting policies are
set forth in note 2. The Group believes the following critical
accounting policies involve the most significant judgements and
estimates used in the preparation of the financial statements.

(a)

Impairment

If circumstances indicate that the carrying value of
an asset may not be recoverable, the asset may be
considered “impaired” and an impairment loss may
be recognised in profit or loss. The carrying amounts
of assets are reviewed at least annually in order
to assess whether the recoverable amounts have
declined below the carrying amounts. These assets
are tested for impairment whenever events or changes
in circumstances indicate that their recorded carrying
amounts may not be recoverable. When such a decline
has occurred, the carrying amount is reduced to
recoverable amount.

The recoverable amount is the greater of the fair value
less costs to sell and the value in use. In determining
the value in use, expected cash flows generated by
the asset are discounted to their present value, which
requires significant judgement relating to level of sales
volumes, sales revenue and the amount of operating
costs. The Group uses all readily available information
in determining an amount that is a reasonable
approximation of recoverable amount, including estimates
based on reasonable and supportable assumptions and
projections of sales volumes, sales revenue and the
amount of operating costs.

MEERAR AT

31.

B 53 R

EREeREBELRMNEMARSE
BZEME RAEEL RS - XBEE

BRABRATMELR BB ENARKEMTR
Al o

EERHPBERNE  AEENEXERE
ARETHRNEE  FEXFBRE
FA B AT S A T EE R R - DA R

SMRE E’JE&Z%% T 2 MEA R
BES - SETHRENHIFE2 - K
SEMEE - J:ATE%%@%E&%%&%@

B 75 4B B AP B B 4 B A £
i o

(a) RE
B R REERREER
EEWER  ZEESHRAB

fﬂ@ﬁﬁﬁ?@ﬁﬁ%ﬁ\]ﬁﬁ%ﬁfﬁ
BiE - 2 EFEENREERD
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Notes to the Financial Statements (Continued) BA #5sRER M55 (48 )

31. Significant accounting estimates and
judgements (Continued)

(b)

(c)

(d)

Write-down of inventories

The Group determines the write-down for obsolescence
of inventories. These estimates are made with reference
to aged inventories analyses, projections of expected
future saleability of goods and management experience
and judgement. Based on this review, a write-down of
inventories will be made when the carrying amounts of
inventories decline below their estimated net realisable
value. Due to changes in market conditions, actual
saleability of goods may be different from estimation
and profit or loss could be affected by differences in this
estimation.

Depreciation

Property, plant and equipment is depreciated on a
straight-line basis over the estimated useful lives of the
relevant assets, after taking into account the estimated
residual value, if any. The Group reviews the estimated
useful lives of the assets annually in order to determine
the amount of depreciation expenses to be recorded
during any reporting period. The useful lives are based
on the Group’s historical experience with similar assets
and taking into account anticipated technological
changes. The depreciation expenses for future periods
are adjusted if there are significant changes from
previous estimates.

Provision for taxation

Judgment is required in determining the provision for
income taxes. There are transactions and calculations for
which ultimate tax determination is uncertain during the
ordinary course of business. Additional provision is made
in the consolidated financial statements to cover the
expected outcome of the ultimate tax determination to
the extent that outcomes are likely and reliable estimates
can be made. However, the final outcomes are subject
to uncertainties and resulting liabilities may exceed
provisions.

31.

(b)

(c)

(d)
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Notes to the Financial Statements (Continued) BA #5sRER M5+ (48 )

32. Possible impact of amendments, new 32. BZ-E2EFEtLtHF+=-A=1+—
standards and interpretations issued but not H 1L FE 2 MM {E =R 4ERK
yet effective for the year ended 31 December 5] ~ FETEARRE AR
2007 EENTE
Up to the date of issue of these financial statements, the IASB BEAMBHRERTIRBE  HRest%E
has issued a number of amendments, new standards and AlZEEe B —RIEEE_ZTZT L
interpretations which are not yet effective for the year ended F+ZA=1+—HIEFEHREHRB R
31 December 2007 and which have not been adopted in these BI SRR T R ELANHIIEET - FTestXEq|
financial statements. Y
Of these developments, the following relate to matters that FatZEA o AT AR REE AR E B E
may be relevant to the Group’s operations and the financial MBI ER BB EE
statements:

Effective for

accounting periods

beginning on or after

BTAEHES 2%

BRI ET B LN

IFRS 8 Operating segments 1 January 2009

B B Bt 75 S e Y I 3B 855% EEHE —ZETNE—-H—H

Revised IAS 1 Presentation of financial statements 1 January 2009

BURR e E ERIFE 5% (KHEE]) 25|88k —ETNE-H—H

Revised IAS 23 Borrowing costs 1 January 2009

et AERIE235 (KHEET) BB —ETNE-H—H

Revised IFRS 3 Business combinations 1 July 2009

BIRR A FS R RIS 3E (KIEFT) EBEH —EZNF+EA—H

Amendments to IAS 27 Consolidated and separate financial statements 1 July 2009

REstERIE27 (BRIA) ire REN B HER —ZETNELH—-R

IFRIC 11 IFRS 2 — Group and treasury share transactions 1 March 2007

BRI mERBEEgRE B B IS 3R 5 RIS 258 — RE REFRNH R 5 —ETELF=H—H
E115%

The Group is in the process of making an assessment of
what the impact of these amendments, new standards and
new interpretations is expected to be in the period of initial
application. So far it has concluded that the adoption of them
is unlikely to have a significant impact on the Group’s results of
operations and financial position.

Qunxing Paper Holdings Company Limited £ 2 4L %1% ER A 7

S HAAKE LEN G BB -
FERI MR BT AR MR SE
EHRE - 25 ARERSFEM L
BIRER] - HER R EEAKER
B R E MY ERE AR A
1K -



Four-Year Financial Summary

POF B IEmE

For the year ended 31 December
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BE+-A=t—HILEE
2004 2005 2006 2007
—EENFE —TTRF EERF ZEEBLE
RMB’000 RMB’000 RMB’000 RMB’000
ARETT ARETT ARETT AR¥TxR
CONSOLIATED INCOME STATEMENTS GRABEEX
Turnover FETe 467,158 696,425 950,844 1,125,524
Cost of sales HERA (382.497) (563,115) (766.727) (842,055)
Gross profit %ﬂ 84,661 133,310 184,117 283,469
Other revenue W ek 370 662 726 121,952
Other net loss H ﬂlﬁiﬂﬁ@‘%ﬁ - - - (627)
Selling expenses HEMX (5,084) (7,008) (9,597) (9,459)
Administrative expenses ﬁftﬁlﬁﬁi‘i (6,287) (9,377) (11,929) (23,698)
Profit from operations R 73,660 117,587 163,317 371,637
Finance costs RE R (5.281) (13,793) (20,625) (21,065)
Profit before taxation F?’T‘R)?L F 68,379 103,794 142,692 350,572
Income tax FTis®i (24,023) (35,460) (48,755) -
Profit for the year F SR 44,356 68,334 93,937 350,572
CONSOLIDATED BALANCE SHEETS GARBESMER
Non-current assets FRBEE
Property, plant and equipment ERN TS 297,857 268,228 499,776 461,021
Construction in progress HEREIR - 132,411 16,000 167,098
Lease prepayments HEER - - - 11,255
o e e e 297807 4DO653 o15,776 | | 639,374
Current assets RBEE
Inventories =& N 33,124 38,365 50,989 35,487
Trade and other receivables FEARE 7 B N ELAh MR IR 39,490 64,257 81,785 50,903
Amounts due from directors JEU s BRI 26 47 15 -
Amounts due from related parties JEUR B 7T 7R 0R - - 183 -
Cash and cash equivalents Re RBEEFED 51,983 65,568 67,265 1,792,158
oo (28828 168,287 200237 1,878,548
Current liabilities REEE
Bank loans RERK 3 127,200 250,200 332,000 30,000
Trade and other payables BN E 7 8RR N EL A JE 1 I8 39,700 111,885 79,013 229,404
Amounts due to directors B ESEHA 119,986 - 194,491 -
Current taxation BIEATRIE 14,686 17,549 21,671 9,868
... 01572 379634 627175 269,272
Netcurrent (liabilities)/assets "B (Af) /REFE (7e.949) _@11397) (426938) 1,609,276
Total assets less current liabilities BEAERABER 120,908 189,242 88,838 2,248,650
Non-current liabilities 3F/ﬁ§bﬁ1=
Bank loans RITER = = - 207,000
NET ASSETS EEFE 120,908 189,242 88,838 2,041,650
Capital and reserves ERRREE
Share capital [N 30,000 30,000 102 101,359
Reserves 1&:%1% 90,908 159,242 88,736 1,940,291
TOTAL EQUITY ERAE 120,908 189,242 88,838 2,041,650
Earnings per share — Basic (RMB) SREFN-EX (AREL) 0.06 0.09 0.13 0.42
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Four-Year Financial Summary (Continued) FU4F 81 &5 & (48)

Key financial ratios

EERH LR

As of or for the year ended 31 December

Rt=RA=+-HIBEZELEE

Note 2004 2005 2006 2007
BizE —TTE —TTRE ZEER -t -3
Profitability ratios BFIgENEE
Gross profit margin FEF= 1 18.1% 19.1% 19.4% 25.2%
Net profit margin T Al 2 2 9.5% 9.8% 9.9% 31.1%
Return on assets BERRE 3 10.5% 12.0% 13.1% 13.9%
Return on equity P mE R 4 36.7% 36.1% 105.7% 17.2%
Liquidity ratios REBESLE
Current ratio iz 5 0.4 0.4 0.3 7.0
Quick ratio RE)LY & 6 0.3 0.3 0.2 6.8
Gearing ratio BEAFLE 7 30.1% 44.0% 46.4% 9.4%
Inventory turnover days FEREXRE 8 37 30 30 20
Debtors’ turnover days A ETCELE TS 9 31 34 31 16
Creditors’ turnover days R ERFUAE R E 10 30 24 31 35
Notes: Bt
1. Gross profit margin is calculated based on the gross profit divided by turnover and 1. EFRAEFBRAE SEREFRLA100%TE ©
multiplied by 100%.
2. Net profit margin is calculated based on the profit for the year divided by turnover 2. T i M 2= DA 2N 68 50 I BR DA 5 35 88 & A 100% 5T
and multiplied by 100%. o
3. Return on assets is calculated based on the profit for the year divided by the total 3. BEBREURNFERMBRIAFREELBETRNA
assets at the end of the year and multiplied by 100%. 100%+1E -
4. Return on equity is calculated based on the profit for the year divided by capital 4. 1 2 [0 T K AR GF 200 MR A F R E A R BT~
and reserves at the end of the year and multiplied by 100%. LA100%=1E °
5. Current ratio is calculated based on the total current assets divided by the total 5. MEBLEEARBEELERNERABDEELE
current liabilities at the end of the year. A& .
6. Quick ratio is calculated based on the difference between the total current assets 6. R XU EEREATENEZRERUFR
and the inventories divided by the total current liabilities at the end of the year. mBBEREE -
7. Gearing ratio is calculated based on the total bank borrowings divided by total 7. BEBGBLLEURITEELERAEELETRN
assets and multiplied by 100%. 100%71 & -
8. Inventory turnover days is calculated based on the inventory at the end of the year 8. GERBERBUNFRGTERUAFEHELERE
divided by the total purchases during the year and multiplied by the number of ARFEAREETE -
days during the year.
9. Debtors’ turnover days is calculated based on trade receivables at the end of the 9. EWERFGAE X B FRERREZTGRARFEE
year divided by turnover during the year and multiplied by the number of days HERUANFEAREGTE -
during the year.
10. Creditors’ turnover days is calculated based on trade payables at the end of the  10. FEA BR FGEEE K BUA FREN R G ARF K

year divided by the total purchases during the year and multiplied by the number
of days during the year.

Qunxing Paper Holdings Company Limited £ 2 4L %1% ER A 7
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