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CHARACTERISTICS OF THE GROWTH ENTERPRISE MARKET (“GEM”) OF THE STOCK
EXCHANGE OF HONG KONG LIMITED (THE “STOCK EXCHANGE”)

GEM has been established as a market designed to accommodate companies to which a high
investment risk may be attached than other companies listed on the Stock Exchange. Prospective
investors should be aware of the potential risks of investing in such companies and should make
the decision to invest only after due and careful consideration. The greater risk profile and
other characteristics of GEM mean that it is a market more suited to professional and other
sophisticated investors.

Given the emerging nature of companies listed on GEM, there is a risk that securities traded on
GEM may be more susceptible to high market volatility than securities traded on the Main Board
and no assurance is given that there will be a liquid market in the securities traded on GEM.

Hong Kong Exchanges and Clearing Limited and The Stock Exchange of Hong Kong Limited take no
responsibility for the contents of this report, make no representation as to its accuracy or completeness
and expressly disclaim any liability whatsoever for any loss howsoever arising from or in reliance
upon the whole or any part of the contents of this report.

This report, for which the directors of Shanghai Qingpu Fire-Fighting Equipment Co., Ltd. collectively
and individually accept full responsibility, includes particulars given in compliance with the Rules
Governing the Listing of Securities on the Growth Enterprise Market of The Stock Exchange of Hong
Kong Limited for the purpose of giving information with regard to Shanghai Qingpu Fire-Fighting
Equipment Co., Ltd. The directors, having made all reasonable enquiries, confirm that, to the best
of their knowledge and belief the information contained in this report is accurate and complete in
all material respects and not misleading or deceptive and there are no other matters the omission of

which would make any statement herein or this report misleading.
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CHAIRMAN’S STATEMENT

RESULTS FOR THE YEAR

For the year ended 31 December 2006, the Company recorded total revenue of RMB42,841,000 and
loss attributable to shareholders of RMB56,306,000. The Company’s revenue was derived principally
from its sale of fire extinguishers, fire extinguisher cylinders and pressure cylinders in the PRC
(excluding Hong Kong) and to overseas (including Hong Kong), with each accounting for 58% and
42% respectively of the Company’s revenue for the year ended 31 December 2006.

SALES

The Company’s revenue decreased by RMB23,323,000 from RMB66,164,000 in 2005 to RMB42,841,000
in 2006. The Company commenced export sales since 2006 through export agent Shanghai Jiangshixiang

International Trading Co., Ltd. (i #5410 B FE & 52 A BR A A)).
OUTLOOK

The demand for fire-safety and fire-fighting systems will keep lifting in the PRC against the backdrop
of the rapid development of the PRC’s real estate industry and the enhanced laws on fire-fighting.
The volume of fire-fighting equipment procurement in the PRC from other countries in the world
has been soaring as well. In addition to fire-fighting equipment, the gas cylinder products of the
Company can also be applied to many other industries such as medical treatment, automobile and
environmental protection, indicating a prosperous prospect. The Company is also endeavouring to
develop new products and expand customer resources.

FUTURE PLAN

The Company intends to cement internal management, strengthen operating efficiency, develop new
products and control production costs. Efforts will be made to develop domestic operating networks
and export agents, with an aim to expand sales. Upon sharpening the competitive edge and expanding
customer resources, the Company will also increase equipment utilisation and expand production. The
Company will conduct its businesses in multiple channels in a move to improve its performance.

LONG TERM STRATEGY

We believe that the Company, with its experienced management team and quality products, will be able
to sharpen its competitive edge. The Company will become a major enterprise in the manufacturing
and sale of fire fighting equipment in the PRC and worldwide..

OUR PEOPLE

The Company will further optimize its staff structure. The Board would like to express gratitude to
the employees of the Group for their invaluable contribution to the business.

DIRECTORS
My thanks go to the Directors for their professional work. As at the date of this report, the majority of

the Old Directors have resigned from the Board. The new Board will endeavour to work professionally
and painstakingly for achieving prosperous performance of the Company in the future.

4.



MANAGEMENT DISCUSSION AND ANALYSIS

BUSINESS REVIEW

The year 2006 was a very difficult year for the Company. Total revenue of the Company declined
from RMB66,164,000 in the year 2005 to RMB42,841,000 in the year 2006 (representing a decrease
of 35.3%). The decline was mainly attributable to the significant decline in the export sales and non-
effective approach in handling the overall market by the management.

THE INTERNATIONAL MARKET OF HIGH PRESSURE CYLINDERS

The gas application technology has reached rather high standard in developed countries, yet it is still
hovering at an initial stage in the PRC. So far, there are more than 130 varieties of gases for cylinder
inflation worldwide, and approximately 80 varieties of gases are used for cylinder inflation in the PRC.
The production capacity of relatively large-scale cylinder manufacturers in the world has reached 2
to 3 million cylinders per year, while the largest cylinder manufacturer in the PRC is merely able to
produce 500,000 to 600,000 cylinders per year. In terms of total industrial output, the output of gas
industry in the PRC was RMB13 billion in the year 2000, which is expected to amount to RMB30
billion in the year 2010. The PRC recorded a sales volume of 840,000 in high pressure seamless
cylinders in the year 2000, with sales amount reaching RMB350 million, and the sales volume of
high pressure seamless cylinders in the PRC surged to 1.9 million in the year 2009. The ownership
of seamless cylinders in the world has reached approximately 200 million at present, of which the
US ranked the top with 75 million, followed by the European Union with 50 million, Japan with 30
million, the PRC with 8 million and other countries with 47 million. Given the relatively low price
of seamless cylinders in the PRC, the demand of the PRC’s seamless cylinders from the international
market is expected to increase, with the volume escalating at a rate of 50,000 to 100,000 cylinders
per year.

THE DOMESTIC FIRE EXTINGUISHER MARKET

The fire extinguisher industry in the PRC pocketed a sales revenue of RMB3.91 billion in the year
2005, and that in the year 2006 amounted to RMB4.21 billion, representing a year-on-year increase
of 7.67%. In the year 2007, the sales revenue of the fire extinguisher in the PRC exceeded RMB4.5
billion, representing an increase of 6.89% with that of 2006. With the increasing attention attached
from the PRC government on the fire-fighting industry, the fire extinguisher industry will experience
new opportunities and considerable development prospects.

OUTLOOK

The demand for fire-safety and fire-fighting systems will keep lifting in the PRC against the backdrop
of the rapid development of the PRC’s real estate industry and the enhanced laws on fire-fighting.
The volume of fire-fighting equipment procurement in the PRC from other countries in the world
has been soaring as well. In addition to fire-fighting equipment, the gas cylinder products of the
Company can also be applied to many other industries such as medical treatment, automobile and
environmental protection, indicating a prosperous prospect. The Company is also endeavouring to
develop new products and expand customer resources.



MANAGEMENT DISCUSSION AND ANALYSIS

FUTURE PLAN

The Company intends to cement internal management, strengthen operating efficiency, develop new
products and control production costs. Efforts will be made to develop domestic operating networks
and export agents, with an aim to expand sales. Upon sharpening the competitive edge and expanding
customer resources, the Company will also increase equipment utilisation and expand production. The
Company will conduct its businesses in multiple channels in a move to improve its performance.

LIQUIDITY AND FINANCING

The cash and cash equivalents of the Company decreased from approximately RMB790,000 in 2005
to RMB681,000 in 2006. The Company maintained most of its cash and cash equivalent balances in
Renminbi.

Borrowings and banking facilities

As at 31 December 2006, the Company had short-term borrowings of approximately RMB41,480,000
(2005: RMB8,550,000). Part of the short-term borrowings was secured by certain property, plant and
equipment together with land use rights of the Company.

Gearing ratio

The Company’s gearing ratio, which was expressed as a percentage of the total bank borrowings over
total assets, as at 31 December 2006 was 48.84% (2005: 12.39%).

Capital structure and financial resources

As at 31 December 2006, the Company had net liabilities of approximately RMB18§,453,000 (2005:
net assets of RMB37,853,000). The Company’s operations and investments are financed principally
by internal resources, bank borrowings and shareholders’ equity.

Foreign exchange risk

Effective from 1 January 2003, the Company has been selling its products to overseas customers. Most
of the Company’s export sales are denominated in Euro and United States dollars. The Company does
not enter into any foreign exchange forward contracts to hedge its exposure to Euro and United States
dollars. However, the Company’s management closely monitors the fluctuation in foreign currency
exchange rates, and is of the opinion that the Company’s net assets denominated in Euro or United
States dollars at 31 December 2006 is immaterial and would not result in significant exchange loss
to the Company.



SIGNIFICANT INVESTMENT HELD

As at 31 December 2006, the Company did not have any significant investment (2005: Nil).

EMPLOYEES

As at 31 December 2006, the Company had 345 employees (2005: 353 employees). Remuneration
is determined by reference to market terms and the performance, qualifications, and experience of
individual employee. Other benefits include contributions to retirement scheme.

Under relevant local government regulations, the Company is required to make contributions to a
defined contribution retirement scheme for all qualified employees in the PRC. The Company has,
in compliance with relevant local government regulations, made payment for such scheme during the
year. The Company has no obligation for the payment of other retirement and non-retirement benefits
of employees other than the contributions described above.

The Company has not experienced any significant labour disputes or strikes which have led to the
disruption of its normal business operations. The Directors consider that the Company’s relationship
with its employees to be good.



PROFILES OF DIRECTORS, SUPERVISORS AND SENIOR MANAGEMENT

As at the date of this annual report, the Directors of the Company include:
EXECUTIVE DIRECTORS

Mr. Zhou Jin Hui, aged 40, is the director of Liancheng Fire Protection Group (Hong Kong) Company
Limited (“Liancheng HK”), Liancheng Fire-Fighting Group Company Limited (¥ % 75 iy 5 8 i 17 A FR
/> 7)) (“Liancheng”), Zhejiang Hengtai Real Estate Joint Stock Co., Ltd (#7118 2§ 75 Hb & e 4 BR A
F]) (“Hengtai Real Estate”) and Jiangshan Construction Decoration Engineering Ltd. (VLI T7 5 4&
fifi il TF A F /2 F]) (“JTiangshan Construction”). Liangcheng is the beneficial owner of 131,870,000
domestic shares and Liancheng HK is the beneficial owner of 1,300,000 H shares of the Company.
Liancheng HK is wholly owned by Liancheng, which is then owned by Hengtai Real Estate and Rao
Jun Xi as to 90% and 10% respectively. Hengtai Real Estate is owned by Mr. Zhou as to 58%. By
virtue of Mr. Zhou’s indirect interest in the Company, Mr. Zhou is deemed to be interested in the
same 131,870,000 domestic shares held by Liancheng and 1,300,000 H shares held by Liancheng HK
under Part XV of the Securities and Futures Ordinance (Chapter 571 of the Laws of Hong Kong) (the
“SFO”). Mr. Zhou established Jiangshan Hengtai Real Estate Co. Ltd. (Y1111 185 %8 55 Hb & A BR/A 7))
in 1998 which was converted into Zhejiang Hengtai Real Estate Joint Stock Co., Ltd. in 2003. Prior
to this, he established Jiangshan Construction Decoration Engineering Ltd. (7L 1L i ## 5 fifi it & T2
A BRZF]) in 1996. Mr. Zhou completed the Business Administration Programme in the International
Business University of Beijing (Jt5% BB B #5522 Pt) and the training program for senior manager in
Tsinghua University. In addition, he holds the degree of Master of Business Administration from the
University of Management and Technology, Commonwealth of Virgina, the United States of America.
Mr. Zhou joined the Company on 30 July 2009.

Mr. Zheng Yi Song, aged 50, is the deputy general manager of Hengtai Real Estate. Prior to working
in Hengtai Real Estate, he has worked in Jiangshan City Water Plant (VL1 T H2€/KJi) as factory
manager, and in Jiangshan City Guaju Equipment Factory Company Limited (VL L1 T %4 & 48 41
A BR/Z 7)) as the general manager. Mr. Zheng completed the training program for senior manager in
Tsinghua University in 2007. In addition, he completed an executive training program in Jiangshan
Municipal Party School of the Communist Party of China (HFILVLIITHZ#AZ). Mr. Zheng is an
assistant engineer and assistant economist as registered under the government of Jiang Shan City.
Mr. Zheng joined the Company on 30 July 2009.

Mr. Hu Jing Hai, aged 35, is the general manager of Shanghai Petrochemical Firefighting Engineering
Co., Ltd.( B A fLiH B TAEA PR/ A). Prior to this, he was the vice manager of the news center of
the website of China Firefighting (" [ i B 48 ufi %7 #] th.0»), the chief editor of the website of China
Water Firefighting ("B 7K I {85 4), the executive of the science education committee (I H L
f£Z B ) of China Firefighting Association (41 il ). Mr. Hu obtained his bachelors degree
of sports news (f A #H) from Shanghai University of Sport (L i##E HE:FE). Mr. Hu joined the
Company on 30 July 2009.



PROFILES OF DIRECTORS, SUPERVISORS AND SENIOR MANAGEMENT

Mr. Chen Shi Da, aged 50, is the deputy general manager of the Company since 2007. Prior to his
employment with the Company, he was a finance supervisor in Shanghai Huasheng Enterprises (Group)
Company Limited (I %% @& EEME) A R ) (“Shanghai Huasheng”), Shanghai Tianhai High
Pressure Container Co., Ltd. ([ K= B2 % A LA ) and Shanghai Qingpu District Dianshan
Lake Beverage Factory (i 7 ¥ [ 3¢ 1L W1 B} K ), and was a finance supervisor, financial controller
and deputy general manager of Shanghai High Pressure Container Co., Ltd. ({8 & R % A R A 7).
Mr. Chen completed the Accounting and Finance Programme in Shanghai TV Secondary Specialized
School (FifE BH 5 HEEAS). He is recognized by Qingpu Transportation Bureau Accounting
Sector (Junior Level) Professional Technical Duties Assessment Committee (7 Ji 3¢ 4 Jm & 51 R 51 ()
OB ZER IR 7% 25 B &) as an assistant accountant. Mr. Chen joined the Company in 7 August
20009.

Mr. Rao Jun Xi, aged 43, is the general manager of Zhejiang Hengtai Real Estate Joint Stock Co., Ltd
(A VL5 28 55 Mz 1% 4 A FR A 7)) (“Hengtai Real Estate”) and the deputy general manager of Liancheng
Fire-Fighting Group Company Limited (¥t b7 4 H B {3 4 BR A 7)) (“Liancheng”). Mr. Rao is also a
director of Hengtai Real Estate and Liancheng. As at the date of this report, Liancheng is entitled to
exercise the voting rights of an aggregate of 131,870,000 domestic shares of the Company. Liancheng
Fire Protection Group (Hong Kong) Company Limited (“Liancheng HK”), a wholly-owned subsidiary
of Liancheng, is the beneficial owner of 1,300,000 H shares of the Company. Liancheng is owned by
Hengtai Real Estate and Mr. Rao as to 90% and 10% respectively. Mr. Rao completed the secretarial
programme in Wenzhou University ({i /! K£%), and holds a master’s degree in economic management
from Zhejiang Normal University (# 7Lffi#i X ). Prior to working in Hengtai Real Estate, he worked
at Bureau of Urban Planning of Jiangshan City in Zhejiang Province (Wi{L& /LI T M F & #)7) as
secretary, officer and vice chief of the Property Management Division. In addition, he worked in
government of Xujiang Town under Jiangshan City, Zhejiang Province (#1718 VL 1L ZE VL BLBURT)
as mayor of the town. Mr Rao joined the Company on 12 October 2009.

NON-EXECUTIVE DIRECTORS

Mr. Gong Xu Lin, aged 36, is the manager of Liancheng Fire-Fighting Group Company Limited (¥
IR 5 45 [ By A R 7D (“Liancheng”). Prior to working with Liancheng, he has been an executive
of the Bureau of Justice in Jiangshan City (YL LI 7% 7). Mr. Gong graduated from Zhejiang Law
School (#{LiEHE42) and completed the law programme jointly organized by China Central Radio
& TV University (4 &% B4 K £:) and China University of Political Science and Law (" B Bk
K&, Mr. Gong joined the Company on 7 August 2009.

Ms. Chai Xiao Fang, aged 47, is the financial controller and deputy general manager of Hengtai
Real Estate. Ms. Chai completed the training programs for senior manager and financial controller in
Tsinghua University in 2006. In addition, she completed the accountancy program in Zhejiang Province
Zhonghua Accountancy College (#i VL% " # & 51 Pk #5224 Bt ), the economic and management program
in Hangzhou University (FJH K%£%), and the law program in China University of Geosciences (&
#h’E K E). Ms. Chai joined the Company on 30 July 20009.



PROFILES OF DIRECTORS, SUPERVISORS AND SENIOR MANAGEMENT

Ms. Wang Xiang, aged 49, is the chief financial controller and deputy general manager of Shanghai
Huasheng. Prior to working in Shanghai Huasheng, Ms. Wang was the chief accountant and assistant
to the general manager of Shanghai Moshida Enterprise Development Company Limited (. B 1
EAFEEERA MR /A T]). Ms. Wang completed the Economic Management Programme (K834 #) in
Nanjing Institute of Political Studies of the People’s Liberation Army of China ("8 A K f# il # /g
TEAEEBL), holds the degree of Master of Business Administration from InterAmerican University
and the professional postgraduate degree of Management Science and Engineering (% HiF} £ 5L T
) from Shanghai University ([ K 2). She is a certified internal auditor under China Institute of
Internal Audit ("' #2517 €) and a qualified accountant under Shanghai Light Industry Bureau
Intermediate Accounting Sector (b1 T8 T2£ )5 & 5t & 51 1 4%). She is also a certified senior business
operator recognized by the Occupational Skill Testing and Instruction Centre of China (9 [ P £ 5 3%
e % E F5 H.0) and the State Senior Business Operator Assessment Committee (4[5 /5 51 £82 fifi
#F#Z B ). She is a qualified Chinese Certified Public Accountant as recognized by the Ministry of
Finance Chartered Public Accountant Examination Committee (B4 BBz M & 5tifi%itZ B €). She
joined the Company in January 2005.

INDEPENDENT NON-EXECUTIVE DIRECTORS

Mr. Zhang Cheng Ying, aged 64, was Secretary for the Zhejiang Provincial State-owned Assets
Supervision and Administration Commission (#{L%& EA & &% M%), and the commissioner and
deputy commissioner of the Ministry of Finance (M E{#(), and has various working experience in the
government departments of the People’s Republic of China (including Province Civil Air Defence Office
(& N R B %2 ##/~ %) and Finance Department of Zhejiang Province Finance Supervisory Commissioner
Office (MAELFFSEN VT & BB 58 B B ¥ 55 ) )) during the years from 1971 to 2005. Mr. Zhang is also
the independent director of two other companies listed on the Shenzhen Stock Exchange, namely China
Garments Company Limited (772 Ik %% 173 A FR A ) and SOYEA Technology Co., Ltd (BRI
13 # BRZN F]). Mr. Zhang completed the Industrial and Electrical Automation Programme (L3¥E R A
H#{t) in Zhejiang University (#17LK%£:). Mr. Zhang joined the Company on 7 August 2009.

Mr. Chen Wen Gui, aged 77, graduated from Tsinghua University ({5 # K£) in July 1958 studying
engineering. Mr. Chen held senior posts in the fire fighting related companies, including Fire Prevention
and Fighting Bureau of the Ministry of Public Security of the PRC (H # A & 3 [ /8 % #53H Bli J7)) and
Fire Prevention and Fighting Association of the PRC ("3 A\ & 3L [ 7 B7 173 €7). Mr. Chen is currently
the honored chairman of Shenzhen Yinte Fire Prevention and Fighting Engineering Company (&Il
K¢ B T#2/2 7)) and senior consultant of Beijing Linglong Huang Travel Development Company
(b B HE 2 47 BA #¥ 22 F]). Mr. Chen was the co-author of The Complete Guide of Fire Fighting
and Prevention in China ("' ¥ ;4 2). Mr. Chen was appointed as an independent non-executive
Director in October 2000.

Mr. Yang Chun Bao, aged 53, graduated from Mcdonna University in Livonia Michigan in the U.S.
with a master degree in business administration in July 1999. Mr. Yang is a qualified accountant and
is the deputy supervisor with Shanghai Huashen Certified Public Accountants (I i 3 Ff € 5 filfi 55 %5
fir@l 3 4E). Mr. Yang was appointed as an independent non-executive Director in October 2000.

Mr. Wang Guo Zhong, aged 51, graduated from Shanghai Fudan University with a bachelor degree in
law in April 1983. Mr. Wang is currently an officer of Shanghai Golden Horse Law Firm (&4 /5
A FIli $ %5 BIr). Mr. Wang was appointed as an independent non-executive Director in October 2000.

-10-



PROFILES OF DIRECTORS, SUPERVISORS AND SENIOR MANAGEMENT

QUALIFIED ACCOUNTANT AND COMPANY SECRETARY

Mr. Wong Kwan Pui, aged 50, is the qualified accountant and company secretary of the Company.
Mr. Wong is a graduate of the Hong Kong Polytechnic University in Accounting. Mr. Wong is an
associate member of the Hong Kong Institute of Certified Public Accountants. Mr. Wong has over
30 years of experience in international accounting and auditing, financial planning and management.
Mr. Wong joined the Company on 12 May 2006.

Supervisors

In accordance with Articles 124 of the Company’s Articles of Association, two-thirds of Supervisors
shall be elected at general meetings of the Company for a term of three years. The former Supervisors,
Mr. Tang Cheng, Mr. Wang Kou Cheng and Mr. Liu Xiong De, have all resigned from their positions.
New appointment of Supervisors is subject to the election at the Company’s general meetings.

COMPLIANCE OFFICER

As at 31 December 2006, the Company’s compliance officer was Mr. Wang Liang Fa, who has resigned
from office as at the date of this report. As at the date of this report, the compliance officer is Mr
Rao Jun Xi, who is also a executive Director.

Senior Management

As at the date of this report, the senior management of the Company includes:

Mr. Mao Qian Meng, aged 55, is the Company’s deputy general manager. He was the general manager
of Xinjiang Yinjian Fire-fighting Equipment Factory (7582 @I Bl #5 # B&) and Zhejiang Jiangshan

Fire-fighting Equipment Factory (#7{L7L 1L T4 Bj %5 #1 ). He joined the Company as deputy general
manager in May 2009.

- 11 -



CORPORATE GOVERNANCE REPORT

Pursuant to rule 18.44 (2) and Appendix 16 of the GEM Listing Rules, the Company wish to state
that it has complied with all code provisions set out in the Code on Corporate Governance Practices
contained in the Appendix 15 of the GEM Listing Rules (the “Code”) during the year.

(1) CORPORATE GOVERNANCE PRACTICES

The Company is committed to promoting good corporate governance, with the objectives of (i) the
maintenance of responsible decision making, (ii) the improvement in transparency and disclosure
of information to shareholders, (iii) the continuance of respect for the rights of shareholders
and the recognition of the legitimate interests of the shareholders, and (iv) the improvement in
management of risk and the enhancement of performance by the Company. The Company has
applied in Appendix 15 of the GEM Listing Rules with these objectives in mind.

(2) DIRECTORS’ SECURITIES TRANSACTIONS

The Company has adopted a code of conduct regarding directors’ securities transactions on
terms no less exacting than the required standard of dealings as set out in Rules 5.48 to 5.67
of the GEM Listing Rules. Having made specific enquiry of the directors of the Company, all
directors have complied with the required standard of dealings and code of conduct regarding
securities transactions by directors.

BOARD OF DIRECTORS

At the date of this report, the Board comprises of 12 members, including five executive Directors,
Mr. Chen Shi Da, Mr. Hu Jing Hai, Mr. Zheng Yi Song, Mr. Zhou Jin Hui and Mr. Rao Jun Xi, three
non-executive Directors, Ms. Chai Xiao Fang, Mr. Gong Xu Lin and Ms. Wang Xiang, and four
independent non-executive Directors, Mr. Chen Wen Gui, Mr. Wang Guo Zhong, Mr. Yang Chun Bao
and Mr. Zhang Cheng Ying. Their term of office will end upon the conclusion of next annual general
meeting of the Company.

During the year ended 31 December 2006, the Board comprised of 13 members, including three
executive Direcotrs, Mr. Jiang Zi Qiang, Mr. Liu Zhu Gen and Mr. Tang Heng Yi, six non-executive
Directors, Mr. Wang Zhi Yu, Mr. Jiang Zhou, Mr. Li Zheng Li, Mr. Zhao Shu Guang, Mr. Chen Zhen
Qiang and Mr. Zhou Wen Jie, four independent non-executive Directors, Mr. Li Long Ling, Mr. Chen
Wen Gui, Mr. Yang Chun Bao and Mr. Wang Guo Zhong (the “Old Directors”). All the Old Directors,
except Mr. Chen Wen Gui, Mr. Yang Chun Bao and Mr. Wang Guo Zhong had resigned from the Board
subsequent to 31 December 2006.

-12 -



CORPORATE GOVERNANCE REPORT

The Board conducted five meetings in 2009 to discuss and decide on development strategies, critical
operational matters, financial affairs and other matters stipulated in the articles of association of the
Company. The following table sets out the attendance of Directors’ meetings in 2009:

Directors Number of Meetings/Attendance
Executive Directors Zhou Jin Hui 5/5
Zheng Yi Song 5/5
Hu Jing Hai 5/5
Chen Shi Da 5/5
Rao Jun Xi 2/5
Non-executive Directors Chai Xiao Fang 5/5
Gong Xu Lin 5/5
Wang Xiang 5/5
Independent non-executive Directors Wang Guo Zhong 5/5
Chen Wen Gui 4/5
Yang Chun Bao 5/5
Zhang Cheng Ying 5/5

CHAIRMAN AND GENERAL MANAGER

During the year 2006, Mr. Jiang Zi Qiang and Mr. Shen Jian Zhong are chairman of the Board and
general manager respectively, which are two clearly defined positions. The chairman is responsible for
the operation of the Board while the general manager is in charge of ordinary business management.
The Articles of Association of the Company set out the respective functions of the chairman and the
general manager in detail.

As at the date of this report, chairman of the Board and general manager are Mr. Zhou Jin Hui and
Mr. Zheng Yi Song respectively.

EMOLUMENTS OF DIRECTORS

In 2006, none of Directors of the Company received emoluments for the year ended 31 December
2006. Details of emoluments of Directors are set out in Note 9 of the Financial Statements.

APPOINTMENT OF DIRECTORS

Directors of the Company are elected at general meetings with a term of three years for each session.
Directors can be re-elected upon expiration of the term. As at the date of this report, to cope with
shortage of Directors, the Board has elected several Directors with a term until the commencement
of the next general meeting where re-election would be conducted.

- 13-



CORPORATE GOVERNANCE REPORT

AUDIT COMMITTEE

Pursuant to Rule 5.28 of the GEM Listing Rules, the Company has set up an audit committee according
to “A Guide For The Formation of An Audit Committee” compiled by the Hong Kong Institute of
Certified Public Accountants. In compliance with Rule of 5.29 of the GEM Listing Rules, the authority
and responsibility of the audit committee have been properly written out. The primary duties of the
audit committee are to review and monitor the Company’s financial reporting process and internal
control system. The audit committee for the year 2006 comprises of Li Long Ling, Chen Wen Gui and
Yang Chun Bao, who are independent non-executive Directors. Yang Chun Bao possesses appropriate
professional qualification and financial experience.

Prior to this report, the Company has established an audit committee which is comprised of Yang
Chun Bao and Zhang Cheng Ying, who are independent nonexecutive Directors and Chai Xiao Fang,
who is a non-executive Director. Yang Chun Bao possesses appropriate professional qualification and
financial experience.

Two meetings have been conducted by the audit committee in 2009 for discussion of the operating
results, statements of affairs and significant accounting policies and internal auditing issues of the

Company for the year ended 31 December 2006, and taking advice of auditors.

The following table sets out the attendance of the committee’s meeting in 2009:

Committee members Attendance/Number of meetings
Yang Chun Bao 2/2
Zhang Cheng Ying 2/2
Chai Xiao Fang 2/2

REMUNERATION COMMITTEE

The Remuneration Committee of the Company for the year 2006 comprises of one executive Director,
Jiang Zi Qiang and two independent non-executive Directors, Yang Chun Bao and Li Long Ling,
which is in compliance with the requirement of the GEM Listing Rules that independent non-executive
Directors should form the majority of the remuneration committee. Its primary responsibility is to make
proposals to the Board with respect to the overall remuneration policy and framework for Directors
and senior management of the Company and the establishment of formal and transparent procedure
for formulating the remuneration policy.

Prior to this report, the Company has established a Remuneration Committee which is comprised

of Yang Chun Bao and Zhang Cheng Ying, who are independent non-executive directors, and Zhou
Jinhui, who is an executive Director.
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CORPORATE GOVERNANCE REPORT

NOMINATION COMMITTEE

The Company has established the Nomination Committee according to the relevant provisions of the
GEM Listing Rules with written terms of reference. Its primary responsibilities include reviewing
and supervising the framework, number of members and composition of the Board and making
proposals to the Board in respect of any changes and identifying and nominating suitable persons for
appointment of Director.

As at 31 December 2006, the Nomination Committee comprises of one executive Director, Jiang Zi
Qiang and two independent non-executive Directors, Yang Chun Bao and Li Long Ling, which is in
compliance with the requirement of the GEM Listing Rules that independent non-executive Directors
should form the majority of the nomination committee.

As at the date of this report, the Nomination Committee comprises of one executive Director, Zhou
Jin Hui and two independent non-executive Directors, Yang Chun Bao and Zhan Cheng Ying, which
is in compliance with the requirement of the GEM Listing Rules that independent non-executive
Directors should form the majority of the nomination committee.

AUDITORS’ REMUNERATION

CCIF CPA Limited and Cachet Certified Public Accountants Limited (“CCIF and Cachet”) were the
auditors of the Company for the year ended 31 December 2006. Other than annual auditing services,
CCIF and Cachet did not provide non-auditing services to the Company during the year.

Auditors’ remuneration for year ended 31 December 2006 is set out in note 6 of the Financial Statement.

Besides, the Company paid for auditors’ expenses of lodging, meals and traveling during the period
when the auditing services were provided.
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DIRECTORS’ REPORT

The Directors submit their report together with the audited financial statements for the year ended
31 December 2006.

PRINCIPAL ACTIVITIES AND GEOGRAPHICAL ANALYSIS OF OPERATIONS

The principal activities of the Company are manufacturing and sale of fire fighting equipment products
and provision of the related processing services.

Analysis of the Company’s performance for the year by geographic segment is set out in note 5 to
the financial statements.

FINANCIAL STATEMENTS AND DIVIDENDS

The results of the Company for the year ended 31 December 2006 are set out in the income statement
on page 26.

The state of the Company’s affairs as at 31 December 2006 is set out in the balance sheet on page
27.

The Directors do not recommend the payment of a dividend for the year.

PROPERTY, PLANT AND EQUIPMENT

Details of movements in property, plant and equipment of the Company are set out in note 13 to the
financial statements.

SHARE CAPITAL

Details of movements in the share capital of the Company are set out in note 27 to the financial
statements.

RESERVES

Movements in the reserves of the Company during the year are set out in the statement of changes
in equity on page 28.

DISTRIBUTABLE RESERVES
Distributable reserves of the Company as at 31 December 2006, calculated under the Company Law

of the People’s Republic of China (the “PRC”), being the jurisdiction in which the Company was
established, amounted to RMB Nil.
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PRE-EMPTIVE RIGHTS

There is no provision for pre-emptive rights under the Articles of Association of the Company and there
was no restriction against such rights under the laws of the PRC, which would oblige the Company
to offer new shares on a pro-rata basis to existing shareholders.

SUMMARY OF FINANCIAL INFORMATION
The summary of the results of the Company for the last four financial years is set out on page 92.
PURCHASE, SALE OF REDEMPTION OF LISTED SECURITIES

During the year, the Company did not purchase, sell or redeem any of the Company’s listed
securities.

SHARE OPTIONS

As at the date of this report, no option has been granted or agreed to be granted by the Company to
any of its Directors, Supervisors or employees of the Company.

DIRECTORS AND SUPERVISORS
The Directors and Supervisors who held office as at 31 December 2006 are:
Executive Directors

Jiang Zi Qiang, Mr. Jiang was appointed as an executive Director and the Chairman of the Company
on 18 October 2000 and has been removed by the Board on 30 July 2009 due to his incapability of
performing his duties.

Liu Zhu Gen, Mr. Liu was appointed as an executive Director in December 2006 and has been resigned
from office on 30 July 2009.

Tang Heng Yi, Mr. Tang was appointed as an executive Director in December 2006 and has been
resigned from office on 7 May 2008.

Non-executive Directors

Jiang Zhou, Mr. Jiang was appointed as a non-executive Director in October 2000 and has been
resigned from office on 7 August 2009.

Chen Zhen Qiang, Mr. Chen was appointed as a non-executive Director in September 2002 and has
been resigned from office on 7 August 2009.

Wang Zhi Yu, Mr. Wang was appointed as a non-executive Director in October 2000 and has been
resigned from office on 22 May 2007.

Li Zheng Li, Mr. Li was appointed as a non-executive Director in December 2006 and has been
resigned from office on 7 August 2009.

Zhao Shu Guang, Mr. Zhao was appointed as a non-executive Director in October 2000 and has been
resigned from office on 12 October 2009.

Zhou Wen Jie, Mr. Zhou was appointed as a non-executive Director in October 2000 and has been
resigned from office on 22 May 2007.
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Independent Non-executive Directors

Chen Wen Gui, Mr. Chen was appointed as an independent non-executive Director in October 2000.
Yang Chun Bao, Mr. Yang was appointed as an independent non-executive Director in October
2000.

Wang Guo Zhong, Mr. Wang was appointed as an independent non-executive Director in October
2000.

Li Long Ling, Mr. Li was appointed as an independent non-executive Director in July 2001 and has
been resigned from office on 22 May 2007.

Supervisors

Mr. Tang Cheng
Mr. Wang Kou Cheng
Mr. Liu Xiong De

The Directors who held office up to the date of this report are:

Executive Directors

Zhou Jin Hui
Zheng Yi Song
Chen Shi Da
Hu Jing Hai
Rao Jun Xi

Non-executive Directors

Chai Xiao Fang

Gong Xu Lin

Wang Xiang

Independent Non-executive Directors
Wang Guo Zhong

Chen Wen Gui

Yang Chun Bao

Zhang Cheng Ying

BIOGRAPHICAL DETAILS OF DIRECTORS, SUPERVISORS AND SENIOR MANAGEMENT

Brief biographical details of Directors, Supervisors and senior management are set out on page 8 to
page 11.
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DIRECTORS’ REPORT

DIRECTORS’ SERVICE CONTRACTS

Up to the date of this report, each of the Directors has entered into a service contract with the Company
for a term from the date of appointment as a Director, as the case may be, to the date of the first
general meeting after the appointment when the re-election is conducted.

DIRECTORS’ AND SUPERVISORS’ INTERESTS IN CONTRACTS

Apart from the Directors’ and Supervisors’ service contracts disclosed above, no contracts of significance
in relation to the Company’s business to which the Company was a party and in which a Director or
a Supervisor of the Company had a material interest, whether directly or indirectly, subsisted at the
end of the year or at any time during the year.

DIRECTORS’ INTERESTS AND SHORT POSITIONS IN SHARES, UNDERLYING SHARES
AND DEBENTURES

As at 31 December 2006, the interests and short positions of the Directors of the Company in the
shares, underlying shares and debentures of the Company and its associated corporations (within the
meaning of Part XV of the Securities and Futures Ordinance (the “SFQO”)) as recorded in the register
required to be kept under Section 352 of the SFO or as otherwise notified to the Company and the
Stock Exchange pursuant to the minimum standards of dealing by directors as referred to in Rule
5.46 of the Rules Governing the Listing of Securities on the GEM (the “GEM Listing Rules”), were
as follows:

Long positions in shares of the Company

Approximate

percentage of

Number of total issued

Name Capacity shares share capital

(Note 2)
Mr. Jiang Zi Qiang Held by controlled corporation 63,300,000 33.77%
(Note 1)

Mr. Wang Zhi Yu Beneficial owner 14,070,000 7.51%

Mr. Jiang Zhou Beneficial owner 13,190,000 7.04%

Mr. Tang Heng Yi Beneficial owner 11,870,000 6.33%
Notes:

1. Mr. Jiang Zi Qiang was deemed to be interested in 63,300,000 shares through his controlling interest in Shanghai Huasheng

Enterprises (Group) Company Limited.

2. All represented domestic shares of the Company.
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Save as disclosed above, as at 31 December 2006, none of the Directors of the Company has any
interests and short positions in the shares, underlying shares and debentures of the Company and
its associated corporations (within the meaning of Part XV of the SFO) as recorded in the register
required to be kept under Section 352 of the SFO or as otherwise notified to the Company and the
Stock Exchange pursuant to the minimum standards of dealing by directors as referred to in Rule
5.46 of the GEM Listing Rules.

SUBSTANTIAL SHAREHOLDERS’ AND OTHER PERSONS’ INTERESTS AND SHORT
POSITIONS SHARES, UNDERLYING SHARES AND DEBENTURES

As at 31 December 2006, the register of substantial shareholders maintained by the Company pursuant
to Section 336 of the SFO shows that the following shareholders had notified the Company of relevant
interests and short positions in the issued share capital of the Company:

Approximate
percentage of

Name of Number of total issued

Shareholders Capacity shares share capital

(Note 2)
Shanghai Huasheng Beneficial owner 63,300,000 33.77%
Enterprise (Group)
Company Limited

Mr. Jiang Zi Qiang (Note 1) Held by controlled 63,300,000 33.77%

corporation

Mr. Li Zheng Li Beneficial owner 14,070,000 7.51%

Mr. Jiang Zhou Beneficial owner 13,190,000 7.04%

Tang Heng Yi Beneficial owner 11,870,000 6.33%

Notes:

1. Mr. Jiang Zi Qiang owns 89% of Shanghai Huasheng Enterprises (Group) Company Limited. Accordingly, Jiang Zi
Qiang is deemed to be interested in the 63,300,000 shares held by Shanghai Huasheng Enterprises (Group) Company
Limited.

2. All represented domestic shares of the Company.

Save as disclosed above, the Company has not been notified of any other relevant interests representing
5 percent or more in the issued shares capital of the Company as at 31 December 2006.

MANAGEMENT CONTRACTS
No contract concerning the management and administration of the whole or any substantial part of

the business of the Company was entered into or existed during the year.
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MAJOR CUSTOMERS AND SUPPLIERS

The percentage of sales and purchases for the year attributable to the Company’s major customers
and suppliers are as follows:

Sales

- the largest customer 46%
- five largest customers combined 71%
Purchases

- the largest supplier 16%
- five largest suppliers combined 56%

CODE OF CONDUCT REGARDING SECURITIES TRANSACTIONS BY DIRECTORS

The Company has adopted a code of conduct regarding securities transactions by directors on terms no
less exacting than the required standard of dealings set out in Rules 5.48 to 5.67 of the GEM Listing
Rules. Having made specific enquiry of all Directors, all Directors confirmed they have complied with
the required standard set out in the required standard of dealings and the code of conduct regarding
securities transactions by Directors adopted by the Company.

SUFFICIENCY OF PUBLIC FLOAT

Based on information that is publicly available to the Company and within the knowledge of the
Directors, at least 25% of the Company’s total issued share capital was held by the public as at the
date of this annual report.

CONNECTED TRANSACTION

The connected transactions undertaken by the Company are set out in note 32 to the financial
statements.
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The Company has issued an announcement in connection with the sale of fire extinguisher steel
cylinders and aluminium cylinders to the subsidiaries of Shanghai Huasheng Enterprises (Group)
Company Limited (the Company’s then controlling shareholder). Save for the above, the independent
non-executive Directors have examined and confirmed that:

(1) these transactions were executed in the ordinary and usual course of business of the
Company;

(ii)  these transactions were executed on normal commercial terms or on terms not less favorable
than those given to (or obtained from, wherever applicable) independent third parties (if no
comparable transaction can be referred to judge whether the transaction was executed on normal
commercial terms); and

(iii) these transactions were executed in accordance with the relevant agreement governing them
on terms that are fair and reasonable and in the interest of the Company’s shareholders as a
whole.

The aggregate amount of each of these transactions has not exceeded the cap amount set out in the
waiver letter granted by the Stock Exchange in this regard.

DIRECTORS’ INTERESTS IN A COMPETING BUSINESS

None of the Directors, the management shareholders of the Company and their respective associates
(as defined in the GEM Listing Rules) has any interest in any business that directly or indirectly
competes with the business of the Company or has any other conflicts of interest.

AUDITORS

CCIF CPA Limited (“CCIF”) and Ascenda Cachet CPA Limited (formerly Cachet Certified Public
Accountants Limited) (“Cachet”) were auditors of the Company for the years ended 31 December
2004, 2005, 2006, 2007, 2008 and 2009.

On behalf of the Board
Zhou Jin Hui
Chairman
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INDEPENDENT AUDITORS’ REPORT

TO THE SHAREHOLDERS OF

SHANGHAI QINGPU FIRE-FIGHTING EQUIPMENT CO., LTD.
LEERERSEMRGERL A

(A joint stock limited company established in the People’s Republic of China)

We were engaged to audit the financial statements of Shanghai Qingpu Fire-Fighting Equipment Co.,
Ltd. set out on pages 26 to 91, which comprise the statement of financial position as at 31 December
2006, and the statement of comprehensive income, statement of changes in equity and statement
of cash flows 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 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.

AUDITORS’ 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.

Except for the limitation in the scope of our work as explained below, 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. However, because of the matters described in the basis for disclaimer
of opinion paragraphs, we were not able to obtain sufficient appropriate audit evidence to provide a
basis for an audit opinion.
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INDEPENDENT AUDITORS’ REPORT

BASIS FOR DISCLAIMER OF OPINION

Scope limitation — bank loans, loans receivable from former controlling shareholder and financial
effects of the loss on financial guarantees

The current board of directors concluded to recognise the bank loans, accrued interest, penalty interest
and legal costs payable and the loans receivable from former controlling shareholder as explained
in notes 22(c) and 18 respectively and the financial effects of the loss on financial guarantees as
explained in notes 19, 24 and 30. In the absence of sufficient and appropriate evidence, we are unable
to ascertain whether the aforesaid conclusion is appropriate.

Scope limitation — bank accounts

The Company was unable to obtain certain bank statements of bank accounts opened in name of the
Company by the former chairman of the Company for the purpose of the bank loans as explained
in note 22(c). In the absence of these bank statements, we were unable to ascertain whether the
transactions, if any, in these bank accounts have been properly accounted for in these financial
statements. As a consequence, we were unable to assess whether there would be any consequential
impact on the financial statements.

Scope limitation — trade receivables and write off on trade receivables

We have been unable to obtain certain direct confirmations and other sufficient evidence in respect of
the existence and accuracy of the trade receivables of approximately RMB27,532,000. A write off of
RMB13,908,000 representing the difference between the aforesaid amount and the amount collected
up to the date of this report was made in the statement of comprehensive income. In the absence of
other alternative audit procedures, we were unable to ascertain that these amounts are fairly presented
in the financial statements.

Scope limitation — trade payables

We have been unable to obtain certain direct confirmations and other sufficient evidence in respect of
the trade payables of approximately RMB16,281,000 as stated in the statement of financial position
as at 31 December 2006. In the absence of other satisfactory audit procedures, we were unable to
satisfy ourselves as to whether the balance of trade payables is fairly presented in these financial
statements.

Any adjustments that might found to be necessary in respect of the matters referred to above would
have consequential effects on the loss and cash flows of the Company for the year ended 31 December
2006 and its net liabilities as at 31 December 2006 and the related disclosures in the financial
statements.
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DISCLAIMER OF OPINION: DISCLAIMER ON VIEW GIVEN BY FINANCIAL
STATEMENTS

Because of the significance of the matters described in the basis for disclaimer of opinion paragraph,
we do not express an opinion on the financial statements as to whether they give a true and fair view
of the state of the Company’s affairs as at 31 December 2006 and of its loss and cash flows for the
year then ended in accordance with International Financial Reporting Standards. In all other respects,
in our opinion, the financial statements have been properly prepared in accordance with the disclosure
requirements of the Hong Kong Companies Ordinance.

Without further qualifying our opinion, we draw attention to note 2(a) to the financial statements
concerning the adoption of the going concern basis on which the financial statements have been
prepared. As explained in note 2(a) to the financial statements, the financial statements have been
prepared on the going concern basis, the validity of which depends upon the ongoing financial support
from the immediate holding company, the Company’s ability to generate sufficient cash flows from
future operations to cover the Company’s operating costs and the outcome of the negotiations with
banks to extend the repayment schedule and waiver of certain portion of the liabilities due to them.
The financial statements do not include any adjustments that would result from the failure of such
measures. Details of the circumstances relating to this material uncertainty which may cast significant
doubt on the Company’s ability to continue as a going concern are described in note 2(a) to the
financial statements.

ASCENDA CACHET CPA LIMITED CCIF CPA LIMITED

(Formerly Cachet Certified Public Certified Public Accountants
Accountants Limited) Hong Kong, 23 November 2010
Certified Public Accountants Betty P.C. Tse

Hong Kong, 23 November 2010 Practising Certificate Number P03024

Chan Yuk Tong
Practising Certificate Number P03723
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STATEMENT OF COMPREHENSIVE INCOME
For the year ended 31 December 2006

(Expressed in Renminbi)

Note

Turnover 5
Cost of sales
Gross profit
Other revenue and income 6
Impairment loss on trade receivables 16(b)
Write off on trade receivables 16(a)
Impairment loss on loans receivable from former

controlling shareholder 18
Provision for loss on financial guarantees 24(b)
Reimbursement receivables for loss on

financial guarantees 19
Impairment loss on reimbursement receivables

for loss on financial guarantees 19
Distribution costs
Administrative expenses
Loss from operations
Finance costs 7 (a)
Loss before tax 7
Income tax 8
Loss for the year and total comprehensive

loss for the year
Loss for the year and total comprehensive

loss for the year attributable to owners

of the Company
Loss per share (RMB) 12

— Basic (cents)

— Diluted (cents)

2006 2005
RMB’000 RMB’000
42,841 66,164
(40,472) (58,696)
2,369 7,468
2,678 400
- (9,200)
(13,908) -
(11,060) -
(33,564) -
33,564 -
(21,748) -
(21,748) -
(2,543) (4,401)
(11,354) (7,297)
(55,566) (13,030)
(740) (577)
(56,306) (13,607)
- 3,695
(56,306) (9,912)
(56,306) (9,912)
(30.0) (5.3)
(30.0) (5.3)

The accompanying notes form an integral part of these financial statements.
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STATEMENT OF FINANCIAL POSITION
As at 31 December 2006

(Expressed in Renminbi)

2006 2005
Note RMB’000 RMB’000
Non-current assets
Property, plant and equipment 13 20,495 22,593
Lease premiums for land 14 780 798
21,275 23,391
Current assets
Inventories 15 6,976 5,724
Trade receivables 16 13,624 30,787
Lease premiums for land 14 18 18
Prepayments, deposits and other receivables 17 3,608 7,789
Loans receivable from former
controlling shareholder 18 26,939 -
Reimbursement receivables for
loss on financial guarantees 19 11,816 -
Current taxation 20(a) - 515
Cash and cash equivalents 21 681 790
63,662 45,623
Current liabilities
Bank loans 22 41,480 8,550
Trade payables 23 16,281 17,383
Other payables and accruals 24 44,133 3,361
Due to related companies 25 1,080 1,244
(102,974) (30,538)
Net current (liabilities)/assets (39,312) 15,085
Total assets less current liabilities (18,037) 38,476
Non-current liabilities
Deferred revenue 26(a) (416) (623)
NET (LIABILITIES)/ASSETS (18,453) 37,853
EQUITY
Share capital 27 18,743 18,743
Reserves 28 (37,196) 19,110
(CAPITAL DEFICIENCY)/TOTAL EQUITY (18,453) 37,853

Approved and authorised for issue by the board of directors on 23 November 2010.

On behalf of the board

Director Director

The accompanying notes form an integral part of these financial statements.
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STATEMENT OF CHANGES IN EQUITY
For the year ended 31 December 2006

(Expressed in Renminbi)

As at | January 2005

Total comprehensive
loss for the year

Appropriation

As at 31 December 2005
and 1 January 2006

Total comprehensive
loss for the year

Appropriation

As at 31 December 2006

(Accumulated
Statutory Discretionary losses)/
Share Share Capital reserve common retained
capital premium reserve fund reserve fund earnings Total
RMB’000 RMB’000 RMB’000 RMB’000 RMB 000 RMB’000 RMB’000
18,743 10,910 (2,563) 3,734 1,500 15,441 47,765
- - - - - (9,912) (9,912)
- - 207 - - (207) -
18,743 10,910 (2,356) 3,734 1,500 5322 37,853
- - - - - (56,3006) (56,306)
- - 207 - - (207) -
18,743 10,910 (2,149) 3,734 1,500 (51,191) (18,453)

The accompanying notes form an integral part of these financial statements.
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STATEMENT OF CASH FLOWS
For the year ended 31 December 2006

(Expressed in Renminbi)

2006 2005
Note RMB’000 RMB’000
Cash flows from operating activities
Loss before taxation (56,306) (13,607)
Adjustments for:
Amortisation of lease premiums for land 7(c) 18 18
Depreciation of property, plant and equipment 7(c) 2,379 1,275
Loss/(gain) on disposal of property,
plant and equipment 6, 7(c) 35 (13)
Amortisation of government grant 6 (207) (207)
Reversal of impairment loss on trade receivables 16(b) (842) -
Impairment loss on trade receivables 16(b) - 9,200
Write off on trade receivables 16(a) 13,908 -
Impairment loss on loans receivable from
former controlling shareholder 18 11,060 -
Impairment loss on reimbursement receivables 19 21,748 -
Interest income 6 ) (10)
Finance costs 7(a) 740 572
Operating loss before changes in working capital (7,471) (2,772)
(Increase)/decrease in inventories (1,252) 1,551
Decrease/(increase) in trade receivables 4,097 (9,119)
Decrease in prepayments,
deposits and other receivables 4,181 2,377
(Decrease)/increase in trade payables (1,102) 5,237
Increase/(decrease) in other payables and accruals 5,139 (2,437)
(Decrease)/increase in amounts due to
related companies (3,164) 360
Cash generated from/(used in) operations 428 (4,803)
PRC enterprise income tax refunded/(paid) 20(a) 515 (878)
Net cash generated from/(used in)
operating activities 943 (5,681)
Cash flows from investing activities
Interest received 6 4 10
Payment for the purchase of property,
plant and equipment 13 (322) (13,147)
Refund of purchase deposit - 12,813
Proceeds from sale of property, plant and equipment 6 293
Net cash used in investing activities (312) (31)
Cash flows from financing activities
Interest paid 7(a) (740) (572)
Proceeds from bank loans - 8,500
Repayments of bank loans - (8,500)
Net cash used in financing activities (740) (572)
Net decrease in cash and cash equivalents (109) (6,284)
Cash and cash equivalents at 1 January 790 7,074
Cash and cash equivalents at 31 December 21 681 790

The accompanying notes form an integral part of these financial statements.
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NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2006

1. GENERAL INFORMATION

Shanghai Qingpu Fire-Fighting Equipment Co., Ltd. (the “Company”) was established in The
People’s Republic of China (the “PRC”) as a collective enterprise under the name of Shanghai
Qingpu Fire-Fighting Equipment Factory (** I i # ¥ 1 7 #5 # i *). In 1999, it was transformed
into a limited liability company. Through a series of equity transfers and capital injections in
2000, the Company was transformed into a joint stock limited liability company on 1 December
2000 and renamed as Shanghai Qingpu Fire-Fighting Equipment Co., Ltd. (“_L i % 15 B¢
B A RS 7).

On 30 June 2004, 55,560,000 new H shares in the Company were issued and listed on the
Growth Enterprise Market (the “GEM”) of The Stock Exchange of Hong Kong Limited (the
“Stock Exchange™).

Since 30 June 2004 and up to August 2008, | i # B > 25 (4E H)A R A A (“Shanghai
Huasheng”) who held 33.7% equity interest of the Company was considered as the former

controlling shareholder of the Company. During the same period, Shanghai Huasheng
considered LI SATRE ELEB AR AR (“$4U7E 2£”) as its parent company.

During 2008, H 387 B £ 1 I {3 A PR A 7] (“Liancheng”) acquired the entire domestic shares
of the Company. Liancheng is currently holding around 70% equity interest of the Company.
Liancheng considered #iiT1H %[5 bz A FR/AF (“WiiLIEZ ") as its parent company.

The principal activities of the Company are the manufacture and sale of fire fighting equipment
products.

2. SIGNIFICANT ACCOUNTING POLICIES

(a) Basis of preparation of the financial statements

Items included in the financial statements of the Company are measured using the currency
that best reflects the economic substance of the underlying events and circumstances
relevant to the Company. These financial statements are presented in Renminbi (“RMB”),
rounded to the nearest thousand except for per share data. Renminbi is the Company’s
functional and presentation currency.

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 amounts of assets and liabilities that are not
readily apparent from other sources. Actual results may differ from those estimates.
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For the year ended 31 December 2006

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 year, or in the period of the revision and future periods if
the revision affects both current and future periods.

Judgments made by management in the application of IFRSs that have significant effect
on the financial statements and estimates with a significant risk of resulting in a material
adjustment in the next year are disclosed in note 4.

In preparing the financial statements, the directors have considered the future liquidity
of the Company notwithstanding:

the loss of approximately RMB56,306,000 attributable to equity shareholders of
the Company for the year ended 31 December 2006;

- as at 31 December 2006, the Company had net current liabilities and net liabilities
of approximately RMB39,312,000 and RMB 18,453,000 respectively;

- as at 31 December 2006, the bank loans were due for repayment within the next
twelve months after 31 December 2006;

- legal actions have been taken by banks and other creditors for recovery of loans
and financial guarantees; and

- legal actions have been taken by suppliers for recovery of trade debts.

The directors adopted the going concern basis in the preparation of the financial statements
and implemented the following measures in order to improve the working capital position,
immediate liquidity and cash flow position of the Company:

(i) MERWIH B A B I A BR A A (“Liancheng™), being the immediate holding company
of the Company since August 2008, has undertaken to provide continuous financial
supports to the Company by granting an unsecured, interest free, shareholders’
loan facility in the sum of not exceeding RMB50 million for a term of two years,
which is extendable for further two years, so as to enable the Company to continue
its day-to-day operations as a viable going concern notwithstanding any present or
future difficulties.
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For the year ended 31 December 2006

(b)

(ii)  The bank loans borrowed by Mr. Jiang in name of the Company (see note 22(c))
that had ultimately been used for the benefits of I 3B A 35 (45 B A PR A
(“Shanghai Huasheng™) (which was the then former controlling shareholder) and
its subsidiaries have been waived by banks or settled subsequent to the end of the
reporting period.

(iii) The underlying bank loans, borrowed by a subsidiary of Shanghai Huasheng,
for which financial guarantees have been provided by Mr. Jiang, in name of the
Company (see note 30) have been released upon settlement of loans after the
reporting period.

(iv) The Company would take relevant measures in order to tighten cost controls over
various operating expenses and to seek new investments and business opportunities
with an aim to attain profitable and positive cash flow operations.

(v)  Shanghai Huasheng will negotiate with banks to extend the repayment schedule
and the possibility to waive certain portion of the liabilities.

In the opinion of the directors, in light of the various measures/arrangements implemented
to date, together with the expected results of other measures, the Company will have
sufficient cash resources to satisfy its future working capital and other financial
requirements. Accordingly, the directors are satisfied that it is appropriate to prepare the
financial statements on a going concern basis.

Should the Company be unable to continue to operate as a going concern, adjustments
would have be made to write down the value of assets to their recoverable amounts, to
provide for any further liabilities which might arise and to reclassify non-current assets
and liabilities as current assets and liabilities respectively. The effect of these adjustments
has not been reflected in the financial statements.

Statement of compliance

These financial statements have been prepared in accordance with International Financial
Reporting Standards (“IFRSs”) promulgated by the International Accounting Standards
Board (the “IASB”). IFRSs include International Accounting Standards (the “IASs”™)
and related interpretations. 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 Growth Enterprise
Market of The Stock Exchange of Hong Kong Limited. A summary of the significant
accounting policies adopted by the Company is set out below. The IASB has issued
certain new and revised IFRSs that are effective or available for early adoption for the
current accounting period of the Company. Note 3 provides information on any changes
in accounting polices resulting from initial application of these developments to the
extent that they are relevant to the Company for the current and prior accounting periods
reflected in these financial statements.
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(c)

(d)

Property, plant and equipment

Property, plant and equipment are stated in the statement of financial position at cost
less accumulated depreciation and impairment losses (see note 2(f)).

Depreciation is calculated to write off the costs 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 Shorter of the lease term or 40 years
Machinery 8 to 10 years

Furniture, fixtures and computer equipment 6 years

Motor vehicles 8 years

Where parts of an item of property, plant and equipment have different useful lives, the
cost of the item is allocated on a reasonable basis between the parts and each part is
depreciated separately. Both the useful life of an asset and its residual value are reviewed
annually.

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.

Operating lease charges

Where the Company has the use of assets held 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 term, 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. Contingent rentals are charged to profit or loss in the accounting period in which
they were incurred.

The cost of acquiring land held under an operating lease is amortised on a straight-line
basis over the period of the lease term.
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(e)

(f)

Construction-in-progress

Construction-in-progress represents property, plant and equipment under construction and
pending installation, and is stated at cost less impairment losses (see note 2(f)). Cost
comprises direct costs of construction, machinery and equipment, installation costs and

other direct costs.

Construction-in-progress is transferred to property, plant and equipment when the asset
is substantially ready for its intended use.

No depreciation is provided in respect of construction-in-progress.

Impairment of assets

(i) Impairment of trade and other current receivables
Trade and other current receivables that are stated at cost or amortised cost are
reviewed at the end of each reporting period 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
reorganization; and

- significant changes in the technological, market, economic or legal environment
that have an adverse effect on the debtor.
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(ii)

If any such evidence exists, any impairment loss is determined and recognised as
follows:

- For trade and other current receivables and other financial assets carried at
amortised cost, the impairment loss is measured 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 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.

Impairment losses are written off against the corresponding assets directly, except for
impairment losses recognised in respect of trade debtors 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 Company is satisfied that recovery is remote, the amount considered
irrecoverable is written off against trade debtors 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 the end of each reporting
period to identify indications that property, plant and equipment and lease premium
for land may be impaired or, an impairment loss previously recognised no longer
exists or may have decreased.

If any such indication exists, the asset’s recoverable amount is estimated. In

addition, the recoverable amount is estimated annually whether or not there is any
indication of impairment.
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- Calculation of recoverable amount

The recoverable amount of an asset is the higher of fair value less costs to
sell and its value in use. In assessing value in use, the estimated future cash
flows are discounted to their present value using a pre-tax discount rate that
reflects current market assessments of 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 recognized in respect of cash-
generating units are allocated first to reduce the carrying amount of any
goodwill allocated to the cash-generating unit (or group of units) and then,
to reduce the carrying amount of the other assets in the unit (or group of
units) on a pro rata basis, except that the carrying amount of asset will not
be reduced below its individual fair value less costs to sell, or value in use,
if determinable.

- Reversals of impairment losses

In respect of assets, an impairment loss is reversed if there has been a favourable
change in the estimates used to determine the recoverable amount.

A reversal of an impairment loss 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.

(iii) Interim financial reporting and impairment

Under the Rules Governing the Listing of Securities on the Growth Enterprise
Market of The Stock Exchange of Hong Kong Limited, the Company is required
to prepare an interim financial report in compliance with IAS 34, Interim financial
reporting. At the end of the interim period, the Company applies the same impairment
testing, recognition, and reversal criteria as it would at the end of the financial
year (notes 2(f)(i) and (ii)).
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(g)

(h)

(i)

()

(k)

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.

Trade and other receivables

Trade and other receivables are initially recognised at fair value and thereafter stated at
amortised cost less allowance for impairment of doubtful debts (see note 2(f)), 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 thereafter 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 comprises 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 change in value, having been within three months of maturity at acquisition.
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)

(m)

Employee benefits

(i) Short term employee benefits and contributions to defined contribution retirement
plans

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.

(ii)  Termination benefits

Termination benefits are recognised when, and only when, the Company demonstrably
commits itself to terminate employment or to provide benefits as a result of
voluntary redundancy by having a detailed formal plan which is without realistic
possibility of withdrawal.

Income tax

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 end of the reporting period, and any adjustment
to tax payable in respect of previous years.

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 certain limited exceptions, 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 that 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
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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.

The limited exceptions to recognition of deferred tax assets and liabilities are those
temporary differences arising from the initial recognition of assets or liabilities that affect
neither accounting nor taxable profit, in the case of taxable differences, the Company
controls the timing of the reversal and it is probable that the differences will not reverse
in the foreseeable future, or in the case of deductible differences, unless it is probable
that they will reverse in the future.

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 end of the reporting period. Deferred tax
assets and liabilities are not discounted.

The carrying amount of a deferred tax asset is reviewed at the end of the reporting period
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.

Additional income taxes that arise from the distribution of dividends are recognised when
the liability to pay the related dividends is recognised.

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 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 intends either to settle
on a net basis, or to realise the asset and settle the liability simultaneously; or

— 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.
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(n)

Financial guarantees issued, provisions and contingent liabilities

(i)

(ii)

Financial guarantees issued

Financial guarantees are contracts that require the issuer (i.e. the guarantor) to make
specified payments to reimburse the beneficiary of the guarantee (the “holder”)
for a loss the holder incurs because a specified debtor fails to make payment when
due in accordance with the terms of a debt instrument.

Where the Company issues a financial guarantee, the fair value of the guarantee
(being the transaction price, unless the fair value can otherwise be reliably estimated)
is initially recognised as deferred income within trade and other payables. Where
consideration is received or receivable for the issuance of the guarantee, the
consideration is recognised in accordance with the Company’s policies applicable
to that category of asset. Where no such consideration is received or receivable,
an immediate expense is recognised in profit or loss on initial recognition of any
deferred income.

The amount of the guarantee initially recognised as deferred income is amortised
in profit or loss over the term of the guarantee as income from financial guarantees
issued. In addition, provisions are recognised in accordance with note 2(n)(ii) if
and when (i) it becomes probable that the holder of the guarantee will call upon the
Company under the guarantee, and (ii) the amount of that claim on the Company
is expected to exceed the amount currently carried in trade and other payables in
respect of that guarantee i.e. the amount initially recognised, less accumulated
amortisation.

Other provisions and contingent liabilities

Provisions are recognised for other liabilities of uncertain timing or amount when
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.

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.
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(o)

(p)

(q)

(r)

Government grants

Government grants are not recognized until there is reasonable assurance that the Company
will comply with the conditions attaching to them and that the grants will be received.

Other government grants relating to cost of property, plant and equipment are initially
recorded as deferred revenue and are credited to profit or loss on a straight-line basis
over the expected useful lives of the related assets.
Revenue recognition
Provided it is probable that the economic benefits will flow to the Company and the
revenue and costs, if applicable, can be measured reliably, revenue is recognised in profit
or loss as follows:
(i) Sale of goods
Revenue is recognised when goods are delivered at the customers’ premise which
is taken to be the point in time when the customer has accepted the goods and the
related risks and rewards of ownership. Revenue excludes value added tax or other
sales taxes and is after deduction of any trade discounts and returns.
(ii)  Interest income
Interest income is recognised as it accrues using the effective interest method.
Translation of foreign currencies
Transactions in foreign currency during the year are translated into Renminbi at the foreign
exchange rate quoted by the People’s Bank of China (“PBOC rates”) prevailing on the
date of the transaction. Monetary assets and liabilities denominated in foreign currencies
at the end of the reporting period are translated into Renminbi at the PBOC rates on that
date. Exchange differences arising from translation are recognised in profit or loss.

Related parties

For the purpose of these financial statements, a party is considered to be related to the
Company if:

(1) the party has the ability, directly or indirectly through one or more intermediaries, to
control the Company or exercise significant influence over the Company in making

financial and operating decisions, or has joint control over the Company;

(ii)  the Company and the party are subject to common control;
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(s)

(t)

(iii) the party is a member of key management personnel of the Company or the
Company’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;

(iv) 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

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

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.

Segment reporting

Operating segments, and the amounts of each segment item reported in the financial
statements, are identified from the financial information provided regularly to the
Company’s most senior executive management for the purposes of allocating resources
to, and assessing the performance of, the Company’s various lines of business and
geographical locations.

Individually material operating segments are not aggregated for financial reporting purposes
unless the segments have similar economic characteristics and are similar in respect of
the nature of products and services, the nature of production processes, the type or class
of customers, the methods used to distribute the products or provide the services, and
the nature of the regulatory environment. Operating segments which are not individually
material may be aggregated if they share a majority of these criteria.

Borrowing costs

Borrowing costs are expensed in profit or loss in the period in which they are incurred,
except to the extent that they are capitalised as being directly attributable to the acquisition,
construction or production of an asset which necessarily takes a substantial period of
time to get ready for its intended use or sale.

The capitalisation of borrowing costs as part of the cost of a qualifying asset commences
when expenditure for the asset is being incurred, borrowing costs are being incurred
and activities that are necessary to prepare the asset for its intended use or sale are in
progress. Capitalisation of borrowing costs is suspended or ceases when substantially
all the activities necessary to prepare the qualifying asset for its intended use or sale are
interrupted or complete.
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3. CHANGE IN ACCOUNTING POLICIES

In current year, the Company has, where applicable, applied the following amendments and
interpretations (“new IFRSs”) issued by IASB which are or have become effective.

- Amendments to IAS 19 Employee Benefits

- Amendments to IAS 21 The Effects of Changes in Foreign Exchange Rates — Net Investment in
a Foreign Operation

- Amendments to IAS 39 Financial Instruments: Recognition and Measurement — Cash Flow
Hedge Accounting of Forecast Intra-group Transactions

- Amendments to IAS 39 Financial Instruments: Recognition and Measurement — The Fair Value
Option

- Amendments to IAS 39 and IFRS 4 Financial Guarantee Contracts

- IFRIC 4 Determining whether an Arrangement contains a Lease

The application of the new IFRSs had no material effect on how the results and financial position
for the current or prior accounting periods have been prepared and presented.

Early adoption of new/revised IFRSs
For the year ended 31 December 2006, the Company early adopted certain new/revised IFRSs
that are effective for up to the financial year ended 31 December 2009 which were pertinent to

its operations where early adoption was permitted. The applicable IFRSs are set out below:

Effective for accounting
period beginning on or after

IFRIC 10, “Interim Financial Reporting and Impairment” 1 November 2006

IFRS 7, “Financial Instruments: Disclosures” 1 January 2007

Amendment to IAS 1, “Presentation of Financial Statements:

Capital Disclosures” 1 January 2007
IFRS 8, “Operating Segments” 1 January 2009
IAS 1 (Revised 2007), “Presentation of Financial Statements” 1 January 2009
IAS 23 (Revised 2007), “Borrowing Costs” 1 January 2009

_43 -



NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2006

As a result of the adoption of IFRS 7, the financial statements include expanded disclosure
about the significance of the Company’s financial instruments and the nature and extent of
risks arising from those instruments, compared with the information previously required to be
disclosed by IAS 32, Financial Instruments: Disclosure and Presentation: These disclosures are
provided throughout these financial statements, in particular in note 33.

The amendment to IAS 1 introduces additional disclosure requirements to provide information
about the level of capital and the Company’s objectives, policies and processes for managing
capital. These new disclosures are set not in note 28(f).

Both IFRS 7 and the amendment to IAS 1 do not have any material impact on the classification;
recognition and measurement of the amounts recognised in the financial instruments.

HKFRS 8 requires segment disclosure to be based on the way that the Company’s chief operating
decision maker regards and manages the Company, with the amounts reported for each reportable
segment being the measures reported to the Company’s chief operating decision maker for the
purposes of assessing segment performance and making decisions about operating matters. This
contrasts with the presentation of segment information in prior years which was based on a
disaggregation of the Company’s financial statements into segments based on related products and
services and on geographical areas. The adoption of HKFRS 8 has resulted in the presentation
of segment information in a manner that is more consistent with internal reporting provided to
the Company’s most senior executive management.

As aresult of the adoption of IAS 1 (revised 2007), details of changes in equity during the period
arising from transactions with equity shareholders in their capacity as such have been presented
separately from all other income and expenses in a revised statement of changes in equity. All
other items of income and expense are presented in the statement of comprehensive income,
if they are recognised as part of profit or loss for the period, or otherwise in a new primary
statement, the statement of comprehensive income. This change in presentation has no effect
on reported profit or loss, total income and expense or net assets for any period presented.

The Company has not applied any new standard or interpretation that is not yet effective.
4. 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.
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The Company’s management makes estimates and assumptions concerning the future. The

resulting accounting estimates will, by definition, seldom equal the related actual results. The

estimates and assumptions that have a significant risk of causing a material adjustment to the

carrying amounts of assets and liabilities within the next financial year are discussed below:

()

(i)

(iii)

(iv)

Going concern

The Company’s management’s assessment of the going concern assumption involves
making a judgment, at a particular point of the time, about the future outcome of events
or conditions which are inherently uncertain. Major events or conditions that individually
or collectively may cast significant doubt about the going concern assumption are set out
in note 2(a) to the financial statements.

Impairment for doubtful debts arising from trade receivables, loans receivable and
reimbursement receivables

The Company’s management estimates impairment for doubtful debts resulting from the
inability of the customers and related companies to make the required payments. The
Company’s management bases the estimates on the aging of the balances of the customers
and current accounts with the related companies, customer creditworthiness, and historical
write-off experience. If the financial condition of the customers and related companies
were to deteriorate, actual write offs would be higher than estimated.

Write down of inventories

If the costs of inventories fall below their net realisable values, a write down of
inventories is recognised. Net realisable value represents 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. The Company’s management bases the estimates on all
available information, including the current market prices of the finished goods and raw
materials, and historical operating costs. If the actual selling prices were to be lower or
the costs of completion and other distribution costs were to be higher than estimated,
the actual write down of inventories could be higher than estimated.

Impairment of property, plant and equipment and lease premiums for land

The recoverable amount of an asset is the higher of its net selling price and value in use.
In assessing value in use, the estimated future cash flows are discounted to their present
value using a pre-tax discount rate that reflects current market assessments of the time
value of money and the risks specific to the asset, which requires significant judgement
relating to level of revenue and amount of operating costs. The Company’s management
uses all readily available information in determining an amount that is a reasonable
approximation of the recoverable amount, including estimates based on reasonable and
supportable assumptions and projections of revenue and operating costs. Changes in these
estimates could have a significant impact on the carrying amount of the assets and could
result in additional impairment charge or reversal of impairment in future periods.
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(v)  Carrying value of property, plant and equipment and estimation on depreciation
charge

The Company determines the estimated useful lives and related depreciation charges for
its property, plant and equipment. This estimate is based on the historical experience of
the actual useful lives of property, plant and equipment of similar nature and functions. It
could change significantly as a result of technical innovations and competitors’ actions in
response to severe industry cycle. Management will revise the depreciation charge where
useful lives are different from previously estimated, or it will write-off or write-down
technically obsolete or non-strategic assets that have been abandoned or sold.

5. TURNOVER AND SEGMENT INFORMATION

Turnover primarily represents income arising from the Company’s principal activities, being
manufacture and sale of fire fighting equipment products, net of value added tax, trade discounts
and return.

For the purposes of resources allocation and performance assessment, the chief operating decision
maker, Executive Director, regularly reviews the financial information of the Company. The
reportable operating results report to the chief operating decision makers are the net loss of the
Company and the reportable assets and liabilities report to the chief operating decision makers
are the Company’s assets and liabilities. Accordingly, the Company does not have separately
reportable segments in accordance with IFRSS.

Based on these reports, the decision-maker has determined that no business segment information
is presented as over 90% of the Company’s sales and operating results are derived from the
manufacturing and sales of fire fighting equipment products, which is considered as one business
segment with similar risks and returns.

The Company is domiciled in the PRC. The decision-maker has determined that no geographical
segment information is presented as over 90% of the Company’s sales and operating results are
derived within the PRC and over 90% operating assets of the Company are located in the PRC,
which is considered as one geographic location with similar risks and returns.

Information about major customers
Included in revenues arising from sales of fire fighting equipment products of approximately

RMB42,841,000 (2005: RMB66,164,000) are revenues of approximately RMB 19,770,000 (2005:
RMB12,470,000) which arose from sales to the Company’s largest customer.
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6. OTHER REVENUE AND INCOME

Other revenue
Total interest income on financial assets
not at fair value through profit or loss
Revenue from sales of scrap

Other income

Reversal of impairment loss
on trade receivables

Gain on disposal of property,
plant and equipment

Government grant relating to the
purchase of machinery

Government grant — production

Other revenue and net income

7. LOSS BEFORE TAX

Loss before tax is arrived at after charging the following items:

(a) Finance costs

Interest expense on bank loans wholly
repayable within 5 years
Other interest expenses

Total interest expense on financial liabilities not

at fair value through profit or loss
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2006 2005

Note RMB’000 RMB’000
4 10

764 170

768 180

16(b) 842 -
- 13

26(a) 207 207
26(b) 861 -
1,910 220

2,678 400

2006 2005

RMB’000 RMB’000

740 572

- 5

740 577
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(b)

()

(d)

Staff costs (including directors’ and supervisors’
emoluments (see note 9))

2006 2005
RMB’000 RMB’000
Wages and salaries 4,964 5,927
Social security costs 789 365
Retirement benefit costs 912 654
Housing subsidies 62 76
6,727 7,022

Other items
2006 2005
RMB’000 RMB’000
Amortisation of lease premiums for land 18 18
Depreciation for property, plant and equipment# 2,379 1,275
Auditors’ remuneration 547 561
Cost of inventories# (see note 15) 40,472 58,696
Loss on disposal of property, plant and equipment 35 -
Foreign exchange loss, net - 1,520
Write off on trade receivables 13,908 -
Impairment loss on trade receivables - 9,200
Research and development costs 2,500 -
Operating lease rentals for land and buildings 246 246
Provision for loss on financial guarantees 33,564 -

Impairment loss on loans receivable from former

controlling shareholder 11,060 -
Impairment loss on reimbursement receivables

for loss on financial guarantees 21,748 —

# Cost of inventories includes RMB6,441,000 (2005: RMB5,999,000) relating to staff costs and depreciation
which amount is also included in the respective total amounts disclosed separately above for each of
these types of expenses.

Retirement benefit costs

The employees of the Company participates in a defined contribution retirement benefit
plan organised by the municipal government whereby the Company is required to make
monthly contributions to the plan at a certain rate of the employees’ salary, bonus and
certain allowance. The Company has no obligation for the payment of retirement and
other post-retirement benefits of employees other than the monthly contributions described
above. Forfeited contribution cannot be used by the employer to reduce the existing level
of contributions throughout the year. Expenses incurred by the Company in connection
with retirement benefits plan amounted to RMB912,000 (2005: RMB654,000).
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8. INCOME TAX IN THE STATEMENT OF COMPREHENSIVE INCOME

(a) Income tax in the statement of comprehensive income represents:

2006 2005
RMB’000 RMB’000

PRC Current tax:
Provision for the year - 8
Write back of over-provision in previous years - (4,480)

Deferred tax:

Origination of temporary differences - 353
Attributable to change in tax rate - 424
Tax credit - (3,695)

No Hong Kong profits tax and PRC Enterprise Income Tax has been provided for in the
financial statements as the Company has no estimated assessable profits derived from
Hong Kong and PRC for both financial years.

Pursuant to the relevant PRC tax regulations, High and New Technology Enterprises
(“HNTE”) operating within a designated High and New Technology Development Zone
(“HNTDZ”) are entitled to a reduced Enterprise Income Tax (“EIT”) rate of 15%. The
certification as a HNTE is subject to an annual review by the relevant government
bodies.

In June 2005, the Company renewed its HNTE certification granted by Science &
Technology Commission of Shanghai Municipality for the years of 2005 and 2006. The
Company was registered in the designated HNTDZ and has obtained an approval to enjoy
a preferential EIT rate of 15% since 2001. In previous years, EIT was provided at 33%
on the Company’s assessable profits. The difference between the taxation provided in
previous years and that charged at the preferential EIT rate of 15% was written back in
the income statement of 2005. No EIT has been provided for in the financial statements
for the year ended 31 December 2006, as the Company has no estimated assessable profits
derived in PRC for the current year.
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(b)  Reconciliation between tax credit and accounting loss at applicable tax rates:

2006 2005
RMB’000 RMB’000
Loss before tax (56,306) (13,607)

Notional tax on loss before tax, calculated

at the rates applicable to loss in the tax

jurisdictions concerned (8,446) (2,041)
Write back of over-provision of EIT in

previous years due to a change in tax rate - (4,480)
Tax effect of non-taxable income - (40)
Tax effect of non-deductible expenses 8,336 -
Tax effect of unused tax losses not recognised 110 2,089
Effect on deferred tax balances at 1 January

resulting from a change in tax rate - 424
Reversal of deferred tax assets - 353
Actual tax credit - (3,695)
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9. DIRECTORS’ AND SUPERVISORS’ EMOLUMENTS

Details of directors’ and supervisors’ emoluments disclosed pursuant to section 161 of the Hong
Kong Companies Ordinance are as follows:

2006

Other emoluments

Basic Retirement

salaries and scheme
Name Fees allowances contributions Total
RMB’000 RMB’000 RMB’000 RMB’000

Executive directors
Jiang Zi Qiang (Resigned on 30/7/2009) - - - -
Liu Zhu Gen (Appointed on 26/12/2006

and reigned on 30/7/2009) - - - -
Tang Heng Yi (Appointed on 26/12/2006

and resigned on 7/5/2008) - - - -
Wang Liang Fa (Resigned on 26/12/2006) - - - -
Sun Hua Jie (Resigned on 26/12/2006) - - - -

Non-executive directors
Wang Zhi Yu (Resigned on 22/5/2007) - - - -
Jiang Zhou (Resigned on 7/8/2009) - - - -
Wu Tian Xin (Resigned on 26/12/2006) - - - -
Zhao Shu Guang (Resigned on 21/10/2009) - - - -
Chen Zhen Qiang (Resigned on 7/8/2009) - - - -
Zhou Wen Jie (Resigned on 22/5/2007) - - - -
Li Zhen Li (Appointed on 26/12/2006

and resigned on 7/8/2009) - - - -

Independent non-executive directors

Li Long Ling (Resigned on 22/5/2007) - - - -
Chen Wen Gui - - - -
Yang Chun Bao - - - -
Wang Guo Zhong - - - -

Supervisors

Tang Cheng - - - -
Wang Kou Cheng - - - -
Liu Xiong De - 16 5 21
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2005
Other emoluments
Basic Retirement
salaries and scheme

Name Fees allowances contributions Total

RMB 000 RMB 000 RMB 000 RMB 000
Executive directors
Jiang Zi Qiang (Resigned on 30/7/2009) - - - -
Wang Liang Fa (Resigned on 26/12/2006) - 15 2 17
Sun Hua Jie (Resigned on 26/12/2006) - 20 1 21
Non-executive directors
Wang Zhi Yu (Resigned on 22/5/2007) - - - -
Jiang Zhou (Resigned on 7/8/2009) - - - -
Wu Tian Xin (Resigned on 26/12/2006) - - - -
Zhao Shu Guang (Resigned on 21/10/2009) - - - -
Chen Zhen Qiang (Resigned on 7/8/2009) - - - -
Zhou Wen Jie (Resigned on 22/5/2007) - - - -
Independent non-executive directors
Li Long Ling (Resigned on 22/5/2007) - - - -
Chen Wen Gui - - - -
Yang Chun Bao - - - -
Wang Guo Zhong - - - -
Supervisors
Tang Cheng - - - -
Wang Kou Cheng - - - -
Liu Xiong De - 19 1 20

- 54 4 58

For the years ended 31 December 2006 and 2005, no director and supervisor of the Company
waived any fee or any other emolument and no emolument has been paid by the Company
to any director or supervisor as an inducement to join or upon joining the Company, or as
compensation for loss of office.
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10.

Subsequent to the year end date and up to the date of approval of the financial statements,
appointments and resignations of the directors are stated below:

i) Chen Yun was appointed as executive director on 7 May 2008 and resigned on 12 October
20009.

ii) Li Min Zhi was appointed as non-executive director on 22 May 2007 and resigned on 7
August 2009.

iii)  Zhou Jin Hui was appointed as executive director on 30 July 2009.

iv)  Zheng Yi Song was appointed as executive director on 30 July 2009.

V) Hu Jing Hai was appointed as executive director on 30 July 2009.

vi)  Chai Xiao Fang was appointed as non-executive director on 30 July 2009.
vii) Chen Shi Da was appointed as executive director on 7 August 2009.

viii) Gong Xu Lin was appointed as non-executive director on 7 August 2009.

ix)  Zhang Cheong Ying was appointed as independent non-executive director on 7 August
20009.

X) Wang Xiang was appointed as non-executive director on 7 August 2009.

xi)  Rao Jun Xi was appointed as executive director on 12 October 2009.

INDIVIDUALS WITH HIGHEST EMOLUMENTS

Of the five individuals with the highest emoluments, none (2005: one) is a director whose

emoluments is disclosed in note 9. The aggregate of the emoluments in respect of the other
five (2005: four) individuals are as follows:

2006 2005

RMB’000 RMB’000

Basic salaries and allowances 288 255
Retirement scheme contributions 8 2
296 257

The emoluments of each of these highest paid individuals in each of the relevant years were
below HK$1,000,000.
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11.

12.

13.

None of the five highest paid individuals received any emoluments as an inducement to join
or upon joining the Company or as compensation for loss of office, or waived any emolument
for the years ended 31 December 2006 and 2005.

DIVIDENDS

The directors do not recommend the payment of any dividend for the year ended 31 December
2006 (2005: RMB Nil) in view of the losses for the year.

LOSS PER SHARE

(a) Basic loss per share
The calculation of the basic loss per share is based on the loss attributable to equity holders
of the Company of RMB56,306,000 (2005: RMB9,912,000) and divided by the weighted
average of 187,430,000 shares (2005: 187,430,000 shares) in issue during the year.

(b) Diluted loss per share
As there was no diluted potential share outstanding during the years ended 31 December
2006 and 2005, the diluted loss per share for both financial years is the same as the

basic loss per share.

PROPERTY, PLANT AND EQUIPMENT

Furniture,
fixtures and
Construction- computer Motor
in-progress Buildings Machinery equipment vehicles Total

RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB 000

Cost

At 1 January 2005 105 6,331 10,024 1,382 1,209 19,051
Additions 392 - 12,446 9 300 13,147
Transfer (433) 382 51 - - -
Disposals - - (302) - (20) (322)
At 31 December 2005 and

1 January 2006 64 6,713 22,219 1,391 1,489 31,876
Additions - - 256 - 66 322
Transfer (64) - 64 - - -
Disposals - - (46) (11) - (57)
At 31 December 2006 - 6,713 22,493 1,380 1,555 32,141
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Furniture,
fixtures and
Construction- computer Motor
in-progress Buildings Machinery equipment vehicles Total

RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB 000

Accumulated depreciation

and impairment

At 1 January 2005 - 2,302 4,188 880 680 8,050
Charge for the year - 161 908 81 125 1,275
Written back on disposals - - (37) - (5) (42)

At 31 December 2005 and

1 January 2006 - 2,463 5,059 961 800 9,283
Charge for the year - 161 2,010 83 125 2,379
Written back on disposals - - (5) (11) - (16)
At 31 December 2006 - 2,624 7,064 1,033 925 11,646

Carrying amount

At 31 December 2006 — 4,089 15,429 347 630 20,495
At 31 December 2005 64 4,250 17,160 430 689 22,593
Notes:
a) At 31 December 2006, a building with a carrying amount of approximately RMB 1,809,000 (2005: RMB1,899,000)

b)

©)

and the related land lease premium, as detailed in note 14, with a carrying amount of approximately RMB376,000
(2005: RMB384,000) have been pledged as securities for a bank loan of RMB5,550,000 (2005: RMB5,550,000)
granted to the Company (note 22(a)).

At 31 December 2006, apart from the properties as described in note (a) above, the buildings with an aggregate
carrying amount of approximately RMB2,280,000 (2005: RMB2,351,000) and the related land lease premium, as
detailed in note 14, with an aggregate carrying amount of approximately RMB422,000 (2005: RMB432,000) have
been pledged as securities for two bank loans amounting to RMB35,080,000 borrowed by = JBEZ5 %%, a subsidiary
of Shanghai Huasheng (note 30).

During the year, Shanghai No. 2 Intermediate People’s Court (I 1 i 55 — 1 & A\ Ri%Br) granted asset preservation
orders (the “Orders”) to freeze all buildings and the related land lease premium of the Company with a carrying
amount of approximately RMB4,089,000 (2005: RMB4,250,000) and RMB798,000 (2005: RMB816,000)
respectively for purposes of protecting the interests of the underlying bank of Loan 4 of RMB20,000,000
as detailed in note 22(c). At the end of the reporting period and up to the date of approval of these financial
statements, the Orders have not yet been withdrawn.
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14.

15.

LEASE PREMIUMS FOR LAND

The Company’s lease premiums for land comprises:

2006 2005
RMB’000 RMB’000

Land in the PRC
— medium-term lease 798 816

Analysed for reporting purposes as:

Current assets 18 18
Non-current assets 780 798
798 816

Notes:

a) At 31 December 2006, the lease premiums for land had been pledged to banks as securities for bank loans.
Further details are disclosed in notes 13(a) and (b) and note 22.

b) The lease premiums for land have been frozen by the Orders as detailed in note 13(c), in 2006. At the end of
the reporting period and up to the date of approval of these financial statements, the Orders have not yet been
withdrawn.

INVENTORIES

2006 2005
RMB’000 RMB’000

Raw materials 2,323 2,402

Work in progress 2,487 1,824

Finished goods 2,015 1,318

Low cost consumables 151 180

6,976 5,724
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The amount of inventories recognised as an expense during the year:

2006 2005
RMB’000 RMB’000
Carrying amount of inventories sold 40,340 58,510
Write-down of inventories 132 186
40,472 58,696

16. TRADE RECEIVABLES
2006 2005
RMB’000 RMB’000
Trade receivables 13,624 41,495
Less: allowance for doubtful debts (note b) - (10,708)
13,624 30,787

All of the trade receivables are expected to be recovered within one year.
Further details on the Company’s credit policy is set out in note 33(a).
a) Write off on trade receivables
As at 31 December 2006, RMB 13,908,000 (2005: RMBNil) were written off against trade

debtors directly as the amount remained unsettled up to the date of approved of these
financial statements and further settlement is remote.
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b)

¢)

Impairment loss of trade receivables

Impairment losses in respect of trade debtors are recorded using an allowance account

unless the Company is satisfied that recovery of the amount is remote, in which case the

impairment loss is written off against trade debtors directly (see note 2(f)).

Movements in the allowance account for doubtful debts

2006 2005

RMB’000 RMB’000

At 1 January 10,708 1,508
Reversal of impairment loss (842) -
Impairment loss recognised (note i) - 9,200
Uncollectible amount written off (note ii) (9,866) -
At 31 December - 10,708

1) At 31 December 2006, no trade receivables of the Company was individually

determined to be impaired (2005: RMB10,708,000).

ii) RMB9,866,000 (2005: RMB Nil) of the trade receivables previously impaired was
written off in 2006 as the amount remained unsettled up to the date of approved

of these financial statements and further settlement is remote.

Ageing analysis

Ageing analysis of trade receivables (based on invoice date and net of impairment for

doubtful debts) as at the end of the reporting period:

2006 2005

RMB’000 RMB’000

Within 30 days 2,472 4,312
31 to 60 days 445 3,001
61 to 90 days 199 750
Over 90 days 10,508 22,634
13,624 30,787
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d)

e)

Trade receivables that are not impaired

The ageing analysis of trade receivables that are neither individually nor collectively
considered to be impaired are as follows:

2006 2005

RMB’000 RMB’000

Neither past due nor impaired 3,116 8,153
Less than 1 month past due 445 2,019
1 to 3 months past due 257 4,948
More than 3 months past due 9,806 15,667
10,508 22,634

13,624 30,787

Trade receivables are due within 90 days from the date of billing.

Receivables that were neither past due nor impaired relate to a wide range of customers
for whom there was no recent history of default.

Receivables that were past due but not impaired relate to a number of independent
customers that settlements have been received up to the date of approval of these financial
statements. The management considered that no impairment allowance is necessary in
respect of these balances as they have been subsequently collected. The Company does
not hold any collateral over these balances.

Trade receivables due from related companies

At 31 December 2006, included in trade receivables is an amount of approximately
RMBS,465,000 (2005: RMB9,875,000) and RMB176,000 (2005: RMB3,754,000) due
respectively from the Shanghai Huasheng and few related companies controlled by
Shanghai Huasheng. The amounts are unsecured, non-interest bearing and have no fixed
terms of repayment.
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17.

PREPAYMENTS, DEPOSITS AND OTHER RECEIVABLES

2006 2005

RMB’000 RMB’000

Deposits and prepayments 3,324 4,430
Other receivables 283 2,621
VAT receivables - 419
Due from related companies (note a) 1 319
3,608 7,789

All of the deposits, prepayments and other receivables are expected to be recovered or recognised
as expense within one year.

a) Due from related companies

Balance at Maximum
31/12/2005 balance
Balance at and Balance at during the year
Name Notes 31/12/2006 1/1/2006 1/1/2005 2006 2005

RMB’000 RMB’000 RMB’000 RMB’000 RMB’000

Ll REA S (i), (ii) & (iii) 1 1 1 1 1
HIRAH
ERFWHEG (), (i) & (iii) - 318 180 318 318
KA RAF
| 319 181
Notes:
1) The amounts due from related companies are unsecured, non-interest bearing and have no fixed terms of
repayment.
ii) The companies are controlled by Shanghai Huasheng, the former controlling shareholder of the Company.
iii) The amounts are non-trade in nature and represents the balance of cash advanced and settlement made during

the years ended 31 December 2005 and 2006.
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18.

19.

LOANS RECEIVABLE FROM FORMER CONTROLLING SHAREHOLDER

Bank loans, penalty interest

Bank loan interests and legal costs

Less: Impairment loss

2006
Note RMB’000

22(c) 35,930
24(c) 2,069

2005
RMB’000

37,999
(11,060)

26,939

The loans are unsecured, bear the same interest amounts as those stated in note 22(c) and

repayable on demand.

As at 31 December 2006, loans receivable of approximately RMB11,060,000 (2005: RMB Nil)
was determined to be impaired as the loans receivable were long outstanding and settlement

is remote.

The movement in the allowance account for doubtful debts during the year is as follows:

At 1 January
Impairment loss recognised

At 31 December

2006
RMB’000

11,060

2005
RMB’000

11,060

REIMBURSEMENT RECEIVABLES FOR LOSS ON FINANCIAL GUARANTEES

Reimbursement receivable from a related

company for loss on financial guarantees

Loans amount

Loan interests and legal costs

Less: impairment loss
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20.

Note:

The amounts are unsecured, bear the same interest amount as those stated in note 24(b) and repayable on demand.

Subsequent to the end of the reporting period, the carrying amount was fully settled.

As at 31 December 2006, reimbursement receivables of approximately RMB21,748,000 (2005: RMB Nil) was determined

to be impaired as the reimbursement receivables were long outstanding and without settlement.

The movement in the allowance account for doubtful debts during the year is as follows:

2006 2005
RMB’000 RMB’000
At 1 January - -
Impairment loss recognised 21,748 -
At 31 December 21,748 —
INCOME TAX IN THE STATEMENT OF FINANCIAL POSITION
(a)  Current tax in the statement of financial position represents:
2006 2005
RMB’000 RMB’000
PRC enterprise income tax
At 1 January 515 (4,835)
Provision for the year - (8)
(Refund)/payment during the year (515) 878
Over-provision in previous years - 4,480
At 31 December - 515

(b) Deferred tax assets and liabilities recognised

The components of deferred tax assets/(liabilities) recognised in the statement of financial

position and the movements during the year are as follows:

Impairment for bad
and doubtful debts Others
2006 2005 2006 2005

Total
2006 2005

RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’ 000

Deferred tax arising from:

At 1 January - 498 - 279
Effect of change in tax rate (note &) - (272) - (152)
(226) - (127)

Reversal of deferred tax assets (note §)

- (424)
- (353)

At 31 December - - - _
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21.

(¢) Deferred tax assets not recognised

In accordance with the accounting policy set out in note 2(m), the Company has not
recognised deferred tax assets in respect of tax losses of approximately RMB 14,661,000
(2005: RMB13,925,000) arising from the operation in the PRC as it is not probable that
future taxable profits against which the losses can be utilised will be available.

At 31 December 2006, the Company’s tax losses will expire in the following years:

2006 2005

RMB’000 RMB’000

In 2011 736 -
In 2010 13,925 13,925
14,661 13,925

(d) The Company had no other significant deferred taxation not provided for during the year
and at the end of the reporting period.

CASH AND CASH EQUIVALENTS

2006 2005

RMB’000 RMB’000

Deposits with banks 680 644

Cash on hand 1 146
Cash and cash equivalents in the statement of financial

position and the statement of cash flows 681 790
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22.

BANK LOANS

At 31 December 2006, bank loans were partly secured and partly unsecured as follows:

2006 2005
Note RMB’000 RMB’000
Bank loans
— secured (a) 5,550 5,550
— unsecured (b) - 3,000
— unsecured (c) 35,930 -
41,480 8,550
Repayable within 1 year or on demand 41,480 8,550

The above bank loans are carried at amortised cost.

Notes:

a)

b)

The bank loan of RMB5,550,000 (2005: RMB5,550,000) was secured by mortgaging the building and the related
land lease premium of the Company, as detailed in note 13(a). The loan bore interest of 6.7% per annum and
for a period from 21 May 2005 to 25 July 2006. The Company failed to repay the bank loan on due date.

Subsequent to the end of the reporting period, the bank commenced legal action against the Company. On 24
July 2007, a judgment was issued under which (i) the Company was ordered to repay the principal sum of
RMB4,730,000, together with default interest and litigation costs; and (ii) if the Company was in default in
making the aforesaid payments, the bank was entitled to take priority in settling the outstanding balance due
from the Company from the proceeds of selling the building and the related land lease premium of the Company
pledged to the bank (as disclosed in note 13(a)). Subsequent to the end of the reporting period, on 7 April 2010,
the loan was repaid and the litigation was then settled. The Company is currently applying for the release of the
aforesaid mortgage. Further details are disclosed in note 31(a).

The bank loan of RMB3,000,000 at 31 December 2005 was secured by the corporate guarantees 10% as from
$AURETZE and 90% as from an independent third party, H B0 4% 945 iy 5 048 PR AT BRA /) il A w) (A
KEPEFAIT). The loan bore interest of 6.7% per annum and for a period from 30 April 2005 to 15 April 2006.
During the year, the Company repaid RMB300,000 and the balance of the loan was repaid by HBIZEHE 4 lT as
guarantor. The Company recorded the amount RMB2,700,000 repayable to " [H #& i $41l7 as other payable in
note 24(a).

On 14 December 2006, H [ 48 7 4% fif commenced legal action against the Company for recovery of the amount
paid by it as guarantor. Further details of the legal action is disclosed in note 31(b).
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©)

During the year 2006, the Company received two orders from Shanghai legal courts ordering the Company to
pay a total sum of RMB25,000,000 to two banks for two loans (Loans 2 and 4 below) alleged to have been
borrowed by the Company. The then board of directors (not including Mr. Jiang Zi Qiang, the then chairman
of the board who resigned as director of the Company on 30 July 2009 (“Mr. Jiang”)) (the “Board”) discovered
that these two loans were borrowed by Mr. Jiang in the name of the Company in 2004 and 2005. In addition to
these two bank loans, two more bank loans (Loans 1 and 3 below) totalling RMB14,000,000 which were also
borrowed by Mr. Jiang in name of the Company in 2004 and 2005 were also discovered. These four bank loans
altogether amounting to RMB39,000,000 (the “Loans”) were firstly deposited in the Company’s bank accounts
and then either transferred to Shanghai Huasheng or to Shanghai Huasheng’s related company or subsidiaries
by the order of Mr. Jiang. The Company’s books have no record of these bank accounts. These Loans had never
been considered, authorized or approved by the Board at the time when such transactions were respectively made.
All of those transactions as contemplated under the underlying loan agreements and the transfers or usage of
the Loans had never been considered, authorized or approved by the Board at the time when such transactions
respectively took place and were not recorded in the accounting books and records or the published financial
statements of the Company. Subsequent to the end of the reporting period, Shanghai Huasheng issued a certificate
dated 27 May 2009 stating that the Loans had ultimately been used for the benefit of Shanghai Huasheng and
its subsidiary and Shanghai Huasheng has undertaken to repay the Loans and related interests.

During the year 2006, the legal courts ordered that the Company is liable to repay Loans 2 and 4 to the banks,
on the basis that Loans 2 and 4 were borrowed by Mr. Jiang under the name of the Company.

Based on the legal opinion of the Company’s PRC legal adviser, the Company is liable to repay the Loans
together with interests accrued, penalty interests and legal costs. The Company, however, has the rights to seek
compensation from Shanghai Huasheng and/or Mr. Jiang in respect of any amount repaid by the Company.

In view of the legal courts orders and the legal opinion, the current Board of directors determined to recognise the
Loans payable of RMB35,930,000 and the interests accrued, penalty interests and legal costs of RMB2,069,000 (see
note 24(c)) to be paid for these Loans to the banks as liabilities and the corresponding amount as reimbursement
receivables from former controlling shareholder in note 18 of the same amount.

The following are details of the Loans:

Loan

Term of Interest rate Loan balance at

Guarantors bank loan (per annum) amount 31/12/2006

RMB’000 RMB’000

Loan 1 Shanghai Huasheng 14/9/2004 - 6.9% 10,000 6,930
12/9/2005

Loan 2 An independent third 8/12/2004 — 6.1% 5,000 5,000
party and Mr. Jiang 7/12/2005

Loan 3 Shanghai Huasheng 6/6/2005 — 4.2% 4,000 4,000
3/12/2005

Loan 4 Shanghai Huasheng 11/3/2005 - 6.1% 20,000 20,000

7/3/2006
39,000 35,930
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23.

Loan 1

During the year, part of the loan amounting to RMB3,070,000 was repaid. Subsequent to the end of the reporting
period, the remaining balance of Loan 1 was fully settled in 2007.

Loan 2

Legal action was taken by the bank against the Company for the recovery of the loan on 9 October 2006. In May
2008, subject to repayment of another loan borrowed by I ¥ /& JEE 5 Ff RO AT BR A B (45 5Uf”) (a subsidiary
of Shanghai Huasheng) together with the related interests totaling amounted to approximately RMB4,729,000,
the underlying bank of Loan 2 agreed to waive all amounts due by the Company to it. The aforesaid amount
was fully repaid prior to 30 September 2008. On 31 December 2008, the bank issued a certificate stating that
the overdue loan due from the Company together with interest accrued and default interest has been waived.
Further details are disclosed in note 31(c).

Loan 3
The loan was repaid in 2009.
Loan 4

Legal action was taken by the bank against the Company for the recovery of the loan on 19 December 2006.
Subsequent to the end of the reporting period, on 30 July 2010, Agricultural Bank of China, Shanghai Jingan
Branch (4 [ 2 $E6RAT LI B % S24T) (“FE #E48R477), Shanghai Huasheng and the Company entered into a interest
reduction agreement (8% £ 1#7%). Pursuant to the agreement, f2 3 48R1T agreed to reduce the interest accrued
to RMB4,750,000 subject to the full settlement of principal amount of RMB20,000,000. The principal sum has
been fully repaid by September 2010 but the interest of RMB4,750,000 remains unpaid as of the date of these
financial statements. Further details are disclosed in note 31(d).

TRADE PAYABLES

Trade payables with the following ageing analysis as of the end of the reporting period:

2006 2005

RMB’000 RMB’000

Within 30 days 4,223 6,228
31 to 60 days 2,810 3,816
61 to 90 days 1,430 1,438
Over 90 days 7,818 5,901
16,281 17,383

All of the trade payables are expected to be settled within one year.

At 31 December 2006, trade payables included an aggregate amount of approximately RMB560,000
(2005: RMB1,655,000) and RMB801,000 (2005: RMB Nil) due to related companies controlled
by Shanghai Huasheng and the spouse of Mr. Jiang respectively. The amounts are unsecured,
non-interest bearing and have no fixed terms of repayment.
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24.

OTHER PAYABLES AND ACCRUALS

Details of other payables and accruals as at the end of the reporting period are as follows:

2006 2005

RMB’000 RMB’000

Advance from customers 717 231
Staff welfare payables 1,215 474
Accruals 1,353 756
Other payable (note a) 2,700 -
Others 2,501 1,900
VAT payable 14 -
Provision for loss on financial guarantees (note b) 33,564 -
Provision for related expenses of bank loans (note c) 2,069 -
Financial liabilities measured at amortised cost 44,133 3,361

All of the other payables and accruals are expected to be settled within one year.

Note:

a) Other payable relates to an unpaid balance of a bank loan borrowed by the Company and settled by a guarantor
of the loan. Further details are disclosed in note 31(b).

b) Provision for loss on financial guarantees arises from its underlying bank loans which were defaulted together
with interests accrued, penalty interests and legal costs. Further details are disclosed in note 30. The movement
of the provision as follows:

2006 2005

RMB’000 RMB’000

At 1 January - -
Charge for the year 33,564 -

At 31 December 33,564 —

(c) Provision for bank loans related expenses represents the interests accrued, penalty interests and legal costs to be

paid for bank loans as described in note 22(c). The movement of the provision is as follows:

2006 2005

RMB’000 RMB’000

At 1 January - -
Charge for the year 2,069 -
At 31 December 2,069 —
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25.

26.

DUE TO RELATED COMPANIES

20006 2005

Note RMB’000 RMB’000

g R AR AT BRA A (o R AR ) a, b &c 59 487
2 R AL A BR A A (R AL 1) a, b &c 2 2
Shanghai Huasheng a & c 1,019 755
1,080 1,244

Notes:

a)

b)

©)

The amounts due to related companies are unsecured, non-interest bearing and have no fixed terms of
repayment.

The companies are controlled by Shanghai Huasheng, the former controlling shareholder of the Company.

The amounts are non-trade in nature and represents the balance of cash advanced from and settlement made
during the years ended 31 December 2005 and 2006.

GOVERNMENT GRANTS

(a)

Deferred revenue

Deferred revenue represents a government grant of approximately RMB 1,869,000 received
in two instalments in 1999 and 2000 for the purchase of machinery. Such machinery were
put into operational use in 2000 with an average useful life of nine years. Movements of
deferred revenue during the relevant years are as follows:

2006 2005

RMB’000 RMB’000

At 1 January 623 830
Released to statement of comprehensive income (note 6) 207) (207)
At 31 December 416 623
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27.

(b)

Government grant — production

In June 2005, the Company entered into an agreement with The State Environmental
Protection Administration ([ ZER5i R4 =) (“SEPA”) follow with the rule of [
TH B AT 2E0G BE R 8 18 IK 5T # governed by the SEPA and the World Bank. Pursuant to the
agreement, the SEPA agreed to provide a government grant of US$110,000 to the Company
for the production of a new model of fire extinguisher with target units of 180,000 in
2005. The Company received RMB 89,000 and RMB 772,000 on 31 August 2005 and 15
December 2006 respectively. On 19 April 2006, Shanghai Audit Authority (35 /A)
certified that the Company has achieved the target production units of the new model of
fire extinguisher in 2005, and therefore the government grant of US$110,000 (equivalent
to RMB861,000) is recognised as other income in the statement of comprehensive income
during the year.

SHARE CAPITAL

Registered, issued and fully paid:

2006 2005
RMB’000 RMB’000

131,870,000 (2005: 131,870,000) unlisted domestic
shares of RMBO0.10 each 13,187 13,187
55,560,000 (2005: 55,560,000) H shares of RMBO0.10 each 5,556 5,556
18,743 18,743

All of the shares issued by the Company rank pari passu.
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28. RESERVES

At 1 January 2005
Total comprehensive loss for the year
Appropriation

At 31 December 2005

and 1 January 2006
Total comprehensive loss for the year
Appropriation

At 31 December 2006

(a) Share premium

(Accumulated

Statutory Discretionary losses)/

Share Capital reserve common retained
premium reserve fund reserve fund profits Total
RMB’000  RMB'000  RMB’000  RMB’000  RMB’'000  RMB’000
10,910 (2,563) 3,734 1,500 15,441 29,022
_ - - - (9,912) 9,912)
- 207 - - (207) -
10,910 (2,356) 3,734 1,500 5,322 19,110
- - - - (56,306) (56,306)
- 207 - - (207) -
10,910 (2,149) 3,734 1,500 (51,191) (37,196)

Share premium arose from the issuance of shares at prices in excess of their par value.

(b) Capital reserve

At 1 January 2005
Appropriation

At 31 December 2005
and 1 January 2006
Appropriation

At 31 December 2006

Government

grant received

capitalised as

Reversal of

share capital revaluation
in the surplus of
PRC GAAP property,
financial plant and
statements equipment Total
RMB’000 RMB’000 RMB’000
(830) (1,733) (2,563)
207 - 207
(623) (1,733) (2,356)
207 - 207
(416) (1,733) (2,149)
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Pursuant to a shareholders’ resolution in October 2000, the Company was converted from
a limited liability company into a joint stock limited liability company on 1 December
2000. The Company’s registered and issued share capital was RMB13,187,000, divided
into 13,187,000 domestic shares of RMB1.00 each, and was credited as fully paid by
capitalizing all the Company’s then paid-in capital and reserves, calculated based on the
Company’s PRC GAAP financial statements.

The deficit of approximately RMB2,563,000 in capital reserve of the Company as at 1
January 2005 represents the excess of the net assets of the Company calculated based on
its PRC GAAP financial statements over that calculated based on its financial statements
prepared under IFRS when the conversion took place in 2000. Such excess resulted
from:

i) The deferred government grant of approximately RMB 1,869,000 for the purchase of
machinery as described in note 26(a). In accordance with PRC accounting standards
and regulations, this government grant was recorded as capital reserve when received,
which had been subsequently capitalised as the Company’s issued share capital in
2000. Under IFRS, this government grant was deferred and credited to profit or
loss on a straight-line basis over the average useful life of the related assets. An
amount of approximately RMB207,000 (2005: RMB207,000), which is equal to
the annual amortisation of this deferred revenue, is appropriated from its annual
result after tax under IFRS to capital reserve as this income is not distributable.
As a consequence, a net deficit in capital reserve of approximately RMB830,000
arose in the Company’s financial statements prepared under IFRS as at 1 January
2005 in this respect.

i1) In connection with a transfer of equity capital between investors of Shanghai
Qingpu Fire-Fighting Equipment Factory in 1996, the Company’s property, plant and
equipment was revalued, and a revaluation surplus of approximately RMB1,733,000
was recorded as paid-in capital in its PRC GAAP financial statements. In the
Company’s financial statements prepared under IFRS, all property, plant and
equipment was stated at historical cost. Accordingly, an adjustment of the same
amount was recorded as a deficit of capital reserve.
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()

(d)

Statutory reserve fund

According to PRC regulations and the Company’s Articles of Association, the Company
is required to transfer 10% of its profit after tax, as determined under the PRC accounting
standards and regulations, to statutory reserve fund until the fund reaches 50% of the
Company’s registered capital. The transfer to this reserve must be made before distributing
dividends to shareholders.

The statutory reserve fund can be used to make good previous years’ losses if any. It
may be converted into share capital by issuing new shares to shareholders in proportion
to their existing shareholdings or by increasing the par value of the shares currently held
by them, provided that the balance after such issue is not less than 25% of the registered
capital.

Before 1 January 2006, according to the Company’s Articles of Association, the Company
is required to transfer 10% of its net profit, as determined in accordance with the PRC
accounting standards and regulations, to the statutory welfare fund. This fund could only
be used on capital items for the collective benefit of the Company’s employees (such as
for the construction of dormitories, canteens and other staff welfare facilities). This fund
was non-distributable other than upon liquidation. Transfers to this fund must be made
before distributing dividends to shareholders.

According to the Company Law of the PRC which was revised on 27 October 2005, the
Company is no longer required to make profit appropriation to the statutory welfare
fund commencing from 1 January 2006. Pursuant to the notice “Cai Qi [2006] No. 67.”
issued by the Ministry of Finance, the balance of this fund as at 31 December 2005 was
transferred to the statutory reserve fund.

Discretionary common reserve fund
The Company may, at its discretion and subject to approval of its shareholders, transfer

its retained earnings balance to its discretionary common reserve fund. The usage of
discretionary common reserve fund is similar to that of the statutory reserve fund.
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(e)

()

Distributability of reserve

At 31 December 2006, the Company had no reserve available for distribution (2005:

RMBS5,322,000).

Capital management

The Company’s primary objectives when managing capital are to safeguard the Company’s

ability as a going concern while maximizing the return to shareholders through the

optimization of the debt and equity balance. The management reviews the capital structure

by considering the cost of capital and the risks associated with each class of capital. In

view of this, the Company will balance its overall capital structure through the payment

of dividends, new share issues as well as the issue of new debt or the redemption of

existing debt as it sees fit and appropriate.

The Company monitors its capital structure on the basis of the gearing ratio, calculated
as net debt divided by total capital. The gearing ratios at 31 December 2006 and 2005

were as follows:

Total borrowings

Less: Cash and cash equivalents (note 21)

Net debt
Total equity

Total capital

Gearing ratio

The Company is not subject to

2006 2005
RMB’000 RMB’000
103,390 31,161
(681) (790)
102,709 30,371
(18,453) 37,853
84,256 68,224
122% 45%

externally imposed capital requirements.
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29.

COMMITMENTS

(a)

(b)

Capital commitments outstanding at 31 December 2006 not provided for in the financial
statements were as follows:

2006 2005
RMB’000 RMB’000
Contracted for 13 -

At 31 December 2006, the total future minimum lease payments under non-cancellable
operating leases in respect of land and buildings are payable as follows:

2006 2005

RMB’000 RMB’000

Within 1 year 246 246
After 1 year but within 5 years 204 450
450 696

The Company leased certain land and buildings from an related party under operating
leases. The leases typically run for an initial period of 3 years. None of the leases includes
contingent rentals.
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30.

FINANCIAL GUARANTEES

During the year 2006, the Company received an order from Shanghai legal court ordering the
Company, as one of the guarantors, to pay RMB17,366,000 (Financial guarantee 3 below) to a
bank for a loan borrowed by I iff 5 IR 7S £ A PR A ] (<= BEZE 25 ), a subsidiary of the Company’s
former controlling shareholder of which it was defaulted. This financial guarantee was not known
to the Company’s Board of directors. The Board further discovered that the Company also acted
as guarantor for another four bank loans. All of these loans totaling RMB129,670,000 were
borrowed by 1= JBEZ¥ % in 2004 to 2006. For these loans, during 2004 to 2006, Mr. Jiang, in name
of the Company provided guarantees to a total extent of RMB33,396,000. These guarantees had
never been considered, authorised or approved by the Board at the time when such transactions
were respectively made. All those transactions as contemplated under the underlying financial
guarantees had never been considered, authorised or approved by the Board at the time when
such transactions were respectively taken place and were not recorded in the accounting books
and records or the published financial statements of the Company.

Based on the legal opinion of the Company’s PRC legal adviser, the Company is liable to repay
the underlying outstanding loans which were defaulted together with interests accrued, penalty
interests and legal costs of which the Company is one of the co-guarantors under the financial
guarantees provided. The Company, however, has the right to seek compensation from Shanghai
Huasheng and/or Mr. Jiang in respect of any amount repaid by the Company.

In view of the legal court order and the legal opinion, the current Board of directors decided
to make provision for loss arising from the underlying loans of the financial guarantees which
were defaulted of approximately RMB33,396,000 together with the interests accrued, penalty
interests and legal costs of approximately RMB168,000 (see note 24(b)). The corresponding
amount was taken up as reimbursement receivables from a related company (see note 19).

On 6 August 2010, Liancheng and the Company entered into a shareholder’s loan agreement,
pursuant to which Liancheng agreed to grant an unsecured and interest free shareholder’s loan
amounting to RMB37,150,000 for settling the existing debts and guarantee liabilities of the
Company. This shareholder loan is repayable on or before 31 December 2011. RMB26,400,000
of this loan had already been advanced to the Company and had been applied for the intended
purposes. Liancheng undertakes to waive the outstanding balance of this shareholder’s loan on
the date when the resumption application is approved by the Stock Exchange. On the date of
these financial statements, trading of the Company’s H shares on the GEM remains suspended
since 21 December 2006.
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The following are details of the loans which are secured by the financial guarantees:

Amount
Original attributable to
Co-guarantor Term of loan the Company
Borrower (joint and several) bank loan amount at 31/12/2006
RMB’000 RMB’000
Financial guarantee | B The Company, 21/9/2005- 2,780 2,780
Mr. Jiang and his wife 30/8/2006
Financial guarantee 2 B The Company, 21/9/2005- 2,300 2,300
Mr. Jiang and his wife 30/8/2006
Financial guarantee 3 = JEA# The Company and 2911212004~ 20,000 17,366
Shanghai Huasheng 1/12/2005
Financial guarantee 4 = JEA# The Company and 17/1172004- 4,000 3,950
Shanghai Huasheng 10/11/2005
(note 1)
Financial guarantee 5 A8 The Company, 1 year (note 2) 105,900 7,000
Shanghai Huasheng
and HHEE
134,980 33,396
Notes:
1) = BEZ5 %%, Shanghai Huasheng and the bank entered into a loan extension agreement on 10 November 2005.
Pursuant to the agreement, the loan has been extended to 9 May 2006.
2) 1= JEZ5 4% and the bank entered into a loan extension agreement on 31 May 2007. Pursuant to the agreement, the

loan has been extended to 30 April 2008.
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Financial guarantee 1

A loan of RMB2,780,000 was borrowed by T EBERARAR (“REEL), a subsidiary
of Shanghai Huasheng, from ¥ & i 2E8RAT B A BR A 7 26 58 AT (¥ B R AT ER47) on
21 September 2005 and repayable on 30 August 2006. The loan was secured by a highest
limit property pledge agreement to an extent of RMB 2,780,000 on certain properties of the
Company and personal guarantees put up by Mr. Jiang and his wife. Subsequent to the end
of the reporting period, on 23 August 2007, the bank commenced legal action against the
Company. On 11 December 2007, a judgment was issued whereby /= BE% %%, the guarantors
and the Company were ordered to fulfill their obligations. In April 2010, the loan was repaid
and the Company is currently applying for the release of the aforesaid property pledge. Further
details are disclosed in note 31(e).

Financial guarantee 2

A loan of RMB2,300,000 was borrowed by 1= JFEZE % from #EH7 2 A1 4817 on 21 September 2005
and repayable on 30 August 2006. The loan was secured by a highest limit property pledge
agreement to an extent of RMB 2,300,000 on certain properties of the Company and personal
guarantees put up by Mr. Jiang and his wife. Subsequent to the end of the reporting period,
on 23 August 2007, the bank commenced legal action against the Company. On 11 Decemeber
2007, a judgment was issued whereby = JEEZ %%, the guarantors and the Company were ordered
to fulfill their obligations. In April 2010, the loan was repaid and the Company is currently
applying for the release of the aforesaid property pledge. Further details are disclose in note
31(e).

Financial guarantee 3

A loan of RMB20,000,000 was borrowed by =i % #% from Bank of Shanghai, Putuo Branch
(E i SR AT A A BR 28 7195 FE 3247) on 29 December 2004 and repayable on 1 December 2005.
The Company, Shanghai Huasheng and Mr. Jiang acted as guarantors in favour of the bank. On
5 December 2006, the bank commenced legal action against the Company for recovery of the
loan. On 25 December 2009, an agreement was entered into among the bank, = R ZZ 4% and the
guarantors whereby the bank agreed to waive the remaining bank loan and loan interests if /= Ji
2 4% repay RMB9,500,000 on or before 1 January 2010. In January 2010, the agreed amount of
RMB9,500,000 was repaid and the Company’s financial guarantee was released. Further details
in relation to the legal action are disclosed in note 31(f).
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Financial guarantee 4

A loan of RMB4,000,000 was borrowed by =25 %% from China Construction Bank Co.,
Limited, Shanghai Qingpu Branch (9B & & 8R17 M0 A FRA B B 0 S247) (@RI
on 17 November 2004 and repayable on 10 November 2005. The Company and Shanghai
Huasheng acted as guarantors in favour of the bank. Subsequent to the end of the reporting
period, on 19 July 2007, the bank commenced legal action against the Company. On 14
August 2007, a judgment was issued under which (i) =% #F was ordered to repay the
principal sum of approximately RMB3,950,000, together with interest accured, default
interest and litigation costs, and (ii) the Company, as one of the guarantors, was ordered to
fulfill its obligation to repay E % R1T if mEEA#F failed to do so. In December 2008, the
outstanding loan was fully repaid by installments and the financial guarantee of the Company
was released. Further details are disclosed in note 31(g).

Financial guarantee 5

A loan of RMB105,900,000 was borrowed by = EZS#% from 5 R17 A R A 7 Ll
A (“#H $R17”) on 26 May 2006. The loan was drawn down by = JEZS #¥ by seven instalments
from 30 May 2006 to 22 June 2006. The due date of each instalment was one year from date
of drawn down. Mr. Jiang, in name of the Company, in May and June 2006 entered into two
highest limit property pledge agreements on certain properties of the Company for a total extent
of RMB7,000,000. The loan was also secured by guarantees put up by &4 and Shanghai
Huasheng. On 29 April 2008, the bank assigned the loan to ' [B{= & /& & #L /0 &) b ifg M= g
(“HE R IK & ). Subsequent to the end of the reporting period, in August 2008 H Bl = 3% & 7
took legal action against the Company for recovery of the loan. On 8 April 2009, a judgment was
issued by Shanghai No. 1 Intermediate People’s Court ordering the guarantors and the Company
to fulfill their obligations. On 13 January 2010, HIRR IR E R, R, ShIEE E, Shanghai
Huasheng and the Company entered into a debt reduction agreement (f& %5 i% 77 i%) whereby
H B R & agrees to release all the other parties to the agreement from their liabilities upon
receiving RMB70,000,000. By way of &35 i fi# & dated 28 January 2010, H1 BRIk & & agreed
to release the property pledge of the Company upon receiving the first RMB35,000,000. In May
2010, RMB20,000,000 was paid to HEI{ZIHEE. As the remaining RMB15,000,000 has not
yet been paid, the property pledge of the Company has not yet been released as at the date of
these financial statements. Further details are disclosed in note 31(h).
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31.

LITIGATION

The Company had the following litigations during or outstanding at the end of the reporting
period.

a)

b)

)

On 26 June 2007, H [& 2 #4817, as the plaintiff, commenced an action against the Company,
as the defendant, in the People’s Court of Qingpu, Shanghai, to demand repayment for
such sum owed by the Company under the loan agreement dated 19 August 2005, which
sum (to the extent of approximately RMB5,550,000) was secured by a building and the
related land lease premium of the Company, pledged under the highest limit property
pledge agreement executive in favour of H[& 2 #4417 on 19 August 2005. On 24 July
2007, judgment was issued under which (i) the Company was ordered to repay the
principal sum of RMB4,730,000, together with default interest and litigation costs; and
(ii) if the Company was in default in making the aforesaid payments, = [& J2 £/ #8417 was
entitled to take priority in settling the outstanding balance due from the Company from
the proceeds of selling a building and the related land lease premium of the Company
pledged to the bank (as disclosed in note 13(a)). Subsequent to the end of the reporting
period, on 7 April 2010, the Company has repaid the outstanding loan and the litigation
was then settled.

On 14 December 2006, #8354 il commenced an action against the Company in the
People’s Court of Qingpu, Shanghai (i1 & ifi AR¥EBL), to demand repayment of
RMB2,700,000 which [ 4847 fli paid to the bank as guarantor to & [& 2 #1417 on
29 November 2006. On 29 January 2007, judgment was issued ordering the Company to
repay the principal sum of RMB2,700,000, together with default interest and litigation
costs. Subsequent to the end of the reporting period, in February 2007 the amount due
to " I FL T was repaid and the litigation was then settled.

On 9 October 2006, FESRIT A A FRA G R L 47 (“BLFEERTT”), as the plaintiff,
commenced an action against, among others, the Company, as the first defendant, in
the People’s Court of Pudong Xinqu, Shanghai (| iy 508 I A R 5BE), to demand
repayment for such sum under the loan agreement dated 1 December 2004 due to H 3£
#R17. On 29 March 2007, a judgment under which the Company was ordered to repay
the principal sum of RMB5,000,000 (see note 22(c)), together with interest accrued,
default interest and litigation costs. Subsequent to the end of the reporting period, in May
2008, the Company, H2£4R1T and #7f# 5 entered into an agreement (“BL3E Settlement
Agreement”). Pursuant to this agreement, #5417 agreed to waive the entire balance due
from the Company subject to 45 Jffi repaying its outstanding loan of approximately
RMB4,729,000 due to #4847 on or before 30 September 2008. In September 2008,
the outstanding loan due to H2£%R1T was settled and accordingly HL3£4R1T waived the
outstanding balance due from the Company. On 31 December 2008, B3 4R1T issued a
certificate stating that the overdue loan due from the Company together with interest
accrued and default interest has been waived. On 8 May 2009, FrFl ML issued a certificate
stating that it will not claim the Company for any economic compensation that would
arise from the ¥ 3% Settlement Agreement.
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d)

e)

On 19 December 2006, Agricultural Bank of China, Shanghai Jingan Branch (4[5 2
FHERIT IR L AT) (“JEESRTTY), as plaintiff, commenced an action against, among
others, the Company, as the first defendant, in the Shanghai No. 2 Intermediate People’s
Court, to demand repayment for such sum owed by the Company under the loan agreement
dated 11 March 2005. On 14 June 2007, judgment was issued by the Shanghai No. 2
Intermediate People’s Court. Subsequently, & 2£4R1T appeal to the i i 5 & A R B
On 18 September 2007, same judgment as Shanghai No. 2 Intermediate People’s Court
was issued by FifTi & ARERE under which the Company was ordered to repay
the principal sum of RMB20,000,000 (see note 22(c)), together with interest accrued,
default interest and litigation costs. In addition, Shanghai No. 2 Intermediate People’s
Court has granted asset preservation orders to freeze all the buildings and the related
land lease premium of the Company as disclosed in note 13(c) and note 14(b). On July
2010, 2 2£4R 1T, Shanghai Huasheng and the Company entered into an interest reduction
agreement (¥ % F|E 1#5€). Pursuant to the agreement, 23 4R1T agreed to reduce the
interest accrued to RMB 4,750,000 and the Company to pay the reduced interest together
with the principal sum of RMB 20,000,000 by installments. The principal sum has been
fully repaid by September 2010 but the interest of RMB4,750,000 remains unpaid as of
the date of these financial statements.

On 23 August 2007, IEHT LK ERTT, as the plaintiff, commenced an action against, among
others, the Company, as the second defendant, in the People’s Court of Qingpu, Shanghai,
to demand repayment for of RMB2,780,000 and RMB2,300,000 owed by = JFEZ #% under
two loan agreements, both dated 21 September 2005, which sum was secured by two
buildings and the related land lease premium of the Company under two financial guarantees
executed in favour of i E A 41T on 16 September 2005 (Financial guarantee 1 and
2 as described in note 30). On 11 December 2007, judgment was issued under which
(i) i JEEZE 4% was ordered to repay the principal sum of RMBS5,080,000, together with
interest accrued, default interest and litigation costs, and (ii) if FRZ A is in default in
making the aforesaid payments, #£47J& #f4117 is entitled to take priority in settling the
outstanding balance from the proceeds of selling the pledged buildings and the related
land lease premium. Subsequent to the end of the reporting period, in April 2010, the
Company repaid the outstanding principal loan amount of RMB5,080,000 and overdue
interest of approximately RMB2,132,000 were repaid. The Company issued a letter to #E
AT ER1T requested for the release of the pledged properties. Up to the date of approval
of the financial statements, the pledge has not yet been released.
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f)

g)

On 5 December 2006, Bank of Shanghai, Putuo Branch, (_F ¥ #8171 B A A PR A 73 1 3 47)
(“ L8R 477), as the plaintiff, commenced an action against, among others, the Company,
as the third defendant, in the Shanghai No. 2 Intermediate People’s Court, to demand
repayment for an amount of approximately RMB17,366,000 owed by =i BEZ #% under the
loan agreement dated 29 December 2004, which sum is secured by the guarantee dated
29 December 2004 given by the Company in favour of i $R17. On 26 December 2006,
judgment was issued but i #R1T did not agree and appeal. Subsequent to the end of
the reporting period, on 8 February 2007, judgment was issued under which (i) & B4
#i+ was ordered to repay the principal sum of approximately RMB17,366,000, together
with interest accrued, default interest and litigation costs; and (ii) the Company, as one
of the guarantors, was ordered to fulfill its obligation to repay for = EZ#¥ if it failed
to do so. On 25 December 2009, an agreement was entered into among I R1T, =&
7% 4% and the guarantors. Pursuant to the agreement, #8417 agreed to waive the bank
loan of RMB7,866,000 subject to R o repaying an amount of RMB9,500,000 on
or before 1 January 2010. In January 2010, RMB9,500,000 was repaid to b #17, the
financial guarantee was released and the litigation was then settled.

On 19 July 2007, China Construction Bank Co., Limited, Shanghai Qingpu Branch ('
B A R AT M A A BR S W) B S AT) (< EEERT), as the plaintiff, commenced
an action against, among others, the Company, as the third defendant, in the People’s
Court of Qingpu, Shanghai, to demand repayment for sums owed by = /B4 #¥ under
loan agreement dated 10 November 2004, which sum is secured by the guarantee dated
10 November 2004 given by the Company in favour of & %R17. On 14 August 2007,
judgment was issued under which (i) =i /% #F was ordered to repay the principal sum
of approximately RMB3,950,000, together with interest accrued, default interest and
litigation costs, and (ii) the Company, as one of the guarantors, was ordered to fulfill its
obligation to repay ##%4R1T if M JEEZ#F failed to do so. Subsequent to the end of the
reporting period, in December 2008, = EEZ % fully repaid & #% 41T by instalments and
therefore the financial guarantee was released and the litigation was then settled.
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h)

i)

A loan of RMB105,900,000 was borrowed by = JEEZE %% from ¥ & $R17 B3 A R A 7] L i
s dl (“HEX ERTT”) on 26 May 2006. The loan was drawn down by = %5 #§ by seven
instalments from 30 May 2006 to 22 June 2006. The due date of each instalment was one
year from date of drawn down. Mr. Jiang in name of the Company, in May and June 2006
entered into two highest limit property pledge agreements on certain properties of the
Company for a total extent of RMB7,000,000. The loan was also secured by guarantees
put up by [ #J{ and Shanghai Huasheng. On 29 April 2008, the bank assigned the
loan to B RWE EEMA R FGHEIE (“PE RIKEE"). Subsequent to the end of
the reporting period, in August 2008 H' Bl =W & 7 took legal action against the Company
for recovery of the loan. On 8 April 2009, a judgment was issued by Shanghai No. 1
Intermediate People’s Court ordering the guarantors and the Company to fulfill their
obligation. On 13 January 2010, FERREE, BB A L, SR EE, Shanghai Huasheng
and the Company entered into a debt reduction agreement (f& %5 ¥li# 17 i%) whereby
B % & i agrees to release all the other parties to the agreement from their liabilities
upon receiving RMB70,000,000. By way of K=& dated 28 January 2010, H B &
W& E agreed to release the property pledge of the Company upon receiving the first
RMB35,000,000. In May 2010, RMB20,000,000 was paid to HFEEIKREE. As the
remaining RMB15,000,000 has not yet been paid, the property pledge of the Company
has not yet been released as at the date of these financial statements.

Litigations against the Company — Suppliers
During the year, legal actions against the Company were brought up by certain suppliers

for recovery of trade debts amounting to approximately RMB1,904,000. These legal
actions ceased upon settlement of outstanding debts.
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32. MATERIAL RELATED PARTY TRANSACTIONS

In addition to the transactions and balances disclosed elsewhere in these financial statements,
the Company entered into the following material related party transactions.

a) Key management personnel remuneration

Remuneration for key management personnel of the Company is the amounts paid to the
Company’s directors and supervisors as disclosed in note 9.

b) Transactions with related parties

2006 2005
Note RMB’000 RMB’000
Sales of goods:

— R a, ¢ 8 17
— FE SRR a, c - 199
- A A a, ¢ 3,036 989
- fgAmf T a, c 19 19
— T B KA a, c - 5
3,063 1,229

Export agency commission:
— Shanghai Huasheng b — 306

-83-



NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2006

2006 2005
Note RMB’000 RMB’000
Purchase of raw materials:
— SRR a, ¢ 96 69
— KAt T a, c - 7
- A A a, ¢ 79 968
— K B KA a, - 100
175 1,144
Purchase of property,
plant and equipment:
— R A a - 10,250
Technical support expenses
— Shanghai Huasheng a, c — 200
Rental of land and buildings
— Shanghai Huasheng c 246 246
Notes:
a) The companies are controlled by Shanghai Huasheng, the former controlling shareholder of the
Company.
b) The export agency commission is calculated at 3% of the contract value of the goods exported.
c) In the opinion of the Board, the sales and purchase transactions, technical support and rental were carried

out in the normal course of business of the Company and at prices and terms comparable with those

charged by and contracted with third parties.
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33.

FINANCIAL RISK MANAGEMENT AND FAIR VALUES

The Company’s major financial instruments include borrowings, trade receivables and trade

payables. Details of the financial instruments are disclosed in the respective notes. The risks

associated with these financial instruments include credit risk, liquidity risk, currency risk,

interest rate risk and other price risk. The policies on how to mitigate these risks are set out

below. The management manages and monitors these exposures to ensure appropriate measures

are implemented on a timely and effective manner.

a) Credit risk

)

(i1)

(iii)

(iv)

v)

As at 31 December 2006, the maximum exposure to credit risk is represented by
the carrying amount of each financial asset in the statement of financial position
after deducting any impairment allowance.

In respect of trade and other receivables (including loans receivable from former
controlling shareholder and reimbursement receivables for loss on financial
guarantees), in order to minimize risk, the management has a credit policy in
place and the exposures to these credit risks are monitored on an ongoing basis.
Credit evaluations of its customers’ financial position and condition is performed
on each and every major customer periodically. These evaluations focus on the
customer’s past history of making payments when due and current ability to pay,
and take into account information specific to the customer as well as pertaining to
the economic environment in which the customer operates. The Company does not
require collateral in respect of its financial assets. Debts are usually due within 90
days from the date of billing.

In respect of trade receivables, the Company’s exposure to credit risk is influenced
mainly by the individual characteristics of each customer. The default risk of the
industry and country in which customers operate also has an influence on credit
risk. At the end of the reporting period, the Company has a certain concentration
of credit risk as 8% (2005: 15%) and 42% (2005: 43%) of the trade receivables
was due from the Company’s largest customer and the five largest customers
respectively.

The credit risk on liquid funds is limited because the counterparties are banks with
high credit ratings assigned by international credit-rating agencies.

Further quantitative disclosures in respect of the Company’s exposure to credit risk
arising from trade and other receivables are set out in note 16.

The maximum exposure to credit risk in respect of financial guarantees at the end
of the reporting period is disclosed in note 30.
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b)

Liquidity risk

The Company is responsible for its own cash management, including the short term
investment of cash surpluses and the raising of loans to cover expected cash demands,
subject to board approval. The Company’s policy is to regularly monitor current and
expected liquidity requirements and its compliance with lending covenants to ensure that
it maintains sufficient amount of cash and adequate committed lines of funding from
major financial institutions to meet its liquidity requirements in the short and longer term.
The Company relies on bank borrowings and non-interest bearing borrowings from the
former controlling shareholder as the significant source of liquidity. As at 31 December
2006, the Company did not have any un-utilised banking facilities.

The following liquidity table set out the remaining contractual maturities at the end of the
reporting period of the Company’s non-derivative financial liabilities based on contractual
undiscounted cash flows (including interest payments computed using contractual rates
or, if floating, based on rates current at the end of the reporting period and the earliest
date the Company required to pay:

2006 2005
Total Total
Within 1  contractual Within 1 contractual
year or on undiscounted Carrying  year or on undiscounted Carrying
demand cash flow amount demand cash flow amount

RMB’000  RMB’000  RMB’000 RMB 000 RMB’000 RMB 000

Non-derivative financial liabilities

Bank loans 41,480 41,480 41,480 8,550 8,550 8,550
Trade and other payables 60,414 60,414 60,414 20,744 20,744 20,744
Due to related companies 1,080 1,080 1,080 1,244 1,244 1,244

102,974 102,974 102,974 30,538 30,538 30,538
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)

Interest rate risk

The Company is exposed to cash-flow interest rate risk in relation to variable-rate bank

borrowings (see note 22 for details of these borrowings). The Company does not have

substantial interest-bearing assets.

(i)

(ii)

Interest rate profile

The following table details the interest rate profile of the Company’s borrowings
at the end of the reporting period:

2006 2005
Effective Effective
interest interest
rates RMB’000 rates RMB’000
Variable-rate
borrowings:
Bank loans 10.8% 41,480 10.8% 8,550

Sensitivity analysis

At 31 December 2006, it is estimated that a general increase/decrease of 100 basis
points in interest rates for variable-rate borrowings, with all other variables held
constant, would increase/decrease the Company’s loss after tax and accumulated
losses by approximately RMB415,000 (2005: RMB&86,000). Other components of
equity would not change in response to the general increase/decrease in interest
rates.

The sensitivity analysis above has been determined assuming that the change in
interest rates had occurred at the end of the reporting period and had been applied to
the exposure to interest rate risk for non-derivative financial instruments in existence
at that date. The 100 basis points increase or decrease represents management’s
assessment of a reasonably possible change in interest rates over the period until
the next the end of the reporting period. The analysis is performed on the same
basis for 2005.
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34.

d) Currency risk

The Company did not have material foreign exchange risk. It did not have material
transactions in foreign currency, nor did it enter into any foreign exchange forward
contracts.

Most of export sales contracts are denominated in Euro and United States dollars.
The Company does not enter into any foreign exchange forward contracts to hedge its
exposure to Euro and United States dollars. However, the Company’s management closely
monitors the fluctuation in foreign currency exchange rates, and is of the opinion that the
Company’s net assets denominated in Euro and United States dollars as at 31 December
2006 is immaterial and would not result in significant exchange loss to the Company.

e) Fair value

The carrying amounts of the cash and bank deposits, trade and other receivables, trade
and other payables, short-term bank loans and balances with related parties approximate
their fair values because of the short term maturity of these items.

NON-CASH TRANSACTION

During the year ended 31 December 2006, the Company’s bank loan of RMB3,000,000 was settled
by certain guarantors of the loan. The amounts payable by the Company to those guarantors
are carried in other payable account (see note 24 and note 32(a)).

During the year ended 31 December 2006, the Company recognized the bank loans payable and
the related expenses (including interests accrued, penalty interest and legal costs) as liabilities
carried in the bank loan amount and other payable amount respectively and the corresponding
loans receivable as an asset carried in the loans receivable due from the former controlling
shareholder (see note 18, note 22(c) and note 24(c)).

During the year ended 31 December 2006, the Company recognized the financial guarantees and
the related expenses (including interest, penalty interest and legal costs) as liabilities carried
in other payable amount and the corresponding reimbursement receivables as assets carried in
the reimbursement receivables due from a related company (see note 19, note 24(b) and note
30).
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3s.

36.

CHARGE OF ASSETS

At 31 December 2006, the buildings and the related land lease premiums having an aggregated
carrying amount of approximately RMB4,089,000 (2005:RMB4,250,000) and RMB798,000
(2005:RMB816,000) have been pledged as securities for bank loans of the Company and & Jif
%S #%, a subsidiary of Shanghai Huasheng.

SUBSEQUENT EVENTS

In addition to the information disclosed in notes 22(a), 22(c), 30 and 31 to the financial

statements, the Company has the following subsequent events.

a)

b)

Unconditional mandatory cash offer

On 1 April 2009, Liancheng and its legal adviser in the PRC announced that, Liancheng
has obtained all the required written approvals from the relevant PRC government
departments for making an unconditional mandatory cash offer to all the issued shares of
the Company not already owned or agreed to be acquired by Liancheng and its concerted
parties pursuant to Rule 26.1 of the Hong Kong Code on Takeovers and Mergers.

Pursuant to an announcement dated 17 April 2009, as Liancheng became interested in
more than 30% of the voting rights of the Company on 15 August 2008 after Liancheng
has acquired the entire domestic shares of the Company, the mandatory cash offer to all
the H shares issued by the Company (“H Share Offer”) was triggered on 15 August 2008.
The composite document containing details of the H Share Offer has been dispatched to
the shareholders on 9 June 2009. The H Share Offer price at the highest consideration of
RMBO0.18957 per share was converted into Hong Kong dollar based on the exchange rate
of RMB1: HK$1.1375 prevailing on 15 August 2008. The H Share Offer was closed on 30
June 2009. Up to the latest time for acceptance of the H Share Offer, valid acceptances of
the H Share Offer was received in respect of a total of 1,300,000 H Shares, (i) representing
approximately 0.69% of the total issued share capital of the Company and (ii) representing
approximately 2.34% of the total number of issued H Shares of the Company.

Subsequent litigations against the Company — Suppliers
Subsequent to the end of the reporting period, legal actions against the Company were

brought up by certain suppliers for recovery of trade debts amounting to approximately
RMB2,245,000. These legal actions ceased upon settlement of outstanding debts.
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37.

c) Subsequent litigations against the Company - regulatory body

On 7 August 2009, a judgment has been made by the People’s Court of Qingpu,
Shanghai (6 17 H i/ @ A K5 BE) imposing a penalty of RMB50,000 (plus a handling
fee of RMB650) against the Company, and such penalty sum shall be paid to Shanghai
Qingpu Environmental Protection Bureau (i 1 & 1 IR 55 /R # J5). On 21 August
2010, the People’s Court of Qingpu, Shanghai suspended the execution of the order.
In consideration of the insignificant amount involved, no provision was made in the
financial statements of the Company.

d) Subsequent agreement with Liancheng

On 6 August 2010, Liancheng and the Company entered into a shareholder’s loan
agreement, pursuant to which Liancheng agreed to grant an unsecured and interest
free shareholder’s loan amounting to RMB37,150,000 for settling the existing debts
and guarantee liabilities of the Company. This shareholder loan is repayable on or
before 31 December 2011. RMB26,400,000 of this loan had already been advanced to
the Company and had been applied for the intended purposes. Liancheng undertakes
to waive the outstanding balance of this shareholder’s loan on the date when the
resumption application is approved by the Stock Exchange. On the date of these
financial statements, trading of the Company’s H shares on the GEM remains suspended
since 21 December 2006.

e) Setting up a branch

On 22 November 2010, the Company and an independent third party entered into
an agreement to set up a branch engaging in manufacture and distribution of the
Company’s fire fighting equipment products. The agreement is for a period of ten
years. The Company will contribute its product brand name and production technical
expertise while the other party will contribute the land, the factory premises and cash
of RMB3,500,000.

COMPARATIVE FIGURES
As a result of the early adoption of certain new/revised IFRSs that are effective for up
to the financial year ended 31 December 2009 as described in details in note 3, certain

comparative figures have been adjusted to conform to current year’s presentation and to
provide comparative amounts in respect of items disclosed for the first time in 2006.
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38.

POSSIBLE IMPACT OF AMENDMENTS, NEW STANDARDS AND INTERPRETATIONS
ISSUED BUT NOT YET EFFECTIVE

Up to the date of issue of these financial statements, the IASB has issued a number of
amendments, new standards and interpretations which are not yet effective and which have
not been adopted in these financial statements.

Standards and Interpretations in issue not yet adopted

As part of improvements to IFRSs (2009) issued in April 2009, the International Accounting
Standards Board amended the requirements of IAS 17 Leases regarding the classification
of leases of land. Prior to amendment, IAS 17 generally required leases of land with an
indefinite useful life to be classified as operating leases. This was inconsistent with the general
principles of the Standard, and the relevant guidance has been removed due to concerns that
it could lead to accounting that did not reflect the substance of arrangements. Following the
amendments, leases of land are classified as either “finance” or “operating” in accordance
with the general principles of IAS 17. These amendments are effective for annual periods
beginning on or after 1 January 2010, and they are to be applied retrospectively to unexpired
leases at 1 January 2010 if the necessary information was available at the inception of the
lease. Otherwise, the revised Standard will be applied based on the facts and circumstances
existing on 1 January 2010 (i.e. the date of adoption of the amendments) and the Company
will recognize assets and liabilities related to land leases newly classified as financial leases
at their fair values on that date; any difference between those fair values will be recognised
in retained earnings.

The directors anticipate that these amendments to IAS 17 will be adopted in the Company’s
financial statements for the period beginning 1 January 2010. It is likely that the changes
will affect the classification of some of the Company’s leases of land. However, it is not
practicable to provide a reasonable estimate of that effect until a detailed review has been
completed. In particular, the directors will be considering the extent to which information
is available for retrospective application.
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RESULTS
Year ended 31 December
2002 2003 2004 2005 2006
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
(Note 1) (Note 1)

Turnover 45,308 48,372 56,050 66,164 42,841
Profit/(loss) from operations 12,610 9,611 9,706 (13,030) (55,566)
Net finance costs 247 (750) (535) (577) (740)
Profit/(loss) before taxation 12,857 8,861 9,171 (13,607) (56,306)
Taxation (charge)/credit (4,167) (2,837) (2,939) 3,695 -

Profit/(loss) attributable to
shareholders 8,690 6,024 6,232 (9,912) (56,306)

ASSETS AND LIABILITIES

As at 31 December

2002 2003 2004 2005 2006
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
(Note 1) (Note 1)

Non-current assets 11,676 12,360 25,425 23,391 21,275
Current assets 35,674 37,021 56,356 45,623 63,662
Current liabilities (28,545) (28,236) (33,186) (30,538) (102,974)
Non-current liabilities (1,245) (1,037) (830) (623) (416)

Notes:

(1) The results and assets and liabilities of the Company for the two year ended 31 December 2003 have been extracted
from the prospectus of the Company dated 18 June 2005.
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