
Hong Kong Exchanges and Clearing Limited and The Stock Exchange of Hong Kong Limited take no

responsibility for the contents of this announcement, make no representation as to its accuracy or

completeness and expressly disclaim any liability whatsoever for any loss howsoever arising from or

in reliance upon the whole or any part of the contents of this announcement.

Youyuan International Holdings Limited
優 源 國 際 控 股 有 限 公 司

(incorporated in the Cayman Islands with limited liability)

(Stock Code: 2268)

2010 ANNUAL RESULTS ANNOUNCEMENT

Financial Highlights

• Revenue increased by approximately 68.9% to approximately RMB1,224.2
million.

• Profit and total comprehensive income attributable to owners of the Company
increased by approximately 54.6% to RMB256.5 million.

• Basic earnings per share were RMB0.285.

• The Board does not recommend payment of any final dividend.
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The board of directors of Youyuan International Holdings Limited (the “Company”)

are pleased to announce the first annual audited consolidated results of the Company

and its subsidiaries (hereinafter collectively referred to as the “Group”) for the year

ended 31 December 2010 as follows:

CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME
FOR THE YEAR ENDED 31 DECEMBER 2010

2010 2009
NOTES RMB’000 RMB’000

Revenue 4 1,224,297 724,793
Cost of sales (823,211) (484,141)

Gross profit 401,086 240,652
Other income and other gains and losses 6 (5,811) 2,421
Selling and distribution expenses (5,722) (4,066)
Administrative expenses (51,498) (32,062)
Listing expenses (20,952) (4,956)
Finance costs 7 (22,271) (18,219)

Profit before tax 8 294,832 183,770
Income tax expense 9 (38,283) (13,093)

Profit and total comprehensive income for the
year 256,549 170,677

Profit and total comprehensive income for the
year attributable to:
Owners of the Company 256,549 165,941
Non-controlling interests — 4,736

256,549 170,677

RMB RMB

Earnings per share - Basic (RMB) 10 0.285 0.221
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CONSOLIDATED STATEMENT OF FINANCIAL POSITION
AT 31 DECEMBER 2010

NOTES 2010 2009
RMB’000 RMB’000

NON-CURRENT ASSETS
Property, plant and equipment 1,005,940 621,646
Prepaid lease payments 253,562 259,311
Investment properties — 21,098
Deposits paid for acquisition of property, plant

and equipment 108,540 42,957
Deposits paid for acquisition of land use right 22,155 —

1,390,197 945,012

CURRENT ASSETS
Inventories 146,496 110,282
Trade and other receivables and prepayments 11 264,329 154,580
Prepaid lease payments 5,770 5,770
Pledged bank deposits 1,855 2,860
Bank balances and cash 463,634 86,825

882,084 360,317

CURRENT LIABILITIES
Trade and other payables 12 209,429 118,326
Amount due to a related party — 8,584
Amount due to ultimate controlling shareholder — 1,649
Amount due to immediate holding company — 95,605
Income tax payables 12,952 3,318
Bank borrowings 264,560 182,820

486,941 410,302

NET CURRENT ASSETS (LIABILITIES) 395,143 (49,985)

TOTAL ASSETS LESS CURRENT LIABILITIES 1,785,340 895,027

NON-CURRENT LIABILITY
Bank borrowings 289,120 340,180

1,496,220 554,847

CAPITAL AND RESERVES
Share capital 87,680 —
Reserves 1,408,540 554,847

TOTAL EQUITY 1,496,220 554,847
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2010

1. GENERAL

The Company was incorporated in the Cayman Islands on 12 October 2009 as an exempted

company with limited liability under the Companies Law of the Cayman Islands. The shares of

the Company have been listed on the Main Board of the Stock Exchange of Hong Kong Limited

(the “Stock Exchange”) with effect from 27 May 2010. Its immediate and ultimate parent is

Smart Port Holdings Limited (incorporated in the British Virgin Islands) and its ultimate

controlling shareholder is Mr. Ke Wen Tuo (“Mr. Ke”). The registered office of the Company is

situated at Cricket Square, Hutchins Drive, PO Box 2681, Grand Cayman KY1-1111, the Cayman

Islands and its principal place of business in Hong Kong is Unit 04, 13/F., Bank of America

Tower, No. 12 Harcourt Road, Central, Hong Kong while its principal place of business in the

People’s Republic of China (“the PRC”) is Xibin Industrial Zone, Jinjiang City, Fujian Province,

the PRC.

The Company acts as an investment holding company. The principal activities of its subsidiaries

are manufacturing and trading of double-sided machine finished (“MF”) tissue paper,

single-sided MF tissue paper, copy paper and other products.

The consolidated financial statements are presented in Renminbi (“RMB”), which is also the

functional currency of the Company.

2. GROUP RESTRUCTURING AND BASIS OF PRESENTATION OF CONSOLIDATED

FINANCIAL STATEMENTS

Pursuant to the group reorganisation as set out in the section headed “Statutory and General

Information” in Appendix VI to the prospectus dated 14 May 2010 issued by the Company, the

Company acquired the 100% equity interest in Xi Yuan Paper Limited (“Xi Yuan BVI”) and

became the holding company of Xi Yuan BVI on 14 January 2010. The Group resulting from the

group reorganisation continued to be controlled by Mr. Ke and therefore is regarded as a

continuing entity.

Accordingly, the consolidated financial statements of the Group have been prepared as if the

Company had always been the holding company of Xi Yuan BVI. The consolidated statements

of comprehensive income, consolidated statements of changes in equity and consolidated

statements of cash flows of the Group for the year ended 31 December 2009 and 2010 have been

prepared as if the current group structure had been in existence throughout the periods, or since

the respective dates of incorporation/establishment of the relevant entities now comprising the

Group where this is a shorter period. The consolidated statements of financial position of the

Group as at 31 December 2009 have been prepared to present the assets and liabilities of the

entities now comprising the Group which were in existence at those dates.
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3. APPLICATION OF NEW AND REVISED INTERNATIONAL FINANCIAL REPORTING
STANDARDS (“IFRSs”)

New and revised Standards and Interpretations applied in the current year

In the current year, the Group has applied the following new and revised Standards and

Interpretations.

IFRS 2 (Amendments) Group Cash-settled Share-based Payment Transactions

IFRS 3 (as revised in 2008) Business Combinations

International Accounting Standard

(“IAS”) 27 (as revised in 2008)

Consolidated and Separate Financial Statements

IAS 39 (Amendments) Eligible Hedged Items

IFRSs (Amendments) Improvements to IFRSs issued in 2009

IFRSs (Amendments) Amendments to IFRS 5 as part of Improvements to

IFRSs issued in 2008

IFRIC - Int 17 Distributions of Non-cash Assets to Owners

Amendments to IAS 17 Leases

As part of Improvements to IFRSs issued in 2009, IAS 17 Leases has been amended in relation

to the classification of leasehold land. Before the amendments to IAS 17, the Group was required

to classify leasehold land as operating leases and to present leasehold land as prepaid lease

payments in the consolidated statement of financial position. The amendments to IAS 17 have

removed such a requirement. The amendments require that the classification of leasehold land

should be based on the general principles set out in IAS 17, that is, whether or not substantially

all the risks and rewards incidental to ownership of a leased asset have been transferred to the

lessee.

The application of the amendment has had no material effect on the consolidated financial

statements of the Group.

The application of the other new and revised Standards and Interpretations in the current year has

had no material effect on consolidated financial statements of the Group.

New and revised Standards and Interpretations issued but not yet effective

The Group has not early applied the following new and revised Standards and Interpretations that

have been issued but are not yet effective:

IFRSs (Amendments) Improvements to IFRSs issued in 2010 except for the

amendments to IFRS 3 (as revised in 2008), IAS 1 and

IAS 281

IFRS 7 (Amendments) Disclosures - Transfers of Financial Assets3
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IFRS 9 Financial Instruments4

IAS 12 (Amendments) Deferred Tax: Recovery of Underlying Assets5

IAS 24 (as revised in 2009) Related Party Disclosures6

IAS 32 (Amendments) Classification of Rights Issues7

IFRIC - Int 14 (Amendments) Prepayments of a Minimum Funding Requirement6

IFRIC - Int 19 Extinguishing Financial Liabilities with Equity

Instruments2

1 Effective for annual periods beginning on or after 1 July 2010 or 1 January 2011, as

appropriate.
2 Effective for annual periods beginning on or after 1 July 2010.
3 Effective for annual periods beginning on or after 1 January 2011.
4 Effective for annual periods beginning on or after 1 January 2013.
5 Effective for annual periods beginning on or after 1 January 2012.
6 Effective for annual periods beginning on or after 1 January 2011.
7 Effective for annual periods beginning on or after 1 February 2010.

IFRS 9 Financial Instruments (as issued in November 2009) introduces new requirements for the

classification and measurement of financial assets. IFRS 9 Financial Instruments (as revised in

November 2010) adds requirements for financial liabilities and for derecognition.

• Under IFRS 9, all recognised financial assets that are within the scope of IAS 39 Financial

Instruments: Recognition and Measurement are subsequently measured at either amortised

cost or fair value. Specifically, debt investments that are held within a business model

whose objective is to collect the contractual cash flows, and that have contractual cash

flows that are solely payments of principal and interest on the principal outstanding are

generally measured at amortised cost at the end of subsequent accounting periods. All other

debt investments and equity investments are measured at their fair values at the end of

subsequent accounting periods.

• In relation to financial liabilities, the significant change relates to financial liabilities that

are designated as at fair value through profit or loss. Specifically, under IFRS 9, for

financial liabilities that are designated as at fair value through profit or loss, the amount of

change in the fair value of the financial liability that is attributable to changes in the credit

risk of that liability is presented in other comprehensive income, unless the presentation of

the effects of changes in the liability’s credit risk in other comprehensive income would

create or enlarge an accounting mismatch in profit or loss. Changes in fair value

attributable to a financial liability’s credit risk are not subsequently reclassified to profit

or loss. Previously, under IAS 39, the entire amount of the change in the fair value of the

financial liability designated as at fair value through profit or loss was presented in profit

or loss.

IFRS 9 is effective for annual periods beginning on or after 1 January 2013, with earlier

application permitted. The directors anticipate that IFRS 9 will be adopted in the Group’s

consolidated financial statements for financial year ending 31 December 2013.
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The directors of the Company anticipate that the application of the new and revised Standards

and Interpretations issued but not yet effective will have no material effect on consolidated

financial statements of the Group.

4. REVENUE

An analysis of the Group’s revenue is as follows:

2010 2009

RMB’000 RMB’000

Revenue from the sales of:

Double-sided Machine Finished Tissue Paper 625,483 470,426

Single-sided MF Tissue Paper 372,893 168,609

Copy Paper 113,300 85,758

Other products 112,621 —

1,224,297 724,793

5. SEGMENT INFORMATION

(a) Products within each operating segment

Information reported to the Chief Executive Officer of the Company, being the chief

operating decision maker, for the purposes of resources allocation and assessment of

segment performance focuses on types of goods delivered.

Specifically, the Group’s operating segments under IFRS 8 are as follows:

• Double-sided MF Tissue Paper - manufacturing and trading of Double-sided MF

Tissue Paper;

• Single-sided MF Tissue Paper - manufacturing and trading of Single-sided MF Tissue

Paper;

• Copy Paper - manufacturing and trading of copy paper; and

• Other products - manufacturing and trading of paper towels and ivory boards.
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(b) Segment revenue and segment results

Segment revenue Segment results

2010 2009 2010 2009

RMB’000 RMB’000 RMB’000 RMB’000

Double-sided MF Tissue Paper 625,483 470,426 214,690 154,118

Single-sided MF Tissue Paper 372,893 168,609 128,111 57,742

Copy Paper 113,300 85,758 36,240 28,792

Other products 112,621 — 22,045 —

1,224,297 724,793 401,086 240,652

Other income and other gains

and losses (5,811) 2,421

Selling and distribution

expenses (5,722) (4,066)

Administrative expenses (51,498) (32,062)

Listing expenses (20,952) (4,956)

Finance costs (22,271) (18,219)

Profit before tax 294,832 183,770

Income tax expense (38,283) (13,093)

Profit and total comprehensive

income for the year 256,549 170,677

Revenue reported above represents revenue generated from external customers. There were

no intersegment sales during both years.

The accounting policies of the operating segments are the same as the Group’s accounting

policies. Segment results represent the gross profit of each operating segment. This is the

measure reported to Chief Executive Officer for the purposes of resources allocation and

performance assessment.

— 8 —



(c) Segment assets

2010 2009

RMB’000 RMB’000

Double-sided MF Tissue Paper 277,202 243,003

Single-sided MF Tissue Paper 102,319 51,001

Copy Paper 31,153 35,936

Other products 69,996 —

Total of all segments 480,670 329,940

Unallocated

— Property, plant and equipment 540,012 302,394

— Investment properties — 21,098

— Prepaid lease payments 259,332 265,081

— Deposit paid for acquisition of property,

plant and equipment 108,540 42,957

— Deposit paid for acquisition of land use right 22,155 —

— Inventories 131,754 99,594

— Trade and other receivables and prepayments 264,329 154,580

— Pledged bank deposits 1,855 2,860

— Bank balances and cash 463,634 86,825

2,272,281 1,305,329

Segment assets include certain property, plant and equipment and inventories used

specifically for the production of different products.

(d) Segment liabilities

Segment liabilities are not presented as liabilities are generally incurred for all operating

segments and not reported separately to the Chief Executive Officer.
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(e) Other segment information

Double-
sided MF

Tissue Paper

Single- sided
MF Tissue

Paper
Copy

Paper
Other

Products Unallocated Total
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000

Year ended 31 December 2010
Capital additions 44,967 16,343 — 35,092 298,882 395,284
Depreciation and amortisation 11,472 3,756 1,894 2,028 18,033 37,183
Loss on disposal of property, plant and

equipment — — — — 502 502

Year ended 31 December 2009
Capital additions 13,358 — — — 251,053 264,411
Depreciation and amortisation 10,171 2,456 1,894 — 12,982 27,503
Loss on disposal of property, plant and

equipment — — — — 123 123

(f) Geographical information

The Group principally operates in the PRC (country of domicile of the operating

subsidiaries). Nearly all non-current assets of the Group are located in the PRC except for

insignificant non-current assets (such as office equipment in Hong Kong office and

furniture in staff quarter) are located in Hong Kong.

All of the Group’s revenue from external customers is attributed to the group entities’

countries of domicile (i.e. the PRC).

(g) Information about major customers

During the year, there are no individual customers with sales of 10% or more of the Group’s

total revenue.
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6. OTHER INCOME AND OTHER GAINS AND LOSSES

2010 2009

RMB’000 RMB’000

Bank interest income 1,375 1,006

Loss on disposal of property, plant and equipment (502) (123)

Net foreign exchange (losses) gains (9,849) 244

Donation (880) (5)

Government grants (note) 3,680 903

Gross rental income from investment properties 656 1,642

Less: direct operating expenses from investment properties (228) (913)

Others (63) (333)

(5,811) 2,421

Note: Government grants represented incentives granted by the local government authorities to

the Group’s subsidiaries located in the PRC (i) for developing innovative production

technology and maintaining a good reputation in the business community and (ii) as an

award for the successful listing of the Company on the Stock Exchange in current year.

There are no unfulfilled conditions and other contingencies attaching to such grants. Such

grants are for the purpose of giving immediate financial support to the Group with no

future related costs and are therefore recognised in profit or loss during the year.

7. FINANCE COSTS

2010 2009
RMB’000 RMB’000

Interest on:
Bank borrowings wholly repayable within five years 27,863 22,722
Less: Amounts capitalised (5,592) (4,503)

22,271 18,219

During the year ended 31 December 2010, the borrowing costs RMB5,592,000 (2009:

RMB4,503,000) capitalised are attributable to funds borrowed specifically for the purpose of

constructing particular qualifying assets.
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8. PROFIT BEFORE TAX

Profit before tax has been arrived at after charging:

2010 2009
RMB’000 RMB’000

Employee benefits expenses (including directors):
Salaries and other benefits 37,442 24,573
Retirement benefits scheme contributions 1,198 3,459

38,640 28,032

Depreciation of property, plant and equipment 31,206 22,895
Depreciation of investment properties 228 913
Release of prepaid lease payments 5,749 3,695

Total depreciation and amortisation expenses 37,183 27,503

Auditors’ remuneration 2,909 1,252
Listing expenses (Note) 20,952 4,956
Cost of inventories recognised as expenses 823,211 484,141

Note: The amount represents professional fees and other expenses related to the listing of the

shares of the Company on the Stock Exchange. Transaction costs are accounted for as a

deduction from equity to the extent they are incremental costs directly attributable to

issue of shares that otherwise would have been avoided. IAS 32 “Financial Instruments:

Presentation” requires transaction costs that relate jointly to more than one transaction to

be allocated to those transactions using a basis of allocation that is rational and consistent

with similar transaction. Other listing expenses are recognised as an expense in profit or

loss.

During the year ended 31 December 2010, there was a reversal of allowance for obsolete raw

materials of RMB179,000 (2009: allowance for obsolete raw materials of RMB179,000)

recognised because of subsequent usage and included in cost of sales.
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9. TAXATION

2010 2009

RMB’000 RMB’000

Income tax expenses:

Charge for the year 43,520 13,093

Overprovision in prior year (5,237) —

38,283 13,093

The Company and Xi Yuan BVI were incorporated in the Cayman Islands and British Virgin

Islands, respectively, and are not subject to income tax.

Sunwell Trading (HK) Company Limited (“Sunwell”) was incorporated in Hong Kong and has

had no assessable profit subject to Hong Kong Profits Tax for both years.

The income tax expense represents the PRC Enterprise Income Tax (“EIT”) which is calculated

at the prevailing tax rate on the taxable income of the group entities in the PRC as set out below.

Youlanfa Paper Co., Ltd. Fujian (“Youlanfa”), Xiyuan Paper Co., Ltd. (“Xiyuan”) and Quanzhou

Huaxiang Paper Industry Co., Ltd. (“Huaxiang”) (collectively referred as the “PRC

Subsidiaries”) are Foreign Investment Enterprise registered in the PRC are subject to the PRC

statutory EIT tax rate of 25% for both years.

Youlanfa obtained a high and new technology enterprise certificate during the year ended 31

December 2010 and was entitled to a preferential tax rate of 15% for three year period from 2009

to 2011, subject to annual review by the relevant tax authority. An overprovision of

approximately RMB5,237,000 of income tax for 2009 was credited in profit and loss in current

year.

Xiyuan and Huaxiang are entitled to an exemption from EIT for two years starting from their first

exemption year, followed by a 50% tax relief for the following three years (the “Tax

Concession”). 2009 is the second exemption year and 2010 is the first year subject to 50% tax

relief.

According to the Circular of the State Council on the Implementation of Transitional Preferential

Policies for EIT (Guofa [2007] No. 39), the Tax Concession for Xiyuan and Huaxiang are still

applicable until the end of the five-year transitional period under the Enterprise Income Tax Law

of the PRC (“New Tax Law”). Huaxiang and Xiyuan were subjected to EIT at 12.5% from 2010

to 2012.
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The tax charge for the year can be reconciled to the profit before tax per consolidated statement

of comprehensive income as follows:

2010 2009

RMB’000 RMB’000

Profit before tax 294,832 183,770

Tax at the PRC statutory EIT rate of 25% 73,708 45,943

Effect of tax exemptions (39,269) (34,706)

Overprovision in prior year (5,237) —

Tax effect of expenses not deductible for tax purpose 8,473 1,896

Tax effect of income not taxable for tax purpose — (158)

Others 608 118

38,283 13,093

Under the EIT Law, withholding tax is imposed on dividends declared in respect of profits earned

by the PRC Subsidiaries from 1 January 2008 onwards. Deferred taxation has not been provided

for in the consolidated financial statements in respect of temporary differences attributable to

accumulated distributable profits of the PRC Subsidiaries amounting to RMB537,450,000

(2009:RMB274,592,000) at 31 December 2010, as the Company 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.

Other than above, the Group has no significant provided or unprovided deferred tax at the end

of the reporting periods.

10. EARNINGS PER SHARE - BASIC

The calculation of basic earnings per share attributable to the owners of the Company is based

on the following data:

2010 2009

RMB’000 RMB’000

Earnings

Profit for the year attributable to owners of the Company

for the purpose of basic earnings per share 256,549 165,941
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2010 2009

Number of shares

Weighted average number of ordinary shares for the purpose

of basic earnings per share 900,000,000 750,000,000

For the year ended 31 December 2010, the weighted average number of ordinary shares has been

adjusted retrospectively for (i) the 10,000 shares issued at the date of incorporation and pursuant

to the reorganisation and (ii) 749,990,000 shares issued pursuant to th capitalisation issue. In

addition, the effect of 250,000,000 shares issued under public offering has also been included.

For the year ended 31 December 2009, the weighted average number of ordinary shares of

750,000,000 is calculated assuming the (i) 10,000 shares issued at the date of incorporation and

pursuant to the reorganisation and (ii) 749,990,000 shares issued pursuant to the capitalisation

issue had been completed as at 1 January 2009.

No diluted earnings per share are presented as there were no potential ordinary shares

outstanding during both years.

11. TRADE AND OTHER RECEIVABLES AND PREPAYMENTS

2010 2009

RMB’000 RMB’000

Trade receivables 244,451 134,035

Prepayments to suppliers 5,105 13,658

Other prepayments 1,407 5,364

Other tax recoverable 13,234 1,227

Others 132 296

264,329 154,580

The Group allows an average credit period of 60 days to its trade customers. The ageing of trade

receivables presented based on the invoice date at the end of the reporting period is as follows:

2010 2009

RMB’000 RMB’000

0 to 30 days 138,767 90,385

31 to 60 days 105,684 43,650

244,451 134,035

Before accepting any new customer, the Group assesses the potential customer’s credit quality

and defines credit limits by customer. Limits attributed to customers are reviewed annually.
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In determining the recoverability of a trade receivable, the Group considers any change in the

credit quality of the trade receivable from the date credit was initially granted up to the reporting

date and no impairment is considered necessary for those balances which are not past due.

Movement in the allowance for doubtful debts

2010 2009

RMB’000 RMB’000

Balance at beginning of the year — —

Impairment losses recognised on receivables — 68

Amounts written off as uncollectible — (68)

Balance at end of the year — —

12. TRADE AND OTHER PAYABLES

2010 2009

RMB’000 RMB’000

Trade payables 144,489 67,467

Notes payables 5,105 13,235

149,594 80,702

Other payables for acquisition of plant and equipment 13,956 6,879

Other tax payables 358 7,110

Accrued staff costs 3,594 2,787

Accrued employee social security fund 9,790 9,790

Accrued electricity expenses 6,814 4,864

Accrued listing expenses 20,146 4,645

Other accrued expenses 5,177 1,549

209,429 118,326

The following is an aged analysis of trade payables at the end of the reporting period:

2010 2009

RMB’000 RMB’000

Within 30 days 99,142 42,194

31 to 90 days 45,347 25,269

91 to 120 days — 4

144,489 67,467
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The following is an aged analysis of notes payables at the end of the reporting period:

2010 2009

RMB’000 RMB’000

31 to 90 days 5,105 —

91 to 120 days — 8,660

121 to 180 days — 4,575

5,105 13,235

Trade payables and notes payables principally comprise amounts outstanding for purchase of

goods. The average credit period for purchase of goods is 30 days to 180 days. The Group has

financial risk management policies in place to ensure that all payables are within the credit time

frame.
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MANAGEMENT DISCUSSION AND ANALYSIS

BUSINESS REVIEW

For the year ended 31 December 2010, the Group’s revenue was approximately

RMB1,224.2 million (For the year ended 31 December 2009: RMB724.7 million),

representing an increase of approximately 68.9% from that of the previous year.

Profit and total comprehensive income attributable to owners of the Company

increased by approximately 54.6% to approximately RMB256.5 million (For the year

ended 31 December 2009: RMB165.9 million). Basic earnings per share amounted to

approximately RMB0.285 (For the year ended 2009: RMB0.221) per share.

Riding on the solid business growth and outstanding financial performance of the

Group, the Company successfully listed its shares on the Stock Exchange on 27 May

2010 through an initial public offering of new shares and raised net proceeds of

approximately RMB510.5 million. The Group’s management believes that this will

not only further enhance the awareness of the Group among the public and the

recognition its product brands in the market, but also help improve the corporate

governance of the Group and its access to international capital markets, as well as

raise the attractiveness for top talents to join the Group.

The Group was the market leader in the wrapping tissue paper market in 2010. As at

31 December 2010, the Group’s production capacity for wrapping tissue paper

aggregated approximately 136,800 tonnes a year. In 2011, the Group will expand its

production capacity of food wrapping and single-sided machine finished (“MF”)

tissue paper further, a move that will strengthen the Group’s leading position in the

specialty paper market. The expansion will be able to cope with the increasing

demand for the Group’s products in China.

The Group is proud of its matured and well-developed de-inking technology that

allows it to utilize recycled paper as one of the raw materials. This self-developed

and unique technology helps the Group establish a robust entry barrier compared to

its competitors and enjoy a solid margin. The Group’s continuous emphases on

research and development and quality control have constituted its core competences

contributing to its successes achieved over the years. The Group will continue to

improve the technology and increase the use of recycled materials in its production

process, a move that helps to lower its production costs.
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INDUSTRY OVERVIEW

Wrapping tissue paper

In line with the Central Government’s policy to develop domestic consumption into

a major growth driver of the country’s economy, China’s retail sales grew at the

fastest pace in more than two decades in 2010 as government stimulus spurred

demand for consumer goods. Total retail sales rose 18.4% year-on-year to RMB15.4

trillion (US$2.3 trillion). Urban retail sales of consumer goods topped RMB13.3

trillion in 2010, up 18.8% year on year; while retail sales in rural areas rose 16.1%

to RMB2.0 trillion.

Consumption accounted for 3.9% out of China’s 10.0% gross domestic product

growth in 2010. This level, while lower than the 4.1% reported in 2009, represented

a much larger underlying value because of the enlarged base.

The growth in consumption of wrapping tissue paper is closely associated with retail

sales growth. The sustainable economic development over the past few years in China

has improved the living standards of the country’s consumers, whose increased

attention to product packaging has fuelled the demand for wrapping tissue paper due

to its aesthetic appeal and ability to highlight a product’s quality and visual

appearance. As wrapping tissue paper has increasingly become the ideal packaging

option for many consumer goods, its growth potential has expanded.

In the future, growing environmental awareness among consumers and increasing

stringent restrictions against the use of plastic packaging material are expected to

promote the use of wrapping tissue paper as the packaging material for many types

of merchandise and further facilitate the growth of wrapping tissue paper

consumption, and therefore the market for wrapping tissue paper is expected to grow

continuously.

The market trend in packaging materials development is moving towards mid-to-high

end, diversified and multi-coloured products. Compared to other packaging materials

such as plastics, wood, metal and glass, paper-based packaging materials offer

advantages in terms of cost and production efficiency and comport better with

increasingly stringent environmental regulations. This trend has established a firm

footing for the wrapping tissue paper market to continue its healthy development.
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Wall-paper backing paper

There is an emerging trend in consumption of high-end household products in China

where rising levels of disposable income and a desire for better living conditions

have been driven demand for home improvement products. The penetration rate of

wall-paper is much lower in China compared to European and US markets, and

high-end wall-paper backing paper is in short supply in China. Consequently, the

Group is of the view that the demand for high-end wall-paper in China will

experience rapid growth in the future.

In the past year, the Group with assistance from South China University of

Technology, started to develop technologies for high-end wall-paper backing paper

and has achieved several breakthroughs. It is now in possession of the technical

capabilities required for manufacturing high-end wall-paper backing paper.

This underpins the Group’s decision to invest in a new high-end wall-backing paper

production line, which is expected to commence production in the second quarter of

2012.

RESULTS

The revenue of the Group for the year ended 31 December 2010 was RMB1,224.2

million, representing an increase of approximately 68.9% from RMB724.7 million

for the year ended 31 December 2009.

Profit and total comprehensive income attributable to owners of the Company

increased by approximately 54.6% from RMB165.9 million for the year ended 31

December 2009 to RMB256.5 million for the year ended 31 December 2010.

Basic earnings per share for the year ended 31 December 2010 improved to

RMB0.285 per share as compared with RMB0.221 per share for the same period of

2009, based on the profit attributable to owners of the Company of RMB256.5

million (For the year ended 31 December 2009: RMB165.9 million) and the weighted

average of 900,000,000 shares (For the year ended 31 December 2009: 750,000,000

shares) in issue during the reporting period. The outstanding performance in 2010

was mainly attributable to increases in both sales volume and average selling price

of the Group’s products, as well as the introduction of new products such as ivory

boards and paper towel, albeit mitigated by the professional expenses in relation to

the global offering of new shares in the Company for its listing on the Stock

Exchange.
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FINANCIAL REVIEW

Revenue

The revenue of the Group increased by approximately 68.9% from RMB724.7 million

for the year ended 31 December 2009 to RMB1,224.2 million for the year ended 31

December 2010.

Sales of double-sided MF tissue paper increased by approximately 32.9%, from

RMB470.4 million for the year ended 31 December 2009 to RMB625.4 million for

the year ended 31 December 2010, primarily due to an increase in demand for the

products, increases in average selling prices and the increase in production capacity

of the Group.

Sales of single-sided MF tissue paper increased by approximately 121.1%, from

RMB168.6 million for the year ended 31 December 2009 to RMB372.8 million for

the year ended 31 December 2010, primarily due to commencement of operation of

two new production lines in early 2010, each with approximately 9,000 tonnes in

annual production capacity.

Sales of copy paper increased by approximately 32.2%, from RMB85.7 million for

the year ended 31 December 2009 to RMB113.3 million for the year ended 31

December 2010, primarily due to an increase in demand for the products.

Sales of paper towel and ivory boards, which were newly launched in early 2010,

contributed revenues of RMB46.0 million and RMB66.5 million respectively for year

ended 31 December 2010, in aggregate represented 9.1% of total revenue for the year

ended 31 December 2010.

Gross profit

Gross profit of the Group increased from RMB240.6 million for the year ended 31
December 2009 to RMB401.0 million for the year ended 31 December 2010.

Overall gross profit margin of the Group narrowed from 33.1% for the year ended 31
December 2009 to 32.7% for the year ended 31 December 2010. The slightly lower
overall average gross profit margin was mainly due to a change of sales mix of the
Group’s products. The gross profit margin of paper towel and ivory boards were
approximately 23.3% and 17.0% respectively for the year ended 31 December 2010,
which off-set the improvements in gross profit margins of double-sided and
single-sided MF tissue paper.
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Other income and other gains and losses

Other income and other gains and losses of the Group changed from a net gain of
RMB2.4 million for the year ended 31 December 2009 to a net loss of RMB5.8
million for the year ended 31 December 2010, mainly due to a net foreign exchange
loss of RMB9.8 million resulting from the continuous appreciation of RMB against
other currencies during the year, off-setting a government grant of RMB3.3 million
for the award for the successful listing of the Company on the Stock Exchange in the
year ended 31 December 2010.

Selling and distribution costs

Selling and distribution costs of the Group increased by approximately 42.5% from
RMB4.0 million for the year ended 31 December 2009 to RMB5.7 million for the
year ended 31 December 2010, representing approximately 0.6% and 0.5% of the
Group’s turnover, respectively. The increases were primarily due to increases in
marketing resources allocated to promotion activities.

Administrative expenses

Administrative expenses of the Group increased by approximately 60.6% from
RMB32.0 million for the year ended 31 December 2009 to RMB51.4 million for the
year ended 31 December 2010, representing approximately 4.4% and 4.1% of the
Group’s turnover, respectively. The increase was primarily due to increases in
depreciation charges for property, plant and equipment, release of prepaid lease
payments, employee benefits expenses and professional fees for compliance as a
listed company.

Listing expenses

Listing expenses mainly represented professional fees and other expenses related to
the listing of the Shares of the Company on the Stock Exchange.

Finance costs

Finance costs of the Group increased by approximately 21.9% from RMB18.2 million
for the year ended 31 December 2009 to RMB22.2 million for the year ended 31
December 2010, primarily due to an increase in bank borrowings throughout the year
ended 31 December 2010.

Interest rates of bank loans were at variable rates ranging from 4.78% to 5.18% for
the year ended 31 December 2010, compared with 4.78% to 4.86% for the year ended
31 December 2009.
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Taxation

Tax charge increased by approximately 193.8% from RMB13.0 million for the year

ended 31 December 2009 to RMB38.2 million for the year ended 31 December 2010,

primarily due to a higher tax rate applied as a result of expiry of the preferential tax

treatment under the Enterprise Income Tax Law. Two of the Group’s subsidiaries

operating in China, namely Xiyuan Paper Co., Ltd. and Huaxiang Paper Industry Co.,

Ltd., were subject to an income tax rate of 12.5% (50% reduced from Enterprise

Income Tax of 25%) effective since 2010. Moreover, Youlanfa Paper Co., Ltd. Fujian

obtained a high and new technology enterprise certificate during the year and was

since subject to a preferential tax rate of 15% for three year period. The preferential

tax was retrospectively applied from 2009, an overprovision of approximately

RMB5.2 million of income tax for 2009 had been credited in profit and loss during

the year. As a result, the Group’s effective tax rates for the year ended 31 December

2009 and 2010 were 7.1% and 12.9%, respectively.

Profit and total comprehensive income attributable to owners of the Company

Profit and total comprehensive income attributable to owners of the Company

increased from RMB165.9 million for the year ended 31 December 2009 to

RMB256.5 million for the year ended 31 December 2010. The ratio of profit

attributable to owners the Company to revenue narrowed from approximately 22.8%

for the year ended 31 December 2009 to approximately 20.9% for the year ended 31

December 2010 mainly due to the professional fees of RMB20.9 million in relation

to the initial public offering charged during the year, the effect of expiry of the

preferential tax treatment for two subsidiaries and the professional fees for

compliance as a listed company.

LIQUIDITY AND CAPITAL RESOURCES

Cash flow

For the year ended 31 December 2010, net cash of the Company increased by

RMB376.8 million. Sums of RMB263.2 million and RMB588.4 million were

generated from operating activities and financing activities respectively, while

outflows of RMB474.8 million on investing activities were recorded for the period.

Net cash outflow from investing activities were primarily payments for acquisitions

of properties, plant and equipment of RMB455.2million.
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Inventories

The Group’s inventories increased to RMB146.4 million as at 31 December 2010 (As

at 31 December 2009: RMB110.2 million), primarily due to an increase in raw

materials.

The Group’s inventories comprise raw materials of wood pulp and scrapped paper for

de-inked pulp, packaging materials, works-in-progress, finished goods and

merchandises for sale. As at 31 December 2010, the inventory turnover cycle was

approximately 56.8 days (As at 31 December 2009: 51.9 days). The turnover cycle

lengthened as compared with the year ended 31 December 2009, primarily due to an

increase in stock level during the year.

Trade receivables

As at 31 December 2010, the Group’s trade receivables amounted to RMB244.4

million (As at 31 December 2009: RMB134.0 million). During the year 2010,

distributors were generally granted a credit term of 60 days. The turnover cycle for

trade receivables shortened to 56.4 days (As at 31 December 2009: 57.0 days)

primarily due to better credit control and more efficient debt collection.

Trade Payables

As at 31 December 2010, the Group’s trade and bills payables amounted to

RMB149.5 million (As at 31 December 2009: RMB80.7 million). During the year

2010, the credit terms provided by suppliers ranged from 30 to 180 days. The

turnover cycle for trade and bills payables shortened to 51.0 days (As at 31 December

2009: 83.3 days), the Group’s arranged faster payments with its suppliers in order to

obtain more favourable prices in light of rising wood pulp prices during the year.

Borrowings

As at 31 December 2010, the Group’s bank loan balance amounted to RMB553.6

million, of which RMB264.5 million will be due for repayment within one year (At

31 December 2009: RMB523.0 million, of which RMB 182.8 million will be due for

repayment within one year) and available unutilised credit facilities stood at

RMB265.3 million (As at 31 December 2009: RMB120.0 million) .

As at 31 December 2010, the Group’s bank borrowings of approximately RMB143.0

million carried fixed interest rates (As at 31 December 2009: RMB173.0 million).
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As at 31 December 2010, the Group’s gross gearing ratio was approximately 24.3%

(As at 31 December 2009: 40.0%), which was calculated on the basis of the total

amount of borrowings as a percentage of the total assets. The net gearing ratio, which

was calculated on the basis of the amount of borrowings less cash and bank balances

as a percentage of the shareholders’ equity was 6.0% (As at 31 December 2009:

78.6%).

Pledge of assets

As at 31 December 2010, the Group pledged certain of its property, plant and

equipment and land use rights with an aggregate carrying value of RMB470.8 million

and RMB228.3 million respectively (As at 31 December 2009: RMB285.2 million

and RMB138.0 million respectively) as collaterals backing the credit facilities

granted to the Group.

Capital expenditure

During the year ended 31 December 2010, the Group invested approximately

RMB395.2 million (For the year ended 31 December 2009: approximately RMB264.4

million) in construction of production facilities and equipment and acquisition of

land use rights.

Capital commitments

As at 31 December 2010, the Group’s capital commitments, including contracted and

authorised, were approximately RMB464.9 million (As at 31 December 2009:

RMB83.4 million), which related to acquisitions of properties, plants and equipment

and land use rights.

DIVIDEND

The Board does not recommend payment of any final dividend for the year ended 31

December 2010 (For the year ended 31 December 2009: Nil).

HUMAN RESOURCES MANAGEMENT

As at 31 December 2010, the Group employed 1,815 staff (For the year ended 31

December 2009: 1,459) and the total remuneration for the year ended 31 December

2010 amounted to approximately RMB38.6 million (For the year ended 31 December

2009: RMB28.0 million).
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PROSPECTS

Looking forward, domestic consumption is starting to take root as a major economic

growth driver in China. Domestic consumption as a percentage of the country’s GDP

is gradually picking up. This will continue to drive the rapid development of the

market for wrapping tissue paper, which will in turn spur the demand for MF tissue

paper which is mainly used in packaging of consumer products of different kinds

across the whole spectrum of different price brackets.

The Group is well-positioned to benefit from this rapid development because the high

quality wrapping tissue paper and specialty paper products it manufactures are still

in acute shortage.

In addition, the Group is among one of the few paper manufacturers capable of

making de-inked pulp suitable for the production of wrapping tissue paper. It has a

well-articulated plan to expand its de-inking pulp production capacity and increase

the use of de-inked pulp, reclaimed pulp and recycled white paper in the production

of all its products. This will help the Group achieve better control of its production

costs than its competitors and also further enhance the environmental friendly nature

of the Group’s operation.

With regards to new businesses, the Group announced in January this year that it will

invest in a new high-end wall-paper backing paper production line of an annual

production capacity of 35,000 tons. Production is expected to commence in the

second quarter of 2012.

The Group considers that this investment into a wall-paper backing paper production

line is consistent with the Group’s business strategy and it is the right timing to make

such an investment. The Group has developed better competitive advantages in the

specialty paper industry over the years in terms of production technology and cost

control and the Group believes that the establishment of this new wall-paper backing

paper production line will help tapping into a new market and create a new source of

income.

According to the Group’s production capacity expansion plan, its total production

capacity will increase to approximately 84,000 tonnes by the end of 2011 from

184,700 tonnes as at 31 December 2010 to 268,700 tonnes as at 31 December 2011.

The Group believes that it is well-positioned to leverage its leading market position

as well as strong production capability to benefit from the projected sustaining

growth of the market of wrapping tissue paper and other specialty paper in China.
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CODE OF CORPORATE GOVERNANCE PRACTICE

The Company has adopted the code provisions on Corporate Governance Practices

(the “Code”) as set out in Appendix 14 to the Listing Rules as its own code of

corporate governance. The Directors consider that since the listing of the Shares on

the Main Board of the Stock Exchange and up to 31 December 2010, the Company

has complied with all the code provisions as set out in the Code.

The Company’s Directors are committed to adhere to the best corporate governance

practices of the Group to ensure that formal and transparent procedures are in place

to protect and maximise the interests of the shareholders of our Company.

MODEL CODE FOR SECURITIES TRANSACTIONS

Our Company has adopted the Model Code for Securities Transactions by Directors

of Listed Issuers (the “Model Code”) as set out in Appendix 10 of the Listing Rules

as the code of conduct for Directors in their dealings in the securities of the

Company. Having made specific enquiry to all our the Company’s Directors, all

Directors confirmed that they have complied with the required standard for share

dealings as set out in the Model Code throughout the period under review.

AUDIT COMMITTEE

The Company has established an audit committee with written terms of reference

based upon the provisions and recommended practices of the Code on 30 April 2010.

The primary responsibilities of our audit committee are to review and supervise

financial reporting processes and internal control system of the Group. As at 31

December 2010, the audit committee comprises Mr Chow Kwok Wai, Prof. Zhang

Daopei and Prof. Chen Lihui, being the three independent non-executive Directors.

Mr. Chow Kwok Wai is the chairman of the audit committee.

During the review period, the audit committee has held one meeting and subsequently

on 23 February 2011, the audit committee also held one meeting. The members of the

audit committee have reviewed and discussed with the external auditors of the

Company of the Group’s audited consolidated financial statements for the six months

ended 30 June 2010 and for the year ended 31 December 2010. The members of the

audit committee were of an opinion that such statements have complied with the

applicable accounting standards, the Listing Rules and legal requirements, and that

adequate disclosures have been made.
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PURCHASE, SALE OR REDEMPTION OF THE LISTED SECURITIES OF
OUR COMPANY

Since the Listing Date and up to 31 December 2010, neither the Company nor any of

its subsidiaries has purchased, sold or redeemed any of the listed securities of the

Company.

By Order of the Board
Youyuan International Holdings Limited

KE Wentuo
Chairman

Hong Kong, 23 February 2011

As at the date of this announcement, the executive directors of the Company are Mr. Ke Wentuo, Mr.

Ke Jixiong, Mr. Cao Xu and Mr. Zhang Guoduan; the non-executive director of the Company is Mr.

Paul Steven Wolansky and the independent non-executive directors of the Company are Prof. Zhang

Daopei, Prof. Chen Lihui and Mr. Chow Kwok Wai.
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