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To Shareholders,

On behalf of the board of directors (the “Board”), | am pleased to
present the annual report of Pan Asia Environmental Protection
Group Limited (the “Company” or “Pan Asia”) and its subsidiaries
(collectively referred to as the “Group”) for the year ended 31
December 2009.

Last year was a challenging year for economies around the globe.
In the beginning of the year, the financial turmoil affected virtually
all industries and created intense operational pressure on many
manufacturers. As a result, fewer contracts have been awarded
to the Group and some projects have had to be postponed.
However, with the PRC government introducing a RMB4 ftrillion
economic stimulus package together with a proactive financial
strategy and more relaxed monetary policies, the PRC economy
began to stabilise during the second quarter. In the second half of
the year, the PRC economy revived and achieved the stated goal
of maintaining GDP growth at eight percent. The ensuing revival
enabled the Group to resume projects which were completed and
for which revenue was recognised in phases during the second half
of the year. Thus the Group was still able to maintain steady annual
sales. During the period, the Group also continued to adhere to
its prudent business strategy and enhance its internal operation
management and maintain a solid financial foundation thereby
solidifying its market position.

During the year under review, the PRC government continued
to introduce supportive policies to develop the environmental
protection industry while local governments announced tenders for
public environmental protection projects, which boosted market
demand for environmental protection solutions and helped nurture
the industry. At the end of last year, the PRC government stated
clearly its target for energy conservation and emission reduction
at the climate conference in Copenhagen, adding impetus for the
development of its environmental protection industry. The Group
will continue its effort to secure the sales of relevant products and
equipment and engineering project contracts to take advantage of
opportunities arising from the emerging environmental protection
system within the country.
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Chairman’s Statement

ETRBES

FINANCIAL REVIEW

For the year ended 31 December 2009, the Group achieved a total
turnover of RMB609.0 million, similar to that of last year (2008:
RMB593.8 million). The sales of products and equipments and
progress of work undertaken under the engineering contracts
for the Group’s solutions was negatively affected by the global
financial crisis in the beginning of the review year. Despite this, the
Group’s overall business in the second half year was on an upward
trend helped by economic stimulus measures and promotion of
energy conservation and emission reduction. Gross profit was
RMB164.9 milion (2008: RMB208.1 million). Gross profit margin
decreased to 27.1% (2008: 35.0%). Profit attributable to owners
of the Company was RMB88.1 million (2008: RMB77.8 million), up
by 13.2% from last year. This was mainly due to exchange gain of
the Company’s Australian bank deposits and a decrease in sales
commission expenses. Earnings per share of the Group for the
year were 11.01 RMB cents (2008: 9.72 RMB cents).

PROSPECTS

The PRC government has stated its determination to develop and
nurture new industries, and prominent among these is energy-
conservation and environmental protection industries. As 2010
is the last year in the Eleventh Five-Year Plan, the government is
expected to assign a higher priority to the environmental protection
industry in the Twelfth Five-Year Plan with a budget allocation of
up to RMB3,100 billion, of which approximately RMB1,000 billion
will be injected into treatment of environmental pollution. Therefore,
the Group will adhere to its moderate business policy in order to
exploit the growth potential of the industry and make the most of
opportunities created by such supportive government policies. The
Group currently has about 27 EP contracts with a total value of
approximately RMB442 million on hand.
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The wastewater treatment business is expected to remain as the
Group’s stable income source. The Group is planning to expand
the scope of services from construction to build and operation of
large scale water treatment for industrial customers such as steel,
cement and pharmaceutical industries. This will help broadening
income sources, generating stable cash flow and, ultimately,
boosting the return on investment for the Group. At present, the
Group is conducting feasibility studies.

Moreover, it is expected the “Twelfth Five-Year Plan” of the PRC
will introduce regulations for fluegas denitrification (“DeNOx”) in
order to reduce nitric oxide emissions. The Group will put much
efforts in expanding flue gas treatment and related product
manufacturing businesses to increase their portion of total turnover.
The Group is in discussion to form a strategic alliance with an
environmental protection company under a large PRC power
group. A joint venture company will be set up to produce the
catalysts used in the “Selective Catalytic Reduction Denitrification”
(“SCR DeNOx”) system. Pan Asia will own not less than 35% equity
interest in the joint venture company and will participate in financial
management as well as sales and distribution of the products in
certain regions. The negotiation for the cooperation is presently in
the final stage and it is hoped that an agreement will be reached
in the near term. The Group also plans to establish a research and
development center for the development of catalysts. It will focus
on the analysis of coals in the PRC and the exploitation of raw
material for the catalysts. In the past, high quality raw materials of
the catalysts in the Chinese market are mainly imported from other
countries, the Group is exploring the possibility of local production
S0 as to reduce manufacturing costs of the catalysts.

Moreover, the Group endeavors to search for investment
opportunities. It plans to introduce highend manufacturing
equipments for environmental friendly construction materials and
produce it in the PRC for domestic use. This will help to promote
the application of environmental friendly construction materials
in the local market. In September 2009, the Group signed a
letter of intent for a possible acquisition of approximately 20%
equity interest in Jiangsu E Motors Company Limited. However,
the Group had shelved the acquisition plan due to the immature

condition of the target.
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Chairman’s Statement

ITEHRES

To maintain steady growth of its businesses in the long run,
the Group will adhere to its moderate development strategies
while actively exploring opportunities in order to consolidate its
position in the EP market within the PRC and make the best
use of its abundant cash. In addition to its water and flue gas
treatment businesses, it will continue to enhance competitiveness
and expand business scope by looking carefully for merger and
acquisition targets and other investment opportunities, with an aim
1o generate better returns for shareholders.

APPRECIATION

On behalf of the Board and management, | would like to express
my gratitude to all staff for their hard work and dedication to the
Group during the year. My thanks also go to our shareholders,
investors, clients, suppliers and business partners for their tireless
support.

JIANG Quanlong

Chairman

Hong Kong, 20 April 2010
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Management Discussion and Analysis

BUSINESS REVIEW

As an integrated EP services provider in the PRC, the Group mainly
designs and manufactures water and flue gas treatment products
and equipment and sells pipes. The Group also undertakes
EP construction engineering projects and provides EP related
professional services. As at 31 December 2009, the Group had
60 engineers from different professional backgrounds and who
had experience in providing customised EP solutions to customers
across different industries.

SALE OF EP PRODUCTS AND EQUIPMENT

Business activities of this segment include selling pipes, as well
as water and flue gas treatment products and equipment. During
the year under review, it recorded a turnover of approximately
RMB421.5 million, accounting for about 69.2% of the Group’s total
turnover.

Sale of Water Treatment Products and Equipment

The water treatment systems of the
Group are mainly used to process
industrial and urban wastewater. The
Group completed 52 water treatment
sales contracts during the year, which
generated a turnover of approximately
RMB388.3 million,
92.1% of the segmental turnover. In
April 2008, the Group entered into a
sewage reduction outline agreement

accounting for

with the Bengbu City Government in
Anhui Province, where the Group is
designing
and coordinating development of

responsible for planning,

wastewater treatment systems in zones

and districts within the city. The objective is to ensure that the
sewage discharge level complies with the National First Class A
Standard. Construction of one of the projects under the agreement
was completed during the year and was pending for testing and
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Management Discussion and Analysis

EEENWE DA

commissioning. Furthermore, the Group is considering taking part
in the water treatment project in Taihu in Wuxi, Jiangsu Province,
and several other wastewater treatment projects in Zhejiang and
Jiangsu Provinces.

Sale of Flue Gas Treatment Products and Equipment

The flue gas treatment systems of the Group are used in many
industries to process waste gas pollution generated during
production. Currently, the Group is actively in negotiation to
undertake a number of new projects. This segment is expected
to become one of the key development arms of the Group in
the future. During the year under review, the group completed 3
projects related to the sale of equipments for flue gas treatment,
contributing a turnover of RMB12.1 million to the company,
representing a 2.9% of the segmental turnover.

Sale of Pipes

In addition to providing comprehensive EP solutions, the Group
also produces fibre glass-reinforced plastic pipes with diametres
up to 2,000 mm at its Yixing workshop with a
total annual production capacity estimated at
172,680 metres. During the year under review,
the pipe workshop produced around 24,200
metres of pipes at the average utilisation
rate of approximately 14.0%. The Group
completed 4 contracts related to sale of pipes,
which generated a turnover of approximately
RMB21.1 million, accounting for 5.0% of the
segmental turnover.
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Management Discussion and Analysis

EP CONSTRUCTION ENGINEERING PROJECTS

The Group has been undertaking EP
construction engineering projects since
2004. Relying on our extensive industry
expertise and professional research
and development and technology
capabilities,
EP solutions to many clients around the
country. During the year, it recorded a

it has delivered one-stop

turnover of approximately RMB179.4
million, accounting for about 29.5% of
the Group’s total turnover. Construction
works of the government projects in
Hunan and Lianyungang, Jiangsu were
completed and earnings from them were recognised. Moreover,
the Group has started work on a contract worth of RMB80.0
million flue gas desulphurisation (“FGD”) project in Henan in
last May. Construction work of phase one had been completed
and revenues of RMB53.0 milion had been recognised. The
construction of phase two is expected to be completed in 2010
and revenue will be recognised by then as well.

PROVISION OF EP RELATED PROFESSIONAL
SERVICES

The Group, through its subsidiary Shanghai Environmental
Engineering Design & Research Institute Limited (“SEEDRI”),
provides EP related professional services to clients. With Grade A
engineering design certificates, SEEDRI is qualified to undertake
engineering design for all environmental projects. During the year,
the segment recorded a turnover of approximately RMB8.0 million,
accounting for around 1.3% of the total turnover of the Group.
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Management Discussion and Analysis

EEENWE DA

LIQUIDITY AND FINANCIAL RESOURCES

As at 31 December 2009, the total assets of the Group amounted
to RMB1,406.4 milion (31 December 2008: RMB1,355.6 million).
The Group’s total liabilities as at 31 December 2009 were
RMB246.6 million (31 December 2008: RMB288.4 million). The
main reason for the decrease in total liabilities was the decrease of
short term bank loans. The Group’s total equity as at 31 December
2009 was RMB1,159.8 million (31 December 2008: RMB1,067.2
million). The Group’s bank borrowings outstanding as at 31
December 2009 amounted to RMB16.5 milion (31 December
2008: RMB82.0 million) and were all carried at fixed interest rates.
There was no particular seasonality of the Group’s borrowings.
The Group monitored capital using a gearing ratio, which is total
debt divided by total equity of the Group. The total debt to equity
ratio of the Group expressed as a percentage of interest bearing
loans and other borrowings over the total equity was 1.4% as at
31 December 2009 (81 December 2008: 7.7%). The Group’s cash
and cash equivalents amounted to RMB739.3 million as at 31
December 2009.

EXPOSURE TO FLUCTUATIONS IN EXCHANGE
RATES

Business transactions and liabilities of the Group are largely
denominated in Renminbi and Hong Kong Dollars. The Group
adopts a conservative financial policy and the majority of its
bank deposits are in Renminbi, Australian Dollars and Hong
Kong Dollars. As at 31 December 2009, the Group did not have
any foreign currency bank liability, foreign exchange contracts,
interest or currency swaps or other financial derivatives for
hedging purpose. Accordingly, the Group does not have material
exposure to fluctuations in exchange rates other than the bank
deposits denominated in Hong Kong Dollars and Australian Dollars.
Nevertheless, the management will continue to monitor the foreign
exchange exposure and will take prudent measures as and when
appropriate.
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Management Discussion and Analysis

CAPITAL COMMITMENTS AND CONTINGENT
LIABILITIES

As at 31 December 2009, the Group had a capital expenditure
commitment amounted to RMB51.3 million (2008: Nil).

The Group provides product maintenance service to customers
of FGD construction projects and certain EP products for a period
ranging from 6 months to 2 years after a project is completed
or a product is delivered. At the same time, the Group enjoys
warranties for the work and equipment from its subcontractors and
suppliers. The directors of the Company believe that the amount
of crystallised warranty liabilities, if any, in excess of the amount
covered by the warranties given by sub-contractors and suppliers,
will not have any material adverse effect on the overall financial
position or operating results of the Group.

HUMAN RESOURCES

As at 31 December 2009, the Group had approximately 280
employees. Salaries of employees are maintained at a competitive
level and reviewed annually, with close reference to the relevant
labour market benchmarks and the prevailing economic situation.
Remuneration of the directors is determined based on a variety of
factors including market conditions and the specific responsibilities
shouldered by the individual director. Apart from the basic
remuneration and statutory benefits required by laws, the Group
also provides discretionary bonuses based on the Group’s results
and the performance of an individual employee. The Group also
has an employee share option scheme in operation.

PURCHASE, SALE OR REDEMPTION OF THE
COMPANY’S LISTED SHARES

Neither the Company nor any of its subsidiaries has purchased,
sold or redeemed any of the Company’s listed shares during the
year ended 31 December 2009.
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Management Discussion and Analysis

EEENWE D

AUDIT COMMITTEE

An audit committee comprising three independent non-executive
directors has been established by the Company to review the
financial reporting process and internal control procedures of the
Group. The audit committee has reviewed the financial statements
of the Group for the year ended 31 December 2009.

CORPORATE GOVERNANCE PRACTICES

In the opinion of the Board, the Company has complied with the
code provisions set out in the Code on Corporate Governance
Practices contained in Appendix 14 of the Rules Governing the
Listing of Securities on The Stock Exchange of Hong Kong Limited
(the “Listing Rules”) throughout the year ended 31 December 2009,
save for the code provision E.1.2. Code provision E.1.2 stipulates
that the Chairman should attend the annual general meeting. Mr.
Jiang Quanlong, Chairman of the Board, was unable to attend
the 2009 annual general meeting due to a business trip and Mr.
Jiang Lei, an executive director, has been delegated to attend and
answer questions on his behalf at the annual general meeting. Mr.
Jiang Quanlong will use his best endeavours to attend all future
shareholders’ meetings of the Company.

CLOSURE OF REGISTER OF MEMBERS

The Register of Members of the Company will be closed from
1 June 2010 (Tuesday) to 3 June 2010 (Thursday), both days
inclusive, during which period no transfer of shares of the Company
will be registered. In order to qualify for the proposed final dividend
and be entitled to attend and vote at the annual general meeting,
all transfers of shares of the Company accompanied by the
relevant share certificates and appropriate transfer forms must be
lodged with the Company’s branch share registrar in Hong Kong,
Tricor Investor Services Limited at 26th Floor, Tesbury Centre, 28
Queen’s Road East, Wanchai, Hong Kong for registration no later
than 4:00 p.m. on 31 May 2010 (Monday).

ANNUAL GENERAL MEETING

The annual general meeting of the Company will be held on 3 June
2010 (Thursday), notice of which will be published and dispatched
to the shareholders as soon as practicable in accordance with the
Company’s Articles of Association and the Listing Rules.
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The board of directors (the “Board” or the “Directors”) of the
Company is pleased to present this Corporate Governance Report
in the Group’s annual report for the year ended 31 December
2009.

CORPORATE GOVERNANCE PRACTICES OF THE
COMPANY

Recognising the importance of a publicly listed company’s
responsibilities to enhance its transparency and accountability,
the Group is committed to achieving high standards of corporate
governance to safeguard the interests of shareholders and to
enhance corporate value and accountability.

The Code on Corporate Governance Practices (the “CG Code”)
contained in Appendix 14 of the Rules Governing the Listing
of Securities on The Stock Exchange of Hong Kong Limited
(the “Listing Rules”) sets out the principles of good corporate
governance and two levels of corporate governance practices:

(@  code provisions which listed issuers are expected to comply
with or to give considered reasons for any deviation; and

(b) recommended best practices for guidance only, which listed
issuers are encouraged to comply with or to give considered
reasons for any deviation.

The Company’s corporate governance practices are based on
the principles, code provisions and certain recommended best
practices as set out in the CG Code.

Throughout the year ended 31 December 2009, the Company has
complied with the code provisions as set out in the CG Code, save
for the deviations from code provision E.1.2 which is explained in
the relevant paragraph of this Report.

The Company will continue to review and enhance its corporate
governance practices to ensure that these continue to meet
the requirements of the CG Code and the rising expectations of
shareholders and investors.
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A. THE BOARD

Responsibilities

The Board is responsible for the overall management
of the Company’s business. The Board provides
leadership and control to the Company and is
collectively responsible for promoting the success of
the Company by directing and supervising its affairs.
All directors should take decisions objectively in the
interests of the Company in the attainment of the
objective of creating value to shareholders.

Every director carries out his duty in good faith and in
compliance with the standards of applicable laws and
regulations, and acts in the interests of the Company
and its shareholders at all times.

Board Composition

The Board of the Company comprises seven members,
consisting of four executive directors and three
independent non-executive directors:

Executive Directors:

Mr. Jiang Quanlong, Chairman and
member of the Nomination Committee and
the Remuneration Committee

Mr. Fan Yajun, Chief Executive Officer

Mr. Gan Yi

Mr. Jiang Lei

Mr. Fang Guohong
(resigned on 25 March 2009)

Independent Non-Executive Directors:

Mr. Lai Wing Lee, chairman of the
Nomination Committee and the
Remuneration Committee and member
of the Audit Committee

Mr. Leung Shu Sun, Sunny, chairman of the
Audit Committee and member of
the Nomination Committee and
the Remuneration Committee
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Corporate Governance Report

Professor Wang Guozhen, member of the
Audit Committee, the Nomination
Committee and the Remuneration Committee

The list of directors (by category) is also disclosed in
all corporate communications issued by the Company
pursuant to the Listing Rules from time to time.

Mr. Jiang Quanlong, Chairman, is the sole director of
Praise Fortune Limited, the substantial shareholder of
the Company. He is the father of Mr. Jiang Lei (being
an executive director), father of Jiang Xin and spouse of
Ms. Qian Yuanying, all of whom are the shareholders of
Praise Fortune Limited, the substantial shareholder of
the Company. Save as disclosed, there are no financial,
business, family or other material/relevant relationships
among members of the Board. A brief description
of the background of each director and the detailed
relationships among the members of the Board are
disclosed under “Directors and Senior Management”
on pages 32 to 36 and “Report of the Directors” on
pages 40 to 45.

During the year ended 31 December 2009, the
Board at all times met the requirements of the Listing
Rules relating to the appointment of at least three
independent non-executive directors with at least
one independent non-executive director possessing
appropriate professional qualifications or accounting or
related financial management expertise.

The Company has received written annual confirmation
from each independent non-executive director of his
independence pursuant to the requirements of the
Listing Rules. The Company considers all independent
non-executive directors to be independent in
accordance with the independence guidelines as set
out in the Listing Rules.
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The independent non-executive directors bring a wide
range of business and financial expertise, experience
and independent judgement to the Board. Through
active participation at Board meetings, taking the
lead in managing issues involving potential conflict
of interests and serving on Board committees, all
independent non-executive directors make various
contributions to the effective direction of the Company.

Chairman and Chief Executive Officer

The roles and duties of the Chairman and the Chief
Executive Officer of the Company are carried out by
different individuals and have been clearly defined in
writing.

The Chairman of the Board is Mr. Jiang Quanlong,
and the Chief Executive Officer is Mr. Fan Yajun. With
the support of the Company Secretary and the senior
management, the Chairman is responsible for ensuring
that the directors receive adequate, complete and
reliable information in a timely manner and appropriate
briefing on issues arising at Board meetings. The Chief
Executive Officer focuses on implementing objectives,
policies and strategies approved and delegated by the
Board and he is in charge of the Company’s day-to-
day management and operations.

Appointment and Re-Election of Directors

Each of the executive directors of the Company is
engaged on a service contract with the Company
for a term of 3 years commencing from 1 December
2007 which shall continue thereafter from year to
year until terminated by either party with 3 months’
notice in writing served on the other side. Each of the
independent non-executive directors of the Company
is appointed for a specific term up to 30 November
2009 and according to the service contract with the
Company, the appointment shall continue from year
to year until terminated by either party with 3 months’
notice in writing served on the other side.
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In accordance with the Company’s Articles of
Association, all directors of the Company are subject
to retirement by rotation at least once every three years
and any new director appointed to fill a causal vacancy
or as an addition to the Board shall submit himself for
re-election by shareholders at the first general meeting
after appointment.

The procedures and process of appointment, re-
election and removal of directors are laid down in the
Company’s Articles of Association. The Nomination
Committee is responsible for reviewing the Board
composition, developing and formulating the relevant
procedures for nomination and appointment of
directors, monitoring the appointment and succession
planning of directors and assessing the independence
of independent non-executive directors.

Nomination Committee

The Nomination Committee comprises four members,
the majority of them are independent non-executive
directors.

The principal duties of the Nomination Committee
include:

° To review the structure, size and composition of
the Board and make recommendations regarding
any proposed changes;

° To develop and formulate relevant procedures for
nomination and appointment of directors;

° To identify suitable candidates for appointment as
directors;

o To make recommendations to the Board
on appointment or re-appointment of and
succession planning for directors; and

o To assess the independence of independent non-
executive directors.
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The Nomination Committee carries out the process
of selecting and recommending candidates for
directorships by making reference to the skKills,
experience, professional knowledge, personal
integrity and time commitments of such individuals,
the Company’s needs and other relevant statutory
requirements and regulations. An external recruitment
agency may be engaged to carry out the recruitment
and selection process where necessary.

The Nomination Committee held one meeting during

the year ended 31 December 2009 and the attendance
records are set out below:

Name of Director

EENS

Jiang Quanlong R
Lai Wing Lee FEKF
Leung Shu Sun, Sunny g
Wang Guozhen FEZ

In accordance with the Company’s Articles of
Association, Mr. Jiang Quanlong, Mr. Fan Yajun and
Mr. Gan Yi shall retire by rotation and being eligible,
offer themselves for re-election at the forthcoming
annual general meeting (“AGM ”) of the Company.

The Nomination Committee recommended the re-
appointment of the directors standing for re-election at
the forthcoming AGM of the Company.

The Company’s circular, sent together with this annual
report, contains detailed information of the directors
standing for re-election.
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Training and Continuing Development

Though no new directors has been appointed during
the year ended 31 December 2009, each newly
appointed director will receive formal, comprehensive
and tailored induction on the first occasion of his
appointment, so as to ensure that he has appropriate
understanding of the business and operations
of the Company and that he is fully aware of his
responsibilities and obligations under the Listing Rules
and relevant regulatory requirements.

The existing directors are continually updated with
legal and regulatory developments, and the business
and market changes to facilitate the discharge of their
responsibilities. Continuing briefing and professional
development for directors will be arranged where
necessary.

Board Meetings

(i) Board Practices and Conduct of Meetings

Schedules for annual meeting and draft agenda
of each meeting are normally sent to all directors
in advance.

Notices of regular Board meetings are served to
all directors at least 14 days before the meetings.
For other Board and committee meetings,
reasonable notice is generally given.

Board papers together with all appropriate,
complete and reliable information are sent to
all directors/committee  members at least 3
days before each Board meeting or committee
meeting to ensure that the directors have
sufficient time to review the related documents
and be adequately prepared for the meeting. The
Board and each director also have separate and
independent access to the senior management
where necessary.
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(i)

The Chief Executive Officer, Chief Financial Officer
and Company Secretary attend all regular Board
meetings and where necessary, other Board
and committee meetings to advise on business
developments, financial and accounting matters,
statutory compliance, corporate governance and
other major aspects of the Company.

The Company Secretary is responsible for taking
and keeping minutes of all Board meetings and
committee meetings. Draft minutes are normally
circulated to directors for comment within a
reasonable time after each meeting and the final
versions are open for directors’ inspection.

The Company’s Articles of Association contains
provisions requiring directors to abstain from
voting and not to be counted in the quorum at
meetings for approving transactions in which
such directors or any of their associates have
a material interest. According to current Board
practice, any material transaction, which involves
a conflict of interests for a substantial shareholder
or a director, will be considered and dealt with by
the Board at a duly convened Board meeting.

Directors’ Attendance Records

During the year ended 31 December 2009,
four regular Board meetings were held at
approximately quarterly intervals for reviewing
and approving the financial and operating
performance, and considering and approving the
overall strategies and policies of the Company.
The attendance rate at each regular Board
Meetings was 100%, 85.7%, 100% and 100%
respectively.
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Code provision A.1.1 stipulates that the Board
meetings should be held at least four times a year
at approximately quarterly intervals. There were
eight Board meetings held during the year under
review with four of which were regular meetings
held for, among other things, approving the final
results for the year ended 31 December 2008
and interim results for the six months ended 30
June 2009. The other Board meetings were held
as and when the business and operational needs
arose.

The attendance records of each director at
the Board meetings during the year ended 31
December 2009 are set out below:
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Attendance/
Name of Director Number of Meetings
EEka HERS SRR
Jiang Quanlong BREE 8/8
Fan Yajun BERE 7/8
Gan Vi HH 8/8
Jiang Lei B& 8/8
Fang Guohong J5 B4t 0/1

(resigned on 25 March 2009) (BER-ZETNF=A-_t+HABT)
Lai Wing Lee FEACH 5/8
Leung Shu Sun, Sunny 2T 6/8
Wang Guozhen TEEZ 6/8
7. Model Code For Securities Transactions BHERZ 2EETFE

The Company has adopted its own code of conduct
regarding directors’ dealings in the Company’s
securities (the “Company’s Securities Dealing Code”)
on terms no less exacting than the Model Code for
Securities Transactions by Directors of Listed Issuers
(the “Model Code”) as set out in Appendix 10 to the
Listing Rules.

BEHEZREEARAES K
RABRMAGH—ELL E™
5 R 8+ Pk 7 e BT B AT
ABFETESFRXHZITEST
1) (TEEFRI)) FETIRER
ST ARBEFEET
A1) e

Annual Report 2009 ¢« ZZF AL FEF

23



g5EEEEEEEEEE555555555555555555555225

Corporate Governance Report
TtEERRSE

24

Specific enquiry has been made of all the directors and
the directors have confirmed that they have complied
with the Company’s Securities Dealing Code and the
Model Code throughout the year ended 31 December
2009.

The Company’s Securities Dealing Code on no less
exacting terms than the Model Code for securities
transactions also applies to all employees who are
likely to be in possession of unpublished price-sensitive
information of the Company.

No incident of non-compliance of the Company’s
Securities Dealing Code by the employees was noted
by the Company.

DELEGATION BY THE BOARD

The Board reserves for its decision all major matters of the
Company, including the approval and monitoring of all policy
matters, overall strategies and budgets, internal control
and risk management systems, material transactions (in
particular those that may involve conflict of interests), financial
information, appointment of directors and other significant
financial and operational matters.

Al directors have full and timely access to all relevant
information as well as the advice and services of the
Company Secretary, with a view to ensuring that Board
procedures and all applicable laws and regulations are
followed. Each director is normally able to seek independent
professional advice in appropriate circumstances at the
Company’s expense, upon making request to the Board.

The day-to-day management, administration and operation
of the Company are delegated to the Chief Executive Officer
and the senior management. The delegated functions and
work tasks are periodically reviewed. Approval has to be
obtained from the Board prior to any significant transactions
entered into by the abovementioned officers.
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The Board has established three committees, namely the
Nomination Committee, Remuneration Committee and
Audit Committee, for overseeing particular aspects of the
Company’s affairs. All Board committees of the Company
are established with defined written terms of reference which
are posted on the Company’s website and are available to
shareholders upon request.

The Board also has the full support of the Chief Executive
Officer and the senior management for the discharge of its
responsibilities.

REMUNERATION OF DIRECTORS AND
SENIOR MANAGEMENT

The Company has established a formal and transparent
procedure for formulating policies on remuneration of senior
management of the Group. Details of the remuneration of
each of the directors of the Company for the year ended
31 December 2009 are set out in note 9 to the financial
statements.

Remuneration Committee

The Remuneration Committee comprises four members, the
majority of them are independent non-executive directors.

The primary objectives of the Remuneration Committee
include making recommendations on and approving
the remuneration policy and structure and remuneration
packages of the executive directors and the senior
management. The Remuneration Committee is also
responsible for establishing transparent procedures for
developing such remuneration policy and structure to ensure
that no director or any of his associates will participate in
deciding his own remuneration, which remuneration will be
determined by reference to the performance of the individual
and the Company as well as market practice and conditions.
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The Human Resources Department is responsible for
collection and administration of the human resources
data and making recommendations to the Remuneration
Committee for consideration. The Remuneration Committee
shall consult with the Chairman and/or the Chief Executive
Officer of the Company about these recommendations
on remuneration policy and structure and remuneration
packages.

The Remuneration Committee has reviewed the remuneration
policy and structure of the Company, and the remuneration
packages of the executive directors and the senior
management for the year under review.

The Remuneration Committee has not held any meeting
during the year ended 31 December 2009.

ACCOUNTABILITY AND AUDIT

Directors’ Responsibilities for Financial Reporting in
respect of Financial Statements

The directors acknowledge their responsibility for preparing
the financial statements of the Company for the year ended
31 December 2009.

The directors are responsible for overseeing the preparation
of financial statements of the Company with a view to
ensuring that such financial statements give a true and fair
view of the state of affairs of the Group and that relevant
statutory and regulatory requirements and applicable
accounting standards are complied with.

The Management provides such explanation and information
to the Board so as to enable the Board to make an informed
assessment of the financial information and position of the
Company put to the Board for approval.

Pan Asia Environmental Protection Group Limited ¢ jZ TEIRREE B R 5
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INTERNAL CONTROLS

The Board has overall responsibility for the internal control
system of the Company and for reviewing its effectiveness.
The Board is also responsible for maintaining an adequate
internal control system to safeguard the interests of the
shareholders and the assets of the Company.

The internal control system of the Group aims to facilitate
effective and efficient operations, to ensure reliability of
financial reporting and compliance with applicable laws and
regulations, to identify and manage potential risks and to
safeguard assets of the Group. The senior management shall
review and evaluate the control process, monitors any risk
factors on a regular basis and report to the Audit Committee
on any findings and measures to address the variances and
identified risks.

The Board has conducted a review of the effectiveness of
the internal control system of the Group for the year ended
31 December 2009. Such review covered the financial,
operational, compliance and risk management aspects of the
Group including the adequacy of resources, qualifications
and experience of staff of the Group’s accounting and
financial reporting function, and their training programmes
and budget.

AUDIT COMMITTEE

The Audit Committee comprises three independent non-
executive directors (including one independent non-executive
director who possesses the appropriate professional
qualifications or accounting or related financial management
expertise). None of the members of the Audit Committee is a
former partner of the Company’s existing external auditor.

The main duties of the Audit Committee include:

° to review the financial statements and reports and
consider any significant or unusual items raised by
the staff responsible for the accounting and financial
reporting function, internal auditor or external auditor
before submission to the Board;
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o to review the relationship with the external auditor
by reference to the work performed by the auditor,
their fees and terms of engagement, and make
recommendations to the Board on the appointment, re-
appointment and removal of external auditor;

o to review the adequacy and effectiveness of the
Company’s financial reporting system, internal control
system and risk management system and associated
procedures.

The Audit Committee provides supervision on the internal
control system of the Group and reports to the Board on any
material issues and makes recommendations to the Board.

During the year under review, the Audit Committee has
reviewed the Group’s annual results and annual report for the
year ended 31 December 2008 and the interim results for the
six months ended 30 June 2009, the financial reporting and
compliance procedures, the report from the management
on the Company’s internal control and risk management
review and processes and the re-appointment of the external
auditor.

The external auditor was invited to attend the meetings to
discuss with the Audit Committee on issues arising from the
audit and financial reporting matters.

The Audit Committee held two meetings during the year

ended 31 December 2009 and the attendance records are
set out below:

Name of Director

EEga

Lai Wing Lee FEAH
Leung Shu Sun, Sunny AT
Wang Guozhen FTEHREZ
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EXTERNAL AUDITOR AND AUDITOR’S
REMUNERATION

The statement of the external auditor of the Company about
their reporting responsibilities on the financial statements is
set out in the “Independent Auditor’s Report” on pages 52 to
54,

The remuneration paid to the external auditor of the
Company in respect of audit services and non-audit services
for the year ended 31 December 2009 amounted to
HK$930,000 and HK$440,000 respectively. An analysis of
the remuneration paid to the external auditor of the Company
is set out below:

Category of Services

SIS R B b B 1% BUEMEA &

RABSNSZ BN AR B IR K 2
RmBAEMEHNERENE2AE
EH4 B2 [ B RBENRE | A

RE-STAFT-A=+BLF
BB GRS RAEE RS XN
FAARSNBEBEOME D BB
930,000/8 7T }2 440,000/ 7T ° 34 F
AR RSN EBEOHE AT

Fees Paid/Payable

REER Bft EfEA
Audit Service EZRY HK$930,000
Non-audit Service IEEZRTE
— review of accounts for the period —EBHEE_TTNF
ended 30 June 2009 NAZTHIEEEZERE HK$400,000
— review results announcement —EBHEENE HK$40,000

Total CEll HK$1,370,000

H. COMMUNICATION WITH SHAREHOLDERS H HERRBEREERE

AND INVESTOR RELATIONS

ARRAEE - ERRBRERHNE
REEBRENREE THRAKENZE

The Company believes that effective communication with
shareholders is essential for enhancing investor relations

and investor's understanding of the Group’s business
performance and strategies. The Company also recognises
the importance of transparency and timely disclosure of
corporate information which enables shareholders and
investors to make the best investment decisions.

BRARRBIFRER - ARAIUR
ARERERERREARERNE
21 UERREREEFL&ER
BIRTE °
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General meetings of the Company provide a forum for
communication between the Board and the shareholders.
The Chairman of the Board as well as chairmen of the
Nomination Committee, Remuneration Committee and
Audit Committee or, in their absence, other members of
the respective committees and, where applicable, the
independent Board committee, normally attend the AGM and
other relevant shareholders’ meetings to answer questions at
shareholders’ meetings.

The 2010 AGM will be held on 3 June 2010. The notice of
AGM will be sent to shareholders with more than 20 clear
business days before the AGM.

Code provision E.1.2 stipulates that the Chairman should
attend the annual general meeting. Mr. Jiang Quanlong,
Chairman of the Board, was unable to attend the 2009
AGM due to a business trip and Mr. Jiang Lei, an executive
director, has been delegated to attend and answer questions
on his behalf at the AGM. He will use his best endeavours to
attend all future shareholders’ meetings of the Company.

To promote effective communication, the Company
maintains a website at www.paep.com.cn, where up-to-
date information and updates on the Company’s business
operations and developments, financial information,
corporate governance practices and other information are
available for public access. Investors may write directly to the
Company at its principal place of business in Hong Kong or
via email to info@paep.com.cn for any enquiries.
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SHAREHOLDERS’ RIGHTS

As one of the measure to safeguard the shareholders’
interests and rights, separate resolutions are proposed at
shareholders’ meetings on each substantial issue, including
the election of individual directors, for shareholders’
consideration and voting.

All resolutions put forward at shareholders’ meetings will be
voted on by poll pursuant to the Listing Rules and the poll
results will be posted on the websites of the Company and
of the Stock Exchange after each shareholders’ meeting.
Detailed procedures for conducting a poll will be explained
during the proceedings of meetings.

GOING CONCERN

There are no material uncertainties relating to events or
conditions that cast significant doubt upon the Company’s
ability to continue as a going concern.

B RIEF
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BOARD OF DIRECTORS

Executive Directors

WERBEELE (Mr. Jiang Quanlong), aged 57, is the Chairman of
the Board and an Executive Director of the Company. He was
appointed as Director of the Company in August 2006. He is also
a member of the Nomination Committee and the Remuneration
Committee. He has over 10 years of experience in China’s
Environmental Protection (“EP”) industry. He is responsible for
formulating strategies guiding the Group’s overall development and
strengthening the competitive position of the Group in the PRC’s
EP market. In addition, he is the chairman and executive director of
China Rare Earth Holdings Limited, the shares of which are listed
on the Main Board of The Stock Exchange of Hong Kong Limited.
Mr. Jiang is the father of Mr. Jiang Lei and also the sole director
of Praise Fortune Limited, the substantial shareholder of the
Company.

SEERESEHE (Mr. Fan Yajun), aged 42, is the Chief Executive Officer
of the Group and an Executive Director of the Company. He
was appointed Director of the Company in March 2007. He has
nearly 20 years of experience in business management. He joined
the Group in July 2002 and has been responsible for the overall
administration and business management. He completed a Master
of Business Administration course at Southeast University in July
2004. For the period between August 1999 and August 2005, he
was an executive director of China Rare Earth Holdings Limited,
the shares of which are listed on the Main Board of The Stock
Exchange of Hong Kong Limited.

HESEE (Mr. Gan Yi), aged 54, is an Executive Director of the
Company. He was appointed Director of the Company in March
2007. He has over 20 years of experience in environmental
protection engineering design. He was appointed as an officer of
Shanghai Environmental Engineering Design & Research Institute
Limited ( H/83RFETREZAMTEERAF) (“‘SEEDRI") in 1995
and has served as a director of SEEDRI since 2002. He was also
the chairman and general manager of SEEDRI from 20083 until April
2006, and was appointed the vice general manager of SEEDRI in
April 2006. He is responsible for the daily operation and market
development of SEEDRI. He completed a security engineering
course at Tongji University in December 1988.
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BEXE (Mr. Jiang Lei), aged 27, is an Executive Director of the
Company. He was appointed Director of the Company in March
2007. He joined the Group in March 2007 and is responsible for
the business development of the Group. He holds a bachelor’s
degree in Finance from Cass Business School, London, the United
Kingdom. Mr. Jiang is the son of Mr. Jiang Quanlong.

Independent Non-Executive Directors

HAFIEE (Mr. Lai Wing Lee), aged 70, has been appointed as
an Independent Non-Executive Director of the Company since
December 2007. He is the Chairman of the Nomination Committee
and the Remuneration Committee and also a member of the Audit
Committee. He has been the managing director of Shenzhen
Beishen Environmental Packaging Development Co., Limited (&
YT FREBEEEREGRAF]), which is mainly engaged in
the sales and manufacture of environmental protection packaging
products, since August 2005. He graduated from the South China
Institute of Technology (now known as South China University
of Technology) in 1965. He has over 30 years of experience in
enterprise management.

REBFEE Mr. Leung Shu Sun, Sunny), aged 47, has been
appointed as an Independent Non-Executive Director of the
Company since December 2007. He is the Chairman of the
Audit Committee and a member of the Nomination Committee
and the Remuneration Committee. He has over 15 years’
working experience in, among other things, accounting, treasury
management, budgeting and corporate finance. He graduated
from Hong Kong Polytechnic University with a professional diploma
in Accountancy and obtained a master's degree in business
administration from the University of South Australia. He is a fellow
member of the Association of Chartered Certified Accountants, an
associate member of the Hong Kong Institute of Certified Public
Accountants and a member of Certified General Accountants’
Association of Canada. From 2005 to 2007, he served as the
financial controller, qualified accountant and company secretary
of Xiwang Sugar Holdings Company Limited, the shares of which
are listed on the Main Board of The Stock Exchange of Hong
Kong Limited. From 2001 to date, he was a director of a company
providing accounting, tax and corporate finance services. From
1999 to 2001, he held key finance position in a listed company
in Hong Kong. From 1998 to 1999, he was a finance director
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of a company principally engaged in the provision of network
infrastructure solutions. From 1993 to 1998, he was the financial
controller of a company principally engaged in property investment,
trading and securities. From 1987 to 1990, he had worked in
international accounting firms, handling audit, tax and accounting
matters.

EEEHI® (Professor Wang Guozhen), aged 74, has been
appointed as an Independent Non-Executive Director of the
Company since December 2007. He is a member of the Audit
Committee, Nomination Committee and Remuneration Committee.
He was from 1994 to 2005, a member of the Rare Earth Expert
Group of China State Planning and Development Commission,
and the team leader of the Industry Division. He graduated from
the Department of Chemical Engineering of Tianjin University with
a major in physical chemistry of metals (& EB¥32({LE). He is a
member of the expert group and an adviser of the Environment
Protection Specialist Commission. He has been an independent
director of the State-owned Gansu Rare Earth Group Co., Ltd.
since 2005.

SENIOR MANAGEMENT

BIFMEEE Mr. Wan San Fai, Vincent), aged 36, is the chief
financial officer and company secretary of the Company. He joined
the Group in March 2007 and is responsible for the corporate
finance function of the Group, and oversees matter related
to financial administration, and the compliance and reporting
obligations of the Group. Mr. Wan has 10 years’ experience in
auditing, accounting and financial management. Prior to joining
the Group, Mr. Wan has worked for a company listed on the
Singapore Stock Exchange as its financial controller from 2005 to
2007. Mr. Wan is a member of the Hong Kong Institute of Certified
Public Accountants. Mr. Wan holds a Bachelor of Arts degree in
Accountancy from the Hong Kong Polytechnic University.

fB3E%YE (Mr. Fu Kun), aged 43, has over 18 years of experience
in project management of engineering design. He served as a vice
general manager of SEEDRI since April 2006. Before joining the
Group, he was the vice general manager of Shanghai Gongcheng.
He is responsible for project management of environmental
protection engineering design. He holds a Master of Business
Administration degree from Asia International Open University,
Macau.
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BRERFESHEE (Mr. Chen Liangping), aged 61, is the vice general
manager of Wuxi Pan-Asia. He has over 20 years of experience
in equipment manufacturing and production management. He
joined the Group in 2006 and is responsible for the management
of the daily production of the Group. Before joining the Group, he
was a vice general manager of B BRI AR BR A F)
(Yixing Xinwei Leeshing Refractory Materials Company Limited), a
subsidiary under China Rare Earth Holdings Limited, the shares of
which are listed on the Main Board of the Stock Exchange.

BRBSKE (Mr. Wan Quanming), aged 60, is the vice general
manager of Wuxi Pan-Asia. He joined the Group in 2004 and
is responsible for the daily management of the Group’s human
resource and administration. Before joining the Group, he was the
deputy director of Yi Xing Municipal Public Security Bureau. He has
over 20 years of experience in administration management.

BREEFEE (Mr. Znao Jianxin), aged 43, is the head of the internal
audit department of the Group. He has over 15 years of experience
in financial management. He joined the Group in 2002 and is
responsible for the internal audit of the Group’s enterprises in the
PRC. He completed secondary education in 1986.

#w&ELE (Ms. Xu Yiyun), aged 32, is the head of the finance
department of Wuxi Pan-Asia. Ms. Xu has about 7 years of
experience in financial management and corporate accounting in
the PRC. She joined the Group in October 2000. Ms. Xu graduated
from Suzhou University, majoring in accountancy.

RESXE (Mr. Zhang Wei), aged 34, is the manager of the
administration and human resource department of Wuxi Pan-
Asia. He joined the Group in 2002 and is responsible for the daily
management of the Group’s human resource, administration and
logistics services. Before joining the Group, he worked as secretary
in EEFTEEEBR A A (Yixing Xinwei Group Company Limited).
He graduated from Soochow University majoring in foreign oriented
secretary.
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BEEB%%E (Mr. Tang Weiging), aged 46, the vice general manager
of SEEDRI. He has over 20 years of experience in environmental
protection engineering design. He joined SEEDRI in 2003 and is
responsible for the overall project engineering design of SEEDRI.
He graduated from Shanghai University of Technology with a major
in analytical chemistry.

ZEg IS4 (Mr. Li Junshan), aged 53, is the vice general manager
of SEEDRI. He has over 22 years of experience in environmental air
conditioning and atmosphere treatment. He joined SEEDRI in 2001
and is responsible for engineering design of SEEDRI. He graduated
from Shanghai Television University majoring in electronics.
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The board of directors (the “Board” or the “Directors”) submit their
annual report together with the audited financial statements of Pan
Asia Environmental Protection Group Limited (the “Company”) and
its subsidiaries (collectively referred as the “Group”) for the year
ended 31 December 2009.

PRINCIPAL PLACE OF BUSINESS

The Company is incorporated in the Cayman Islands and has its
principal place of business in the PRC at No. 1 Chuanshan Road,
Dingshu Town, Yixing City, Jiangsu Province, PRC 214222 and
its principal place of business in Hong Kong at Suite 6302, The
Center, 99 Queen’s Road Central, Hong Kong.

PRINCIPAL ACTIVITIES

The Group is principally engaged in the sale of pipes, water
treatment and flue gas treatment products and equipment, as well
as undertaking of environmental protection (“EP”) construction
engineering projects and provision of EP related professional
services.

MAJOR CUSTOMERS AND SUPPLIERS

The information in respect of the major customers and suppliers of
the Group during the financial year is as follows:

The largest customer BAEP

Five largest customers in aggregate AAREFMEET
The largest supplier BAHIER

Five largest suppliers in aggregate hRGLrERE AT

None of the Directors, their associates (as defined in the Rules
Governing the Listing of Securities on The Stock Exchange of
Hong Kong Limited (the “Listing Rules”)) or any shareholders of the
Company (which to the knowledge of the directors owned more
than 5% of the Company’s share capital) had a beneficial interest in
the Group’s five largest customers and suppliers.
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Percentage of
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FINANCIAL STATEMENTS

The profit of the Group for the financial year ended 31 December
2009 and the state of the Company’s and the Group’s affairs as at
that date are set out in the financial statements on pages 55 to 59.

FINAL DIVIDEND

The Board recommended the payment of a final dividend of 4 HK
cents per share for the year ended 31 December 2009. Subject
to the approval of shareholders at the forthcoming annual general
meeting of the Company, the final dividend will be paid on or
before 15 June 2010 to registered shareholders as at 3 June 2010.

DISTRIBUTABLE RESERVES
Profits attributable to owners of the Company, before dividends, of
RMB88,070,000 (2008: RMB77,766,000) have been transferred

to reserves. Other movements in reserves are set out in note 29 to
the financial statements.

As at 31 December 2009, the distributable reserve of the

Company amounted to approximately RMB792,883,000 (2008:
RMB749,660,000).

PROPERTY, PLANT AND EQUIPMENT

Details of movements in property, plant and equipment of the
Group are set out in note 15 to the financial statements.

SHARE CAPITAL

Details of the movements in share capital of the Company during
the financial year are set out in note 28 to the financial statements.

BORROWINGS

Details of the borrowings are set out in note 25 to the consolidated
financial statements of the Group.
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DIRECTORS

The Directors during the financial year were:

Executive Directors

Mr. Jiang Quanlong (Chairman)

Mr. Fan Yajun (Chief Executive Officer)

Mr. Gan Yi

Mr. Jiang Lei

Mr. Fang Guohong (resigned on 25 March 2009)

Independent Non-Executive Directors
Mr. Lai Wing Lee

Mr. Leung Shu Sun, Sunny

Professor Wang Guozhen

Mr. Jiang Quanlong, Mr. Fan Yajun and Mr. Gan Yi retire from the
office as executive directors at the forthcoming annual general
meeting in accordance with article 108(A) of the articles of
association and all retiring directors, being eligible, offer themselves
for re-election.

CONFIRMATION OF INDEPENDENCE

The Company has received from each of the independent non-
executive directors an annual confirmation of independence
pursuant to Rule 3.13 of the Listing Rules and considers all the
independent non-executive directors to be independent.

DIRECTORS’ SERVICE CONTRACTS

No director proposed for re-election at the forthcoming annual
general meeting has an unexpired service contract which is not
determinable by the Company or any of its subsidiaries within one
year without payment of compensation, other than normal statutory
obligations.
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DIRECTORS’ INTERESTS IN CONTRACTS OF EEREXENhZHE
SIGNIFICANCE

Save for the information disclosed in the section headed [9%5/;\ [BEER 5 | —EiFTHEE 2 BRI - K
“Connected Transactions”, no contracts of significance to which NFE] S EEHER A R s AT AK B A R
the Company, any of its holding companies, or any of their WEZ2EBITVARNAESNEFHEEEX
subsidiaries was a party, in which a director of the Company had #xm - BERFESIFANERNEREDAB

a material interest, subsisted at the end of the year or at any time WZEBREH -

during the year.

DIRECTORS’ INTERESTS AND SHORT EFEREG  HRBRORESFPZ
POSITIONS IN SHARES, UNDERLYING SHARES BEIRRE

AND DEBENTURES

As at 31 December 2009, the interests and short positions N_-TE

of the Directors and chief executives of the Company in the STTBRAERARRAR REMBEEZR 2K

shares, underlying shares or debentures of the Company and its 5~ R D S EETEARIEE S M

associated corporations as recorded in the register maintained by EIEm ([ FEHEREIEED ) E 352 (8B T &

the Company pursuant to section 352 of the Securities and Futures FRELMATRSEE S IKIE FTHA Ti%
i

Ordinance (“SFO”), or as otherwise pursuant to the Model Code for THEHFRSHIZESTAEMG AR

Securities Transactions by Directors of Listed Companies were as B P s oA BT ¢
follows:
Interests in shares and underlying shares of the Company RAQAT KRGS REERG 2ER

Percentage of

Equity derivatives issued share
Number of (share option) capital
Name of Director Nature of interest shares held BEFEFTEIR EERTERE
EEnR k=331 BHERInEE (3BRe4E) [=32):4
(Note 1) (Notes 1 and 5)
(Bt 1) (HaE1X5)
Jiang Quanlong Corporate interest 600,000,000 (L) 75.00%
R EE RS (Notes 2 and 4)
(Hiit2 R 4)
Beneficial interest 400,000 (L) 0.05%
Jiang Lei Corporate interest 600,000,000 (L) 75.00%
B EE R (Notes 3 and 4)
(HizF3 % 4)
Beneficial interest 400,000 (L) 0.05%
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Percentage of

Equity derivatives issued share
Number of (share option) capital
Name of Director Nature of interest shares held BEGEIR EERTERSF
EEgE i 73531 HHERInEHE (32RasE) BSL
(Note 1) (Notes 1 and 5)
(Btat 1) (Btat145)
Fan Yajun Beneficial interest 2,500,000 (L) 0.3125%
Gani Beneficial interest 1,000,000 (L) 0.125%
HR BaER
Lai Wing Lee Beneficial interest 500,000 (L) 0.0625%
FRAK A BEatkEn
Leung Shu Sun, Sunny Beneficial interest 500,000 (L) 0.0625%
Wang Guozhen Beneficial interest 500,000 (L) 0.0625%
FEY & astan
Notes:

The letter “L” denotes the Director’s long position in the shares/
underlying shares.

These 600,000,000 shares are registered in the name of Praise
Fortune Limited, Mr. Jiang Quanlong is the sole director of Praise
Fortune Limited and he is deemed to be interested in all the shares in
which Praise Fortune Limited is interested by virtue of the SFO.

These 600,000,000 shares are registered in the name of and
beneficially owned by Praise Fortune Limited, the entire issued share
capital of which is beneficially owned as to approximately 49.9%,
49.9% and 0.2% by Mr. Jiang Lei, Mr. Jiang Xin and Ms. Qian
Yuanying respectively. Under the SFO, Mr. Jiang Lei is deemed to be
interested in the Shares held by Praise Fortune Limited.

The total number of issued shares in Praise Fortune Limited as at
31 December 2009 is 601 shares of US$1 each. These 601 shares
are owned as to 300 shares by Mr. Jiang Lei (an executive Director),
as to 300 shares by Mr. Jiang Xin and as to 1 share by Ms. Qian
Yuanying. The sole director of Praise Fortune Limited is Mr. Jiang
Quanlong, an executive Director and Ms. Qian Yuanying is the
spouse of Mr. Jiang Quanlong.

These interests represent the interests in underlying shares in respect
of share options granted by the Company to these directors as
beneficial owners, the details of which are set out in the Share Option
Scheme section stated below.

L] RRESREMOHAEARN ZHE -

%55 600,000,000 f& A% 13 LA Praise Fortune
Limited 2 B& & 50 © R B E T Praise
Fortune LimitedzM—E=E « HFIREF
% M ERE G113 A %A Praise  Fortune
Limited FT B 2 50810 2 fEas ©

55 600,000,000 f& A% 13 LA Praise Fortune
Limited? BB E X THEERHEE H
2EEBITRASFIHERLE BHBE
ERETELTHEAK49.9% ~ 49.9% M
0.2% - RIEFEH RS KT - BRI ER
18 B A Praise Fortune Limited FTisA 2
Mtz

Praise Fortune Limited RZE —ZZTN4F
TZA=+—AZEEITRMBE A0
EREEET 2D - ZE601 %
MIAEEETE(RITES) HEH300K
B0 - FR3E 8 S0 £ A 300 AR A1 Kol 88
JCHR LA 1A% 1D © Praise Fortune
Limited 2 —EBANTESFEREL
o MBLEZTAERELEZER -

ZERDREARRAEHES (FRER

FAAN) B RS R85 i 4
& BEFBRER T EAERE -
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SHARE OPTION SCHEME

The Company adopted a share option scheme (the “Share Option
Scheme”) pursuant to a resolution of the sole shareholder of
the Company passed on 1 December 2007. The Share Option
Scheme complies with the requirements of the Listing Rules. On
14 May 2008, the Company granted 17,800,000 options under
the Share Option Scheme to its directors and key employees at
an exercise price of HK$2.81. The closing market price per Share
immediately before the date on which the share options were
granted was HK$2.80. The options can be exercised one year after
the grant date and expiring on the tenth anniversary of the grant
date. The total number of share options represents 2.2% of the
Company’s outstanding share capital when fully exercised. They
include the options granted to 4 executive directors, 3 independent
non-executive directors and 11 employees of the Company for the
number of shares set out below:

Rz EHE

ARBRBEARBE-BRR_ZFFTLF
T-A—HRBIRERERN —RERE
SRR ]) - B EINA
MRAZIRE - ARFANR_TTNFHA
THAREBERETSENEESNEIRRE
8 % 1117,800,00017 B x4 1T B R
28187 - BEENBEEER L BHZATH
Wi EERR2.808 7T - RN H
BERR —FRH1TE NEHARSE+
FEFEEEm - BRBESHITER - A
EARRBEBEITRA22% - ZFHERER
BRTAZHTES 3EBUFRNTES
RV BARRERE 2B - % R B
Banh

Number of Share Options
i
Exercised/
Cancelled/
As at Granted Lapsed As at
Dateof  Exercise Vesting  Exercisable  1/1/2009 during BT/ 31/12/2009
Grant Price Period B theyear BEH#/ »
Rt A fiER BEH  TTEEE 1/1/2000 BiE B 31/12/2009
HKS
BT
Jiang Quanlong ErE 14/5/2008 281 14/502008t0  14/5/2009t0 400,000 - - 400,000
13/5/2009  13/5/2018
Fan Yajun BnE 14/5/2008 281 14/52008t0  14/5/2009t0 2,500,000 - - 2,500,000
13/5/2000  13/5/2018
Gan Vi L 14/5/2008 281 14/52008t0  14/5/2009t0 1,000,000 - — 1,000,000
13/5/2009  13/5/2018
Jiang Lei i 14/5/2008 281 14/502008t0  14/5/2009t0 400,000 - - 400,000
13/5/2009  13/5/2018
Lai Wing Lee FEAA 14/5/2008 281 14/52008t0 14/5/2009to 500,000 - - 500,000
13/5/2009  13/5/2018
Leung Shu Sun, Sunny 24 14/5/2008 281 14/5/2008t0  14/5/2009 to 500,000 - - 500,000
13/5/2009  13/5/2018
Wang Guozhen TEY 14/5/2008 281 14/502008t0  14/5/2009t0 500,000 - - 500,000
13/5/2009  13/5/2018
Continuous contract ~~ HEAMIEE  14/5/2008 281 14/5/2008t0  14/5/2009t0 12,000,000 - — 12,000,000
employees 13/5/2009 13/5/2018
17,800,000 - — 17,800,000
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As at 31 December 2009, there are options relating to 17,800,000
shares granted by the Company pursuant to the Share Option
Scheme which are valid and outstanding.

The Company has used the binomial option pricing model (the
“Model”) to value the share options granted pursuant to the Share
Option Scheme for the year ended 31 December 2009, which is
a common model used in assessing the fair value of an option.
The value of an option varies with different variables of certain
subjective assumptions. Any change in the variables so adopted
may materially affect the estimation of the fair value of an option.
As such, the fair values calculated are inherently subjective and
uncertain due to the assumptions made and the limitations of the
valuation model used.

The share options were granted to the Directors, senior
management and other employees of the Company pursuant
to the Share Option Scheme on 14 May 2008. The fair value of
the share options as at the date of grant under the Model was
HK$15,681,000. For year ended 31 December 2009, a share
option expense of RMB5,121,000 has been recognised with a
corresponding adjustment made in the Group’s share option
reserve.

SUBSTANTIAL SHAREHOLDERS’ INTERESTS
AND SHORT POSITIONS IN THE SHARES AND
UNDERLYING SHARES OF THE COMPANY

So far as is known to the directors and chief executive of the
Company, as at 31 December 2009, the following persons
(other than the Directors or chief executive of the Company) had
interests or short positions in the shares or underlying shares of the
Company which would fall to be disclosed to the Company under
the provisions of Divisions 2 and 3 of Part XV of the SFO, or, which
were recorded in the register required to be kept by the Company

under Section 336 of the SFO:
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Long position in the shares and underlying shares of the REATRODRABBERD ZFE
Company
Approximate
Equity percentage of
derivatives total number of
Number of (share option) issued shares
Name Nature of interest shares held BEFEIR HERTRAER
£1 REaNE FrisRIT&E (FoBRHE) ZEHESL
(Note 1) (Note 1)
(st 1) (Hizt1)
Praise Fortune Limited (Note 2) Beneficial interest 600,000,000 (L) 75.00%
Praise Fortune Limited (#7722) Enkn
Mr. Jiang Xin (Note 3) Interest of a controlled corporation 600,000,000 (L) 75.00%
BEREWHY RS AR
Ms. Qian Yuanying (Note 4) Interest of spouse 600,000,000 (L) 75.00%
BRIt (Mt 4) Fo B
Interest of spouse 400,000 (1) 0.05%
BB ER
Ms. Li Jingru (Note 5) Interest of spouse 600,000,000 (L) 75.00%
FHMLT (Wit JIRgEL:
Ms. Chai Yongping (Note 6) Interest of spouse 600,000,000 (L) 75.00%
xSt (26 I 3
Interest of spouse 400,000 (L) 0.05%
[
Notes: Vorza
1. The Letter “L” denotes the person’s long position in the Shares/ 1. FEL] IEBBATRIGD, HBERGD 2
underlying Shares. R ©
2. The total number of issued shares in Praise Fortune Limited as at 2. Praise Fortune Limited R —ZZENF+ =

AZ+—BzBERIRGASAE KT
P E1 32T 2 B D o 52601 IR Ty &
Gk (ITES) A S0 ALY - B
SR HEA 300D KR R TTRL TH
A 1AL ° Praise Fortune Limited 2 M —
EEARITESFERERE -

31 December 2009 is 601 shares of US$1 each. These 601 shares
are owned as to 300 shares by Mr. Jiang Lei (an executive Director),
as to 300 shares by Mr. Jiang Xin and as to 1 share by Ms. Qian
Yuanying. The sole director of Praise Fortune Limited is Mr. Jiang
Quanlong, an executive Director.
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3. These Shares are registered in the name of and beneficially owned
by Praise Fortune Limited, the entire issued share capital of which
is beneficially owned as to approximately 49.9%, 49.9% and 0.2%
by Mr. Jiang Lei, Mr. Jiang Xin and Ms. Qian Yuanying respectively.
Under the SFO, Mr. Jiang Lei is deemed to be interested in the
Shares held by Praise Fortune Limited.

4. Ms. Qian Yuanying is the spouse of Mr. Jiang Quanlong and is
therefore deemed to be interested in all the Shares/underlying Shares
in which Mr. Jiang Quanlong is interested/deemed to be interested.

5. Ms. Li Jingru is the spouse of Mr. Jiang Xin and is therefore deemed
to be interested in all the Shares in which Mr. Jiang Xin is deemed to
be interested.

6. Ms. Chai Yongping is the spouse of Mr. Jiang Lei and is therefore
deemed to be interested in all the Shares/underlying Shares in which
Mr. Jiang Lei is interested/deemed to be interested.

PURCHASE, SALE OR REDEMPTION OF THE
COMPANY’S LISTED SHARES

Neither the Company nor any of its subsidiaries has purchased,
sold or redeemed any of the Company’s listed shares during the
year ended 31 December 2009.

SUFFICIENCY OF PUBLIC FLOAT

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

DIRECTORS’ INTERESTS IN CONTRACTS

Save as disclosed in note 34 to the financial statements, no
contract of significance to which the Company, or any of its holding
company, subsidiaries or fellow subsidiaries was a party, and in
which a director of the Company had a material interest, subsisted
at the end of the financial year or at any time during the financial
year.
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CONNECTED TRANSACTIONS

The following transaction has been carried out by the Group and its
connected person (as defined in the Listing Rules) during the year:

55T R SR E AR A T (Wuxi Xin Wei High Temperature
Ceramics Co., Ltd.) (“High Temperature”) — rental of office
space

High Temperature was at the relevant time indirectly wholly owned
by China Rare Earth Holdings Limited, the shares of which are
listed on the Main Board and the latter’s issued share capital, as
at the balance sheet date is attributable as to about 41.88% to
Mr. Jiang Lei, an executive Director, and his family members. High
Temperature is therefore a connected person of the Company for
the purpose of the Listing Rules. High Temperature is principally
engaged in the manufacture and sales of high temperature
ceramics products. By a lease agreement (“Lease Agreement”)
dated 30 April 2008 made between High Temperature as the
lessee and Wuxi Pan-Asia Environmental Protection Technologies
Limited (“Wuxi Pan-Asia”) as the lessor, Wuxi Pan-Asia leased
the fifth block at number one of Chuanzhang Road, Yixing City,
the PRC with gross floor area of 553.05 square metres, to High
Temperature at an annual rent of approximately RMB53,092.8
(equivalent to approximately HK$60,248.4). The premise is used as
administrative office of High Temperature. The Lease Agreement
has a term of five years, commencing from 1 May 2008 and
expiring on 30 April 2013.

The transaction under the Lease Agreement falls within the de
minimis threshold as stipulated under Rule 14A.33(3) of the Listing
Rules. Accordingly, the transaction is not subject to any of the
reporting, announcement and independent Shareholders’ approval
requirements applicable to continuing connected transactions
under Chapter 14A of the Listing Rules.
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COMPETING BUSINESS INTERESTS OF
DIRECTORS

Non-Competition Undertaking

Under the restrictive covenants of a share purchase agreement

dated 1 December 2007 executed among (i) YY Holdings as
vendor, (i) Praise Fortune Limited, Mr. Jiang Quanlong, Ms. Qian
Yuanying, Mr. Jiang Lei and Mr. Jiang Xin as covenantors, and (jii)

the Company as the purchaser, each of Praise Fortune Limited,

Ms. Qian Yuanying, Mr. Jiang Quanlong, Mr. Jiang Lei and Mr.

Jiang Xin (collectively the “Covenantors”) has undertaken that he/

she/it will not and shall procure his/her/its Associates will not:

@)

at any time disclose to any person, or himself/herself/
itself use for any purpose, and shall use his/her/its best
endeavours to prevent the publication or disclosure of, any
information concerning the business, accounts or finances
of any Group company, or any of its clients’, suppliers’ or
customers’ transactions or affairs, which may, or may have,
come to his/her/its knowledge;

at any time during which the Company is listed on the Stock
Exchange and for so long as each of the Covenantors
and their respective associates collectively hold, whether
individually or taken together, 30% or more of the issued
Shares or is regarded as the controlling shareholder(s) of the
Company under the Listing Rules or for a period of two years
from the date of the Listing, whichever is the longest period
of time:

(i) directly or indirectly solicit, interfere with, employ or
endeavour to entice away from any Group company
with a view to competing with the Group any person
who, to his/her/its knowledge, is now, or has during the
12 months preceding the date of the share purchase

supplier or

employee of, or has been in the habit of dealing with,

agreement been, a client, customer,

any Group company;
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(i) at any time use the name or trading style of any Group
company, or any trademarks or logos or device similar
in appearance to any trademarks, in the PRC, Hong
Kong or any other part of the world, or represent
himself as carrying on or continuing or being connected
with any Group company or its business for any
purposes whatsoever; and/or

(iiy  directly or indirectly carry on or be engaged or
concerned or interested in the businesses of (i) the
production of water treatment and flue gas treatment
and solid waste treatment equipment and components
and pipes;
treatment and flue gas treatment and solid waste
treatment equipment and pipes; and (jii) the contracting

(i) the sale and installation of water

of water treatment and flue gas treatment and solid
waste treatment projects, being the current principal
businesses of the Group.

Each of the Covenantors has confirmed that he/she/it is not
currently engaged in any business, which directly or indirectly
competes or may compete with the Group’s business.

Each of the Covenantors has undertaken in favour of the Company
under the share purchase agreement to procure the provision to
the Company of all information necessary for the enforcement of
the above undertaking. Each of the Covenantors further undertakes
in favour of the Company to make a statement in the annual report
of the Company confirming compliance by it and its affiliates
with the terms of the non-competition undertaking in the share
purchase agreement. The Company will disclose in its annual
reports on how the undertakings in the share purchase agreement
are complied with and enforced in accordance with the principles
of making voluntary disclosures in the Corporate Governance
Report as defined in Appendix 23 of the Listing Rules.
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Benxi Fanya Environmental Heat & Power Co., Ltd. (“Benxi Fanya”)
is owned as to 80% by Asia Global Tech Group Limited (“AGT
(HK)”), and as to 20% by an Independent Third Party. AGT (HK)
20% and 20% by Ms. Qian
Yuanying (the spouse of Mr. Jiang Quanlong), Mr. Jiang Lei and
Mr. Jiang Xin (both of whom are sons of Mr. Jiang Quanlong)
respectively. The permitted business scope on the business

is beneficially owned as to 60%,

licence of Benxi Fanya includes, among others, research and
consultation of environmental protection technology, and design
of EP engineering. As at the date of this annual report, Benxi
Fanya was principally engaged in generating electricity and heat,
and did not engage or interest in any businesses which compete
with the current principal businesses of the Group. Jiangsu
Tianyuan Technologies Limited (“Jiangsu Tianyuan”) is owned
by the associates of Mr. Fang Guohong, a former executive
Director of the Company who resigned on 25 March 2009. The
permitted business scope on the business licence of Jiangsu
Tianyuan includes, among others, research and development
of denitrification EP equipment and technology, manufacture
of FGD EP equipment, desulphurization absorption tower and
flue glass flake anticorrosive material and denitrification EP
equipment. As at the date of this annual report, Jiangsu Tianyuan
was principally engaged in the business of producing thermal
insulation components, and did not engage or interest in any
businesses which compete with the current principal businesses
of the Group. The permitted scope of business of each of Benxi
Fanya and Jiangsu Tianyuan is relatively wide, but it is not unusual
for a corporate entity to provide for a broader scope of business
in its corporate documents to allow for flexibility. At present,
neither Benxi Fanya nor Jiangsu Tianyuan has any plan to vary
their respective business licences to exclude or alter the permitted
activities as set out therein.

Mr. Jiang Quanlong is also the chairman and one of the executive
directors of China Rare Earth Holdings Limited (“CRE”), a company
whose securities are listed on the Main Board. CRE and its
subsidiaries are principally engaged in manufacturing and sales
of rare earth products and refractory products. As the Group’s
principal business is to provide integrated EP solutions in areas
such as water and flue gas treatments, the current principal
businesses of the Group and those of CRE and its subsidiaries do
not compete with each other.

Report of the Directors
EEERE
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Report of the Directors
EEERE

Under the restrictive covenants of several service agreements
dated 1 December 2007 between the Company and each of the
executive Directors, the executive Directors gave undertakings
similar to the wordings stated in paragraph (b) above of the said
share purchase agreement.

The independent non-executive Directors shall review, at least
on an annual basis, the compliance with the non-competition
undertaking by each of such persons on their existing or future
competing business and the Company shall disclose the result of
such review either through the annual report of the Company, or by
way of announcement to the public.

As the controlling shareholders (namely, Praise Fortune Limited,
Mr. Jiang Lei and Mr. Jiang Xin) and Mr. Jiang Quanlong as sole
director of Praise Fortune Limited have given non-competition
undertakings in favour of the Company and none of them has
interests in other business that compete or are likely to compete
with the business of the Group, the management and operation
of the operating entities are independent from each other, the
Directors are of the view that the Group is capable of carrying on
its business independently of the controlling Shareholders.

PRE-EMPTIVE RIGHTS

There is no provision for pre-emptive rights under the Company’s
articles of association or the laws of the Cayman Islands which
would oblige the Company to offer new shares on a pro-rata basis
to its existing shareholders.

FINANCIAL SUMMARY

A summary of the results and of the assets and liabilities of the
Group for the last five financial years is set out on pages 163 to
164 of the annual report.

RETIREMENT BENEFIT COSTS

The retirement schemes of the Company and its subsidiaries are
primarily in form of contributions to the Hong Kong mandatory
provident fund and China statutory public welfare fund. Particulars
of these retirement schemes are set out in note 8 to the financial
statements.
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PROFESSIONAL TAX ADVICE RECOMMENDED

If the shareholders (“Shareholders”) of the Company are unsure
about the taxation implications of purchasing, holdings, disposing
of, dealing in, or the exercise of any rights in relation to the shares,
they are advised to consult an expert.

AUDITOR

The consolidated financial statements for the year have been
audited by CCIF CPA Limited. CCIF CPA Limited will retire and,
being eligible, offer themselves for re-appointment. A resolution
for the re-appointment of CCIF CPA Limited as auditor of the
Company is to be proposed at the forthcoming annual general
meeting.

By order of the Board
Jiang Quanlong
Chairman

Hong Kong, 20 April 2010
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Independent Auditor’s Report
BY RS

®

CCIF

CCIF CPA LIMITED

34/F The Lee Gardens
33 Hysan Avenue
Causeway Bay Hong Kong

INDEPENDENT AUDITOR’S REPORT TO THE
SHAREHOLDERS OF PAN ASIA ENVIRONMENTAL
PROTECTION GROUP LIMITED

(Incorporated in the Cayman Islands with limited liability)

We have audited the consolidated financial statements of Pan
Asia Environmental Protection Group Limited (the “Company”) and
its subsidiaries (collectively referred to as the “Group”) set out on
pages 55 to 162, which comprise the consolidated and Company
statements of financial position as at 31 December 2009, and
the consolidated statement of comprehensive income, the
consolidated statement of changes in equity and the consolidated
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 Hong Kong Financial Reporting Standards
issued by the Hong Kong Institute of Certified Public Accountants
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.
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Independent Auditor’s Report

AUDITOR’S RESPONSIBILITY

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

We conducted our audit in accordance with Hong Kong Standards
on Auditing issued by the Hong Kong Institute of Certified Public
Accountants. Those standards require that we comply with ethical
requirements and plan and perform the audit to obtain reasonable
assurance as to whether the financial statements are free from
material misstatement.

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

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

B M % B

BBz RE

AEE 2 EERREEZ 2 ERE IS
MEMBERRIFELHER - ARETERR
BEREHRMARE - TEBEEMAR - A
BRI ARE 2 AR AR EMA
TRESAERE -

AR 2 BRTIERREBEMAE
Mz BB B EAETT - ZFLERNEKX
AL BIEM 8 ST R T AR DA Rt 8 RO 1T
BRAREZEENREMBERRES T FE
BEARZ SRR -

ERHEREETEFARGEMBRE
RS BBENRBEERARCERRE - 8
B2 2SR AR TR 2 FE - 8145
AT 0h B 7% Rk 2 K EE R PR (i 2
MEFEERRSI ) 2 Ak - TIERZEFRR
AHEE RBEKEEREARRATEE
ROFH2H M BERBREZ NETEEIE -
AR TRBRARHEE EZERF - (B 3F
EERARAREEESEBERRERR
ECBRENERTEAASTRRZEE
M BEMECEFHEZAEG X5
PATEERR C BRR 2SI AR

AIZBEVIR(E - ARREDFTES 2 BHROR
ERREBECEAMEBREORE °

Annual Report 2009 ¢ —ZF AL FF

@

53



54

Independent Auditor’s Report
BY RS

OPINION

In our opinion, the consolidated financial statements give a true
and fair view of the state of affairs of the Company and of the
Group as at 31 December 2009 and of the Group’s profit and
cash flows for the year then ended in accordance with Hong Kong
Financial Reporting Standards and have been properly prepared
in accordance with the disclosure requirements of the Hong Kong
Companies Ordinance.

CCIF CPA Limited
Certified Public Accountants
Hong Kong, 20 April 2010

Kwok Cheuk Yuen
Practising Certificate Number P02412
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Consolidated Statement of Comprehensive Income

TURNOVER
Cost of sales

GROSS PROFIT

Other revenue

Other net income/(l0ss)

Selling and distribution expenses
General and administrative expenses
Other operating expenses

Finance costs

PROFIT BEFORE TAXATION
Income tax expenses

PROFIT FOR THE YEAR

Other comprehensive for the year
(after tax and reclassification
adjustments)
Exchange differences on translation of
financial statements of foreign operation

Other comprehensive income for the year,
net of tax

TOTAL COMPREHENSIVE INCOME
FOR THE YEAR

Profit attributable to:
Owners of the Company
Minority interests

Total comprehensive income
attributable to:
Owners of the Company
Minority interests

EARNINGS PER SHARE
— BASIC AND DILUTED

The notes on pages 60 to 162 form part of these financial

statements.

SETHWER

For the year ended 31 December 2009

BE_PEAFT-A=—HILEE

Note
B aE

BExa 5
HEMA

E7

HA 5
Hip BB/ (B1R) 5
HERDHEAX

—RRITBHAX

HiEEmR

BEKA

FRIRATRF 6
R X 7

FRiRF

FRHEMBERA
(REREEHARE)

BEBINEBIT
RZIEHER

FRHEMPERA
i

FRZEWRARHT

BUF AL FESS -
AREEBA
YRR

BTALEE2EBARHE :

AREEBA
DEB R E S

BREF
—EAREE 13

2009 2008
—EENE —TT)\F
RMB’000 RMB’000
AR®TT AREFT
608,972 593,765
(444,096) (385,710)
164,876 208,055
12,028 12,282
9,627 (29,966)
(17,531) (25,213)
(34,902) (33,693)
(4,875) (10,251)
(4,080) (3,651)
125,143 117,563
(37,385) (41,428)
87,758 76,135
(205) (12,638)
(205) (12,638)
87,553 63,497
88,070 77,766
(312 (1,631)
87,758 76,135
87,865 65,128
(312 (1,631)
87,553 63,497
11.01 cents 9.72 cents
11.01 & 9.72%

F162 8 2 M BAB MmER 2 —
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Statements of Financial Position

B 7 AR R &
As at 31 December 2009
R-ZENF+-A=+—~

56

The Group The Company
50 NG
2009 2008 2009 2008
ZEEANE | —TT)\F | ZBBAE | —TT)/\F
Note | RMB’000 | RMB'000 | RMB’000 | RMB000
izt | ARBTR | ARETE | ARBTRE | ARETR
NON-CURRENT ASSETS FRBHEE
Prepaid lease payment BERNEETE 14 6,745 6,913 - =
Property, plant and equipment ME BEREE 15 47,951 52,847 12 103
Available-for-sale financial asset AHEESHEE 16 6,850 1,950 - =
Investment in subsidiaries REBREZZE 17 - = 381,537 381,537
61,546 61,710 381,549 381,640
CURRENT ASSETS mENEE
Prepaid lease payment ERNHEETIE 14 169 169 - -
Inventories FE 18 32,955 40,693 - -
Trade and other receivables EWE 5 REMFIE 19 540,992 303,145 426,930 354,265
Tax recoverable A e E 27 - 3,836 - =
Pledged bank deposits BEEBRITER 33 31,480 96,740 - -
Cash and bank balances Re RiRTEH 21 739,266 849,298 46,475 71,798
1,344,862 | 1,293,881 473,405 426,063
CURRENT LIABILITIES mENR R
Short term bank loan RHEIRTER 25 16,478 82,000 - =
Trade and other payables BRESREMFE 22 140,968 140,797 937 864
Deposits received and receipt in advance Bz e RIAWGR 69,413 65,641 - =
Tax payable FERTIE 27 19,722 = - -
246,581 288,438 937 864
NET CURRENT ASSETS mEEERE 1,098,281 | 1,005,443 472,468 425,199
NET ASSETS HERE 1,159,827 | 1,067,153 854,017 806,839
CAPITAL AND RESERVES AR G5
Share capital e 28 74,872 74,872 74,872 74,872
Reserves it 29 | 1,082,589 989,603 779,145 731,967
Equity attributable to owners of FOREEARE
the Company higEs 1,157,461 | 1,064,475 854,017 806,839
Minority interests DHBERER 2,366 2,678 - -
TOTAL EQUITY gouE 1,159,827 | 1,067,153 854,017 806,839

Approved and authorised for issue by the board of directors on 20

REFEN _ZT-TFOA-_THAYER

April 2010 T
Jiang Quanlong #REE Fan Yajun FEEE
Director EBE Director EE

The notes on pages 60 to 162 form part of these financial

statements.
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Consolidated Statement of Changes In Equity
mEEREH R

For the year ended 31 December 2009
HE_ZTAF+_A=+—ALFE

Attributable to owners of the Company
KLERAARY

Share
option

Enterprise  Statutory
Share Capital - expansion

capital

Share
premium

Special surplus Translation

reserve  reserve  reserve
LRRR
WHER BaER  G6
RVBOD RMBOO RMBOOO RVBOD  RMBOD
ABRTRL ABRTT ARMTT ARBTR ARMTR

(Note 29f) - (Note 29 (Note 29 (Note 29() - (Note 290 (Note 290) (Note 296

(Hrkoon) (Bssoon) (Wfstoom) (Fistoop) (Hfskosud) (Bissoomi) (OsE20)

reserve

£
ERGR ERER RRNES
RVBOO0  RMBOOD  RMBIOD

reserve  reserve

Bt BAER

Retained
profits  Subtotal
RERH Mt

RMBI000  RMR'00

Minority
Interests Total
HBRR

ge  H

RMBI000  RMB000

ARETTL ARBTRL ARBTL ARMTL ARMTRL ARBTRL ARETL

At Januery 2008 TEEN\E-A-H 0 482 41929 049% - 2831 37600 6,300 - %73 102190 1260 1,029,180
Capial contrbuted by HBAR Y
the minorty FRLE
shareholders of a subsidiary = = = 133 = = = = = 18 3059 312
Totd comprefensieincome ~ ER2ERALE
forthe year - - - - - - (1263 - 71766 65128 (1631) 63497
Recognton of equity-setfed  BEANRALE
share-hased payments Vi GiES - - - - - - - 80 - 870 - 80
Dividend approved inrespect Bt HER 258
of the previous year - - - - - - - - (37430 (37.430) - (37.430)
Transfer to reserves E55RE - - - - 6214 621 = - (1249 = = =
A3 December 2008end  W=EFNETZF
1 January 2009 =t-Bf

CEENE-F-B 482 419229 9425 133 3454 43814 (6338 8720 395219 1,064,475 2,678 1,067,153
Totd comprehensiecome ~ EM2ENALE
forthe year - - - - - - (209) - 88070 87,865 (312 81,558
Recogniton of equityseted ~ EMRALE
share-based payments VAN - - - - - - - 51 - 51 - 5%
Transfer{o resenves ERTHE - - - - 508 5608 - - (11,219) - - -
At 31 December 2009 R_EENE

t-A=t-A 14812 419229 94,205 133 40149 49422 (6543) 13841 472133 1,157,461 2,366 1,159,827
The notes on pages 60 to 162 form part of these financial FEOOEEFE1628 ZMFB A B mT 2 —
statements. Bp o
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Consolidated Statement of Cash Flows

mEHERER
For the year ended 31 December 2009
HE_ZTZNFT_A=+—HIEFE

2009 2008
—EETAE —TT)\F
RMB’000 RMB’000
ARBTT ARBTT
Cash flows from operating activities BEZHCRERE
Profit before taxation BRBLAT & A 125,143 117,563
Adjustments for: A
Interest income FEWA (4,466) (10,413)
Interest expenses FEFAX 4,080 3,651
Depreciation e 5,300 4,819
Amortisation of prepaid lease BB E IR
payment 168 169
Bad debts written off W sFERR - 9,243
Dividend income from available- AL ESREEL
for-sale financial asset B BUA (5,176) —
Gain on disposal of subsidiaries HEHRB QR 2 Wes (1,120) =
Impairment loss on trade receivables B SR 2 B ERE 322 257
(Gain)/loss on disposal of property, HEWE - BE K&
plant and equipment 2 (W), B 47) 1
Share-based payment expenses PARRAD S {7 2 SRIE R S 5,121 8,720
Operating cash flows before working KHEEBLEHAIZ
capital changes EEHSTE 129,325 134,010
Decrease/(increase) in inventories FERD,/(3En) 7,738 (24,459)
Increase in trade and other receivables U 5 A0 E A BR K38 O (279,748) (181,113)
Increase in trade and other payables B 5 R A0 e ZIBE N 11,822 31,975
Increase in deposits received and B S RIBUGRIE N
receipt in advance 32,094 12,848
Cash used in operations BREXERACRE (98,769) (26,739)
PRC enterprises income tax paid BB EMER (13,827) (90,890)
Net cash used in operating activities BEXBFRAZASRHE (112,596) (117,629
Cash flows from investing activities REFHCRERE
Interest received BUF & 4,466 10,413
Payments for acquisition of prepaid WS TR M EZIEA R
lease payment (20,800) —
Proceeds on disposal of subsidiaries HEHB A RS 0E 14,971 =
Proceeds on disposal of property, HEWE - BE K&
plant and equipment FTfS 5008 102 —
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Consolidated Statement of Cash Flows

= S =
mEBHERER
For the year ended 31 December 2009
HE_ZTAF+_A=+—ALFE

2009 2008
—ETAE —EEN\F
RMB’000 RMB’000
AR®TT AREFT
Payments for acquisition of property, Wi - BB Rk
plant and equipment BGINE (475) (1,026)
Decrease/(increase) in pledged bank BHERRITIER
deposits w,/($E) 65,260 (89,860)
Dividend received from available-for BRI ECREE
-sale financial asset Z BB 276 =
Net cash generated from/(used in) REZTHEE (FRA)
investing activities ZH&RHE 63,800 (80,473)
Cash flows from financing activities MEFHCRERE
Advance from minority shareholders DERRR K 8,571 2,530
Interest paid ERFE (4,080) (3,651)
Repayment of short term bank loan 5 HRIRTTE KT 50A (82,000) =
Proceeds from short term bank loan RHERIRITE SIS TR 16,478 82,000
Payment of dividend KRS - (37,436)
Net cash (used in)/generated from MEEE (A E&
financing activities ZH&% (61,031) 43,443
Net decrease in cash and cash FEERERERARS
equivalents for the year HERY B (109,827) (154,659)
Cash and cash equivalents at FPzBeREARLER
beginning of year 849,298 1,016,595
Effect of foreign exchange rate EFfgRcvESH
changes, net (205) (12,638)
Cash and cash equivalents FERZBSRERTRLER
at end of year 739,266 849,298
Analysis of the balance of cash BeRERARER
and cash equivalents HEAR
Cash and bank balances R RIRTTHER 739,266 849,298

The notes on pages 60 to 162 form part of these financial FO0EEF162E 2 B A EmET 2 —
statements. =
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Notes to the Financial Statements

Bt 5 R M

For the year ended 31 December 2009
HE_ZTAFT+-_A=+—HLFE

60

GENERAL INFORMATION

Pan Asia Environmental Protection Group Limited (the
“Company”) was incorporated as an exempted company
and registered in the Cayman Islands with limited liability and
its shares are listed on The Stock Exchange of Hong Kong
Limited (“Stock Exchange”). The addresses of the registered
office and principal place of business of the Company are
disclosed in the “Corporate Information” section of the annual
report.

The Company and its subsidiaries (together referred to as the
“Group”) are principally engaged in the manufacture and sale
of environmental protection (“EP”) products and equipment,
undertaking of EP construction engineering projects,
provision of EP related professional services in the People’s
Republic of China (the “PRC”) and investment holding.

SIGNIFICANT ACCOUNTING POLICIES

a) Statement of compliance

These financial statements have been prepared in
accordance with all applicable Hong Kong Financial
Reporting Standards (“HKFRSs”), which collective term
includes all applicable individual HKFRSs, Hong Kong
Accounting Standards (“HKASs”) and Interpretations
issued by the Hong Kong Institute of Certified Public
Accountants (“HKICPA”), accounting principles
generally accepted in Hong Kong and the disclosure
requirements of the Hong Kong Companies Ordinance.
These financial statements also comply with the
applicable disclosure provisions of the Rules Governing
the Listing of Securities on the Stock Exchange
(the “Listing Rules”). A summary of the significant
accounting policies adopted by the Group is set out
below.
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Notes to the Financial Statements

2. SIGNIFICANT ACCOUNTING POLICIES
(continued)

b)

Basis of preparation of the financial statements

The consolidated financial statements for the year
ended 31 December 2009 comprise the Company and
its subsidiaries.

The measurement basis used in the preparation of the
financial statements is the historical cost basis except
for certain financial instruments, which are stated at
their fair value as explained in the accounting policies
set out below.

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

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

Judgements made by management in the application
of HKFRSs that have a significant effect on the financial
statements and estimates with a significant risk of
material adjustment in the next year are discussed in
note 39.
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For the year ended 31 December 2009
HE_ZTAFT+-_A=+—HLFE

2.

SIGNIFICANT ACCOUNTING POLICIES
(continued)

c)

Subsidiaries and minority interests

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

An investment in a subsidiary is consolidated into the
consolidated financial statements from the date that
control commences until the date that control ceases.

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

Minority interests represent the portion of the net
assets of subsidiaries attributable to interests that
are not owned by the Company, whether directly or
indirectly through subsidiaries, and in respect of which
the Group has not agreed any additional terms with
the holders of those interests which would result in the
Group as a whole having a contractual obligation in
respect of those interests that meets the definition of
a financial liability. Minority interests are presented in
the consolidated statement of financial position within
equity, separately from equity attributable to the owners
of the Company. Minority interests in the results of the
Group are presented on the face of the consolidated
statement of comprehensive income as an allocation
of the total profit or loss for the year between minority
interests and the owners of the Company.

Pan Asia Environmental Protection Group Limited ¢ jZ ZE3R{REE B R A 5

2.

FES R (#])
c) MEIARDBERER

MEBARERAREEZEFNZE
B-EAKEEREE HE
BB RBEHRRAERE
E¥BPmEHNER BEAS
ZHIHE o REFEESI R B
AR T 2 BERZE I E
EA-

R M B A ) 2 1K i R R il A
A = IR AR 1 2 BIRTAE A
AWK

SEABERHBBRER SN
kHEBRNERZELE ZEM
ARERGEN  HERERGER
BHRREDEEE - KEAE
ROMEEZARERER H
8577 R HL AR 35 R B3R W am
ZJ7EMRR - BEEERARR
RAEBBRIEHRREZE

,f/'\ ®

LPEBRRESEYFARRE
EREBMBARMEREAZ
BaRENBRAREEFEL
BB - Bz F s AREL
REZ EREE R A E EMA
BIMERR - EARREEEH X
FHEaMABELNAERAETE
BZAKNEE- PEBRRER
EHRAaMBARRKRAT AR
7 BEARBES ARGE
BmORIIR - LEBRRRAE
BEREATIG 2D EREA
U2 5 A D BB SR A o B A
REAFEEASIERFERRE
BT AIR °



=

Notes to the Financial Statements
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For the year ended 31 December 2009
HE_ZTZNF+_A=+—HILFE

2. SIGNIFICANT ACCOUNTING POLICIES 2. EFEHBE(HE)

(continued)

c) Subsidiaries and minority interests (continued) c) MEBLARRIBRRER ()
Where losses applicable to the minority exceed the fii DB R IE(G 2 IR B R E
minority’s interest in the equity of a subsidiary, the FriGM B AR A 2 #E2S - B
excess, and any further losses applicable to the IR AE ] 55 B D B R
minority, are charged against the Group’s interest ZE—THEESHRALE
except to the extent that the minority has a binding Firfb #E 2 ¢ 1B 20 4> SR A% BR 78 &
obligation to, and is able to, make additional investment EEBXHNR N ZEHILARE
to cover the losses. If the subsidiary subsequently 1 58 INE & LA R 4/ BT 48 Bl
reports profits, the Group’s interest is allocated all such G o BB A A Z Fr A H 1% % 7
profits until the minority’s share of losses previously Jenil TALER  BEEARE
absorbed by the Group has been recovered. B U [B] DA 7 A e 2 D S IR

HEBAILE -
Loans from holders of minority interests and other LERRESREAZERK
contractual obligations towards these holders are HtWBE@EZEREAZERNE
presented as financial liabilites in the consolidated £ - RERE BRI R AR R
statement of financial position in accordance with notes FE23) 2k (k) (R F-BEEEmE)
2(j) or (k) depending on the nature of the liabilities. llh=1z b =N
In the Company’s statement of financial position, EARRNRMBEARLES B
an investment in a subsidiary is stated at cost less R A2 E AR AR DR E
any impairment losses (see note 2(g)), unless the B8 518R (R MI5E2(g) @ MIEZ
investment is classified as held for sale. KEWS| SIFEHE -

d) Other investments in equity securities d HtBRAFHFKRE

The Group’s policies for investments in equity
securities, other than investments in subsidiaries and
associates, are as follows:

Investments in equity securities are initially stated at
fair value, which is their transaction price unless fair
value can be more reliably estimated using valuation
techniques whose variables include only data from
observable markets. Cost includes attributable
transaction costs, except where indicated otherwise
below. These investments are subsequently accounted
for as follows, depending on their classification:
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For the year ended 31 December 2009
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2.

SIGNIFICANT ACCOUNTING POLICIES
(continued)

d)

Other investments in equity securities
(continued)

Investments in securities held for trading are classified
as current assets. Any attributable transaction costs are
recognised in the statement of comprehensive income
as incurred. At the end of each reporting period the
fair value is remeasured, with any resultant gain or loss
being recognised in the statement of comprehensive
income. The net gain or loss recognised in the
statement of comprehensive income does not include
any dividends or interest earned on these investments
as these are recognised in accordance with the policies
set out in note 2(q).

Investments in equity securities that do not have a
quoted market price in an active market and whose fair
value cannot be reliably measured are recognised in
statement of financial position at cost less impairment
losses (see note 2(g)).

Other investments in securities are classified as
available-for-sale equity securities and are initially
recognised at fair value plus transaction costs. At
the end of each reporting period the fair value is
remeasured, with any resultant gain or loss being
recognised in other comprehensive income and
accumulated separately in equity. Dividend income
from these investments is recognised in the statement
of comprehensive income in accordance with the policy
set out in note 2(g) and, where these investments are
interest-bearing, interest calculated using the effective
interest method is recognised in the statement of
comprehensive income in accordance with the policy
set out in note 2(g). When these investments are
derecognised, the cumulative gain or loss is reclassified
from equity to the statement of comprehensive income.

Investments in equity securities are recognised/
derecognised on the date the Group and/or the
Company commits to purchase/sell the investment.
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Notes to the Financial Statements

2. SIGNIFICANT ACCOUNTING POLICIES
(continued)

e)

Property, plant and equipment

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

Gain or loss arising from the retirement or disposal of
an item of property, plant and equipment is determined
as the difference between the net proceeds on disposal
and the carrying amount of the item and is recognised
in the statement of comprehensive income on the date
of retirement or disposal.

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

Over the shorter of the term
of the lease or 20 years

Buildings

Furniture, fixtures

and equipment 20% p.a.
Leasehold improvements 20% p.a.
Motor vehicles 20% p.a.
Plant and machineries 10% p.a.
Where parts of an item of property, plant and

equipment have different useful lives, the cost or
valuation 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, if any, are reviewed annually.
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For the year ended 31 December 2009
HE_ZTAFT+-_A=+—HLFE

2.

SIGNIFICANT ACCOUNTING POLICIES
(continued)

f)

Leased assets

An arrangement, comprising a transaction or a series
of transactions, is or contains a lease if the Group
determines that the arrangement conveys a right to
use a specific asset or assets for an agreed period of
time in return for a payment or a series of payments.
Such a determination is made based on an evaluation
of the substance of the arrangement and is regardless
of whether the arrangement takes the legal form of a
lease.

i) Classification of assets leased to the Group

Assets held by Group under leases which
transfer to the Group substantially all the risks
and rewards of ownership are classified as being
held under finance leases. Leases which do not
transfer substantially all the risks and rewards
of ownership to the Group are classified as
operating leases, except for land held for own
use under an operating lease, the fair value of
which cannot be measured separately from the
fair value of a building situated thereon at the
inception of the lease, which is accounted for
as being held under a finance lease, unless the
building is also clearly held under an operating
lease. For these purposes, the inception of the
lease is the time that the lease was first entered
into by the Group, or taken over from the
previous lessee.
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Notes to the Financial Statements

B %5 3R MY

2. SIGNIFICANT ACCOUNTING POLICIES
(continued)

f) Leased assets (continued)

i)

Operating lease charges

Where the Group has the use of assets under
operating leases, payments made under
the leases are charged to the statement of
comprehensive income 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 statement of
comprehensive income as an integral part of the
aggregate net lease payments made. Contingent
rentals are written off as an expense of the
accounting period in which they are 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 except
where the property is classified as an investment
property.

For the year ended 31 December 2009
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For the year ended 31 December 2009
HE_ZTAFT+-_A=+—HLFE

2.

SIGNIFICANT ACCOUNTING POLICIES
(continued)

g) Impairment of assets

Impairment of investments in equity securities
and other receivables

Investments in equity securities other than
investments in subsidiaries (see note 2(c)) and
other current and non-current receivables that
are stated at cost or amortised cost or are
classified as available-for-sale financial assets
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
reorganisation;

— significant changes in the technological,
market, economic or legal environment that
have an adverse effect on the debtor; and

— a significant or prolonged decline in the
fair value of an investment in an equity
instrument below its cost.
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Notes to the Financial Statements

2. SIGNIFICANT ACCOUNTING POLICIES
(continued)

g) Impairment of assets (continued)

Impairment of investments in equity securities
and other receivables (continued)

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

—  For unlisted equity securities carried at
cost, impairment loss is measured as the
difference between the carrying amount
of the financial asset and the estimated
future cash flows, discounted at the current
market rate of return for a similar financial
asset where the effect of discounting is
material. Impairment losses for equity
securities are not reversed.

—  For trade 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 (i.e., the effective interest rate
computed at initial recognition of these
assets), where the effect of discounting
is material. This assessment is made
collectively where financial assets carried
at amortised cost share similar risk
characteristics, such as similar past due
status, and have not been individually
assessed as impaired. Future cash flows
for financial assets which are assessed
for impairment collectively are based on
historical loss experience for assets with
credit risk characteristics similar to the
collective group.
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For the year ended 31 December 2009
HE_ZTAFT+-_A=+—HLFE

2.

SIGNIFICANT ACCOUNTING POLICIES
(continued)

)

Impairment of assets (continued)

Impairment of investments in equity securities
and other receivables (continued)

If in a subsequent period the amount of an
impairment loss decrease and the decrease
can be linked objectively to an event occurring
after the impairment loss was recognised,
the impairment loss is reversed through the
statement of comprehensive income. 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.

—  For available-for-sale financial assets which
are stated at fair value, when a decline
in the fair value has been recognised
directly in equity and there is objective
evidence that the asset is impaired, the
cumulative loss that had been recognised
directly in equity shall be removed from
equity and recognised in the statement of
comprehensive income even though the
financial asset has not been derecognised.
The amount of the cumulative loss
that is recognised in the statement of
comprehensive income is the difference
between the acquisition cost (net of any
principal repayment and amortisation) and
current fair value, less any impairment loss
on that asset previously recognised in the
statement of comprehensive income.
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Notes to the Financial Statements

2. SIGNIFICANT ACCOUNTING POLICIES
(continued)

g) Impairment of assets (continued)

Impairment of investments in equity securities
and other receivables (continued)

Impairment losses recognised in the statement
of comprehensive income in respect of available-
for-sale financial assets are not reversed through
the statement of comprehensive income. Any
subsequent increase in the fair value of such
assets is recognised directly in equity.

Impairment losses are written off against the
corresponding assets directly,
impairment losses recognised in respect of
trade receivables, whose recovery is considered

except for

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

account.

previously written off directly are recognised in
the statement of comprehensive income.
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For the year ended 31 December 2009
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2.

SIGNIFICANT ACCOUNTING POLICIES
(continued)

)

Impairment of assets (continued)

i)

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 investments in subsidiaries 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.

Calculation of recoverable amount

The recoverable amount of an asset is the
greater 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.
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 the statement
of comprehensive income whenever the carrying
amount of an asset, or the cash-generating unit
to which it belongs, exceeds its recoverable
amount. Impairment losses recognised in respect
of cash-generating units are allocated 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 value of
an asset will not be reduced below its individual
fair value less costs to sell, or value in use, if
determinable.
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Notes to the Financial Statements

2. SIGNIFICANT ACCOUNTING POLICIES
(continued)

g) Impairment of assets (continued)

i)

i)

Impairment of other assets (continued)

Reversals of impairment losses

In respect of assets other than goodwill, an
impairment loss is reversed if there has been
a favourable change in the estimates used
to determine the recoverable amount. An
impairment loss in respect of goodwill is not
reversed.

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 the statement
of comprehensive income in the year in which the
reversals are recognised.

Interim financial reporting and impairment

Under the Listing Rules, the Group is required to
prepare an interim financial report in compliance
with  HKAS 34, Interim financial reporting, in
respect of the first six months of the financial
year. At the end of the interim period, the Group
applies the same impairment testing, recognition,
and reversal criteria as it would at the end of the
financial year.

Impairment losses recognised in an interim period
in respect of available-for-sale financial asset
carried at cost are not reversed in a subsequent
period. This is the case even if no loss, or a
smaller loss, would have been recognised had
the impairment been assessed only at the end
of the financial year to which the interim period
relates.
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Notes to the Financial Statements

Bt 5 R M

For the year ended 31 December 2009
HE_ZTAFT+-_A=+—HLFE

2.

SIGNIFICANT ACCOUNTING POLICIES
(continued)

h)

Inventories

Inventories are stated at the lower of cost and net
realisable value. Cost is calculated using the weighted-
average method and comprises direct materials and,
where appropriate, direct labour costs and those
overheads that have been 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.

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
oceurs.

Trade and other receivables

Trade and other receivables are initially recognised at
fair value and thereafter stated at amortised cost less
allowance for impairment losses for bad and doubtful
debts, 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 losses for bad and
doubtful debts (see note 2(g)).
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Notes to the Financial Statements

B %5 3R M

For the year ended 31 December 2009

HE_TTZNF+T-_A=1T—HILFE
2. SIGNIFICANT ACCOUNTING POLICIES 2. FE®HBEGE)
(continued)
j) Interest-bearing borrowings ) ETEEE

Interest-bearing borrowings are recognised initially
at fair value less attributable transaction costs.
Subsequent to initial
borrowings are stated at amortised cost with any
difference between cost and redemption value being

recognition, interest-bearing

recognised in the statement of comprehensive income
over the period of the borrowing, using the effective
interest method.

HREEMFRAFEREN
RBRATER - TIAERR
FHEEEAEERATR M
P 7S B2 B Bl B (B R 2 fE =
B RERMNEEZERENH
REERERARER

k) Trade and other payables kl EBEZRHEMENFIE
Trade and other payables are initially recognised at B 5 K H i B 5 I8 H R
fair value. Trade and other payables are subsequently IH R A FEER @ Hgik#
stated at amortised cost unless the effect of SHACARBER - EMERNIR 2%
discounting would be immaterial, in which case they BWREA -+ BRI
are stated at cost.

)  Cash and cash equivalents ) BeRERRLHEAR

Cash and cash equivalents comprise cash at bank
and on hand, demand deposits with banks and
other financial institutions, and short-term, highly
liquid investments that are readily convertible into
known amounts of cash and which are subject to an
insignificant risk of changes in value, having been within
three months of maturity at acquisition. Bank overdrafts
that are repayable on demand and form an integral part
of the Group’s cash management are also included
as a component of cash and cash equivalents for the
purpose of the consolidated statement of cash flows.
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For the year ended 31 December 2009
HE_ZTAFT+-_A=+—HLFE

2.

SIGNIFICANT ACCOUNTING POLICIES
(continued)

m)

Construction contracts

Where the outcome of a construction contract can be
estimated reliably, revenue and costs are recognised
by reference to the stage of completion of the contract
activity at the end of reporting period, as measured by
the proportion that contract costs incurred for work
performed to date bear to the estimated total contract
costs, except where this would not be representative
of the stage of completion. Variations in contract work,
claims and incentive payments are included to the
extent that they have been agreed with the customer.

Where the outcome of a construction contract cannot
be estimated reliably, contract revenue is recognised to
the extent of contract costs incurred that it is probable
will be recoverable. Contract costs are recognised as
expenses in the period in which they are incurred.

When it is probable that total contract costs will exceed
total contract revenue, the expected loss is recognised
as an expense immediately.

Where contract costs incurred to date plus recognised
profits less recognised losses exceed progress
billings, the surplus is shown as an amount due from
customers for contract work. For contracts where
progress bilings exceed contract costs incurred to
date plus recognised profits less recognised losses,
the surplus is shown as prepayments from customers
for contract work. Amounts received before the related
work is performed are included in the statement of
financial position, as a liability, as advances received.
Amounts billed for work performed but not yet paid by
the customer are included in the statement of financial
position under trade receivables.
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Notes to the Financial Statements

2. SIGNIFICANT ACCOUNTING POLICIES
(continued)

n) Employee benefits

i)

Short term employee benefits and contributions
to defined contribution retirement plans

Salaries, annual bonuses, paid annual leave,
contributions to defined contribution 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.

Share-based payments

The fair value of share options granted to
employees is recognised as an employee cost
with a corresponding increase in a capital reserve
within equity. The fair value is measured at grant
date using the binomial option pricing model,
taking into account the terms and conditions
upon which the options were granted. Where
the employees have to meet vesting conditions
before becoming unconditionally entitled to the
share options, the total estimated fair value of
the share options is spread over the vesting
period, taking into account the probability that the
options will vest.
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Notes to the Financial Statements
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For the year ended 31 December 2009
HE_ZTAFT+-_A=+—HLFE

2.

SIGNIFICANT ACCOUNTING POLICIES
(continued)

n)

Employee benefits (continued)

i)

i)

Share-based payments (continued)

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

Termination benefits

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

B %5 3R M R

2. SIGNIFICANT ACCOUNTING POLICIES
(continued)

o)

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 the statement of
comprehensive income 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 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.
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For the year ended 31 December 2009
HE_ZTAFT+-_A=+—HLFE

2.

SIGNIFICANT ACCOUNTING POLICIES
(continued)

o)

Income Tax (continued)

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 differences or in periods into which a tax
loss arising from the deferred tax asset can be carried
back or forward. The same criteria are adopted when
determining whether existing taxable temporary
differences support the recognition of deferred tax
assets arising from unused tax losses and credits, that
is, those differences are taken into account if they relate
to the same taxation authority and the same taxable
entity, and are expected to reverse in a period, or
periods, in which the tax loss or credit can be utilised.

The limited exceptions to recognition of deferred tax
assets and liabilities are those temporary differences
arising from goodwill not deductible for tax purposes,
the initial recognition of assets or liabilities that affect
neither accounting nor taxable profit (provided they are
not part of a business combination), and temporary
differences relating to investments in subsidiaries to
the extent that, in the case of taxable differences,
the Group 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.
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Notes to the Financial Statements

B %5 3R M R

2. SIGNIFICANT ACCOUNTING POLICIES
(continued)

o)

Income Tax (continued)

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

The carrying amount of a deferred tax asset is reviewed
at the end of each 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.
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For the year ended 31 December 2009
HE_ZTAFT+-_A=+—HLFE

2. SIGNIFICANT ACCOUNTING POLICIES 2. FESHBEGE)
(continued)
0) Income Tax (continued) o) FriS® (&)
Current tax balances and deferred tax balances, and BV HA AN 3% RE 756 18 45 01 [ 2L & B)
movements therein, are presented separately from BEZEHR TS -
each other and are not offset. Current tax assets are VA RESEFRIB & EE R § 2 A
offset against current tax liabilities, and deferred tax ANEIH ALK EE G AR 58 Fl 8
assets against deferred tax liabilities, if the Company 1TREF LA BNHA A 15 R 3B & A 4K
or the Group has the legally enforceable right to set off HEVEFT S IBE &R - WA
current tax assets against current tax liabilities and the FAATH St Z R T
following additional conditions are met: 73 7] 53 Bl 4K 8 BN B R 3 T A% 1E
afE
— inthe case of current tax assets and liabilities, the — Eﬂ HMBEEENMBE + A
Company or the Group intends either to settle on NGNS o B gis o)
a net basis, or to realise the asset and settle the BEELE RS Z
liability simultaneously; or BEREEZEE =
— in the case of deferred tax assets and liabilities, — EEREZEMEE: I
if they relate to income taxes levied by the same SEEERBEBVAERER—
taxation authority on either: TRISHERATL LA NS i — T8

Bz FRSTHAR

—  the same taxable entity; or — F—JERHERE:
—  different taxable entities which, in each — TRAZERHE
future period in which significant amounts BB 2EEREH

of deferred tax liabilities or assets are ERE&EBEEA
expected to be settled or recovered, intend RBEEHIBAE

to realise the current tax assets and settle FERENAEE

the current tax liabilites on a net basis or JE TR & B AT LA
realise and settle simultaneously. Oz BMRK - &%
BEEFRANEM

THE& E KB 8D Ef
MIBAE  HFEK
BHZEEREE
ZAafE -
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For the year ended 31 December 2009
HE_ZTAF+_A=+—ALFE

2. SIGNIFICANT ACCOUNTING POLICIES 2. FE®HBEGE)

(continued)

p) Provision and contingencies liabilities p) BERSARERE
Provisions are recognised for other liabilities of EAKEN A AT FABEEH
uncertain timing or amount when the Group or the mAS FATKHEEEET M
Company has a legal or constructive obligation arising B 1T 3% & E1R 7] B8 38 BUAS B AX
as a result of a past event, it is probable that an outflow M BE SRk L /B HE A) SR A
of economic benefits will be required to settle the s FAARECRRES SR
obligation and a reliable estimate can be made. Where ZEME ERREE - 8
the time value of money is material, provisions are W R E K FHEHLSTE B Al
stated at the present value of the expenditure expected REBHANBITEEZR X2
to settle the obligation. REVEL B -
Where it is not probable that an outflow of economic M Ar—EBERHEENRE
benefits will be required, or the amount cannot be TEES RER SEfhst a5
estimated reliably, the obligation is disclosed as a AZEEERERIABET
contingent liability, unless the probability of outflow DA EE - M H R A R A e i
of economic benefits is remote. Possible obligations, 7 A BE ME AR TR B BR AN o A] BE
whose existence will only be confirmed by the B2 BE(ER—HKZERR
occurrence or non-occurrence of one or more future EHB AN TEAEZIBRTE
events are also disclosed as contingent liabilities unless BIFE) IMERSABE
the probability of outflow of economic benefits is FABE  EHIREERSIR
remote. 2 AT e AR A Rl BR A1 o

g) Revenue recognition q WEER

Revenue represents the net amounts received and
receivable for goods sold and services provided in
the normal course of business, net of discounts and
returns and sales related taxes.

Sales of goods are recognised when goods are
delivered and the risks and rewards of ownership have
been transferred.

Revenue from EP construction engineering projects is
recognised in accordance with the Group’s accounting
policy on construction contracts set out in note 2(m).

Revenue from professional services is recognised when
the services are rendered.
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Bt 5 R M &

For the year ended 31 December 2009
HE_ZTAFT+-_A=+—HLFE

2.

SIGNIFICANT ACCOUNTING POLICIES
(continued)

Q)

n

Revenue recognition (continued)

Interest income is accrued on a time basis, by
reference to the principal outstanding and at the
effective interest rate applicable, which is the rate
that exactly discounts estimated future cash receipts
through the expected life of the financial asset to that
asset’s net carrying amount.

Dividend income from investments is recognised when
the shareholders’ rights to receive payment have been
established.

Foreign currencies

[tems included in the financial statements of each of the
Group’s entities are measured using the currency of
the primary economic environment in which the entity
operates (the “functional currency”). The consolidated
financial statements are presented in Renminbi
(“BRMB”), which is different from the Company’s
functional currency of Hong Kong dollar (‘HK$”) as
majority of the Group’s transactions are denominated in

RMB.

Foreign currency transactions during the year are
translated at the foreign exchange rates ruling at the
transaction dates. Monetary assets and liabilities
denominated in foreign currencies are translated at the
foreign exchange rates ruling at the end of reporting
period. Exchange gains and losses are recognised
in the statement of comprehensive income, except
those arising from foreign currency borrowings used to
hedge a net investment in a foreign operation which are

recognised directly in equity.
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Notes to the Financial Statements

2. SIGNIFICANT ACCOUNTING POLICIES
(continued)

r

s)

Foreign currencies (continued)

Non-monetary assets and liabilities measured in
terms of historical cost in a foreign currency are
translated using the foreign exchange rates ruling at the
transaction dates. Non-monetary assets and liabilities
denominated in foreign currencies and stated at fair
value are translated using the foreign exchange rates
ruling at the dates the fair value was determined.

The results of foreign operations are translated into
RMB at the average exchange rates for the period,
unless the exchange rates fluctuated significantly
during the period, in which case the exchange rates at
the dates of the transactions are used. Statement of
financial position items are translated into RMB at the
foreign exchange rates ruling at the end of the reporting
period. The resulting exchange differences are
recognised directly in a separate component of equity.

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

Borrowing costs

Borrowing costs directly attributable to the acquisition,
construction or production of qualifying assets
are capitalised as part of the cost of those assets.
Capitalisation of such borrowing costs ceases when
the assets are substantially ready for their intended use
or sale.

All other borrowing costs are recognised as an expense
in the period in which they are incurred.

B %5 3R M R
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Notes to the Financial Statements
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For the year ended 31 December 2009

BE-_ZEZT

2.

NETZA=+—RALFE

SIGNIFICANT ACCOUNTING POLICIES

(continued)

1) Related parties

For the purpose of these financial statements, parties

are considered to be related to the Group if:

i)

Vi)

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

the Group and the party are subject to common
control;

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

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

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

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

Close family members of an individual are those family

members who may be expected to influence, or be

influenced by, that individual in their dealings with the
entity.
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Notes to the Financial Statements

2. SIGNIFICANT ACCOUNTING POLICIES
(continued)

u)

Segment reporting

Operating segments, and the amounts of each
segment item reported in the consolidated financial
statements, are identified from the financial information
provided regularly to the Group’s Chief Executive
Officer for the purposes of allocating resources to, and
assessing the performance of, the Group’s various lines
of business and geographical location.

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 type or class of customers, the methods
used to provide the services, and the nature of the
regulatory environment. Operating segments which are
not individually material maybe aggregated if they share
a majority of these criteria.

3. CHANGES IN ACCOUNTING POLICIES

The HKICPA has issued one new HKFRS, a number of
amendments to HKFRS and new interpretations that are
first effective for the current accounting period of the Group

and the Company. Of these, the following developments are
relevant to the Group’s financial statements:

HKFRS 8, Operating segments

HKAS 1 (Revised), Presentation of financial statements

Improvements to HKFRSs (2008)

B %5 3R M R
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For the year ended 31 December 2009
HE_ZTAFT+_A=+—HLFE

3. CHANGES IN ACCOUNTING POLICIES
(continued)

° Amendments to HKAS 27, Consolidated and separate
financial statements-cost of an investment in a
subsidiary, jointly controlled entity or associate

° Amendments to HKFRS 7, Financial instruments:
Disclosures-improving disclosures about financial
instruments

° HKAS 23 (Revised), Borrowing costs

° Amendments to HKFRS 2, Share-based payment —
vesting conditions and cancellations

The amendments to Improvements to HKFRSs (2008), HKAS
23, HKFRS 2 and HKFRS 7 have had no material impact
on the Group’s financial statements as the amendments
and interpretations were consistent with policies already
adopted by the Group. The impact of the remainder of these
developments is as follows:

° HKFRS 8 requires segment disclosure to be based on
the measures reported to the Group’s Chief Executive
Officer for the purposes of assessing segment
performance and making decisions about operating
matters. 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
Group’s Chief Executive Officer.

Pan Asia Environmental Protection Group Limited ¢ jZ ZE3R{REE B R A 5

B RREE (W)

AR BT R (B
) - e IR AR — R
BAM - XAZHEBRH
BRARURE Z A

o  FHEWBHEERETHR(ER]
) TRITE: KE-NER
HEemMTAZRKE

e FAGHERFBR(LE
i) fEERA

o FRUBWMEERE 2% (EFT
) AR BER 2R -5
B (5% 1 R i 8

HEBMBREENZBE(ZZE
NE) - BAEGTERFE 235 - BB
M mEERNE 2K N BABM B RS
HERNE 75 BT W EME AR E 2 Bf
BMEEREATE - ARERI L2
BEAEBRKCRACEREM—
B BB SRS 2 FEWT ¢

o  FAMBMEENFSHENR
BRRNEETRARAZHRA
R E D #BBRIR RAEH AR
BEBRRZIEHREL D BH
B RMNBBMBEHRELERNE
8RN BPE KL 25177 E[A
AEEITBARE TRt M BD R
EZHARR—H -



@

Notes to the Financial Statements
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For the year ended 31 December 2009
HE_ZTAF+_A=+—ALFE

3. CHANGES IN ACCOUNTING POLICIES 3. EiRFEEH(E)
(continued)

As a result of the adoption of HKAS 1 (Revised),
details of changes in equity during the period arising
from transactions with owners in their capacity as
such have been presented separately from all other
income and expenses in a revised consolidated
statement of changes in equity. All other items of
income and expense are presented in the consolidated
income statement, if they are recognised as part of
profit or loss for the period, or otherwise in a new
primary statement, the consolidated statement of
comprehensive income. The new format for the
consolidated statement of comprehensive income and
the consolidated statement of changes in equity has
been adopted in this consolidated financial statements
and corresponding amounts have been restated to
conform to the new presentation. This change in
presentation has no effect on reported profit or loss,
total income and expense or net assets for any period
presented.

The amendments to HKAS 27 have removed the
requirement that dividends out of pre-acquisition profits
should be recognised as a reduction in the carrying
amount of the investment in the investee, rather than
as income. As a result, as from 1 January 2009 all
dividends receivable from subsidiaries, associates and
jointly controlled entities, whether out of pre- or post-
acquisition profits, will be recognised in the Company’s
statement of comprehensive income and the carrying
amount of the investment in the investee will not be
reduced unless that carrying amount is assessed to
be impaired as a result of the investee declaring the
dividend. In such cases, in addition to recognising
dividend income in statement of comprehensive
income, the Company would recognise an impairment
loss. In accordance with the transitional provisions
in the amendment, this new policy will be applied
prospectively to any dividends receivable in the current
or future periods and previous periods have not been
restated.
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For the year ended 31 December 2009
HE_ZTAFT+-_A=+—HLFE

4. ADOPTION OF NEW AND AMENDED HONG
KONG FINANCIAL REPORTING STANDARDS
(“HKFRSs”)

Up to the date of issue of these financial statements, the
HKICPA has issued the following HKFRSs which are not yet
effective for the year. The Group has not early applied any of
the following New HKFRSs that have been issued but are not
yet effective.

HKAS 24 (Revised)

HKAS 27 (Revised)

Related Party Disclosures®

Consolidated and Separate
Financial Statements'’

HKAS 32 Classification of Rights Issues®
(Amendments)

HKAS 39 Eligible hedged items'’
(Amendments)

HKFRS 1 Limited Exemption from Comparatives
(Amendments) HKFRS 7 Disclosures for First-time

Adopters*

HKFRS 1 Amendments to HKFRS 1 First-time

(Amendments) Adoption of Hong Kong Financial

HKFRS 1 (Revised)

Reporting Standards — Additional
Exemptions for First-time Adopters?

Additional Exemptions for First-time

Adopters!
HKFRS 2 Group Cash-settled Share-based
(Amendment) PaymentTransactions?

HKFRS 3 (Revised)

HKFRS 9

HK(FRIC)-Int 14
(Amendment)

Business Combinations'

Financial Instruments®

Prepayments of a Minimum Funding
Requirement®
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Notes to the Financial Statements

ADOPTION OF NEW AND AMENDED HONG
KONG FINANCIAL REPORTING STANDARDS
(“HKFRSs”) (cont’d)

HK(IFRIC)-Int 17 Distributions of Non-cash assets to

Owners'’

HK(IFRIC)-Int 19 Extinguishing Financial Liabilities with

Equity Instruments®

Amendments to HKFRS 5 Non-current
Assets Held For Sale and

Amendments to
HKFRS 5 included
in Improvements to
HKFRSs issued in
October 2008

Discontinued Operations — Plan to
Sell the Controlling Interests in a
subsidiary’

HK Interpretation 4  Leases — Determination of the Length
(Revised in

December 2009)

of Lease Term in respect of Hong
Kong Land Lease?

! Effective for annual periods beginning on or after 1 July 2009

2 Effective for annual periods beginning on or after 1 January
2010

g Effective for annual periods beginning on or after 1 February
2010

4 Effective for annual periods beginning on or after 1 July 2010

g Effective for annual periods beginning on or after 1 January
2011

@ Effective for annual periods beginning on or after 1 January
2013

The application of HKFRS 3 (Revised) may affect the
accounting for business combination for which the
acquisition date is on or after the beginning of the first annual
reporting period beginning on or after 1 July 2009. HKAS 27
(Revised) will affect the accounting treatment for changes in a
parent’s ownership interest in a subsidiary.
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For the year ended 31 December 2009
HE_ZTAFT+-_A=+—HLFE

5. TURNOVER, OTHER REVENUE AND OTHER

NET INCOME/(LOSS)

Turnover
Turnover represents the net
amounts received and
receivable for goods sold
and rendering of services
by the Group

Sale of EP products and
equipment

Revenue from EP
construction engineering
projects

Revenue from EP related
professional services

e
EEBREAAKEHEEM
KRR MESL 2
B U R IR Ko FE WK IR R

RREm&REBZHE

KERFRERTEZWA

KB RFRBEEEERS 2 WA
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ERWE HtugARHEMBY

A/ (iR)
2009 2008
“EBATF —TENF
RMB’000 RMB'000
AR®TT ARETTT
421,521 582,846
179,386 9,356
8,065 1,563
608,972 593,765
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For the year ended 31 December 2009
HE_ZTAF+_A=+—ALFE

5. TURNOVER, OTHER REVENUE AND OTHER 5, BEX# HtuARHEfBK

NET INCOME/(LOSS) (cont’d) A/ (B518) (1)
2009 2008
—EThE —ETNF
RMB’000 RMB’000
AR®TT AREEFTT
Other revenue E A A
Interest income on bank SRITIF R B WA
deposits 4,466 10,413
Total interest income on FiRB=IEE A TETSR
financial assets not at ZEMEELZ
fair value through AESE Nk
profit or loss 4,466 10,413
Bad debts recovery ZERI D 2,229 1,235
Dividend income from AHEESREE ZF WA
available-for-sale
financial asset 5,176 —
Reversal of impairment FEWE 57 IE R B E R Rl
loss on trade receivables 100 54
Sundry income HEIEUIA 57 580
12,028 12,282
Other net income/(loss) HAbFUW A (E1E)
Gain on disposal of HEMBARZ e
subsidiaries 1,120 —
Gain/(loss) on disposal of HEME  BE K&
property, plant and 2z (E518)
equipment 47 (1)
Net exchange gain/(loss) bE Mg (B8 ) F 88 8,460 (29,965)
9,627 (29,966)

Annual Report 2009 ¢ —ZF AL FF



Notes to the Financial Statements

Bt 35 ¥R 3R B R

For the year ended 31 December 2009
HE_ZTAFT+-_A=+—HLFE

6. PROFIT BEFORE TAXATION

Profit before taxation has been arrived at after charging/
(crediting) the following:

a)  Finance costs: a) EBEKA
Interest on bank advances AR—FRNEEEE
wholly repayable within ZIRITERZF B

one year

Total interest expenses on BBIBR IR AT AR

financial liabilities not at Z2MAEZNERRX
fair value through k)
profit or loss

b)  Staff costs (including b) BEIXK(BEEEME)
directors’
remuneration):

— Contributions to defined
contribution retirement
plans

— Equity settled share-
based payment
expenses

— Salaries, wages and
other benefits

—T%  #FeREMER

94
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6.

FRIR AR F

BRBADEF S B (GEA) TH&
17 :

2009 2008
—®BAE | —FI)\F
RMB’000 RMB’000
AE®TE | ARNTE
4,080 3,651
4,080 3,651
1,053 974
5,121 8,720
11,154 33,164
17,328 42,858
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B %5 3R M

6. PROFIT BEFORE TAXATION (cont’d)

Note:

Other items:
Amortisation of prepaid
lease payment
Auditor’s remuneration
— audit service
— other service
Bad debts written off
Cost of inventories (Note)
Depreciation (Note)
(Gain)/loss on disposal of
property, plant and
equipment
Impairment loss on
trade receivables
Net exchange (gain)/loss
Operating lease charges
— properties rental

Q)

HitIFA -
BENHEESRZ EH

Gl A
—Ea T RT%
—H AR

FERA (Hit)

& (Het)

HEWE - BB R
Rz (W), B8

W E 5508 2 R BB 1R
B (Ueak) /iR F AR

KREHEER
g /Eticka

Cost of inventories includes RMB4,066,000 (2008: RMB3,586,000)
relating to staff costs and depreciation, which amount is also
included in the respective total amounts disclosed separately above.

For the year ended 31 December 2009
HE_ZTAF+_A=+—ALFE

6. FRIRAIET ()

2009
—EEBRE
RMB’000
ARBTT

168

857
388

313,105

5,300

(47)

322
(8,460)

1,019

2008
—EENF
RMB’000
AREFIT

169

785

282
9,243
375,328
4,819

257
29,965

806

Biat -

GFERABIEARE 4,066,000 (=ZFF
J\E : AR¥3,586,0007T) AR E A
RITENSE 25BN EDREIAL

ME B IWENESER
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For the year ended 31 December 2009
HE_ZTAFT+-_A=+—HLFE

7. INCOME TAX IN THE CONSOLIDATED 7. RIFEZAKRERZAERN
STATEMENT OF COMPREHENSIVE INCOME
a) Taxation in the consolidated statement of a) REe2ERER MBS

comprehensive income represents:

2009 2008
—EThE —ETNF
RMB’000 RMB’000
AR®TT AREBFIT
Current Tax RNEATHIE
PRC enterprise income tax A BT 22 TS
— current year —RFE 37,385 41,428

96

An uniform enterprise income tax of 25% became
generally applicable to all domestic and foreign
investment enterprises established in the PRC,
subject to certain exceptions or exemptions with
effect from 1 January 2008.

No provision for Hong Kong profits tax has been
made for the years ended 31 December 2008
and 2009 as the Group’s income neither arises
nor is derived from Hong Kong.

On 26 June 2008, the Hong Kong Legislative
Council passed the Revenue Bill 2008 and
reduced corporate profits tax rate from 17.5%
to 16.5% which is effective from the year of
assessment 2008/09. Hong Kong Profits Tax
is calculated at 16.5% (2008: 16.5%) of the
estimated assessable profit for the year.
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For the year ended 31 December 2009
HE_ZTZNF+_A=+—HILFE

INCOME TAX IN THE CONSOLIDATED 7. RESXEKkE8FRZHER
STATEMENT OF COMPREHENSIVE INCOME (#8)

(cont’d)

a) (contd) a (&)

i)

Under the Enterprise Income Tax Law of the PRC
with effect from 1 January 2008 onwards, non-
resident enterprises without an establishment
or place of business in the PRC or which have
an establishment or place of business but the
relevant income is not effectively connected with
the establishment or a place of business in the
PRC will be subject to withholding income tax
at the rate of 10% on various types of passive
income such as dividends derived from sources
in the PRC. On 22 February 2008, the State
Administration of Taxation approved Caishui
(2008) No. 1, pursuant to which dividend
distributions out of retained earnings of foreign
investment enterprises prior to 31 December
2007 will be exempted from withholding income
tax. No deferred tax liabilities in respect of the
withholding income tax on dividends has been
recognised by the Group as the Company
controls the dividends policy of the Group’s PRC
subsidiaries.

i)

RIEEZZEZTNF—A—
B AN 2 B EFTTS
Tk - EREBERARZRSL
W ISP - SERER
I%W S HERE - SSFTA

152 Fri5 B H fE R B3R
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& 78 Bt 2 18 4 B UL A (40
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For the year ended 31 December 2009

HE—TEAF+-A=+—BILFE

7. INCOME TAX IN THE CONSOLIDATED

STATEMENT OF COMPREHENSIVE INCOME

(cont’d)

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

Profit before taxation

Notional tax on profit
before taxation
calculated at rates
applicable to profits
in the jurisdictions
concerned

Tax effect of non-
taxable income

Tax effect of non-
deductible expenses

Tax effect of unused
tax losses not
recognised

Income tax expenses

B At A

BERRNERERAER
ELEF 2 HE
At EBRT AR
ZBEBIA

BARTA
B E
THHBRAZZE

R R AR E) B IR
EBRHBZE

PRSHESZ th

Pan Asia Environmental Protection Group Limited ¢ jZ ZE3R{REE B R A 5

RGES2EBRRRZMER

(%)

b RERAMRFTEZHIAXHE
SR BRI

2009 2008
—EThF ZETNF
RMB’000 RMB’000
AR®TT ARBTT
125,143 117,563
32,878 32,879
(2,100) —
2,284 8,549
4,323 —
37,385 41,428




Notes to the Financial Statements

RETIREMENT BENEFITS COSTS

The Group has arranged its Hong Kong employees to
join the Mandatory Provident Fund Scheme (the “MPF
Scheme”) under the Hong Kong Mandatory Provident Fund
Schemes Ordinance under the jurisdiction of the Hong Kong
Employment Ordinance. The MPF scheme is a defined
contribution retirement plan managed by independent
trustees. Under the MPF Scheme, each of the Group (the
employer) and its employees makes monthly contributions
to the scheme at 5% of the employees’ earnings as defined
under the Mandatory Provident Fund legislation. The
contributions from each of the employer and employees
are subject to a cap of HK$1,000 per month and thereafter
contributions are voluntary. Contributions to the plan vest
immediately.

The employees of the Group’s subsidiaries in the PRC are
members of a state-sponsored retirement plan operated by
the local governments in the PRC and these subsidiaries
make mandatory contributions to the state-sponsored
retirement plan to fund the employees retirement benefits.
The retirement contributions paid by the PRC subsidiaries
are based on certain percentage of the relevant portion of
the payroll of all qualifying employees in accordance with
the relevant regulations in the PRC and are charged to
the consolidated statement of comprehensive income as
incurred. The Group discharges its retirement obligations
upon payment of the retirement contributions to the
state-sponsored retirement plan operated by the local
governments in the PRC.

B %5 3R M

For the year ended 31 December 2009
HE_ZTAF+_A=+—ALFE

RFIEFI R A

REXBBRBHRIIEE 2B BRG]
HEAREFEIGHIRE - AEEE R
BERBREEZ2HABRTIEATERS
(MeEEatEl)) - @RS EHARE
VRFAAETE 2 ERHFURKEE
REEESFE - ARE(ERET)
kEREEASAZEREEFE(E
&R RBIMERTERIEN) 25% R %
AHEERER - BEREBEAKE
ZHHKIA1,0008TTR/ER - ZAIA
FRERSMESR » BRxat 8 2 KBRS 53
B

AEERFEMBAR CRBEHSHE
B E I U E (E 2 RINAEMETE
ZEMBRRAZABRE 2RI
&858 B R FRIA R B B 2 R IK
BAHREES - ZFTEMBARZ
BRARSHADERMESEREEH
MeEB DL - RIREBFE B
ME - WIRRAEE ZSBIFARE
2EHWER - AEEERATEMLT
B E I A BIRE B 2 RIS E
HRZ R SEITERERRKET
HEZEE -
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Notes to the Financial Statements
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For the year ended 31 December 2009
HE_ZTAFT+-_A=+—HLFE

100

RETIREMENT BENEFITS COSTS (cont’d)

A new law of the PRC on employment contracts (the
“Employment Contract Law”) was adopted by the Standing
Committee of the National People’s Congress of the PRC in
2008 and became effective on 1 January 2008. Compliance
with the requirements under the new law, in particular, the
requirement of severance payments and non-fixed term
employment contracts, may increase the staff costs of the
Group.

Pursuant to the new Employment Contract Law, the PRC
subsidiaries are required to enter into non-fixed term
employment contract with employees who have worked for
more than 10 years or with whom a fixed term employment
has been concluded for 2 consecutive terms. The employer
is required to make a severance payment to the employee
when the term of the employment contract expires unless
the employee voluntarily terminates the contract or voluntarily
rejects the offer to renew the contract in which case the
terms are no worse off than the terms of other employment
contracts available to him/her. The severance payment will
be equal to the monthly wages times the number of full
years that the employee has worked for the employer. The
minimum wages requirement has also been imposed. Fines
will be imposed for any breach of the Employment Contract
Law.

The Group has no other material obligation for the payment
of retirement benefits associated with the schemes beyond
the contributions described above.

Pan Asia Environmental Protection Group Limited ¢ jZ ZE3R{REE B R A 5

BRFEFIRR A (1])

REFSEBHERNE(TSBERED R
“EEN\FREEARKRRAGER
ZEERMYE _TEN\F-A—H
FIRERR - BTHNERZBTE - H 5l
EEBEBLFEERREBAR.ZH
FERJRERIE IIANERE 2 B THUA ©

REFEBBDERE  TEMBAREA
HETE10F N L2 LEERIRR]
VEEHRREBAER 2 BB ERE
EHREBER - ZRREELSDHE
FIEAR B EART B = A ME B X (1B A
g RIFMER BB LA R BRE
BEZGATENE RS EME
BaRERZAR - BHEBEZ N
BENZEEBATIERUZESE
SREETENFR - WINEERRKIE
TERE - BEHEAZEMERKE

it 5
EFITN °

REE R LA AN - BERZE
At BIAGEE AN AR B BA ST R KR A
MEBEAELE



Notes to the Financial Statements

B %5 3R M

RETIREMENT BENEFITS COSTS (cont’d)

The contributions paid which have been dealt with in the
consolidated statement of comprehensive income of the
Group for the years ended 31 December 2008 and 2009 are
as follows:

Contributions paid B

DIRECTORS’ REMUNERATIONS

The directors of the Company were members of the
senior management of the Group during the years ended
31 December 2009 and 2008. Directors’ remunerations
disclosed pursuant to section 161 of the Hong Kong
Companies Ordinance is as follows:

Fees ik
Salaries, allowances e RIEREYMA=
and benefits in kind

VARR A7 A 2Ll 2 <P 3R
RIRET B

Share-based payments
Contributions to
retirement scheme

For the year ended 31 December 2009
HE_ZTAF+_A=+—ALFE

BRFEFIRR A (1])

HAREBRHE-_ZTEN\ER T
NE+-_A=+—"BHItFEEZHELEE
R 2 B ATEFRFIBRA T ¢

2009 2008
—EThF ZTTN\F
RMB’000 RMB’000

AR®TT ARETIT

1,053 974

EFNe

REBEE_ZFENFR_FTN\F+=
A=+—HLFE  ARRAEETR
AEBERREREHKE - REFERQ
BlFGIE 161 R EZESEMEW

2009 2008
—EBThF —EE)N\F
RMB’000 RMB’000

AR®TT ARBTT

746 835
398 927
1,670 2,842
21 11
2,835 4,615
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For the year ended 31 December 2009
HE_ZTAFT+-_A=+—HLFE

9.

DIRECTORS’ REMUNERATIONS (cont’d)

Name of director

j £33

Executive directors
Mr. Fan Yajun
Mr. Fang Guohong (note a)
Mr. Gan Yi
Mr. Jiang Lei
Mr. Jiang Quanlong

Independent non-executive
directors
Mr. Lai Wing Lee
Mr. Leung Shu Sun, Sunny
Professor Wang Guozhen

wiTEs
ERERE
HERESE (Wita)
2 Vi3
sy i
ERmit

BUIFRTES
BARIEE

REHAL
TEHR

9. EFM& (&)

Year ended 31 December 2009
BE-EBEAF+_P=+-HLEE

Salaries,
allowances
and benefits Contributions
inkind to retirement
Fa- scheme Share-based
Fees RER W3t Sub-total  payments Total
g ENilR i et B ]
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
AE®TR ARBTT AEWTRT ARRTT AE®TRT ARKTR
106 103 7 216 720 936
26 85 - 111 - 111
106 88 7 201 288 489
106 - - 106 115 221
106 122 7 235 115 350
53 - - 53 144 197
190 - - 190 144 334
53 - - 53 144 197
746 398 21 1,165 1,670 2,835

Pan Asia Environmental Protection Group Limited ¢ jZ ZE3R{REE B R A 5
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For the year ended 31 December 2009
HE_ZTAF+_A=+—ALFE

9. DIRECTORS’ REMUNERATIONS (cont’d) 9. EFEM&(HW)

Year ended 31 December 2008
BE-ZTZ)\E+-A=t+-ALEE
Salaries,
allowances
and benefits ~ Contributions
inkind  to retirement

2R scheme Share-based
Name of director Fees BT ARG Sub-total payments Total
i ik Bl 2l g S 83

RMBOO0 ~ RMBOO0  RMBOOO  RMBO0O  RMBOO0  RMBIOO0
AERTE  ARBTT ARBTLE ARETR ARMTR ARETR

Executive directors BIEE
Mr. Fan Yajun BmERE 107 102 4 213 1,205 1,438
Mr. Fang Guohong (note &) HELSA (fita) 107 682 4 793 = 793
Mr. Gan Yi HREE 107 25 = 132 490 622
Mr. Jiang Lei ERik 107 = = 107 196 303
Mr. Jiang Quaniong Pt ki 107 118 3 228 196 424

Independent non-executive ~ HUFHTES

directors
Mr. Lai Wing Lee R EE 54 = = 54 245 299
Mr. Leung Shu Sun, Sunny DR RE 192 = = 192 245 437
Professor Wang Guozhen TEDHE 54 = = 54 245 299
835 927 11 1,773 2,842 4,615
Note: KiaE -
a)  Mr. Fang Guohong resigned on 25 March 2009. a FEREER-_ZTZTANF=H
—t+HBBE -
As at 31 December 2009 and 2008, the directors held RZBEZENFR_ZEENF+ A
share options under the Company’s share option scheme. =+—H EEREARRGERERT
The details of the share options are disclosed under the Z|FE B - ARABREFBERN
paragraph “Share Option Scheme” in the report of directors FEemE [BRETS ] — 8 ETHK
and note 30 to the financial statements. During the years HEMTI0 - REE-_ZEZTHER-
ended 31 December 2009 and 2008, no director of the EENF+_A=+—HBIEFE &
Company waived any remuneration and no remuneration was ARAEEEHEEMAME RAEE
paid or payable by the Group as an inducement to join or I 48 2 5 S PE A R AT BN 2 1E R (R 1R
upon joining the Group or as compensation for loss of office. IAS A I AR &£ B I 2 325 sk R
ZHE(E °
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For the year ended 31 December 2009
HE_ZTAFT+-_A=+—HLFE

10.

INDIVIDUALS WITH HIGHEST
REMUNERATIONS

The five highest paid individuals for the year included two
directors (2008: one), details of whose remunerations are set
out in note 9 to the financial statements. The remunerations
of the remaining three (2008: four) individuals are as follows:

Salaries and allowances e RoEEL

Contributions to retirement RINETEIHER
scheme

Share-based payments AN

During the year, no remuneration was paid to the five highest
paid individuals (including directors and other employees)
as inducement to join or upon joining the Group or as
compensation for loss of office (2008: Nil).

Pan Asia Environmental Protection Group Limited ¢ jZ ZE3R{REE B R A 5

10.

EsMe AL

FR - ANGESMEATBEMRUE
E(ZFTNF: 1) EMEHE
HOPMBERRMEI - BT =L AL
(ZZENF : Of7) 2MEmT :

2009 2008
“BThF —TENF
RMB’000 RMB’000

AR®TR AREET T

1,068 4,571

24 30
1,163 980
2,245 5,581

FR-BEAAURSHEAL(E
RESLHEMERS) XN EAMEE
BREREMATRIMARE B 2 B8
BB CRE(CTENF  F) -



10.

11.

INDIVIDUALS WITH HIGHEST 10.

Notes to the Financial Statements

B %5 3R M

REMUNERATIONS (cont’d)

The remunerations of the remaining three individuals other

than the director fall within the following bands:

Bands:

Nil to RMB881,230
(HK$1,000,000 equivalent)

RMB881,231
(HK$1,000,001 equivalent) to
RMB1,321,850
(HK$1,500,000 equivalent)

RMB1,762,460
(HK$2,000,001 equivalent)
to RMB2,203,080
(HK$2,500,000 equivalent)

PROFIT/(LOSS) ATTRIBUTABLE TO OWNERS 11.

OF THE COMPANY

#HR
=& AR# 881,230
(A&7 1,000,000787T)
AR # 881,231 7T
(&5 1,000,001 BL) =
AER#1,321,850 7T
(%7 1,500,000 7% 7T.)
AR#1,762,460 7T
(A&7 2,000,001 BT) &=
AR # 2,203,080 7T
(FB&E 7 2,500,000 7T )

The consolidated profit attributable to owners of the
Company includes a profit of approximately RMB43,223,000
(2008: a loss of approximately RMB3,625,000) which has
been dealt with in the financial statements of the Company.

For the year ended 31 December 2009
HE_ZTAF+_A=+—ALFE

EmMe AL (8|)

ZERT=MAL(EFRIN 2BiE

R -
2009 2008
“EPAF | —ETBN\F
RMB’000 RMB’000
AR®TT ARET T
2 1
- 1
1 2
3 4

FOFHMAAEMERT (6

)

KAREE ANEGERE & F B 18R T
#I N 43,223,000 (ZEE )N\
BB AR 3,625,0007T) © BEAN

NA)Z IR T BRIE o
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For the year ended 31 December 2009
HE_ZTAFT+-_A=+—HLFE

RS FARBER A ZAF

12. DIVIDENDS 12. &R
a) Dividends payable to owners of the Company a)
attributable to the year ERE
2009
ZEENEF
RMB’000
AR®TRT
Final dividend proposed ~ #R ¥R HHAR K~
after the reporting date L AREARR B8 A% 4 AL
of HK4 cents (equivalent ~ (FEE R AR 3.53%)
to RMB3.53 cents) per ZET)N\F
share (2008: No final WéEEZIRANARERE)
dividend was proposed) 28,213

The final dividend proposed after the reporting date has

not been recognised as a liability at the reporting date.

b) Dividends payable to owners of the Company b)
attributable to the previous financial year,
approved and paid during the year

Final dividend in respect
of the previous financial
year, approved and paid
during the year, of Nil
cents per share
(2008: HK5 cents
(equivalent to
RMB4.68 cents)
per share)

106

RANEE L RS

FEB RS 2 R HA

RS - FREAEL
—TTN\F

BFR% 5

(HENARK4.685))

Pan Asia Environmental Protection Group Limited ¢ jZ ZE3R{REE B R A 5

2008
T N\F
RMB’000
AREEFTT

BEAREBIARAKE - A
ARUHEBHERREE -

Bk FARBEBAZ LE
MBEERE  YAXEER

BER N

2009
—EETNE

RMB’000
ARBTT

2008
—EEN\F
RMB’000
ARET T

37,436
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B %5 3R M

13. EARNINGS PER SHARE

a)

b)

Basic earnings per share

The calculation of basic earnings per share is based
on the profit attributable to owners of the Company of
approximately RMB88,070,000 (2008: approximately
RMB77,766,000) and the weighted average number
of 800,000,000 shares (2008: 800,000,000 shares) in
issue during the year.

Weighted average number of ordinary shares

Issued ordinary shares R—A—BZBEETLER

at 1 January

Weighted average number RA+—A=+—H~
of ordinary shares LA N8

at 31 December

Diluted earnings per share

Diluted earnings per share equal to basic earnings
per share for the years ended 31 December 2009
and 2008 as the exercise price of the Company’s
outstanding share options were higher than the
average market price of the Company’s shares for the
relevant period and therefore it is anticipated that no
share option to subscribe for the Company’s shares will
be exercised.

For the year ended 31 December 2009
HE_ZTAF+_A=+—ALFE

13. HERF

a)

b)

BREXEF

BREARBFTHIERAR A
TEAHABMBNH AR
88,070,000 7C (ZZEZN\F : 4
AR 77,766,0007T) REANET
%£17800,000,000 % ( =TT )\
4 : 800,000,000 %) B 19 2 HntE

LA o INEF 92
2009 2008
—BBAE | —TTN\F
Number of Number of
shares shares
Eine B AR EE
’000 ‘000
TFh% T
800,000 800,000
800,000 800,000

BREEER

HRARBBE_ZTTNEFR
—EENF+ZA=+—HL
FEORITEBRE ZTEE
REBHEAR RN HNFH
mELR AmMBEEITET
FERRERBARA RN - &
FRESRNBERERER
&R o
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For the year ended 31 December 2009
HE_ZTAFT+-_A=+—HLFE

14. PREPAID LEASE PAYMENT

Net book value at FHAREFE
beginning of year

Addition during the year FRRE

Disposal of subsidiaries (Note 31) HEMIERA R (#/:£31)

Amortisation i

Net book value at end of year FAREEFE

Analysed by: DT -
Non-current portion FEBNEAERD
Current portion AR

The prepaid lease payment represents prepayment of lease
premium for land situated in the PRC under medium lease
term. The amortisation charge for the year is included in
“General and administrative expenses” in the consolidated
statement of comprehensive income.

Pan Asia Environmental Protection Group Limited ¢ jZ ZE3R{REE B R A 5]

14. RFEERE

The Group
TEE

2009 2008
ZEThE ZEENF
RMB’000 RMB’000
AR®TRT ARKETTT

7,082 7,251
20,800 —
(20,800) —
(168) (169)

6,914 7,082
6,745 6,913

169 169

6,914 7,082

BN EFRERET B E GRS
2R P Ez BN T HEE - AF
EHHEERAFARGEZEARERZ
[—M& R ATERFASZ] A o



The Group

Cost
Asat 1/1/2008
Additions
Disposal
Cost variation

As at 31/12/2008
and 1/1/2009
Additions
Disposal
Disposal of subsidiaries

As at 31/12/2009

Accumulated depreciation
Asat 1/1/2008
Charge for the year
Written back during the year
Cost variation
Exchange adjustment

As at 31/12/2008

and 1/1/2009
Charge for the year
Disposal
Disposal of subsidiaries

As at 31/12/2009

Carrying amount
As at 31/12/2009

Asat 31/12/2008

B
H-BBNVE-A-A
G
e
Gy

g S
R-22hE-A-E
7

e

HENEAT

RZZENET-A=1-H

B
H-FENE-A-A
R
EHRE
BARH
B

\ 77)\¢+ HE-I_ H
FENF-A-H

$¢Eii

&

HENEAT

\ 7 7j1’$+ H -I_ H

EaE
RZEENET_A=1-H

RZEF\E+-A=1-H

Notes to the Financial Statements
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For the year ended 31 December 2009

15. PROPERTY, PLANT AND EQUIPMENT

BE_T

15. W% - BEERERE

TNFE+_A=1+—HLEFE

REE
Furniture,
Buildings fixtures
held for and Plantand  Leasehold

ownuse equipment machineries improvements Motor
BtEER f&E 1] 8 vehicles Total
<BF RERRMG REE  BREE RE #a
RMB’000 RMB’000 RMB’000 RMB'000 RMB'000 RMB'000
ABRTE AERTR ABRRTRE AEWTR ARRTRT AEETR
52,349 1,518 15,547 1,880 6,338 77,682
235 343 3,192 26 437 4233
- (40) - - - (40)
- - - i601) - (601)
52,584 1,821 18,739 1,305 6,775 81,224
- 358 - - 122 475
- - - - (132) (132)
- (20) - - - (20)
52,584 2,154 18,739 1,306 6,765 81,547
12,372 1,042 6,558 381 3,399 28,702
2,383 214 1,319 248 655 4819
- 87 - - - 87)
- - - (106) - (106)
- (1) - = - (1)
14,755 1,218 7877 473 4,064 28,377
2,392 277 1,622 251 758 5,300
= = = = (77) (77)
= @ = = = )
17,147 1,491 9,499 724 4,785 33,596
35,437 663 9,240 581 2,030 47,951
37,829 603 10,862 832 2,721 52,847
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For the year ended 31 December 2009
HE_ZTAFT+-_A=+—HLFE

15. PROPERTY, PLANT AND EQUIPMENT

(Continued)

The Company

Cost
As at 1/1/2008
Additions

As at 31/12/2008,
1/1/2009
and 31/12/2009

Accumulated depreciation
As at 1/1/2008
Charge for the year
Exchange adjustment

As at 31/12/2008
and 1/1/2009
Charge for the year

As at 31/12/2009

Carrying amount
As at 31/12/2009

As at 31/12/2008

110

5% 3
R_EZENFE—HA—H
NE

R-EENFE+-_A=1+—H -

—ETNF-A—HRK
—ETHhFE+-HA=+—H

R E
R=FEN\F—A—H
AEERAR
P 5% 8%

RZEENF+_A=+—H
r=ZZETNF—HA—H

REERE

R-ZZNAE+-_A=+—H

IRE{E
RZEENF+_A=+—H

R=BB \FT-A=1—A

Pan Asia Environmental Protection Group Limited ¢ jZ ZE3R{REE B R A 5]

ESANS

Furniture,
fixtures and

. W% - BERERM ()

equipment

-2 /A0 Total
KREREHE Eo5 0]
RMB’000 RMB’000
AR®TT AR®TRT
183 183

183 183

81 81
(1) (1)

80 80

91 91

171 171

12 12

103 103
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16.

Notes to the Financial Statements

B %5 3R M R

PROPERTY, PLANT AND EQUIPMENT
(Continued)

a)  All the buildings are situated on land are held under
medium-term lease in the PRC.

b) Addition of plant and machineries during the
year ended 31 December 2008 amounting to
RMB3,192,200 was contributed from the minority
shareholder of a newly incorporated subsidiary as their
capital contribution in the subsidiary.

AVAILABLE-FOR-SALE FINANCIAL ASSET

Unlisted equity securities BN AGTE 2
in the PRC, at cost R BIIE E TR AEH
Balance at beginning of year FNEEER
Addition (Note 40) NE (K15t 40)
Balance at end of year FREH

The carrying amount of the above equity securities, which
is not held for short-term trading purpose, represents the
Group’s 5% equity interest in a private entity incorporated in
the PRC. The unlisted equity securities were carried at cost
less accumulated impairment losses as they do not have a
quoted price in an active market and whose fair value cannot
be reliably measured.

15.

16.

For the year ended 31 December 2009
HE_ZTAF+_A=+—ALFE

MR - BERxME(\)

a) FMABTFHORTELRESH

HERRFE

by BHEZZTEZENF+ZA=1+—
HIEFEA  REME R
A R #3,192,200 7T M #1 == fit
Rz MBAR 2 P HERRE
Bt ERERMIB AR ZEE -

RS SRRE
The Group
TEE

2009 2008

ZEThE ZEENF
RMB’000 RMB’000
AR®TRT AREETTT

1,950 1,950

4,900 —

6,850 1,950

b AR (LI REREE M
B ) EREE ST B M AL Z A
ANEBZ5%HE - IF ETBRANES
AR R BT IS FTRER AR
BETRER SEHETE - A BREIRK
AR RETRER R ©
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For the year ended 31 December 2009
HE_ZTAFT+-_A=+—HLFE

17.

INVESTMENT IN SUBSIDIARIES

B ANETE 2 3F ER D

Unlisted shares, at cost

Amounts due from FEH BB A BI5RIB (K1aE 19)
subsidiaries (Note 19)

The amounts due from subsidiaries are unsecured, interest
free and repayable on demand.

Pan Asia Environmental Protection Group Limited ¢ jZ ZE3R{REE B R A 5]

17. RBATZRE

The Company
b /N

2009 2008
ZEENEF T N\F
RMB’000 RMB’000
AR®TRT ARKETTT
381,537 381,537
412,916 351,279

FEUHT B R RIRAREER 2B R

IRIRE KBNS RN
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Notes to the Financial Statements

17. INVESTMENT IN SUBSIDIARIES (Continued)

Details of the subsidiaries are as follows:

B %5 3R M R

For the year ended 31 December 2009
HE_ZTAF+_A=+—ALFE

17. RIBATZRE ()
AR T

Proportion of ownership interest

Place of Issued and fully
incorporation paid share capital/
and type of registered capital
legal entity ERTR
Name of subsidiary EMmBIR BERE/
i) NGE ERERNEE 3012
Pan Asia Environmental British Virgin US$100
Protection Technologies  Islands, limited 100%7T
Limited liability company
EBRAHS
AR
Dragon Commend British Virgin US$1
Limited Islands, limited E
liability company
EBRAHS
LE[CON
Wuxi Pan-Asia The PRC, wholly- US$13,280,000
Environmental foreign-owned 13,280,000%7T
Protection Technologies  enterprise

Limited (“Wuxi Pan Asia”) HE » 4M
EHTTDRRER BELE

BBAFE

([EHZE])

FEEERLLA
Group’s Principal activities
effective Heldbythe Heldbya and place
interest Company subsidiary  of operations
F5EE ::F HiE EERBR
EREE OFRE LFRT  EERR
100% 100% —  Investment holding,
in Hong Kong
REBR - &E
100% 100% —  Not yet commence
business,
in Hong Kong
ELR BE
100% — 100%  Manufacture and sale of
EP products and
equipment and
undertaking of EP
construction

Annual Report 2009 ¢« —ZZF AL FF
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For the year ended 31 December 2009
HE_ZTAFT+-_A=+—HLFE

17. INVESTMENT IN SUBSIDIARIES (Continued)

Name of subsidiary

WELFER

Pan Asia Environmental
Protection (China)
Company Limited

Wuxi Zhong Dian Kong
Leng Technology
Limited

BHTRE R
BRAR([EHTE])

ATERLBARRAT
(TELE])

Shanghai Environmental
Engineering Design &

Research Institute Limited

EERATIERHTAR
HRAT

Pan Asia Environmental Protection Group Limited ¢ jZ ZE3R{REE B R A 5]

Place of
incorporation
and type of
legal entity
EMBIR
ERRENEE

The PRC, wholly-
foreign-owned
enterprise

thE - HNE
BERE

The PRC,
domestic-invested
limited liability
company

hE - BARE
BRAR

The PRC,
domestic-invested
limited liability
company

HE - ERRE
BRAR

The PRC,
joint stock limited
company

e R
BRAR

Issued and fully
paid share capital/
registered capital
BRTR
MERE
EmEF

HK$100,000,000
100,000,000787C

RMB5,000,000
ARHE
5,000,0007C

RMB10,000,000
PN
10,000,0007C

RMB10,750,000
AEH
10,750,007

17. RBATZRE (&)

Proportion of ownership interest

FARERLA
Group’s
effective Held bythe Heldbya
interest Company subsidiary
&0 ::F 3 mE
EREE OFRE LFRF
100% - 100%
100% - 100%
100% - 100%
70.05% - 70.05%

Principal activities
and place

of operations
TEXBR

bid it

Manufacture and sale of
EP products and
equipment and
undertaking of EP
construction
engineering projects,
in the PRC

RREmREREL
BUE R HE BoRdE
RRERIR
R hE

Investment holding,
inthe PRC
REZR - HE

Undertaking of EP
construction
engineering projects,
inthe PRC

RERRER
TiER 18

Provision of professional
services, in the PRC
RtEX
fRi - E
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For the year ended 31 December 2009
HE_ZTAF+_A=+—ALFE

17. INVESTMENT IN SUBSIDIARIES (Continued) 17. RBATZRE ()

Proportion of ownership interest

FiARERLLA
Place of Issued and fully
incorporation paid share capital/ Group’s Principal activities
and type of registered capital  effective Heldbythe Heldbya and place
legal entity EBTR interest Company subsidiary  of operations
Name of subsidiary MR BERE/ &0 ::F 3 mE EEXBR
HELERE ERRENEE Efkd RRER LFKF L8KF EERR
Rz KER The PRC, RMB2,000,000  70.05% = 100%  Manufacture and sale of
BRAT domestic-invested AR 2,000,000 7 EP products and
limited liability equipment and
company undertaking of EP
HE - BRRE construction
BRRA engineering projects,
in the PRC
RRERRE
LREREER
EERRER
TiRIER  #E
FEZDRAERLE  The PRC, RMB10,000,000 49.04% = 70%  Manufacture and sale of
BRAR("EEZE")  jontstocklimited  AK10,000,0007 EP products and
company equipment and
HE - R undertaking of EP
BRAR construction engineering

Annual Report 2009 ¢« —ZZF AL FF

projects and provision of

professional services,

inthe PRC
RREMRE

L BUERHE Rtk

RREZIEEE R

RUEFRY - &
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For the year ended 31 December 2009
HE_ZTAFT+-_A=+—HLFE

18. INVENTORIES

Raw materials B R
Work-in-progress EEE
Finished goods IR i

The amount of inventories recognised as an expense is as
follows:

Carrying amount EEFEZEREE
of inventories sold

Pan Asia Environmental Protection Group Limited ¢ jZ ZE3R{REE B R A 5]

18. &
The Group
*5RE
2009 2008
—ETNF ZEENF
RMB’000 RMB’000
AR®TRT ARKETTT
7 75
— 7
32,948 40,611
32,955 40,693
WHERRFAX 2 FESBEMNT:
The Group
-3 L]
2009 2008
—EThE ZZEENF
RMB’000 RMB’000
AR®TRT AREETTT
313,105 375,328




Trade receivables
Less: Allowance for
doubtful debts

Other receivables
Less: Allowance for
doubtful debts

Amount due from
a related company (Note 20)
Amounts due from subsidiaries
(Note 17)

Loans and receivables

Prepayments and deposits

Amounts due from customers
for contract work (Note 26)

The amount of the Group’s prepayments and deposits
expected to be recovered or recognised as expense after
more than one year is RMB360,000 (2008: RMB237,000). Al
of the other trade and other receivables (including amounts
due from related companies) apart from those mentioned
in note 26, are expected to be recovered or recognised as

expense within one year.

=

Notes to the Financial Statements
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19. TRADE AND OTHER RECEIVABLES

FE W E 5508
W R

H b FEURIR
B RERBEHE

FEU —FEREE N ]
FKIA (Mt 20)
FEUSE B A R IE

(K1at17)

BERREWKIE
BRNRERES
EWEFEX
TEFRIA
(Ktz26)

For the year ended 31 December 2009
HE_ZTAF+_A=+—ALFE

19. BERARHAMREA

The Group The Company
*EME b /NG

2009 2008 2009 2008
ZEThAE | —TE)\F | ZBBhAE | T2 )\F
RMB’000 RMB’000 RMB’000 RMB’000
ARBTE | ARKTT | ARBFRT | ARKTT
177,685 233,018 - =
(1,062) (840) - —
176,623 232,178 - —
51,022 36,354 - 711
(147) (147) - —
50,875 36,207 - 711
2,028 2,033 2,028 2,033
- — 412,916 351,279
229,526 270,418 414,944 354,023
127,361 21,514 11,986 242
184,105 11,213 - —
540,992 303,145 426,930 354,265

REEFHBN —FR KO ERE
X zBNFERESSIBAR
¥ 360,000 L(ZTETNF: AR¥E
237,0007T) ° BRMIFE26 AT ESN - P
BEME B REMEWRFHIE(R
FEEWKEEAR Z5KE) + THEBR
—FRIREISERBRAE

117
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For the year ended 31 December 2009
HE_ZTAFT+-_A=+—HLFE

19. TRADE AND OTHER RECEIVABLES
(Continued)

a) Aging analysis of trade receivables net of allowance for
doubtful debts as of the end of the reporting period is
as follows:

Current BNHER

Less than 1 month

past due #HA DA 1 8 B
1 to 3 months past due #HEI1 =318 A
More than 3 months but #1883 {E A LA £ &

less than 12 months 12{E LA
past due
Amounts past due B HE

Trade receivables are due within 60 days from the date
of billing.

The Group normally grants credit terms from 1 to 2
months to its customers. Trade receivables include the
balances such as the quality retention monies (typically
5% to 20% of the total contract sum) that are retained
by the customers until the fulflment of the warranty
period of generally 1 to 2 years and receivable pursuant
to the payment terms of the respective contracts.

1 1 8 Pan Asia Environmental Protection Group Limited ¢ jZ ZE3R{REE B R A 5

19. BEWR AR H eI\ ()

a)

FEWE 5 R BINB RER B R
RIREBRZRESHTIT

2009 2008
—EThF ZETNF
RMB’000 RMB’000
AR®TT ARBTT
86,972 132,422
25,488 17,137
34,190 26,587
29,973 56,032

89,651 99,756
176,623 232,178

EWRESFEELARER B
60 RAEIH -

AEEBEEERNEFET1E2
BRAZEER - BWE S HIE
BREBHESE  WRESESE
A2 AT EWER - BEP
RBEEZBERIZ2FZHER
HETAILEZEERES (—K
BEHBESEEZ 5% E20%) °
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19. TRADE AND OTHER RECEIVABLES
(Continued)

b)

Impairment of trade receivables

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

The movement in the allowance for doubtful debts
during the year, including both specific and collective
loss components, is as follows:

At 1 January Kn—H—H

Impairment loss BRI ERE
recognised

Reversal of impairment VERIENSEi=tEE
loss

At 31 December W+=A=+—8

There were no movements in the allowance account for
other receivables.

As at 31 December 2009, trade receivables of
approximately RMB1,062,000 (2008: RMB840,000)
were individually determined to be impaired and full
provision had been made. These individually impaired
receivables were overdue for over 90 days as at the
end of reporting period or were due from companies
with financial difficulties. The Group does not hold any
collateral over these balances.

B %5 3R M

For the year ended 31 December 2009

BE_PEAFT-A=—HILEE

19. BEWR AR H eI\ (3])

b)

FEW & 5 FR 2 BIE

FEW B 5 F A 2 mERBTIRN
BmERTER  RIEAEEM
FHREZEEZAEERE
AZREEREERRNERE
AT MEE (RHEE2()

FRRERELD (RERTR
BRBABH) T -

H fth & MR IR 2 B BRI A
@Jo
RZZEZNGFTZA=+—
H BRESRBHARK
1,062,000 C(ZBENF: AR
s 840,000 7T ) E & B & & AR
B WIEH2EEE - %5
R B 2 FE WK TE A 3R 45 B R
BEIBBO0 A - A AMEK
Rz RRIRA - AEBEZ
FAERRI BFE (R RY)

Annual Report 2009 ¢ —ZF AL FF

2009 2008
“BThF —TENF
RMB’000 RMB’000
AER®TT ARBETTT
840 637

322 257

(100) (54)

1,062 840
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For the year ended 31 December 2009
HE_ZTAFT+-_A=+—HLFE

19. TRADE AND OTHER RECEIVABLES
(Continued)

b) Impairment of trade receivables (Continued)
The factors which the Group considered in determining
whether these trade receivables were individually
impaired included the following:

° significant financial difficulty of the debtor;

o receivables that have been overdue beyond their
credit period;

o the granting to the debtor, for economic or legal
reasons relating to the debtor’s financial difficulty,
a concession that the Group would not otherwise
consider;

o it becoming probable that the debtor will enter
into bankruptcy or other financial reorganisation;

o observable data indicating that there is a
measurable decrease in the estimated future
cash flows from the debtor since their initial
recognition, although the decrease cannot yet be
identified including:

— adverse changes in the payment status of
the debtor in the Group;

— economic conditions that correlate with
defaults on the debtor.

120 Pan Asia Environmental Protection Group Limited ¢ jZ ZE3R{REE B R A 5

b)

19. BEWR AR H eI\ ()

FEWR B 5 FOR 2 BE ()
AEEREEZEREE SR
HEGEMENRERAERZ
HEWT

o  RUFHEBABEAM
TR £

s BUFHEEBHEXRBLEE
5

o  AKEENEEHAZH
BN EEA B 2 QB SOAE
B AT REGRE
A—BAREEEEMIENR
THrEERZES

o [EMAFREREIETH
AR5 EMA

o  HEBRZERBEREYGK
HEBERERARR  H
AEt RRREREHE A
ATEZRE  BE R R
Bl ARAE - 21

- AEEBBAZM
FIR R R
& ;

- HEBABBRZIK
AR, ©
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For the year ended 31 December 2009
HE_ZTAF+_A=+—ALFE

19. TRADE AND OTHER RECEIVABLES 19. B 5K R RN (§)

(Continued)

c)

Trade receivable that are not impaired

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

c)

RmEZEWE ZRE

BE R A Bl IR oK 2L R #5248 2R E
Z W E 5518 2 Rk D T a8
T

2009 2008
—EThE T N\F
RMB’000 RMB’000
AR®TRT ARKETTT
Neither past due BEAR @ HA TR AR (B
nor impaired 83,729 132,422
Less than 1 month el (DS
past due 25,488 17,137
1 to 3 months past due #HEI1 = 31@A 34,110 26,286
More than 3 months but ~ #E1 8RB 3 & A 18
less than 12 months D12 A
past due 29,973 55,707
89,571 99,130
173,300 231,552

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 have a
good track record with the Group. Based on past
experience, management believes that no impairment
allowance is necessary in respect of these balances as
there has not been a significant change in credit quality
and the balances are still considered fully recoverable.
The Group does not hold any collateral over these
balances.

BEAR 8B 7R R OBL (B 2 e M kIR
%2 BB RERTEZ
EFEAR -

BA B RIRE < U IR B
ZRBEERAKRERRTER
R ZBIEF AR - ERNB
AR ANEEERYTES
RE(CBZFHRBIDERRA
2@ WEREREHRA
HREMBBELRERE &
SEYEFAREHREEM
@ e
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For the year ended 31 December 2009
HE_ZTAFT+-_A=+—HLFE

20. AMOUNT DUE FROM A RELATED COMPANY 20. BEl—MRELFRIEA
The Group and the Company REE RN T

Maximum amount outstanding

FRERREW

Year ended 31 December

BET-A=+-HLEE

2009 2008 2009 2008
ZETNE —TT)\F ZETNE —ZTN\F
Name of company Connected party RMB’000 RMB’000 RMB’000 RMB’000
NGEA WES ARBTT AREFT ARBTT ARETT
YY Holdings A company in which AREES
Limited Mr. Jiang Quanlong, BRERE
a director of the RETHES
Company, has a EnEn
beneficial interest AN 2,028 2,033 2,033 2,158
The amount due from a related company is of a non-trade JEW —EEERRRIEBIER FIE
nature and is unsecured, interest-free and repayable on g BAEER . 2B RAKREXA
demand. BF8 K o
21. CASH AND BANK BALANCES 21. R kBITHEER
A majority of the cash and bank balances for the years ended REE-ZEZNFR-_ZFZNF+=
31 December 2009 and 2008 was denominated in RMB A=1+—HIEFE  KRFHRE&RXIR
which is not a freely convertible currency in the international THRBUARE (REBREEmE L
money market. The exchange rate of RMB is determined TeEBRABRZEE)FE AR
by the Government of the PRC and the remittance of these EXRRPBEBNEE  EFEED
funds out of the PRC is subject to exchange restrictions B L - JAZ R BB FTHEIN < SN E
imposed by the Government of the PRC. B IR o

122 Pan Asia Environmental Protection Group Limited ¢ jZ ZE3R{REE B R A 5
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22. TRADE AND OTHER PAYABLES

For the year ended 31 December 2009
HE_ZTAF+_A=+—ALFE

22. EftRHRAEMBRIR

2009 2008

—ESNFE —TTN\E

RMB’000 RMB’000

AR®TT AREETTT

Trade payables FEE S IR 77,198 87,081

Accruals and other payables FERTE A R E A e 5RIE 51,213 49,977
Amounts due to minority FES D EAR R FRIA

shareholders (Note 23) (K7 23) 11,334 2,763

Amount due to a director JENEEFRIA

(Note 24) (Kt 24) 1,223 976
Financial liabilities measured LA SR NG T =AY

at amortised cost SRBE 140,968 140,797

AEE-REEHERETIOKRLZ
FEH - B E SRR Z IRk 2140

The Group normally receives credit terms of 30 days from its
suppliers. The aging analysis of trade payables is as follows:

T
2009 2008
—EETNE —EBE)N\F
RMB’000 RMB’000
AR®TT AREFIT
0 to 30 days 0£30H 59,054 52,133
31 to 60 days 31 £ 60H 1,300 407
61 to 90 days 61290 H 30 453
91 to 180 days 912180 H 578 139
181 to 365 days 181 £ 365 H 4,592 2,870
Over 365 days 365 B E 11,644 31,079
77,198 87,081
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For the year ended 31 December 2009
HE_ZTAFT+-_A=+—HLFE

23. AMOUNTS DUE TO MINORITY

SHAREHOLDERS

B RRREFZERERAA
(Shanghai Pan-Asia
Environmental Protection

Industrial Development Limited)
FETEKERRARAA

Total (Note 22)

The amounts due to minority shareholders are of a non-trade
nature and are unsecured, interest-free and repayable on

demand.

Bat(HfiE22)

24. AMOUNT DUE TO A DIRECTOR

Jiang Quanlong

The amount is unsecured, interest-free and repayable on

demand.

Pan Asia Environmental Protection Group Limited ¢ jZ ZE3R{REE B R A 5

FRBESE

23. B DBHBRRRIA

The Group
&M

2009 2008
ZEENE —EENEFE
RMB’000 RMB’000
AER®TT ARBFT
10,401 1,263
933 1,500
11,334 2,763

BN DBRRFEBIEZSEE - B
SEEM  RERARERNEE

e
A

24. Bft—HEFERR

o

The Group
FEMH

2009 2008

—EThE —ETENEF

RMB’000 RMB’000

AR®TT ARETTT

1,223 976

ZHIRTEER - 58 RARE KA
FRRE R o
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26.

Notes to the Financial Statements

B %5 3R M

SHORT TERM BANK LOAN 25.

At 31 December 2009, the bank loan of the Group is
secured, carrying interest at the fixed rate of 2.17% per
annum and is repayable within 1 year. The bank loan of the
Group is secured by bank deposits of the Group amounting
to RMB16,480,000.

At 31 December 2008, the bank loans of the Group were
secured, carrying interest at variable rates between 5.58%-
7.47% per annum and were repayable within 1 year. The
bank loans of the Group were secured by bank deposits of
the Group amounting to approximately RMB89,804,000.
During the year 2009, the bank loans were fully repaid.

AMOUNTS DUE FROM CUSTOMERS FOR 26.

CONTRACT WORK

Contract work-in-progress at the end of reporting period:

SETEEZ BRI
EHERREM IR E AR

Contract costs incurred to date
Recognised profits less
recognised losses

Less: Progress billings W EE IR

FERE P& #HTIERIA

Amounts due from customers
for contract work

For the year ended 31 December 2009
HE_ZTAF+_A=+—ALFE

AR ITHRR

R-ZEEZNEF+-_A=+—H A&
EsRITERREEREN - REE
FHME217% 5 ERAR —FAE
B o ANEBZIRITERAERITER
AER# 16,480,000 Tt A

R_ZEZEN\E+_A=+—8  &&
B2RITERABEAER  BFEZ
BFIE558% E7.47%HERAT—
FAREE - AEBZRITEFBAELE
B 2 SRITTF A A R ¥ 89,804,000 7T
BRI - RZTTNEFEN - ZFRTT
BEROEEEE -

BlERSHIERER

RIBEMRAT 2 ERMEL

2009 2008
—BAE | —TI)F
RMB’000 RMB’000
ARMTRE | ARETE
162,789 9,998
70,817 1,220
233,606 11,213
(49,501) =
184,105 11,213
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For the year ended 31 December 2009
HE_ZTAFT+-_A=+—HLFE

26. AMOUNTS DUE FROM CUSTOMERS FOR
CONTRACT WORK (Continued)

In respect of construction contracts in progress at the end
of reporting period, the amount of retentions receivable
from customers, recorded within trade receivables
at 31 December 2009, is RMB41,654,000 (2008:
RMB49,281,000). The amount of those retentions expected
to be recovered after more than one year is RMB1,072,000

(2008: Nil).

27. INCOME TAX IN THE STATEMENTS OF
FINANCIAL POSITION

a) Current taxation in the statement of financial position

represents

Provision for PRC F B {2 PSR
enterprise income tax

Tax paid BHE

Balance of PRC IR FERBZ
enterprise income tax AR B 7 TS A
relating to prior year R

Tax payable/(recoverable)  FEfS, /(R4 [El) FiiE

Pan Asia Environmental Protection Group Limited ¢ jZ ZE3R{REE B R A 5

26.

27.

Bl ERSHNITERER ()

BERMEMRCERIREN K
—ETNE+-_A=+—HBZREKZ
SERFAFIEREF 2 RERIEL
AR ®41,654,000C( =T ZT )\ F :
AR #49,281,0007T) ° ZE T
R—FEKRE ZRERBEAARKE
1,072,000 0 (=TT /)\F : &) o

REKARAZFHRER

a) BBARKRAZ BAVEBIAE

The Group
FEE

2009 2008
—2BAE —ET)N\F
RMB’000 RMB’000
AR®TRT ARET T
37,385 41,428
(13,827) (90,890)
23,558 (49,462)
(3,836) 45,626
19,722 (3,836)
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27. INCOME TAX IN THE STATEMENTS OF
FINANCIAL POSITION (Continued)

b)

Deferred taxation

From 1 January 2008 onward, under the PRC
Enterprise Income Tax Law (the “New Law”), non-
resident enterprises without an establishment or place
of business in the PRC or which have an establishment
or place of business but the relevant income is not
effectively connected with the establishment or a place
of business in the PRC, are subject to withholding
tax at the rate up to 20% on various types of passive
income such as dividends derived from sources in the
PRC. Currently, the implementation rule of the New
Law that is in force provides that a concessionary
income tax rate of 10% will normally be applicable
to dividends payable to foreign investors who are
non-resident enterprises. For investors incorporated
in Hong Kong, a preferential rate of 5% is applied.
Distributions of pre-2008 earnings are exempted from
the abovementioned withholding tax.

As all of the Group’s foreign-invested enterprises are
directly and wholly owned by two British Virgin Islands
incorporated subsidiaries, a rate of 10% is applicable
to the calculation of this withholding tax. No deferred
taxation has been provided for in the consolidated
financial statements in respect of the temporary
differences attributable to the undistributed retained
profits earned by the subsidiaries, as the Group is able
to control the timing of the reversal of the temporary
differences and it is probable that the temporary
differences will not reverse in the foreseeable future.

B %5 3R M

For the year ended 31 December 2009
HE_ZTAF+_A=+—ALFE

27. BBRRRAZFHFR ()

b)

IEFERL TR
BE-EZEN\F-A—BE R
BRBEAEMETOR(HMR
ED ERBEBEARERILE
BB REEERBEIRA
RIUEE - HSERTZHAE
EH TP BEEAMREE - 15
PR BERBEZIEERD
% BARZEEBEA QR
RAABIEAZ RS ) B&E 20%
BERGMIELRD - B £
ZHBOERERRIRPIRE -10% 2
BEASHHEXBEERNE
NTEBIEREEZIERE
BEZBE - R BB ML
ZEREEMS @ AIR5% 2BE
BEHH - BB N\FRARF
Z 0K ] A £ TR R
i o

HRASEETNAAIERE
CEHHMRNREBELES
AR ZHMBAREREE
BB BUBRIR10% B R
MTREER - WERERA M 5]
RABLH B R BRI KD
AR B i ) 2 B B 2 BT HR AR
ENIARE  ARAKEESR
2R ZR BB - BRE
ZHERAET N A TE R AR
e
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For the year ended 31 December 2009
HE_ZTAFT+-_A=+—HLFE

27. INCOME TAX IN THE STATEMENTS OF
FINANCIAL POSITION (Continued)

b) Deferred taxation (Continued)
As at 31 December 2009 and 2008 respectively, the

Group and the Company had no significant unprovided
deferred tax assets or liabilities.

28. SHARE CAPITAL

Authorised and issued share capital

Authorised VETE

As at 31 December 2008 RZZEZNEFR_TTNEF
and 2009 +=A=+—8

Issued and fully paid BEITRER

As at 31 December 2008 RZEZENEFR_TTNEF
and 2009 +ZA=+—H

Pan Asia Environmental Protection Group Limited ¢ jZ ZE3R{REE B R A 5

27. BBRRRAZFHFR ()

b) EFEHE ()

R-FEAER-FENE
+=A=+—8 ARERA
AR EA KR EEHR

BESAE -
28. l&=*
JEE R B BEITARA
Number of
shares Amount
;2178 4| &8
’000 HK$’000
T FET
4,000,000 400,000
800,000 80,000

Equivalent to RMB74,872,000
HERAR#74,872,0007T




29. RESERVES

Notes to the Financial Statements
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For the year ended 31 December 2009
HE_ZTAF+_A=+—ALFE

29. Gk
*&KE
Enterprise  Statutory Share
Special  Capital expansion  surplus Translation option  Retained
reserve  reserve  reserve  reserve  reserve  reserve profits Total
R EE

B ®F ®WE @ BER ERf MEER GRE
M @R BE  BE BF RE &R A&
RMBO00 RMBO00 RMBO00 RMBOO0 RMBO0 RMB000 RMB'000  RMB'00

AERTR ARRTT ARWTT ARWTT ARWTR ARWTR ARWTR ARWTR ARWTR

MNoefl)  Motefi)  (Note)  (Note(v) — (Notef)  (Notsi)
(W) (k) (WaE)  (fw)  OREe) ()

94,205 3673717 953,08

28327 37,600 6,300

(12639) - T 6518

- - - - -8

8,720

_ _ _ - - -4 (T4
- - 24 62 - - (1249 -

94,225 133 34,54 43,814 (6,338) 8720 395279 989,603

- - - - (205) - 00 87865

- - - - - 5,121 - 5,121
- - 5,608 5,608 - - (11,218 -

The Group
Share
premium
401
RIE
RMB'000
Note )
tiR))
At1 January 2008 i S J]:2 419229
—-A-R
Capital contributed by PERRLE
the minortty =
Total comprehensive ERZE
income for the year LN -
Recogniton of ARALE
equity-settied LIRS
share-based payments -
Dividend approved inrespect Bt LR 2RE
of the previous year -
Transfer to resenves BHEHE =
At31 December 2008and ~ R=FEN\E
1 January 2009 TZA=1-H
RZZENF
-A-A 419,229
Total comprehensive income ~ FRZT
for the year LN -
Recognition of equity-settled ~ BEARALE
share-hased payments BOIE -
Transfer to resenves BRERE -
At 31 December 2009 R-TENE 419,229
— :+—E

94,225 133 40,149 49,422 (6,543 13841 472,133 1,082,589
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For the year ended 31 December 2009
HE_ZTAFT+-_A=+—HLFE

29. RESERVES (Continued)

20, f%fE (#8)

The Company b. 37N
(Accumulated
Share losses)/
Share Contributed  Translation option retained
premium surplus reserve reserve profits Total
(RHER)/
RER BARR ERGE BRERE  RE&EY )
RMB'000  RMB'000  RMB'000  RMB’000  RMB’000  RMB’000
ABRTT AERTT ARRTRT AERTT ARRTR ARRTR
(Note () (Note (iv) (Note ()~ (Note (vil)
(Baem)  (Wske))  (WsEe))  (Wfska))
At 1 January 2008 R=ZZ\F-A-H 419,229 372,178 = = (686) 790,721
Total comprehensive loss FRNEZELER
for the year - - (26,413) - (3,625) (30,088)
Recognition of equity-Settled ARREERBEH
share-based payments - - - 8,720 - 8,720
Dividend approved in respect of BHELEEZRE
the previous year - - - - (37,430) (37,436)
At 31 December 2008 RZZRNE
and 1 January 2009 TZA=t-H
RZEENE
—-A-A 419,229 372,178 (26,413) 8,720 (41,747) 731,967
Total comprehensive profit FAZEERHN
for the year - - (1,166) - 43,223 42,057
Recognition of equity-etled ARALEE
share-hased payments Ripf - = = 5,121 = 5,121
At 31 December 2009 \ZETHE
+-A=1-H 419,229 372,178 (27,579) 13,841 1,476 779,145

Pan Asia Environmental Protection Group Limited ¢ jZ ZE3R{REE B R A 5
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29. RESERVES (Continued)

Nature and purpose of reserves

i

i)

i)

Share premium

Under the Companies Law (Revised) of the Cayman
Islands, the share premium account of the Company is
distributable to the owners of the Company provided
that immediately following the date on which the
dividend is proposed to be distributed, the Company
will be in a position to pay off its debts as they fall due
in the ordinary course of business.

Special reserve

The special reserve of the Group represents the
difference between the nominal value and share
premium of the subsidiaries acquired and the nominal
value of the Company’s shares issued for the
acquisition at the time of reorganisation.

Capital reserve

The capital reserve represents the excess capital
contribution from the minority shareholder of a newly
incorporated subsidiary — # 2 25 of the Group.

Contributed surplus

The contributed surplus represents the difference
between the nominal value of the ordinary shares
issued by the Company and the net asset value of
subsidiaries acquired through an exchange of shares
pursuant to the group reorganization immediately prior
to the listing of the Company’s shares on 1 December
2007.

B %5 3R M

For the year ended 31 December 2009

BE_PEAFT-A=—HILEE

20, f%f#(#8)

HEZMEREN

)

1)

i)

)

BR175 18
RERESEBHEARE(KLE
71D RRBZ B R ERA D
IKTARBHEBA  HEERERE
B EERZE  KNAA
BERNEERBEERKBRE
PR EE -

Bk R

ARER B 2 5 B 4R P R
J& R A EE R B s B B AR
RENEAR LU EITR
MZHEEZER °

=y

BARERA DBBRYE A
SEHRILNBRREEZD
ZIBREE ©

A B
BABBRIEARNFERHITLE S
f& 2 E{EHEEEARNTRGR
—ET+F+=-HF—B WA
1B I5 5 B B 40 15 1R A AR AT I8
MEBAREEFENERE
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For the year ended 31 December 2009
HE_ZTAFT+-_A=+—HLFE

29. RESERVES (Continued)

Nature and purpose of reserves (Continued)

v)

vi)

Vi)

Enterprise expansion reserve and statutory surplus
reserve

Statutory surplus reserve and enterprise expansion
reserve are non-distributable. Appropriations to such
reserves are made out of profit after taxation of the
statutory financial statements of the PRC subsidiaries
while the amount and allocation basis are decided by
their board of directors annually. The statutory surplus
reserve can be used to make up prior year losses
of the PRC subsidiaries, if any, and can be applied
in conversion into capital by means of capitalisation
issues. The enterprise expansion fund to be used for
expanding the capital base of the PRC subsidiaries by
means of capitalisation issue.

Translation reserve

The translation reserve comprises all foreign
exchange differences arising from the translation
of the financial statements of foreign operations.
The
with the accounting policies set out in
note 2(r).

reserve is dealt with in accordance

Share option reserve

The share option reserve of the Company and the
Group arose upon on the grant of share options of
the Company and is dealt with in accordance with the
accounting policies set out in note 2(n).

Distributable reserves of the Company
Under the Companies Law (Revised) of the Cayman Islands,

share premium and contributed surplus are distributable to

shareholders, subject to the condition that the Company

cannot declare or pay a dividend, or make a distribution

out of share premium and contributed surplus if (i) it is, or

would after the payment be unable to pay its liabilities as they

become due, or (i) the realisable value of its assets would

thereby be less than the aggregate of its liabilities and its

share capital account.

Pan Asia Environmental Protection Group Limited ¢ jZ ZE3R{REE B R A 5
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30.

Notes to the Financial Statements

RESERVES (Continued)

Distributable reserves of the Company (Continued)

As at 31 December 2009, the Company’s reserves
available for distribution to shareholders amounted to
approximately RMB792,883,000 (2008: RMB749,660,000),
computed in accordance with the Companies Law
(Revised)
articles of association. This includes the Company’s share
premium of approximately RMB419,229,000 (2008:
RMB419,229,000), contributed surplus of approximately
RMB372,178,000 (2008: RMB372,178,000), and retained
profits of RMB1,476,000 (2008: less accumulated losses of
RMB41,747,000), which is available for distribution provided
that immediately following the date on which a dividend is
proposed, the Company will be able to pay its debts as they

of the Cayman Islands and the Company’s

fall due in the ordinary course of business.

SHARE OPTION SCHEME

The Company’s share option scheme (the “Share Option
Scheme”) was adopted pursuant to a resolution passed on 1
December 2007. The purpose of the Share Option Scheme
is to enable the Company to grant options to selected
participants as incentive or rewards for their contributions to
the Group. Under the Share Option Scheme, the directors
of the Company may grant options to the following eligible
participants:

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

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

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

29.

30.

B %5 3R M

For the year ended 31 December 2009
HE_ZTAF+_A=+—ALFE

ot (4%)

RATZ A2k E (&)
RZEZNF+=_A=+—H - 1R
FERESNAE (BT RARFIHE
BERMAGE  ARFAIHEIIET
B2 HELH A AR 792,883,000
T (ZEE)N\F : AR 749,660,000
TL) c REEBEARRRGRELN
AR 419,229,000 L (Z T T\ 4F -
AR 419,229,0007T) * BAZERA
AR# 372,178,000 L (Z TN\
AR# 372,178,000 7T ) K AREE & A
R¥1,476,000 T (ZZZN\F : BR
TR AR 41,747,0007T) © fif A
NRAIBEEEZDIKIREE B 21§
BERTEXEBRIE 2EE - BInE
AR ©

MRRRiEstE

AAEZ BT 8 (TR REE))
DRER_ZTLF+_A—BRB
ORBRERR - BB ER
EARRBRTREBES EE B -
ERRERAEEEH TR Z R
2E - RIZBRETE > ARFEF
AE N A ER2EERDERE

) ARAF - HEMHERREA
SESEHEERR I EMNELR
(THEER) 2EMRE(T
wmERNRE - EREART
B ETEREEAENTE
%)

i)  ARAF - HEMMERRRE
AR EBBZIEMIENITES
(BRBLFRITESR)

i) MAKEERKE A R SERA

REERBRHEMMERB 2 E
LR
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For the year ended 31 December 2009
HE_ZTAFT+-_A=+—HLFE

30. SHARE OPTION SCHEME (Continued)

iv)

Vi)

il

vii)

any customer of the Group or any Invested Entity;

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

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

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

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

The total number of shares which may be issued upon
exercise of all options to be granted under the Share Option
Scheme and any other share option scheme of the Group
must not in aggregate exceed 10% of the shares in issue on

the day on which trading of the shares commenced on the
Main Board (“General Scheme Limit”). The total number of
Shares available for issue under the Share Option Scheme is
80,000,000 (including those granted but yet to be exercised)
representing 10% of the issued shares of the Company as at
the date of this Annual Report.

Pan Asia Environmental Protection Group Limited ¢ jZ ZE3R{REE B R A 5]
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iv)

Vi)

vii)

vii)
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Notes to the Financial Statements

30. SHARE OPTION SCHEME (Continued)

The maximum number of shares in respect of which options
may be granted under the Share Option Scheme must not
in aggregate exceed 30% of the shares of the Company in
issue from time to time. The number of shares in respect
of which options may be granted to any participant is not
permitted to exceed 1% of the shares of the Company in
issue during the 12-month period before the date of grant,
without prior approval from the Company’s shareholders.
Any grant of options under the Share Option Scheme
to a director, chief executive or substantial shareholder
of the Company or any of their respective associate (as
defined under the Listing Rules) must be approved by the
independent non-executive directors of the Company. In
addition, any grant of options to a substantial shareholder
or an independent non-executive director or any of their
respective associates in excess of 0.1% of the shares of the
Company in issue and with an aggregate value (based on the
closing price of the Company’s shares at the date of grant)
in excess of HK$5 million within any 12-month period must
be approved by shareholders of the Company in general
meeting.

Unless otherwise determined by the directors of the
Company and stated in the offer of the grant of options to
a grantee, there is no minimum period required under the
Share Option Scheme for the holding of an option before it
can be exercised.

B %5 3R M R

For the year ended 31 December 2009
HE_ZTAF+_A=+—ALFE

30. FMEBxHEEE(4)

RIBB R 817 TR 2 By
Rz B # B &% T EBAARA RN
EEITIRM BFEZ 30% ° RIEARE
BRHLE - (B2 EERBARER
B HART+ — (B A MR 2 AT S
RzZBMEBENSHRBARFDET
Bein 1% o RIBRE AER 8 m AR A
Ex SSTHRABSETERRKRK
ERACEMBEAL(ERR LD
BAD RO ERBRE  BRART
ZEMIFMITESHLE 1S BME
fl+— {8 A AR EERRIBLIEHR
TEFIAWRSFZAZEMBEALE
BB AR EETRDO0.1% REE
(REARBRONEHBREE B
Z W EsTE ) 385,000,000 ETTZ
B ARSARRABRRERRA
GLEHE -

BRIEARBEFERITRE R M AR
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For the year ended 31 December 2009
HE_ZTAFT+-_A=+—HLFE

30. SHARE OPTION SCHEME (Continued) 30. PFEBs#EEtE (38)

136

An offer for the grant of options to a grantee shall be
accepted by no later than 21 days from the date of offer.
HKS$1 is payable on the acceptance of each grant of option.
Options may be exercised in accordance with the terms of
the Share Option Scheme and expiring in accordance with
the terms of the Share Option Scheme or upon the expiry of
the tenth anniversary of the Share Option Scheme, whichever
is the earlier.

The exercise price is determined by the directors of the
Company, and shall not be less than the highest of () the
closing price of the Company’s shares as stated in the daily
quotations sheets of the Stock Exchange on the date of the
offer of grant; (i) the average closing price of the Company’s
shares as stated in the daily quotations sheets of the Stock
Exchange for the five trading days immediately preceding
the date of the offer of grant; and (jii) the nominal value of the
Company’s share.

The Share Option Scheme will remain in force for a period of
10 years commencing on 1 December 2007.

Pan Asia Environmental Protection Group Limited ¢ jZ ZE3R{REE B R A 5]
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For the year ended 31 December 2009
HE_ZTAF+_A=+—ALFE

30. SHARE OPTION SCHEME (Continued) 30. RERs#EstE (48)
a) The terms and conditions of the grants that existed a) TXHEHINFARKRITEZER

during the year are as follows, whereby all options are
settled by physical delivery of shares:

Number of
shares issuable
under options

granted
RS
BEBR RN 1T
Z B8 E
Options granted to BTES 2 BERE
directors:
— on 14 May 2008 — —TT)N\F 5,800,000
HA+MA
Options granted to KT RS 2B -
employees:
— on 14 May 2008 — —ETN\F 12,000,000
AA+TEA
Total number of BIER T 2 AR
shares issuable A ETTRR (D 42K
under options granted 17,800,000

2 B R R AR Rt
PrB BEBE AR D B RS
AEERU

Vesting Contractual
conditions life of options

WG SHEH
one year 10 years
—% T4
one year 10 years
—4F +F
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For the year ended 31 December 2009
HE_ZTAFT+-_A=+—HLFE

30. SHARE OPTION SCHEME (Continued)

30. FMEBxHEEHE (4)

b) The number and weighted average exercise price of b) BREZEE RNEFEHITE

share options are as follows:

Qutstanding at the
beginning of the year
Granted during the year

Qutstanding at the
end of the year

Exercisable at the
end of the year

The options outstanding at 31 December 2009 had
an exercise price of HK$2.81 (2008: HK$2.81) and a
weighted average remaining contractual life of 8.375

years (2008: 9.375 years).

EMHEATTE

FERRF

ERHEATE

FRAFII6

BT -
2009 2008
i 2 —TTN\E
Weighted Number of Weighted Number of
average shares issuable average  shares issuable
exercise  under options exercise under options
price granted price granted
RS REATH
IiEEY  BRETBRT ETY  BRETET
TR ZRir#A i ZRHEA
HK$2.81 &7 17,800,000 - —
- - | HK$281%T 17,800,000
HK$2.81 &7 17,800,000 | HK$2.81/%7L 17,800,000

HK$2.81 & T 17,800,000

R=FEAF+=A=+—8
RAT IR R M 2 1715 1 5281
BT (ZBEN\E 28187) -

IR RIERE K F R %8.375

F(
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For the year ended 31 December 2009
HE_ZTAF+_A=+—ALFE

30. SHARE OPTION SCHEME (Continued) 30. MEBRAERtE(4E)
BREZAAERRR
AEBEUELBREMERSZ
Rz AR ERERBREZ
AREFE - BERBREZG
staffEiR [ —E ] BEEE
BAFE - BREZANEH
BB —THBASH -

c) Fair value of share options and assumptions c)
The fair value of services received in return for share
options granted is measured by reference to the fair
value of share options granted. The estimate of the fair
value of the share options granted is measured based
on the binomial option pricing model. The contractual
life of the share option is used as an input into this

model.

2009 2008
—EThE =T N\F
Fair value of share M ZARE
options and )35}
assumptions HK$0.881 &7t | HK$0.881 /87T
Share price f&E HK$2.79 87T | HK$2.79/ 87T
Exercise price 7B HK$2.81 85T | HKS$2.81/8 7T
Expected volatility TERRR IR (A [ =38
(expressed as weighted iR B
average volatility used AR NETERE)
in the modeling under
the binomial option
pricing model) 40% 40%
Option life (expressed as ~ B&EARHEEER (LA
weighted average life [ZI8= ] HAREE (B
used in the modeling XA
under the binominal IS E)
option pricing model) 10 years 10 years
+& T4
Expected dividends TEHARR B 3% 3%
Risk-free interest rate fE B fer A1) 2R (AR IR
(based on Exchange INERSFIR)
Fund Notes) 3.21% 3.21%
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For the year ended 31 December 2009
HE_ZTZNFT_A=+—HIEFE

30. SHARE OPTION SCHEME (Continued) 30. RERs#EstE(48)

c) Fair value of share options and assumptions c) BREZALBRMER(E)
(Continued)
The expected volatility is based on the historic volatility T8 HA R @ T AR 4K SE R iR AT B
(calculated based on the weighted average remaining (CARE RS #E 2 INFE 35 T SR F HA
life of the share options), adjusted for any expected E) BABREAARFANE
changes to future volatility based on public available Bl &R KGRz st EE -
information. Expected dividends are based on historical TEHERETREBAEREE
dividends. Changes in the subjective input assumptions TE o FTERAEEBRE 2E A
could materially affect the fair value estimate. HARBZAFTEREATE
There were no service conditions or market conditions B 5 2 B IR R N 4 B A (A
associated with the share options granted. BRI &S Tss (&1 -

31. DISPOSAL OF SUBSIDIARIES 31. HEMRBELTE

On 14 December 2009, the Group, through its wholly-owned RZZEZNEFE+_A+HMA » A5E

subsidiary, Wuxi Pan-Asia and R/{%%&, disposed of its BEEEEHRBARESZERRL

entire interests in /OB for a total cash consideration BE PEERELEXEZZH#

of RMB10,000,000. The transaction was completed on 14 = iﬁﬁﬁ{ﬁﬁ/\m@m,ooo,ooo

December 2009. JT © 'E CHRZEENF+ A +HT

H5EhK °

On 18 July, 2009 and 23 December 2009, the Group, RZBZNFLATNBER=-ZZEA

through its wholly-owned subsidiary, ~ Wuxi Pan-Asia, F+-_A-+=H AEBHEEHEZE

disposed of its entire interests in jZas &% for a total cash BB ARESZEHEERNZEE

consideration of RMB10,000,000. The transaction was 22D RIREREBAARE

completed on 23 December 2009. 10,000,000 7T ° RSN _TZNF

+-A=Z+=H%HK °
The principal activities of ER/OEZX and ZiEX were RULEERZTEXRANREFMER
development of real estate property. £
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31. DISPOSAL OF SUBSIDIARIES (Continued)

The carrying amount of net assets/(liabilities) of the

subsidiaries at the dates of disposal are as follow:

B %5 3R M R

For the year ended 31 December 2009
HE_ZTAF+_A=+—ALFE

31. HEMBLT (&)

ZEMBRRNEEHMERYZEE
HE/(BEFH) ZREERT

RULE%E EEXE Total
#ast
RMB'000 RMB'000  RMB’000
AR®BTRE AR®TR AR®%TRT
Net assets/(liabilities) Tt ECEEFE
disposed of: (BEFH)
Property, plant and W3 - R RERE
equipment 16 - 16
Prepaid lease payment FEMEENR 20,800 - 20,800
Trade receivables U E S8R 367 - 367
Deposits, prepayments &« BRFRER
and other receivables Hofh pE Y GRIE 26,530 14,682 41,212
Bank balances and cash RITHER IR S 5,000 29 5,029
Other payables and accruals H A fE FRIA M EET & A (15,280) (4,942) (20,222)
Receipt in advance TEURIA (28,322) - (28,322)
9,111 9,769 18,880
Gain on disposal HEEAZWE 889 231 1,120
Total consideration BRE 10,000 10,000 20,000
Satisfied by: AT A
Cash B 10,000 10,000 20,000
Net cash flows arising HEEECZHESREFHE
from the disposal:
Cash consideration RERE 10,000 10,000 20,000
Cash and cash equivalents FREzRe &
disposed of ERIRLIER (5,000) (29) (5,029)
5,000 9,971 14,971

ROEZE and 222 E 3 contributed loss of approximately
RMB889,000 and RMB231,000 respectively to the Group’s

RLEXRMZDEXR/AKEBE —F
TNF-—A—BARBRELEBRHILH

RZzmF DAEMBEROARE
889,000 7T M A K% 231,000 7T °

profit for the period since 1 January 2009 to the date of
disposal.

141
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For the year ended 31 December 2009
HE_ZTAFT+-_A=+—HLFE

32. SEGMENT REPORTING

The Group manages its business by divisions and all those
divisions are located in the PRC. On the first-time adoption of

HKFRS 8, Operating segments and in a manner consistent
with the way in which information is reported internally to
the Group’s Chief Executive Officer for the purposes of

resource allocation and performance assessment, the Group
has identified the following three reportable segments. No
operating segments have been aggregated to form the

following reportable segments.

a)

Sale of EP products and equipment: this segment sells
EP products and equipment to external customers.
Currently the Group’s activities in this regard are carried
out in the PRC only.

EP construction engineering projects: this segment
undertakes EP construction engineering projects for
external customers. Currently the Group’s activities in
this regard are carried out in the PRC only.

Provision of EP related professional services: this
segment provides EP related professional services to
external customers and for Group companies. Currently
the Group’s activities in this regard are carried out in
the PRC only.

Segment results, assets and liabilities

In accordance with HKFRS 8, segment information
disclosed in the interim financial report has been
prepared in a manner consistent with the information
used by the Group’s Chief Executive Officer for the
purposes of assessing segment performance and
allocating resources between segments. In this
regard, the Group’s Chief Executive Officer monitors
the results, assets and liabilities attributable to each
reportable segment on the following basis:

Pan Asia Environmental Protection Group Limited ¢ jZ ZE3R{REE B R A 5
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For the year ended 31 December 2009
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32. SEGMENT REPORTING (Continued) 32. SEEmE(E)

a)

Segment results, assets and liabilities
(Continued)

Segment assets include all tangible assets, intangible
assets and current assets with the exception of
investments in financial assets and other corporate
assets. Segment liabilities include trade and other
payables attributable to individual segments and short
term bank loan managed directly by the Chief Executive
Officer.

Revenue and expenses are allocated to the reportable
segments with reference to sales generated and
services rendered by those segments and the
expenses incurred by those segments or which
otherwise arise from the depreciation or amortisation of
assets attributable to those segments. Inter-segment
assistance provided by one segment to another is not
measured.

The measure used for reporting segment profit is
“adjusted EBITDA” i.e.,
interest, taxes, depreciation and amortisation”, where
“interest” is regarded as including investment income

“adjusted earnings before

and “depreciation and amortisation” is regarded as
including impairment losses on non-current assets. To
arrive at adjusted EBITDA the Group’s earnings are
further adjusted for items not specifically attributed to
individual segments, such as directors’ and auditor’'s
remuneration and other corporate administration costs.

In addition to receiving segment information concerning
adjusted EBITDA, management is provided with
segment information conceming revenue (including
inter segment sales), interest income and expense from
cash balances and borrowings managed directly by the
segments, depreciation, amortisation and impairment
losses and additions to non-current segment assets
used by the segments in their operations. Inter-
segment sales are priced with reference to prices
charged to external parties for similar orders.

a)

DEEE  BEREE (H)

DHEBEEREMBANEE
BEVEEMADEE(RER
BENREMWRAREEZRER
58 - DHBERESDAES
B B FEAS R IR B R T AR A
BEREENERRITER -

Wk T2 EZE D
EEZHEBNRERZ RS
UNEFEEMSHKZEDH
B2 EENERBHEL Y
XHABRTE2HDE - 2 EH
REMNSFIAEEA -

RREH D =M FER [ 4
FAEEBITDA] « Bl [K&AEZ K
SHALE - BIE - TE REIEA
B A ] - B [FLE ] BIERE
WA - [ R 8183
MBEECREBE - BER
[EFAEEBITDA]  A"EE 2 &
FIT5 30 2K 75 7 B PAME B 5 H
ZIERELHE—FPRAE  ME
ERZHE 2 S REMAF]
TR ©

BrUsE| B RAA AR EBITDA 25
HERSN EEREERMEERE
HEDMEEEENKZE (B
HEREEE) RERSERK
EBEZMBBARSZE - &5
BREELEPEANTE -
B MR EBBARIERE D
BEERENDIHER - DF
MEEE &2 EFRBEURTER
SNEB A T I ER B (B & T #E T E
{g o
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For the year ended 31 December 2009
HE_ZTAFT+-_A=+—HLFE

32. SEGMENT REPORTING (Continued) 32. HEBERE (1])
a) Segment results, assets and liabilities a) PHEE EEREEE)
(Continued)
For the year ended 31 December BET+T_A=1+—HLEE
Provision of
Sale of EP EP construction EP related
products and engineering professional
equipment projects services
HERR RRER RUSRER Total
ERREGH IR%A RS RRS it

20000 2008 2009 2008| 2009 2008 2009 2008
ZBOAE | ZTTN\F |ZOBAF | ZTTNF |2BBAF | CTTNF |ZEBAE | “TINE
RMB000 | RVBIOOO | RMB'000 | RMBOOO | RMB'000 | RMBO0D | RMBO000 | RMBIOD
ABRTR | \RETT | ARBFR | ARHTT | ARWFR | ARRTT |ARRTR | ARETI

Revenue from extemal RE

customer eEraE 421521 | 582,846 | 179,386 9,356 8,065 1563 | 608972 | 593,765
Inter-Segment revenue Pk - - - - - 200 - 200
Reportable segment 2E7BhE

revenue 421,521 582,846 | 179,386 9,356 8,065 1,763 | 608,972 | 593,965
Reportable segment vl

profit (acjusted (AR A7t

EBITDA) HE 5087

K& sanieninl) 98964 | 197,632 | 45076 1,048 3,332 (506) | 147,372 | 198,169

Reportable segment ZHNHEE

assets 224344 | 287531 221944 | 111,208 6,318 5318 | 452,606 | 404,057
Reportable segment ZHAHER

liabilties 4,807 | 128112 | 111,197 | 144,133 10,085 10,822 | 163,089 | 282,567
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32. SEGMENT REPORTING (Continued)

b)

Reconciliations of reportable segment revenues,

profit or loss, assets and liabilities

Revenue
Reportable
segment revenue
Elimination of inter-
segment revenue

Consolidated turnover

Profit

Reportable segment profit

Elimination of inter-
segment profit

Reportable segment
profit derived from
Group’s external
customer

Other revenue and
other net income/(loss)

Depreciation and
amortisation

Finance costs

Unallocated corporate
expenses

Consolidated profit
before taxation

W

Ik

oAU s

Ho

77 BB P Y e 1 8

7B AN BN
EFHZ2%H
7 BB Al

H o e & B %
WA (E18)
I K #

BERA
RABE
FA3Z

BRI A7 & e A

For the year ended 31 December 2009
HE_ZTAF+_A=+—ALFE

32. SEBHE ()

b) E2HLHBUE  BRREE -

EERBBEZHE
2009 2008
—EEThE ZETNF
RMB’000 RMB’000
AR®TRT AREFT
608,972 593,965
- (200)
608,972 593,765
147,372 198,169
- (200)
147,372 197,969
21,655 (17,684)
(5,468) (4,988)
(4,080) (3,651)
(34,336) (54,083)
125,143 117,563
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For the year ended 31 December 2009
HE_ZTAFT+-_A=+—HLFE

32. SEGMENT REPORTING (Continued) 32. EPHE ()
b) Reconciliations of reportable segment revenues, b) EHRHpITUWE  BAHEE
profit or loss, assets and liabilities (Continued) EEREEZYHR(E)
2009 2008
—EThE —ETNF
RMB’000 RMB’000
AR®TT ARETIT
Assets H'E
Reportable ERDHEE
segment asset 452,606 404,257
Elimination of inter- 73 5B ] FE Uk
segment receivables BRI SH - (200)
452,606 404,057
Non-current IEmEEREE
financial asset 6,850 1,950
Tax recoverable Al EIFE IR - 3,836
Unallocated corporate ROBEEE
assets 946,952 945,748
Consolidated total assets 4R& 42 & E 1,406,408 1,355,591
Liabilities &R
Reportable EmHEBE
segment liabilities 163,089 282,567
Tax payable FES TR 19,722 =
Unallocated corporate KB EEE
liabilities 63,770 5,871
Consolidated total liabilities #R& 42 & f& 246,581 288,438
Revenue from the major customer of the Group BE_ZENFA_TENF
attributed approximately RMB95,504,000 and +TZA=FT—HILEFE " KRB
RMB75,600,000 of the Group for the years ended 31 AEBFEREPZWEZD A
December 2009 and 2008 respectively. £ B &7 Bt A K 95,504,000

TR AR 75,600,000 7T °
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33. PLEDGE BANK DEPOSITS

A bank deposit of a subsidiary of approximately RMB Nil as
at 31 December 2009 (2008: approximately RMB6,936,000)
was pledged to a bank as security in respect of the
performance by the subsidiary under EP construction
engineering projects.

A bank deposits of a subsidiary of approximately
RMB31,480,000 as at 31 December 2009 (2008:
RMB89,804,000) was pledged to secure a bank loan of
RMB16,478,000 (2008: RMB82,000,000) and banking facility
approximately RMB51,296,000 (2008: Nil) granted to the
subsidiary.

34. RELATED PARTY TRANSACTIONS

a)  During the two years ended 31 December 2009 and
2008,
disclosed elsewhere in these financial statements,

in addition to the transactions and balances

the Group entered into the following related party

For the year ended 31 December 2009
HE_ZTAF+_A=+—ALFE

33. EEHRTER

R-ZBEAFE+-_A=+—H —f
MEARZHARBZTTBITER
(ZZZT)N\F: Y AR¥6,936,0007T)
BRI T IRITAE BB A RIERIR
R TIREE o RIFER -

R_EZAF+-_A=+—8" —
fE Fff 8 R~ &) 2 %) A R ¥ 31,480,000

TROTGFER(ZEZNF: ARE
8980400071:)5?&#{3' J/‘/H’Et'jﬁ%
WEARERZEBETERARE

16,478,000 . (== ?J\E : ARES
82,000,0007T) RERTTEEHN ARE
51,296,000 L (Z T /)\F : ) 2
R o

AEALRS

a REE_ZZNFE_ZFZFN
FH+ZA=+—HBLEMAF
B B ZE Uk H ith 2B
MIARE 2R 5 REFIN K

transactions: EE T TIMEALRS -
The Group
Relationship with Nature of b3 |
Name of related party related party transaction 2009 2008
WEALTRE HEEALZEE XHkE k=== £ —ZEEN\F
RMB’000 RMB’000
AEWTT ARBETT
Wauxi Xin Wei High A company in which Receipt of
Temperature Ceramics Mr. Jiang Quanlong, a rental income
Co., Ltd. director of the Company, B S BA
EHHBRREE has an equity interest
ARAT] ARRESERELE
REPEEIRE 2 1] 53 53
b) The details of emoluments of key management by FTEEEE )\ BEREE=Z
personnel during the years ended 31 December 2008 ZNFRZZFZENFF+ A

and 2009 are set out in note 9.

:+*E¢¢EZ@H§@¥IE}$&

PRPRES °
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For the year ended 31 December 2009
HE_ZTAFT+-_A=+—HLFE

35. COMMITMENTS 35. #&ifE
(a) Capital commitments (@) BEREE
The Group
*EH
2009 2008
—EThE —EENEF
RMB’000 RMB’000
AR®TTT ARBFIT
Capital expenditure BRAWE BTN
contracted for but (EE SN P
not provided in the ER B E 2 EARFAE
financial statements - - BE REE
in respect of the
acquisition of
— property, plant
and equipment 51,296 -
(b) Operating lease commitments (b) REHEHEE
The Group as lessee XEREEBEBA
The Group and the Company had commitments for REBERANRRBEEWEZ
future minimum lease payments under non-cancellable DA B EHE M AR AR K
operating leases in respect of the renting of premises AR & R 2 AR B A
which fall due as follows: BRAT

The Group and the Company

FRMREFLT
2009 2008
—eBAE | —TI)F
RMB’000 RMB’000

AR®TT ARBTTT

Within one year —FR 135 917

In second to fifth FE_FEZHF
year inclusive (BIEEEMTE) - 153
135 1,070
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35. COMMITMENTS (Continued)

(b)

(c)

(d)

Operating lease commitments (Continued)

The Group as lessor
The Group had contracted with tenants for the
following non-cancellable future minimum lease
payments receivable:

Within one year —FK
In second to fifth E_FERF
year inclusive (BiEERME)

The Company had no capital commitments as at 31
December 2009 and 2008.

The Company had no operating lease commitments as
a lessor as at 31 December 2009 and 2008.

For the year ended 31 December 2009
HE_ZTAF+_A=+—ALFE

35. #&iE (i)

(b)

(c)

(d)

KEHERE (H)

FREFERHEA
AEEDEMEF B TR
B R MR R & B A & N RRT SZ
B8

The Group
*EH

2009 2008
—BBhF —EE)N\F
RMB’000 RMB'000
AR®TT ARBETT

53 53
124 177
177 230
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For the year ended 31 December 2009
HE_ZTAFT+-_A=+—HLFE

36.

37.

CONTINGENT LIABILITIES

The Group has provided product warranties to its customers
in respect of FGD construction engineering work completed
and certain of its EP products sold for a warranty period
ranging from 6 months to 2 years after project completion
or product delivery. At the same time, the Group has
also received warranties in respect of those construction
engineering work and equipment supplied from its sub-
contractors and suppliers. The directors of the Company
believe that the amount of crystalised warranty liabilities, if
any, in excess of the amount covered by the warranties given
by the sub-contractors and suppliers, will not have a material
adverse effect on the overall financial position or results of
operations of the Group.

CAPITAL RISK MANAGEMENT

The Group’s primary objectives when managing capital are to
safeguard the Group's ability to continue as a going concern,
and to generate sufficient profit to maintain growth and
provide a satisfactory return to its shareholders.

The management actively and regularly reviews and manages
its capital structure to maintain a balance between the higher
shareholder returns that might be possible with higher levels
of borrowings and the advantages and security afforded
by a sound capital position, and makes adjustments to the
capital structure through the amount of dividend payment to
shareholders or raise new debt financing. No changes were
made to the objectives or policies during the year.

The management monitors the Group’s capital structure on
the basis of a net debt-to-equity ratio. For this purpose the
Group defines net debt as total debt (which includes interest-
bearing loans and borrowings and trade and other payables
plus unaccrued proposed dividends minus cash and cash
equivalents).

Pan Asia Environmental Protection Group Limited ¢ jZ ZE3R{REE B R A 5

36.

37.

BRRAR

FAEEREE T TRRMGTZZR
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ARERFRHEERRE - R - A
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EZRS AEFRERESHEBED
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37. CAPITAL RISK MANAGEMENT (Continued)

The net debt-to-equity ratio at 31 December 2009 and 2008

was as follows:

Current liabilities:
Short term bank loan
Trade and other payables

Deposits received and receipt
in advance

Total debt
Less: Cash and cash equivalents

Net debt

Total equity

Net debt-to-equity ratio

RBBILE :
RHRITER
5 REM

FERT5RIE
Bl E
ISSEINEN

BaE

B RER
EFRFRLRE

BEFE

A

(B R FE
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For the year ended 31 December 2009
HE_ZTAF+_A=+—ALFE

37. EFEREE (H|)
R-BENFR-_FTNF+-A
=T HZERELEEFEAT

The Group The Company

F5H F27
2009 2008 2009 2008
“EBAE | —TT\F | ZBBAE | —TIF
RMB’000 RMB’000 RMB’000 RMB’000
AER®TRT | ARBTIT| AR®TRE | ARETT
16,478 82,000 - —
140,968 140,797 937 864
69,413 65,641 - —
226,859 288,438 937 864
(739,266) (849,298) (46,475) (71,798)
(512,407) (560,860) (45,538) (70,934)
1,159,827 1,067,153 854,017 806,839
N/A N/A N/A N/A
FEA NiEA FEHR TEFA

Neither the Company nor any of its subsidiaries are subject to

externally imposed capital requirements.

AR RSEA KB A AR EEIN
i 2 AASERS -
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For the year ended 31 December 2009
HE_ZTAFT+-_A=+—HLFE

38. FINANCIAL INSTRUMENTS

Exposure to credit, liquidity, interest rate and currency risks

arises in the normal course of the Group’s business. These

risks are limited by the Group’s financial management

policies and practices described below.

a)

Credit risk
As at 31 December 2009, the maximum exposure to
credit risk is represented by the carrying amount of
each financial asset in the consolidated statements
of financial position after deducting any impairment
allowance.

The Group’s credit risk is primarily attributable to trade
receivables and amounts due from related parties
which are disclosed elsewhere in these financial
statements. Management has a credit policy in place
and the exposures to these credit risks are monitored
on an ongoing basis.
In respect of trade receivables, individual credit
evaluations are performed on all customers requiring
credit over a certain amount. 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. Trade receivables are normally due
within 60 days from the date of biling. Normally, the
Group does not obtain collateral from customers.

Pan Asia Environmental Protection Group Limited ¢ jZ ZE3R{REE B R A 5
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38. FINANCIAL INSTRUMENTS (Continued)

a)

Credit risk (Continued)

In respect of trade receivables, the Group’s exposure
to credit risk is influenced mainly by the individual
characteristics of each customer. The default risk
of the industry in which customers operate also has
an influence on credit risk. Taking into account the
creditworthiness of the Group’s customers, the credit
risk measures and the historical levels of the bad debts,
the Directors consider that such concentration of
credit risk would not result in significant credit default
exposure to the Group. At the end of the reporting
period, 2.24% (2008: 26.05%) and 9.38% (2008:
45.42%) of trade receivables was due from the Group’s
largest customer and the five largest customers
respectively within the sales of EP products and
equipment segment.

Further quantitative disclosures in respect of the
Group’s exposure to credit risk arising from trade
receivables are set out in Note 19.

Amounts due from related parties are regularly
reviewed and settled unless the amounts are
specifically intended to be long-term in nature.

The credit risk on liquid funds is limited because the
counter parties are banks with good reputation.

B %5 3R M

For the year ended 31 December 2009
HE_ZTAF+_A=+—ALFE

38. &M TR (&)

a)

FERkK (&)
REZHRWERMES » AEE
ZEERRIFEXBREEFZ
BRIBRITFE - REGEM
BITEZEANRRBEHEER
BREETE ZRIIAER
BEZEE - GERBRERER
BAZERKE B2R5
kEEREERARTIEHARE
EEXNEREEERERE X
ARERAR RERRERK
BEIBZEBAERERE
ERBRAMERFE D RERE
FREWIRFR2 24% (=TT \4F:
26.05%) [ 9.38% (=T Z )\ 4 :
45.42%) o

FRAEEmE 2 E S EKER
REEAZEERBZEHEE
HAMIFE19 o

R BET RS EMETE
B R&EE  BIFRERER
EERSBRIIERIERSN -

RBELEERRER B
B REBRIFEERRT
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For the year ended 31 December 2009

BE_TET

38. FINANCIAL INSTRUMENTS (Continued)

b)

TNF+_A=1+—HLFE

Interest rate risk

38. &M TR (&)

b)

The Group’s cash flow interest rate risk relates

primarily to variable rates and fixed rates of pledged
bank deposits, bank balances and short term bank
loan. Ordinarily, the Group’s policy is not to use any

derivative contracts to hedge its exposure to interest
rate risk. However, the management of the Company
will consider hedging significant interest rate exposure

should the need arises. The Group’s interest rate profile

as monitored by management is set out in (i) below.

i) Interest rate profile

The following table details the interest rate profile

of the Group’s borrowings at the end of reporting

period.

Net fixed rates
borrowings

Bank loans - secured

Net variable rates
borrowings

Bank loans - secured

Total net borrowings

Net fixed rates
borrowings as a
percentage of total
interest-bearing
borrowings

& e R RFE

ER—HER
7 % ﬂ$1a PR

ER-RER

o Fﬂw?%ﬁ

BEEMEEFERE
IEETBfER
BERE DL

2= [ B
$%@Zfﬁi/m§f”$ﬂ
Eﬁe&ﬁﬁnﬁﬁ~ﬁﬁ

R b 8 IR T
REEMEHR -

TERZZEF=X
RER B2

R—BRIAEAERITESOY
FREA R E R o MER L E - A

AREEELE
R -

EEREHPEKR
AEEREEEER

ERIES AR Tl e

@~

)

2009
—ETNEF
Effective
interest rate

ER7®

% RMB’000
AR®TR

217

16,478

16,478

100%
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2008
—ETNEF
Effective
interest rate
BRI =
% RMB’000
AREFTT

5.68 - 7.47 82,000
= 82,000
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38. FINANCIAL INSTRUMENTS (Continued)

b)

c)

Interest rate risk (Continued)

i) Sensitivity analysis
At 31 December 2009,
a general increase/decrease of 100 basis

it is estimated that

points in interest rates, with all other variables
held constant, would decrease/increase the
Group’s profit after taxation and retained
profits by approximately RMB7,543,000 (2008:
RMB8,640,000). Other components of equity
would not be affected by the changes 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 point increase or decrease represents
management’s assessment of a reasonably
possible change in interest rates over the period
until the end of the next reporting period. The
analysis is performed on the same basis for 2008.

Liquidity risk

Liquidity risk is the risk that the Group will not be able
to meet its financial obligations as they fall due. The
Group’s policy is to regularly monitor current and
expected liquidity requirements and its compliance
with lending covenants and to ensure that it maintains
sufficient reserves of cash and adequate committed
lines of funding from banks to meet its liquidity
requirements in the short and longer term.

The following table details the remaining contractual
maturities at the end of the reporting period of the
Group’s and the Company’s non-derivative financial
liabilities, which are based on contractual undiscounted
cash flows (including interest payments computed
using contractual rates) and the earliest date the Group
and the Company can be required to pay.

B %5 3R M

For the year ended 31 December 2009
HE_ZTAF+_A=+—ALFE

38. &M TR (&)

b)

c)

A= @k ()

i) BUEEST
RZZEZNF+ A
=+—H: B&HF £
FiEEME SR
ZERT  MELERERT
f&/ EF100EE 215 <
RNEE 2 BRFE R RR
BiaFgm, B AR
¥7,543,000C( = T &
N\ A R %8,640,000
TT) © Mz 2 H A ED 5 1

SEENEEDIYE -

bt SR DT TS RER A
REPHONBEMRE
£ WERARZBEFRE
ZITESMITARAR
Z N @R 100 EES 2
EEREREEERE
ETERE AR IEHREN
R BHEABEEFIIEZ
Hh o ZETENFHOMN
AEAERIB B AEHETT o

RBEE R

MEBES BRI EAEEAREE
BTz eREFL AR
AEBZBRRTEHEZEE A
RERHZRBESFTRIEE
STERRBZEN - ARERAE
SEER TR HERET
KBITARRBERHES - A
ENEEHARBRERAZREDE

ESFEK o

TERBHINAEEREAREZ
FTEERABERRERRZ
BRIEHHR - WHERGLD
FIEARRRR SR (BIERES
HPTENEEFEZFE) RASK
BEARNRRABEANKZ &T
BHIEtE -
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For the year ended 31 December 2009
HE_ZTAFT+-_A=+—HLFE

38. FINANCIAL INSTRUMENTS (Continued) 38. £#MTH ()
c) Liquidity risk (Continued) c) nBELERER(E)
2009 2008
EEhE —ZEN\E
Total Total
contractual Within contractual Within
undiscounted 1 year or undiscounted 1 year or
cash flow on demand cashflow  on demand

Carrying  BWFE  —FRMH Camying  A¥IFIE  —FRZ
amount 3] EXE amount REEF ZKEs
REE ReR i FREE BER pek]
RMB’000 RMB’000 RMB’000 RMB'000 RMB'000 RMB'000
ARRTT ARRTR ARRTR | ARETT ARETRT ARETH

The Group 350
Short term bank loan BHRTER 16,478 16,478 16,478 82,000 82,000 82,000
Trade and other payables B A REMENTE 140,968 140,968 140,968 140,797 140,797 140,797
Deposit received and Bltze kB

receipt in advance 69,413 69,413 69,413 65,641 65,641 65,641

226,859 226,859 226,859 288,438 288,438 288,438

The Company b. XN
Accruals and other JERT MM ER IR

payables 937 937 937 864 864 864
The Group held cash and bank balance amounting to AEBR_ZZENF+ A
approximately RMB739,266,000 as at 31 December =+T—BEEzZHEERRT
2009 (2008: approximately RMB849,298,000), which & 8 B A R 739,266,000
it considers is sufficient for its liquidity demands in the T(ZEZENF: HARE
near future. 849,298,0007T ) ° At E R A

HRBESFTRNARKRE
VAREfS o
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For the year ended 31 December 2009
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38. FINANCIAL INSTRUMENTS (Continued) 38. &M TH ()
d) Currency risk d E¥RE
The Group’s is exposed to currency risk primarily REBE K 7z E¥E R E E 5K
through sales and purchases that are denominated in BENESITS RN E A
a currency other than the functional currency of the I EBEEABECEBERSHH
operations to which they relate. The Group currently 2B o ANEEE B gl NS
does not have a foreign currency hedging policy, HAHBE - A EEEE@E
however, the management monitors foreign exchange TEONERR 0 WEEE BEFE
exposure and will consider hedging significant foreign B B R IMNE @ g e

currency exposure when the need arises.

i) Exposure to currency risk ) EEEEE R

The following table details the Group’s and the TRFVAEE KRR A A
Company’s exposure at the reporting date to Nk E B HEEE 2B KR
currency risk arising from recognised assets or k- BRERERTELE S
liabilites denominated in a currency other than LEE 2 NRE BB LASN
the functional currency of the entity to which they ZEBAEZERREE

relate. HBEMEAE -

The Group The Company
350 X

2009 2008 2009 2008
-+ -2 “25)\F CETNE | ZTE\F

HK$000 AUD'000  EUR000 | HKS000  AUD'000  EUR'D0 | AUD'000 | AUD'000
Tém TAx FRR| TEr TAr  TEm | Fam| Tin

Trade and other EUESR

receivables Hh308 30,502 - 1,625 3378 = = - -
Pledged bank EERETI

deposits - - - | 100,000 - - - -
Cash and bank ReRBTER

balances 14,937 6,809 - 13,490 13,035 - 6,899 13,035
Trade and other ERB5R

payables A58 (1,063) - - 077) - - - -
Overall net BEERES

exposure 44,376 6,809 1,625 | 115,891 13,035 - 6,899 13,035
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For the year ended 31 December 2009
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38. FINANCIAL INSTRUMENTS (Continued)

d) Currency risk (Continued)

i) Sensitivity analysis

The following table indicates the approximate

change in the Group’s profit after taxation

and retained profits for the year and other

components of equity in response to reasonable

possible changes in foreign exchange rates to

which the Group has a significant exposure at the

end of the reporting period.

The Group

HKD

AUD

EUR

The Company

AUD

BT

47

38. &M TR (&)

d)
2009
ZEENE

Increase/ Effect on
(decrease)  profit after Effect
in foreign  taxation and on other
exchange retained profits ~ components
rates HRRERT of equity
SMREE  REERT 2 HEQREM
B/ (%) RE HaeRE
RMB’000 RMB’000 RMB’000
ARBTT ARBTT AR®TR
1% 391 -
(1%) (391) -
1% 423 -
(1%) (423) -
1% 116 -
(1%) (116) -
1% 423 -
(1%) (429) -

Pan Asia Environmental Protection Group Limited ¢ jZ ZE3R{REE B R A 5

E¥mb (H)
i) BRI
TR EHRA
SERBREN RIRE R
M % s B BB 0 FE AN &=
HiRERRARZEXS
BAREH T 2HNE
& o
2008
ZEEN\E
Increase/ Effect on
(decrease) profit after Effect
inforeign  taxation and on other
exchange retained profits ~ components
rates  HRRTLE R of equity
HEEZ  REREEN  HERHM
i/ (i) a7 B Viva 7
RMB'000 RMB'000 RMB'000
ARBTR  ARETT ARETR
1% 1,025 =
(1%) (1,025) -
1% 614 -
(1%) (614) -
1% = =
(1%) - -
1% 614 -
(1%) (614) -
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38. FINANCIAL INSTRUMENTS (Continued)

d)

e)

Currency risk (Continued)

i)

Sensitivity analysis (Continued)

The sensitivity analysis above has been
determined assuming that the changes in
foreign exchange rate had occurred at the end
of the reporting period and had been applied
to the Group’s exposure to currency risk for
financial instruments in existence at that date.
The stated changes represent management’s
assessment of reasonable possible changes in
foreign exchanges rates over the period until the
end of the next reporting period. The analysis is
performed on the same basis for 2008.

Estimation of fair values
The following summarises the major methods and

assumptions used in estimating the fair values of the

following financial instruments.

i)

Interest-bearing borrowings and loans

The fair value is estimated as the present value of
future cash flows, discounted at current market
interest rates for similar financial instruments.

Liquid or/and short-term assets and liabilities

For financial assets and financial liabilities that
are liquid or having a short term maturity, it is
assumed that the carrying amounts approximate
their fair values. The assumption is applied to
trade and other receivables, trade and other
payables, cash and cash equivalents without a
specific maturity.

B %5 3R M

For the year ended 31 December 2009
HE_ZTAF+_A=+—ALFE

38. &M TR (&)

d)

e)

B Ek ()

1)

BT ()

A EGRRE D TERBRR
SMEEREF R LIRS
HIR - BERAREXRFHE
ME R T A EHEEER
t- bR EREY
HAR = T AR & HIRINE
EXGERB AL E
BEHE - —TTN\FNHD
AR R EELETT o

DR EEMG
AT B AT & B T A m bt
RNHEMRZ EETERRR

1)

BEEERER

AT EBEARERS R
B2 RME  LRELSE
TAZBRTHBHER
o

TS RITEER
BiE

MBI EREZS
BREEREBRABBHRR
HERERQAFERS -
ZBREANESTER M
RZREEE S MEMK
R 5 REMENFKIA
URREFRERREA
B o
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For the year ended 31 December 2009
HE_ZTAFT+-_A=+—HLFE

39. CRITICAL ACCOUNTING ESTIMATES AND
JUDGEMENTS

Estimates and judgements are continually evaluated and are

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

The estimates and assumptions that can significantly affect
the amounts recognised in the financial statements are

disclosed below:

Net realisable value of inventories

Net realisable value of inventories is the estimated
selling price in the ordinary course of business,
less estimated costs of completion and selling
expense. These estimates are based on the current
market conditions and the historical experience of
manufacturing and selling products of similar nature.
Management will reassess the estimates at the end of
the reporting period.

Trade and other receivables

The Group’s management determines the provision
for impairment of trade and other receivables. This
estimate is based on the credit history of its customers
and the current market conditions. Management
reassesses the provision at the end of the reporting
period.

Pan Asia Environmental Protection Group Limited ¢ jZ ZE3R{REE B R A 5]

39. FREEEHAET R FIER

il 5 A0 B G P AT 2 A8 5 B B At
A=FEETHE - BREEERZ
FERTBEBE I ARREMFZHE -

HPBHRRAER CSHEARELE

i)

TR RBREENT

FEZWERFE

FRGBREDZHEBR B
EEFFZERERARBEES
H e RS DERERZT
SRR EERIHERBER
ZAEKR  EBEHNER
EHRER N EZEAE

o

5 REMBEYRRE

B 5 R E MW RO E &
MAKEZERBERTE - &b
ANERAKEEP AR ZE
ECEREATSNAR - BB
EBRHN&®RERREFHTEZ
SR -
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39. CRITICAL ACCOUNTING ESTIMATES AND
JUDGEMENTS (Continued)

ii)

v)

Useful lives of property, plant and equipment

In accordance with HKAS 16, the Group estimates the
useful lives of property, plant and equipment in order
to determine the amount of depreciation expenses to
be recorded. The useful lives are estimated at the time
the asset is acquired based on historical experience,
the expected usage, wear and tear of the assets, as
well as technical obsolescence arising from changes
in the market demands or service output of the assets.
The Group also performs annual reviews on whether
the assumptions made on useful lives continued to be
valid.

Impairment on property, plant and equipment
and prepaid lease payment

The group assesses annually whether property, plant
and equipment and prepaid lease payment have any
indication of impairment. The recoverable amounts
of property, plant and equipment and prepaid lease
payments have been determined based on value-
use calculations. These calculations require the use of
judgements and estimates.

Income taxes

Determining income tax provisions involves judgement
of the future tax treatment of certain transactions and
the interpretation of tax rules. The Group carefully
evaluates the tax implications of transactions and tax
provisions are set up accordingly. The tax treatment of
such transactions is reconsidered periodically to take
into account all changes in tax legislation.

B %5 3R M R

For the year ended 31 December 2009
HE_ZTAF+_A=+—ALFE

39. FRAEEEHERT R FIER (1)

i)

M BERREZAIERAE
R

AEEREFESERE16
HZREMBAME - BERR
2R ERFR - #mETH
BIRZIFTERT - AEER
BABEZR REAEL
B BECHEHERE  BE
BREE  UREMEETEM
BHEKRREEEREEMEK
BE - AT ERAIEAFER - &
SETENTFIFHRT - N
HIEf B AT {E B R P IR 2 R

REGIDAAIRE

M BERREBARENE
EXRERE
AEEFFHEYE  BER
wELRENHERBERG LR
TARETR - X - BE R
&t R FENEEFREMNAURE
SHEDNIREEREEAEELE
E o W FET ERE M HIE R b
e

Frig®t

BEMSHEBERAKET
R 5 2 BIAERE R BIRGH 2
B2 HE - AEBERMGEHR
B & LB M]3 2 B k&
X BARZZHBHEEBEE
Hies - WEtRAATAES -
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For the year ended 31 December 2009
HE_ZTAFT+-_A=+—HLFE

40.

41.

42.

NON-CASH TRANSACTIONS

During the year ended 31 December 2008, the Group set
up a new subsidiary — %)z 55 . The minority shareholder
contributed property, plant and equipment with an aggregate
fair value of RMB3,192,200 as their capital contribution as
disclosed in note 15(b). This contribution is not reflected in
the consolidated statement of cash flows and is allocated
to the Group’s business segment as EP construction
engineering projects.

During the year ended 31 December 2009, the investee
company of the Group’s available-for-sale financial asset,
a private entity which the Group had a 5% equity interest,
increased its share capital for RMB98,000,000 by way of a
bonus distribution of its retained profit. A dividend income of
RMB4,900,000 was recognised for the Group in this report.

ULTIMATE HOLDING COMPANY

The director considers the ultimate holding company of
the Company to be Praise Fortune Limited, a company
incorporated in the British Virgin Islands. This entity does not
produce financial statements available for public use.

COMPARATIVE FIGURES

As a result of the application of HKAS 1 (revised 2007),
Presentation of financial statements, and HKFRs 8, Operating
segments, 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 2009. Further details of these developments are
disclosed in note 3.

With a view of financial statements presentation, certain
items in the financial statements were reclassified which
would result in a more appropriate presentation of events
or transactions. Accordingly comparative figures have been
reclassified to conform with the current year’s presentation.

Pan Asia Environmental Protection Group Limited ¢ jZ ZE3R{REE B R A 5]

40.

41.

42.

FRERH
BE-TT/\FH-A=t—ALA
€ ARERIT—MFHBADEE

win o LPHRREMBATEABAA
R#3,192,200 T 2 M2 - W FE M&
HHRETE  WMKIE150b)FTEE -
HIEFETAERERSRERTR
B - ERIRIREZR TIZIE B #2188
FTAREE 2 EBHHE -

HE_ZTAF+=-A=+—HLHF
B BASEWRERR ZAMEHE
CRMEEMmMS  AEBBHS% /A
a2 IABRBEBANDIRARSE
i Al 77 23 A AR 7R A 98,000,000
7T ° IR B A A R ¥ 4,900,000 7T F
REBRAREPHER -

R ERAT

BERE KNRFZHEERRAF
AREBELZEEEMAZAF
Praise Fortune Limited ° s2 E 3t & 45

R ARER 2 I RK -

L& F

AEAEB e EE 1R (Z2TL
FEFIR) — MBRER 2 REE
s mELEAEL —KEDHR - &
THEHEFEERBEUTEARFEZ
ERSTAMN_ZETNFERFES
BERELRESE - AL EEH
—HFHBTIRMESRKE

REHFBHRRZINTAE - 2B
DEPBHRERFZETHR  UEA
EHE2FEMERS o Bt - EEH
DHEULBBFUNEAFE 2577
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Financial Summary

MBREE

Following is a summary of the consolidated results and the TRA/NEEBEREMREEE TR
consolidated assets and liabilities of the Group for the last five BT AEERR ZVGEEBENGREE

financial years prepared on a basis as stated in the notes below: HAEE:
CONSOLIDATED RESULTS FEER

For the year ended 31 December
BE+-A=1t—HL=EE
2009 2008 2007 2006 2005
—ETAE | _TT)\F ZTTLHF —TTF —ITThHF
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
AR®TRE | ARBETT AR®TT ARBTT ARBTR

Turnover EEH 608,972 593,765 703,946 508,628 395,973
Profits before taxation B AR A 125,143 117,563 277,214 187,827 133,244
Income tax expenses FTiSfiA> (37,385) (41,428) (67,766) (22,701) (15,226)
Profit for the year FERF 87,758 76,135 209,448 165,126 118,018
CONSOLIDATED ASSETS AND LIABILITY FEEEHAR

As at 31 December
®B+=A=+—-H
2009 2008 2007 2006 2005
—EEAE | ZTT)\F ZTTLHF —TTHF —IZTThF
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
ARBTR | ARETT ARETT ARETT ARETT

Total non-current assets FERBEEEE 61,546 61,710 62,962 66,352 66,345
Total current assets MEEERE 1,344,862 | 1,293,881 1,171,530 448,597 308,832
Total assets EERE 1,406,408 | 1355591 1,234,492 514,949 375,177
Total liabilities aEes (246,581)|  (288,438) (205,312 165,126 118,018
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Financial Summary

MBREE

Notes:

1. The summary of the consolidated assets and liabilities of the
Group as at the end of the five financial years ended 31 December
2009 was prepared as if the current group structure had been in
existence throughout these financial years according to the basis of
presentation as set out in note 1 to the financial statements.

2. The results for the two years ended 31 December 2005 and 2006
were extracted from the prospectus of the Company dated 10
December 2007.

3. Assets and liabilities of the Group as at 31 December 2005 and
2006 were extracted from the prospectus of the Company dated 10
December 2007.

Pan Asia Environmental Protection Group Limited ¢ jZ ZE3R{REE B R A 5
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