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DEFINITIONS

In this circular, unless the context otherwise requires, the following expressions have the

following meanings:

«Annual Gaps”

#3 8s0cCiares”

#Board”

“ COlnpa ny”

« Cominuing Connecied
Trnsacions”

«Direcior(s)”

«Group”

”H $/r

«Ind epend enn Board Comniviee”

xﬁ S isa corporaiion licensed und er the SFO o carry
onwype 4 @dvising on securiries), vype 6 @d vising on
corporaie finance) and rype 9 (3ssev mana gement)
regulared aciivivies under the SFO and is +he
ind epend ent financial ad viser vo +he Ind epend ent
Board Comiiveeand Ind epend ent Sharehold ers;

vhe annual aps for the wransaciion und er the Shirai
Supply Agreementand the Shirai Purcha se Agreemem
for xhe +hree fimncial years end ing 31 December 2009,
dewils of wshich are sev our on page 810 9 of +his
circulir;

shall ha ve the meaning as prescribed und er the isuing
Rules;

means +he board of Direcvors;

ingboard Chemical Holdings imived, a company
incorporated in the Cayman Islands swith limived
liabilivy and sphose shares are listed on +he Svock
Exchange;

ihe cominuing supply of PCB wo rhe Shirai Group

pursuant w0 +the Shirmi Supply Agreement and +he

coniinuing purchase of hmim+es and subcommn cing

services from rhe Shirai Group pursuam 1o rhe Shirai

[urchase Agreemeny, sshich consiivure cominuing

connecied wransaciions of the Company under +he
isving Rules;

d irecvor(s) of the Company;

exiraordinary general meeving 1o be held on 8
December 2006 by the Company 10 a pprove, among
other 1hings, the Shirai Supply Agreement, vhe Shira i
Purcha se Agreementand +he Annual Caps;

vhe Companyand iws subsid faries;

Hong ong Dollars, vhe I snful currency of Hong ong
Special Ad miniswravive Region;

+he ind epend ent board cominivee comprising +he
ind epend enn non-execumrive Direcrors a ppoimed o
ad vise +he Ind epend ent Sha rehold ers pursua m 10 rhe
requiremems of the isiing Rules;
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«Ind epend e T hird Paries”
P

«Ind epend ent Sha rehold ers”

”]Rl,,

« aresy Pracvicable Dave”

« isiing Rules”

«Qrigima1 Shirai Purcha se
Agreemen.”

«Qrigina1 Shirai Supply
Agreemen”

“ IJCB//

«SEQ”

«Share(s)”

«Sha rehold er(s)”

# Shira {”

panies =ahoare ind epend em of and now connecied nih
ihe Company or +he connecied person(s) of +he
Company;

Sharehold ers saho have no imeres. nharsoever in +he
Cominuing Connecied T ransa ciions;

Techwise Shirai Circuirs imived, 3 company
incorporared in Hong ongand is owwned as o 70%
byT echwiseand 30% by Shir i;

'\'_ .
17 M ovember 2006, being +he lavesw praciicable dare
prior vo vhe priniing of +his circular for ascervaining
cerain informaiion conained herein;

T he Rules Governing +he isving of Securiries on +he
Swock Exchange;

+he a greemen daed Z’v/f ay 2004 envered inmo bevspeen
Tech+nise and Shirai in relarion wo vhe purchase of
laminaves from +he Shirai Group and +he
subcomra cving services of +he Shirai Group for +he
prod uciion of PCB, for a werm from B’V/f arch 2004 o
31 December 2006;

vhe 3 greemen daved ’v/ ay 2004 envered imo bevrpeen
Tech+ise and Shirai in relarion vo +he sale of PCB o
vhe Shirai Group by vheTech+ise Group, for a vermn

from 3@ arch 2004 +o 31 December 2006;
primed circuiv boards;

vhe Securivies and Fuwures Ord imance (Cha prer 571 of
+he a s of Hong ong);

ordinary share(s) of nominal value H $0.10 each in
+he Share Ga pival of the Company;

sha rehold er(s) of the Company;

Shirai Elecironics Induswrial Co., +d., 3 company
incorporared and lisied in Japan; Shirai is presemly
hold ing 30% of +he issued share capiwal of the JVand,
save for irs shareholding in +he JV isan Ind epend ent
T hird Pary;



DEFINITIONS

«Shirai Group”

«Shirai Purcha se Agreemem”

«Shirai Supply Agreemen.”

«Svock Exchange”

« subsid {a ries”

«T ech ~pise”

4T ech+sise Group”

# Warranuhold er(s)”

#2006 Warram(s)”

Shiraiand iws subsidiaries;

+he agreement dared 27 Ocvober 2006 envered inwo
bev-neen Techwise and Shirai in relarion ro +he
purcha se of kminaes from vhe Shirai Group and +he
subcomra cving services of +he Shirai Group for +he
prod ucrion of PCB for a rerm from 1 January 2007 +o
31 December 2009;

+he agreement dared 27 Ocvober 2006 envered inwo
bevrneenT ech=nise and Shirai in rel+ion ~o +he sale of
PCB +o vhe Shirai Group by +heT echnise Group fora
werm from 1 January 2007 ~o 31 December 2009;

T he Svock Exchange of Hong ong imived;

shall have +he meaning as prescribed under +he
Companies Ordimance, Cap 32, of +he I \ns of Hong

ong and «subsidiaries” shall be conswrued
a ccord ingly;

Tech+ise Circuirs Company imiied, 3 company
incorporared in Hong ong wnivh limived liabilivy and
is owaned as w0 90% indirecily by he Company and
10% direcily by Willwise (P'WB) Consulving imived;
Willenise (P'WB) Consuliing imived is uliimarely
beneficially o+ned b}’v’f r. ong HoiA‘Ving 3510 40%,
r. Chan Pak Chungas o 35% andz/. r. Woo Dickas
~0 25%; save for +heir respeciive imeresis inT ech rpise,
Will spise (P WB) Consulting imived and ixs
sha rehold ers are Ind epend eniT hird Paries;

<z

Techwpise and irs subsid ia ries;

+he hold er(s) of +he 2006 Wa rramus, vhe d eails of sahich
are sev ouv in vhe Company’s circular daved 7
Seprember 2004; and

vhe ssarrani(s) emiuing +he Warraniholder(s) +o
subscribe ax any e d uring a specified subscriprion
period for fully paid Sharesa+an inivial subscriprion
price of sphich are sev our in the Company’s circular
daved 7 Sepiember 2004.
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21 W ovember 2006

To the Shareholders, and for
information only, the Warrantholders

Dear Sir ozf adam,
CONTINUING CONNECTED TRANSACTION
1. INTRODUCTION

By an announcemen. dared 27 Ociober 2006, the Company, among oiher +hings,
announced 1ha+T echise emered inwo vhe Shirai Supply Agreementand +he Shirai Purcha se
Agreemen. with Shirai on 27 Ocvober 2006.

On xA ay 2004, T ech+pise, a vhen 57% and curremly 90% o+wned subsidiary of +he
Company, emwered inwo vhe Original Shirmi Supply Agreement and +he Origimal Shirai
Purcha se Agreemem saith Shirai. Shiraiisa company shich holds 30% of the issued share
capial of +he JV, a2 70% o+aned subsidia ry of Tech+nise, and is rherefore a connecied
person of the Company und er vhe isiing Rules.

*  For identification purpose only
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T he vransa cvions und er vhe Original Shirai Supply Agreemen: consiivure non-exempr
cominuing connecied rransaciions of the Company subject 10 reporiing, 3 nnouncement
and +heapproval of ind epend emw Sha rehold ers.T he Company has on 30 June 2004 obw ined
+he ind epend ent Sha rehold ers” a pproval inan exwra ord imry general meeiing in respec. of
vhe Original Shirai Supply Agreemeniand ivs origimlannual ca ps.T he wransa ciions und er
vhe Original Shirai Purchase Agreement consiiiuie non-exempr cominuing connecied
wransa avions of the Company subject 10 1he requiremems of reporiing and a nnouncement.
T he Company has on ’v/ ay 2004 announced d ewils of vhe \ransa cvions und er vhe Original
Shirai Purchase Agreement.

Since +he Original Shirai Purchase Agreement and +the Original Shirai Supply
Agreement +ill expire on 31 December 2006, the Company has on 27 Ociober 2006 envered
invo vhe follo wing 3 greemenms:

(i)  +he Shirai Supply Agreemem phich sews our the general+ermsand +he basis of
calculivion of vhe sale price upon phich vheT ech+ise Group supplies PCB wo
ihe Shirai Group; and

(ii)  +he Shirai Purchase Agreement phich sews our the generalrermsand +he basis
of calcularion of vhe purchase price and fee upon sphich +heT echise Group
purchases laminatres from rhe Shirai Group and subconira cvs vhe services of
ihe Shirai Group (i.e. drilling services provid ed by ihe Shirai Group) for rhe
prod uciion of PCB,

for a rerm from 1 January 2007 o 31 December 2009.T he Shirai Supply Agreemen and
he Shirai Purcha se Agreement are on rerms similar vo 1hose sev ouw in the Original Shirai
Supply Agreementand rhe Original Shirai Purcha se Agreemem, respeciively.

T he wransaciions und er vhe Shirai Supply Agreement and +he Shirai Purchase
Agreemen. will consiivure non-exempr cominuing connecied wransa cvions of the Company
and herefore vhey are (vogeither waivh the Annual Caps) subjecy w0 vhe requiremems of
reporiing, announcement and ind epend ent Sha rehold ers” 3 pproval und er the isving Rules.

T he purpose of +his circular is vo proviie you wivh furiher d evails of vhe Shirai
Supply Agreement and rhe Shirai Purchase Agreement, vhe advice of x S 1o +he
Ind epend enmv Board Comuniviee and Ind epend ent Sha rehold ers, vhe recomienda+ion of vhe
Ind epend enmv Board Cominivee and cerain ovher information as required by vhe isving
Rules.
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RENEWAL OF AGREEMENTS

Pariculars of vhe Shirai Supply Agreemen are sew our belo

Dane:

[aries:

Prod ucws vo be supplied:

Pricing:

Termn:

27 Ocwober 2006
T ech ~pise
Shirai

supply of PCB by rhe Techwise Group +o +he Shirai
Group, withour any limiwiion on rhe maximum or
minimum quanvivy w0 be purchased by the Shirai
Group

ava price wphich is nov more favourable vo vhe Shirai
Group +han +he price a+ wphich 1he Tech+ise Group
sells similar prod ucis o Ind epend ent T hird Pardes
having regard o +he quaniivy and ovher cond inions of
ihe sale

from 1 January 2007 o 31 December 2009, boxh days
inclusive

Pariculars of vhe Shirai Purcha se Agreement are sev our beloww

Dave:

Fa ries:

Producisand services
w0 be purchased :

27 Ocwober 2006
T ech +pise
Shirai

purchase of lminawes from rhe Shirai Group by +he
Tech+ise Group and subconiraciing +he services of
Shirai Group (i.e. +he provision of d rilling services by
ihe Shirai Group +o vhe Techwise Group) for +he
prod uciion of PCB, wivhour any limiwtion on +he
ma Ximun or minimuin (i) qua nuivy of lh minaves vo be
purchased by +he Techwise Group and (ii)
subcomra cuing services 10 be comaa cred spith vhe Shira i
Group
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Pricing: ava price wphich is nou less fa vourable vo vheT ech nise
Group +han +he price or fee a+ wphich +he T echwise
Group purchases, or would be able w0 purchase, or
enga ge or nould be able 1o enga ge, similar marerials
or services from Ind epend ent T hird Paries having
regard 1o 1he quamivy and ovher condivions of +he
purcha se or the enga gemen.

Term: from 1 January 2007 o 31 December 2009, boxh days
inclusive

T he Shirai Group granwsa cred iv period of 60 days +o +heT ech+ise Group in respect
of the purcha se of himes by vheT ech +sise Group from +he Shirai Group and heT ech nise
Group granis a cred iv period of 75 days o the Shirai Group in respec of +he sale of PCB
by rhe T ech+ise Group +o vhe Shirai Group.T he rerms of +he Shirai Supply Agreemenm
and +he Shirai Purcha se Agreement werearrived avafierarm’s lengvh negoviation bevween
wheT echise Group and +he Shirai Group.T he Direciors (includ ing +he ind epend emt non-
execuiive Direciors) are of the vieswihar vhe rerins of +he Shirai Supply Agreementand vhe
Shirai Purchase Agreement are on normal commercial verms and are fairand reasomble
and in ‘he inweresis of the Company and +he Shareholiersasa whole.T he wransa ciions
und er vhe Shirai Supply Agreemem and vhe Shirai Purchase Agreementare carried oun in
vhe ordimary and usual course of business of theT ech aise Group.

3. BUSINESS OF THE GROUP AND THE SHIRAI GROUP

T he Group is principally enga ged in+he business of prod uctionand sale of hminmaxes,
PCB,and chemicls.T he Shirai Group is carrying on+he business of d esignand imanufa ciure
of PCB.

4. REASONS FOR THE SHIRAI SUPPLY AGREEMENT AND THE SHIRAI
PURCHASE AGREEMENT

T he Shirni Group has been +he lhrges. PCB cusiomer of theT ech=nise Group before
and a fier the esvablishimen of the JV.T he JV +as sex upasa suaregicalliance bevspeen 1he
T echwise Group and vhe Shirai Group.T he Direciors «herefore consid er +hax i is in +he
commercial inveresv of the T echise Group +o sell PCB vo +he Shirai Group on normal
commercial rerms.T he PCB purchased by +he Shirai Group are mainly for resale vo the
Shirai Group’s cusiomers. Some of vhe Shirai Group’s cusiomers require +har the PCB be
made from hinimes produced by cerain manufaciurers. As such, vheTech+ise Group
also purchases, through +he Shirai Group, lh inimawes prod uced by such ima nufa crurers for
vhe prod uciion of some of the PCB +o be sold wo +he Shirai Group. Some of +he lh mimaves
purchased from the Shirai Group sill be furiher processed by the Shirai Group before
d elivering »o +heT ech sise Group and +hese processes consiiiure vhe subcomr cving services
und er +he Shirai Purcha se Agreemen.
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5. ANNUAL CAPS

T he annual caps for vhe wransacvion und er vhe Shirai Supply Agreemen and +he
Shirai Purcha se Agreemem. areas follow

Transactions

Supply of PCB w0
the Shini Group

Purchase of

Annual caps for 2004,
2005 and 2006 under the
Original Shirai Supply
Agreement/the Original
Shirai Purchase
Agreement

H $405,000,000 for 2004
(note 1)
H $445,000,000 for 2005
(note 1)
H $489,000,000 for 2006
(note 1)

H $50,000,000 for 2004

Actual transaction
amounts in 2004,
2005 and the nine
months ended 30
September 2006

H $383,465,000

for 2004

H $416,149,000

for 2005

H $344,867,000

for \he nine momhs end ed
30 Seprember 2006

(note 5)

H $46,323,000

Annual caps for
2007, 2008 and 2009
under the Shirai
Supply Agreement/
the Shirai Purchase
Agreement

H $562,350,000
for 2007
H $646,703,000
for 2008
H $743,708,000
for 2009

H $161,000,000

I3 mim+es from the (note 2) for 2004 for 2007
Shirai Group H $85,000,000 for 2005 H $72,598,000 H $225,400,000
(note 3) for 2005 for 2008
H $115,000,000 for 2006 H $79,111,000 H $315,560,000
(note4)  for vhe nine months end ed for 2009
30 Seprember 2006
(note 5)
Sub-conm cuing H $8,000,000 for 2004 H $7,824,000 H $26,600,000
A NS ¢ujons (note 2) for 2004 for 2007
H $13,000,000 for 2005 H $12,704,000 H $37,240,000
(note 3) for 2005 for 2008
H $19,000,000 for 2006 H $12,818,000 H $52,136,000
(note4)  for vhe nine monihs end ed for 2009
30 Seprember 2006
(note 5)
Notes:
1. As announced by rhe Company on 12 ’\fovember 2004 and approved by +he ind epend ent
Sha rehold ers on 22 December 2004.
2. Asannounced by +he Company on 12 “‘tovember 2004.
3. Asannounced by ihe Company on 19 Ociober 2005.
4. Asannounced by the Company on 27 Ocrober 2006.
5. Based on+he unaudiied mam gementaccoums of theT ech+nise Group for ihe nine mon:hs end ed

30 Seprember 2006.



LETTER FROM THE BOARD

Based onthe unmaudied iana gement accoums of theT ech+ise Group for +he nine
monihs ended 30 Seprember 2006, the 3 mount of +he wransaciions und er +he Original
Shirai Purcha se Agreementand vhe Original Shirni Supply Agreementareas follo+w

Amount of transactions

for the nine months

ended 30 September 2006

(based on the unaudited

management accounts

Transactions of the Techwise Group)

Supply of PCB o rhe Shirai Group H $344,867,000
und er +he Original Shirai Supply Agreement

Purcha se of hinaves from vhe Shirai Group H $79,111,000
und er vhe Original Shirai Purcha se Agreemen

Sub-conwra cving wransa cvions und er +he H $12,818,000
Original Shirai Purcha se Agreemem

T ovalamoun of \ransa ciions und er vhe H $91,929,000
Original Shirai Purcha se Agreemem

T he Annual Caps are essimaved by rhe Direciors wirth reference o the annual caps
for 2006 und er +he Original Shirai Supply Agreement and +he Original Shirai Purchase
Agreement and based on the assumprion thax there will be an annual increase of abour
15%, 40% and 40% for vhe (i) supply of PCB wo «he Shirai Group und er vhe Original Shirai
Supply Agreemen; (ii) purchase of hminaves fromn +he Shirai Group und er vhe Original
Shirai Purchase Agreemem;and (iii) sub-comur cving wransa cvions und er vhe Original Shira i
Purchase Agreemen, respeciively, in 2007, 2008 and 2009.

6. REASONS AND BENEFITS FOR THE INCREASING DEMAND OF PCB FROM,
PURCHASE OF LAMINATES FROM, AND SUBCONTRACTING
TRANSACTIONS WITH THE SHIRAI GROUP

Some of the Shirai Group’s cuswomers specifically require 1ha+ +he PCB be mad e by
wheT echpise Group from laminmres (i) prod uced by cervain mmanufa cvurers (includ ing +he
Shirai Group irself);and /or (ii) d rilled by vhe Shirai Group. As such, 1he increa sing d ema nd
of PCB from +he Shirai Group is co-relared »0 +he increasing demand of laminaves and
d rilling services from vheT echise Group.T he Board believes thar demand for elecironic
prod ucws, such as mobile phonesand compurers will cominue 10 increaseand, asa resul,
where will be an increasing demand of PCB for ma nufa cvuring such elecuronic prod ucs.

T he sirong markev gro+weh can be illusirared by he facu vhatvhere w@san increasing
demand of PCB from the Shirai Group und er +he Original Shirai Supply Agreement and
vhe correspond ing increa sing d emand of hiim+esand drilling services from +heT ech nise
Group in 2004, 2005 and he firs. nine monihs of 2006.T he 3 crual rransa crion 3 mounts

—9_



LETTER FROM THE BOARD

und er vhe Original Shirai Supply Agreemem and vhe Original Shirai Purchase Agreement
in 2005 as compared wo +hose in 2004 increased by approximarely 8.0% (supply of PCB),
47.0% (purchase of laminaves) and 62.4% (sub-conuraciing services), respeciively. As
compared +0 rheacal wransa ciion amoums in 2005, vhe projecied wransa cvion a moums in
2006 also increased by a pproxima+ely 10.5% (supply of PCB), 45.3% (purcha se of hminaes)
and 34.5% (sub-comur ciing services), respeciively. On +his basis, the Board believes 1ha+
where wnill be an increasing d emand of PCB fromn vhe Shirai Group und er vhe Shirai Supply
Agreement and +he corresponding d emand of kminaves and drilling services from +he
Techwnise Group und er +he Shirai Purcha se Agreemen in +he coming hree financial years.

7. LISTING RULES IMPLICATIONS

As Shirai is a subswmial sharehold er hold ing 30% of \he equity ineresy of vhe JV
and +he JVisa subsidiary of the Company, Shirai isa connecied person of the Company.
T he \ransaciions und er the Shirai Supply Agreemen and rhe Shirai Purchase Agreemen
+pill consiivure non-exempr cominuing connecied wransa cvions of the Company and vherefore
ihey are (rogerher with vhe Annual Caps) subject w0 +he requirements of reporiing,
announcemem and Ind epend ent Sharehold ers’ a pproval und er vhe isiing Rules.

8. EGM

T he Comnpany will convene +he E@A for consid ering and, if though fiv, passing +he
resoluion for the a pproval of the Shirai Supply Agreemen, 1he Shirai Purcha se Agreemem
and rhe Annual Caps. As confirmed by Shirai, Shirai, irs subsidaries and ixs ulimae
beneficial owners d o nov hold any Shares.T o xhe bes. of the kno nted ge, informa+ion a nd
belief, 3 fier having made reasonable inquiries, vhe Direciors 1a ke the vierwrhar no
Sha rehold er is iarerially imereswed in+he Shirai Supply Agreemem and +he Shirai Purcha se
Agreementand vherefore no Sharehold er is required 0 absain from vouing ax 1he EQ .

A proxy form for use ax ihe EQ is enclosed . Whether or now you are able w0 avend

ihe meeving, you are requesied 10 complere and revurn +he enclosed proxy form in
accordance with +he inswruciions prinved vhereon as soon as possible v0 the Company’s

—-10-
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9. RECOMMENDATION

Your aveniion is d ra +an 10 1he lewer from +he Ind epend ent Board Cominivee sev oun
on page 12 of +his circular and +he lewer from & S vo «he Ind epend enn Board Cominivee
and Ind epend em Sha rehold ers sex our on pa ges 13 10 28 of +his circular.

T he Direciors (includ ing vhe ind epend ent non-execuvive Direciors) are of vhe vieww
1ha+ ihe rerms of +he Shirai Purchase Agreemem and Shirai Supply Agreemen: (and +he
Annual Caps)are on normal comiercial werms and are fair and reasomble and in +he
interesws of the Shareholdersasa wphole.

T he Ind epend emn Board Cominiwvee, ha ving consid ered rhe informaxion comained in
+his lewer and v king in a ccoum +he ad vice of x S, has come 10 1he vieswihar the rers of
vhe Shirai Purchase Agreement and vhe Shirai Supply Agreement (3nd +he Annual Caps)
are fairand reasomble. Accord ingly, the Ind epend enn Board Cominivee recomiend s vhax
+he Ind epend ent Sha rehold ers should vove in fa vour of the ord ima ry resoluiion o a pprove
+he Shirai Purcha se Agreemem, «he Shirai Supply Agreemen.and the Annual Capsax he

10. ADDITIONAL INFORMATION

Your aweniion is also d ra an 10 1he general informaxion sev our in a ppend ix 1o +his
circular.

Yours faivhfully,
Forand on behalf of vhe Board
Cheung Kwok Wing
Chairman
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KINGBOARD CHEMICAL HOLDINGS LIMITED
Z2ELLI&EH"

(Incorporated in the Cayman Islands with limited liability)
(stock code: 148)

21 ¥ ovember 2006
To the Independent Shareholders
Dear Sir ozA adam,

CONTINUING CONNECTED TRANSACTIONS

<
. bt bt bl .
We refer o vhe circular of vhe Company dared 21 ¥ ovember 2006 (he « Circular”) of
sahich +his lewer forms par.Terms defined in+he Circular shall have rthe same meanings
«shen used herein, unless rhe comext requires other wnise.

We have been appoined as +he Independen. Board Comimivee 1o advise vhe
Ind epend env Sha rehold ers as w0 spheiher the rerms of +he Shirai Supply Agreemen, 1he
Shirai Purchase Agreemen and +he Annual Capsare fair and reasonable so far as the
imeresis of vhe Sharehold ers are concerned . Accord ingly, we ha ve a ppoinied & Sashe
ind epend ent fimancialad viser w0 ad vise usand Ind epend enw Sha rehold ers in +his respec.

We nish 10 d ra wwyour awemion +o the lewer from vhe Board on pages 4 o 11 of the
Circular, nhich sexs our informarion in conneciion nivh +he Comiinuing Connecied
Transacvions and vhe Annual Caps. Wealso wish 10 d ra wwyour aviemion 1o +he lewer from
& S+ovhe Ind epend ent Board Cominivee and Ind epend eny Sha rehold ers +phich coma ins
irsadvice ro us in respect of the Cominuing Connecied Transa cvionsand vhe Annual Gaps
as sew our on pages 13 10 28 of the Circular.

Ha ving consid ered +he information coma ined in +he lewer from +he Board and wa king
inwo a ccount the ad vice and recommmendarion of ,& S, »ae consid er thax rhe Cominuing
Connecied Transa cvionsand «he Annual Gapsare fairand reasombleand are in+he ineresis
of the Company and ins Shareholiersasa whole. Accordingly, we recommend +hax +he
Ind epend enmv Sha rehold ers should voue in fa vour of +he ord imary resolusion vo a pprove vhe
wransa cvions comemplared und er vhe Shirai Supply Agreement and +he Shirai Purcha se
Agreemeniand +he Annual Capsarthe EQ’

Yours faichfully,
Forand on behalf of
Ind epend em Board Cominiviee
Cheng Ming Fun, Paul, Independent non-executive Director
Tse Kam Hung, Independent non-executive Director
Henry Tan, Independent non-executive Director

*  For identification purpose only
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Shirai is 2 company shich holds 30% of ihe issued share capiwal of vhe JV, 2 70%
osaned subsidiary of vhe Techwise, sahich in wurn is 3 90% owned subsidiary of +he
Company. T herefore, Shirai is a connecied person of the Company under the isiing
Rules. Accord ingly, +he wransaciions comemplared under each of vhe Shirai Purchase
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PRINCIPAL FACTORS CONSIDERED

In formula+ing our opinion rega rd ing the Cominuing Connecied T ransaciions and

ihe Annual Caps, e ha ve wa ken invo consid erarion vhe following principal fa cvors:

1.

Background information

(a)  Review of the operating results of the Group

T he Group is principally engaged in 1he business of imanufaciure and

sale of hminaves, PCBand chemicals.

Sex our belo+wisa sumimary of vhe operaiing resulis of vthe Group for vhe
pa st rhree fimncial years ended 31 December 2003, 2004 and 2005 and rhe six
monihs ended 30 June 2006, wnhich are exwracved from +he Company’s 2004
and 2005annual repors and the 2006 inverii repor. respeciively:

Year ended 31 December
2003 2004 2005
HKS$ million  HK$ million  HK$ million
(Aud ived (Aud ived

and resaied) and resaied) (Aud ied )

Six months
ended 30 June

2005
HK$ million

2006
HK$ million

r r
(@mudiwed) (#mudied)

Turnover

- Sales of lminares 2,547.0 3,736.9 4,788.4 2,041.5 2,867.2
- Siles of PCB 1,008.5 1,8324 5,284.2 2,465.4 2,899.2
- Sales of chemicals 703.7 1,207.8 2,023.4 916.8 1,183.3
- Onhers 176.4 305.3 1,002.4 530.3 515.3
Toal 44355 7,082.4 13,098.4 5,954.0 7,465.0
Segment profiv

- Sales of lminares 450.6 1,048.0 1,217.3 571.3 925.4
- Siles of PCB 69.0 139.8 567.0 270.1 328.0
- Sales of chemicals 61.7 1138 168.9 91.3 140.9
- Onhers 14.1 31.5 71.3 33.8 40.5
Toal 595.4 1,333.1 2,024.5 966.5 1,434.8
Gross profiv 985.5 1,956.1 3,179.9 1,438.0 1,989.6
Profix for whe year/period 522.4 1,196.3 1,648.8 786.0 1,181.7
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(i)  Forhe fimncial year end ed 31 December 2003 (« FYE 2003”)

For +he FYE 2003, sales of laminates wpere 1he 3 jor revenue
comribuior and represemed approximarely 57.4% of the Group’s woual
wurnover sphereas sales of PCB and chemicals accounwed for
approximarely 22.7% and 15.9%, respeciively, of the Group’s wowal
wurnover. In rerms of segmen: resuly, the laminare business +w@ s also the
greares. comribuworand had generaved a segmem profiv of over H $450
million, represeming a pproximately 75.7% of vhe Group’s r0va 1 segmem
profir. For +he same period, vhe PCBand chemicals businesses a ccouned
for a pproximarely 11.6% and 10.4%, respeciively, of the Group’s ol
segmen: profiv.T he Group’s overall gross profivand profit for vhe year
wmere approximarely H $985.5 million and H $522.4 million,
respeciively.

(ii) For+he fimncial year end ed 31 December 2004 («FYE 2004”)

For vhe FYE 2004, +he Group recorded an audiwed rurnover of
approximarely H $7,082.4 million, represeniing an increase of
a pproximaxely 59.7% from a pproximawely H $4,435.5 million for vhe FYE
2003. Sales of laminares remained +o be +he la rgesy comribuvor in rerms
of both revenue and segmen profiv, and accoumed for a pproximarely
52.8% and 78.6%, respeciively, of the Group’s r0al wurnover and wowal
segmem profi. Sales of PCBand chemiclsaccounied fora pproximately
25.9%and 17.1%, respeciively, of the Group’s ol wurnover. In rers of
segmen. resuly, +he ]’CB and chemicals businesses accounted for
a pproximarely 10.5%and 8.5%, respeciively, of the Group’s ol segmem
profi. for +he FYE 2004.T he Group’s gross profivand profi. for the FYE
2004 spere 3 pproximatrely H $1,956.1 millionand H $1,196.3 million,
respeciively.

(iii) For+he financial year end ed 31 December 2005 (« FYE 2005”)

For FYE 2005, +he Group’s a ud ired rurnover increased furher by
approximately 84.9% +o approximarely H $13,098.4 million. Such
increase in woval rurnover +as mainly awribuwable 1o the subsvaniial
increase in +he sales of PCB by nearly v+no-fold from a pproxima+ely
H $1,832.4 million for +he preced ing year +oapproximately H $5,284.2
million, wshich has become +he Group’s larges. revenue coniriburor
amongs. all vhe business segmems. As nowed in the Company’sannual
repor: for 2005, +he subswamial increase in +he sales of PCB was mainly
d ue »o0 vhe comribuiion from such business of Elec & Elvek Imernational
Holdings imiwed (#E&E”), sshich has become 3 subsidiary of +he
Company follosing vhe compleiion of +he a cquisivion and privarizavion
in early 2005. For +he saine period, sales of him+esand chemiclsalso
increased subswanially. In paridcular, sales of laminates rose by
a pproxima+ely 28.1% ~0 a pproximarely H $4,788.4 million wnhereas sales
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of chemicals rose by 67.5% 0 a pproximarely H $2,023.4 million. T he
conuriburion of the PCB business w0 the Group’s r0al segment profit for
FYE 2005 also increased 10 a pproximately 28.0% wphile +he la mina+e and
chemicls businesses accounved for approximarely 60.1% and 8.3%,
respeciively.

For «he FYE 2005, vhe Group’s gross profivand profix for vhe year
were approximarely H $3,179.9 million and H $1,648.8 million,
respeciively.

(iv) For +he six monihs end ed 30 June 2006

For +he firs. ha If of 2006, +he Group record ed an un ud jwed rurnover
of approximavely H $7,465.0 million, represeming an increase of
a pproximarely 25.4% from approximarely H $5,954.0 million for +he
correspond ing period hs. year. T he sales of hinaves and vhe sales of
PCB eachaccouned forapproximately 38% of the Group’s wova 1 vurnover,
phile vhe comribuiion fromn sales of chemicals remma ined svable araround
15.9%. In werms of segmen: profiy, the khminare business remained +he
R rges. comribuorand accoumed fora pproximately 64.5% of the Group’s
woal segment profiv. T he segment profiv from +he PCB and chemicals
businesses a ccoumed for a pproximately 22.9% and 9.8%, respeciively.

For +he firs. half of 2006, he Group’s gross profiv and profi. for

ihe period ssere a pproximarely H $1,989.6 million and H $1,181.7
million, respeciively.
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(c)  Reasons for the Shirai Supply Agreement and the Shirai Purchase Agreement

As svared inthe ewer from the Board, the Shirai Group has been +he
larges. PCB cusiomer of vhe Techwise Group bovh before and afier ‘he
esablishinem of vhe JV.T he PCB purchased by the Shirai Group are mainly
for resale 10 iws cusiomers. Somne of vhe Shirai Group’s cusiomers required +hax
+he PCB be mad e from hmimawes prod uced by cerain manufa ciurers. As such,
ihe Techwise Group also purchases, through +he Shirai Group, laminates
prod uced by such manufaciurers for «he prod uciion of some of the PCB wo be
sold vo rhe Shirai Group. Some of vhe aminares purchased from vhe Shirai
Group are required +o be processed by +he Shirai Group before d elivery +o 1he
Tech+ise Group and such processing consiivures the subcomr cuing services
und er vhe Shirai Purcha se Agreement.

For +he purposes of +he isiing Rules, the Original Shirai Supply
Agreement and vhe Original Shirai Purchase Agreemen. were eniered invo
bevwneenT ech ise and Shirairo record and regulire rhe rransacvions bevrpeen
ihe Shirni Group and vheT echise Group. As boih vhe Original Shirai Supply
Agreemen and +he Original Shirai Purchase Agreement will expire on 31
December 2006, T echnise and Shirai have agreed 10 renesw+he wransaciion
arrangemen:s by eniering inmo vhe Shirai Supply Agreement and vhe Shirai
Purchase Agreement wphich havea werm from 1 January 2007 o 31 December
2009.

As discussed in+he paragrph headed «Revie+wwof the operating resulis
of the Group” above, the PCB business had conwribuved a pproximarely 11.6%,
10.5% and 28.0% of vhe Group’s v0val segmem profiv for vhe years ended 31
December 2003, 2004 and 2005 respeciively. Based on vhe roval purchases of
he Shirai Group from +heT echise Group of a pproxima+ely H $383.5 million
and H $416.1 million for each of +he years end ed 31 December 2004 and 2005,
he Shira i Group had accoumed fora pproximately 20.9% and 7.9%, respeciively,
of the Group’s roxal sales of PCB in +he respeciive years. T he drop in
comribuvion in percenwa ge poiny for the FYE 2005 was mainly due wo +he
increased sales base of vhe Group folloning iws acquisivion of E&E.T here @ s
in facvan 8.5% increa se for the FYE 2005 in +he r0:al sales a mount w0 xhe Shirai
Group compared 10 vhav for vhe FYE 2004. Ha ving consid ered vhax vhe Shirai
Group isa major PCB cusiomer of vhe Group and +hax the PCB business has
significa nu conuriburion w0 vhe Group’s operaring resulis over the pas. years,
ne consid er rhax ir is in 1the imeress of +he C01npa ny o comninue +he sales
wansaciions saivh vhe Shirai Group. Accordingly, we consid er vha+ +he Shirai
Supply Agreemen is in the imeresws of the Company and +he Shareholiersas

3 wphole.

As meniioned above, the PCB purchased by rhe Shirai Group from +he
Tech+nise Group are i inly for resale +0 iws customers. Due w0 1he specifica rions
by some of vhe Shirai Group’s cuswomers, theT ech -sise Group has 1o purchase
from +he Shirai Group specific laminares, wnhich are required 1o be processed
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by +he Shirai Group before d elivery +o «he T echise Group. In oiher nordis,
+he purchasesand subconura cuing services und er the Shira i Purcha se Agreement
form par. and parcel of +he sales \ransaciions und er vhe Shirai Supply
Agreemen. On +he basis 1ha+ vhe Shirai Supply Agreemen is in +he imeresis
of the Companyand +he Sharehold ersas discussed aboveand for +he purposes
of fa ciliaring vhe sales wransa cvions rhereund er, e 3 lso consid er vhax vhe Shira i
Purchase Agreemen is in +he imeresis of the Company and +he Sharehold ers
asa wphole.

Based on the analysis above and +he facy vhaw vhe sale and purchase
wransa cvions bewrpeen 1heT ech+nise Group and the Shirai Group as well as1he
provision of subcomr cving services by «he Shirai Group +o theT ech -nise Group
are cond ucred in+he ordimary and usual course of business of the Group, e
are of the vie-wihar borh the Shirai Supply Agreementand +he Shirai Purchase
Agreemen are in vhe imeresws of the Company and vhe Shareholiers asa

*phole.
The Shirai Supply Agreement
(a)  Principal terms of the Shirai Supply Agreement

T he Shirai Supply Agreemen. provid es vha+ vhe T echise Group may
supply PCB vo rhe Shirai Group from time 0 vime d uring +he period from 1
January 2007 vo 31 December 2009, boih days inclusive. Pursuam o vhe Shirai
Supply Agreemem, the price ar +phich the PCB o be supplied by +heT ech nise
Group ~o +he Shirai Group shall be +he markev price, or if +he same is no.
available, a price which is now more favourable vo vhe Shirai Group +han +he
price aw wphich +heT echise Group supplies similar PCB w0 Ind epend em T hird
Paries having regard +o the quanivy and ovher cond ivions of vhe purcha se.

As svaved inthe ewer from vhe Board, vhe verms of vhe Shirai Supply
Agreemem sy sarrived 3+afierarm’s lengih negoiiarion bevraeen vheT ech wnise
Group and vhe Shirai Group.

We und erssand from our discussion with +he Company +hat all the
quowiions for rhe sale of PCB vo the Shirai Group prepared by ihe sales
personnel of theTechise Group have w0 be reviewed and pre-approved by
ixs senior ma m gement wwho shall compare +he gross profiv margin derived
from +he sales ord er of vhe Shirai Group wirh 1he monthly gross profiv ma rgin
of the Group’s PCB segmen. of +he preceding monih. In addivion, +he
responsible senior mana gemen. of the T ech+ise Group shall compare rhe
quowations +o be presenied vo rhe Shirai Group sith 1hose offered o ovher
ind epend env cusromers of vthe Group and sshen the Group consid ers 1hax rhe
werms of the ord ers couner-offered by +he Shirai Group are now commercially
accepwableafier reviewing comparable ord ers from ind epend env cusiomers of
ihe Group, the Group may choose now o accepr the orders placed by +he
Shirai Group. By doing so, the Group end ea vours +o ensure 1har +he sales
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werms offered vo +he Shirai Group are nov more fa vourable +han rhose offered
10 cusiomers ho are Ind epend em T hird Pardes having regard w0 the qua mivy
and ovher cond irions of +he sale.

We have amalysed the monthly gross profiv margins of the PCB sales w0
ihe Shirai Group and compared thein sith those of vhe T ech+ise Group’s
wransaciions waivh Ind epend em T hird Pa nies for vhe period up vo 30 Seprember
2006. We have noved +hat the monihly gross profiv ina rgins of the PCB sales w0
ihe Shirai Group d uring +he revie+wperiod ere mosily higher «han rhose of
comparnble wransaciions waivh Ind epend em T hird Pardes. We und ersaand from
our discussion with the Group tha+ iv mnay now be possible 10 ensure he gross
profir ma rgin of every single sales wransa ciion o vhe Shirai Group vo be higher
beca use he a cuual gross profiv ma rgin is subjecy w0 nov only +he sale price, bu
also oiher faciors, such as vhe Group's d efeciive rario in vhat prod uciion run.
’feverxheless, ihe Group’s pricing principle, shich is consisient nith 1he
findings from our reviewy is w0 ensure 1ha+ the overall avera ge gross profix
margin of +he sales vransa cvions +o +he Shirai Group is nov more favourable ro
ihe Shirai Group +han vhav offered vo the Techwise Group’s ind epend ent
cusiomers having regard 1o +he quamivy and specificarion.

As swaved in +he ewer from the Board, theTech+ise Group granis a
cred iv period of 75 days o +he Shirai Group in respec: of irs sale of PCB wo vhe
Shirai Group. 'We have reviewed the Company’s 2005 annual repor.and nowed
1har vhe Group allowed crediv periods of up o 120 days, d epend ing on +he
prod ucis sold, v0 ixs wrad e cusiomers. Iv +asalso svared in vhe 2005 annual
repor. vhar for vhe FYE 2005, vhe Group’s wrad e receivables rurnover s 106
days. On +he basis 1hax vhe cred iv period of 75 days offered by +heT ech+nise
Group r0 vhe Shirai Group is sithin vhe Group’s normal cred iv policy of up wo
120 daysand isalso beloswihe Group’s wrad e receivables rurnover of 106 days
for xhe FYE 2005, ne consid er such cred ix verin +0 1he Shirai Group is nox more
favourable vo vhe Shirai Group +han +ha+ offered vo Ind epend em T hird Paries.

On +he basis hax (i) theT ech=nise Group’s PCB sales wransa ciions o the
Shirai Group are cond ucied in+he ordimary and usual course of business of
vhe Group; (ii) vhe prices offered by +heT ech+nise Group +o he Shirai Group
have been and sill cominue +o be no more favourable vo the Shirai Group
1han +hose offered vo theTech+ise Group’s ind epend emn cuswomers; and (iii)
vhe crediv period of 75 days is in line ith the overall crediv period of +he
Group +0 irs wrad e cusiomers, e are of vhe vieswihar the werms of vhe Shirai
Supply Agreemen are fair and reasonable so far as +he Independ ent
Sha rehold ers are concerned .
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(b)  Rationale for determining the annual caps

T he «able belo+wsews oun (i) the a ciual wransa cvion a mounis of PCB sales
of theT echnise Group +0 +he Shirai Group for each of the v+ years ended 31
December 2004 and 2005 and +he nine months end ed 30 Seprember 2006; (ii)
+he relevam annual caps for vhe FYE 2004, «he FYE 2005 and he year end ing
31 December 2006; and (iii) the proposed annual caps for each of +he +hree
years end ing 31 December 2007, 2008 and 2009:

Total transaction Increase from the
amounts preceding year
(HK$'000) (%)

Actual transaction amounts: .
2004 383,465 /A
%005 416,149 8.5

fine monhs end ed

30 Seprember 2006 344,867 10.5

Approved annual caps:

2004 405,000 P /A
2005 445,000 9.9
2006 489,000 9.9

Proposed annual caps:

2007 562,350 15.0
2008 646,703 15.0
2009 743,708 15.0

As svared inthe ewer from vhe Board, based onthe up+ard wrend in
ihe a cuual wransa cvion values und er vhe Original Shirai Supply Agreemen. for
+he FYE 2004, +he FYE 2005 and +he nine monihs end ed 30 Seprember 2006,
ihe Board believes thaw vhere +ill be an increasing demand for PCB from +he
Shirai Group. Ix is also swaved in vhe ewer from +he Board +hax vhe annual
a ps for vhe rransa cvions und er vhe Shirai Supply Agreemen are esiimared by
ihe Direciors wnirh reference wo vhe annual caps for 2006 und er +he Original
Shirai Supply Agreemenm and on +he assumprion thaw vhere ill beanannual
increa se of about 15% in «he supply of PCB o vhe Shirai Group.

As nowed in rhe above wable, the aciual wransaciion amount of +he
Technise Group’s PCB sales vo +he Shirai Group for rhe FYE 2004 +pere
approximarely H $383.5 million, represeniing a pproximavely 95% of +he
approved annual cap of H $405 million for vhe FYE 2004. For «he FYE 2005,
such sales wransaciion amoun increased by approximavely 8.5% w0 H $416.1
million and represemed approximarely 94% of the a pproved annual cap of
H $445 million for +he year. For 1he firs\ nine months in 2006, +he PCB sales
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wransaciions by +he Techwise Group w0 +he Shirai Group amounwed ro
approximarely H $344.9 million, represeniing a linosy 83% of the annual ol

22 _



LETTER FROM AMS

As saved intvhe ewer from the Board, the rerins of vhe Shirai Purchase
Agreemem sy sarrived a+afierarm’s lengih negoiiarion bevsaeen vheT ech wnise
Group and vhe Shirai Group.

We und erssand from our discussion with +he Company +ha all the
lhmimtes and subcomrn cuing services procured by +heT ech+ise Group from
+he Shirai Group +ill be used in +he prod uciion of PCB for on+ard salerorhe
Shirai Group und er vhe Shirai Supply Agreemen:. T herefore, vhe T ech wise
Group and +he Shirai Group always d ewermine +he prices and fees based on
+he principle of fairnessand reasonableness beca use +he pricesand fees charged
by +he Shirai Group for +he lhminawes and subconmra cving services wnill be
wransferred backwo vhe Shirai Group in the PCB sales wransa ciions. As swaed
in «he seciion head ed ~ Principaleris of vhe Shirai Supply Agreemenm” above,
e have amlysed vhe gross profir margins of the PCB sales wransa cvions vo +he
Shirai Groupand consid er vha+ the overalla vera ge gross profit ma rgin of such
sales wransa cvions is nov more fa vourable 1o the Shirai Group «han +hav offered
w0 theT echise Group’s ind epend ent cusiomers ha ving rega rd 1o vhe qua nuivy
and specificaiion. Since vhe sales prices of the PCB by theT echnise Group w0
ihe Shirai Group have incorporaved, wshere applicable, vhe pricesand fees of
+he h mminwesand +he subconua cuing services charged, iv follo +ws ha 1he prices
and fees of vhe hintres and subconun cuing services charged 1o vheT ech spise
Group by rhe Shirai Group are nox less fa vourable vo theT ech sise Group.

As saved inthe ewer from vhe Board, vhe Shirni Group gramsa cred i
period of 60 days o +heT ech+ise Group in respec: of irs sale of lamninaves and
provision of subconira cuing services w0 theT ech sise Group. Asad vised by +he
Group, most of irs wrade suppliers alloswa crediv period of 30 o 90 days,
depending on the vypes of merchandise and amoun. involved. We have
reviewed 1he Company’s 2005 annual repori and noved vhavasar 31 December
2005, over 77% of the Group’s rrad e payablesaged beiween 010 90 days. On
+his basis, e consid er 1ha+ vhe cred iv period of 60 days gramed by vhe Shirai
Group is in line saith 1he general \rade pracvice of vhe Group sith ivs wrade
suppliers.

On +he basis vha+ (i) the procuremen: of hminaves and subconura cving
services by theT echise Group fromn +he Shirai Group are cond ucied in +he
oriimry and usual course of business of the Group and o facilivare the PCB
sales rransa ciions «o vhe Shirai Group; (ii) the prices and fees offered +o ihe
T echnise Group by rhe Shirai Group have beenand sill coniinue +o be no less
favourable wo vheT echnise Group +han «hose offered by ind epend e suppliers;
and (iii) he crediv period of 60 days gramed by +he Shirai Group is in line
-aith the general wrad e pracvice of the Group swith ivs wrad e suppliers, e are of
ihe viewwtrhat vhe verms of vhe Shirai Purchase Agreement are fair and
rea som ble so farashe Ind epend enn Sha rehold ers are concerned .
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(b)  Rationale for determining the annual caps

T he «able belo +wsews our (i) vhe 3 cvual wransa cvion a moums of I3 minaxes

and subconiura aving services procured by rheT echsise Group fromn +he Shirai
Group for each of +he v+wo years end ed 31 December 2004 and 2005 and +he
nine momhs ended 30 Sepiember 2006; (ii) the relevam annual ca ps for +he
FYE 2004, +he FYE 2005 and +he year ending 31 December 2006; and (iii) +he
proposed annual caps for each of the +hree years end ing 31 December 2007,

2008 and 2009:

Total transaction

amounts
(HK$'000)
Purchase of laminates
Actual transaction amounts:
2004 46,323
%005 72,598
P/ ine monihs end ed
30 Seprember 2006 79,111
Approved annual caps:
2004 50,000
2005 85,000
2006 115,000
Proposed annual caps:
2007 161,000
2008 225,400
2009 315,560
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Total transaction Increase from the
amounts preceding year
(HK$'000) (%)
Procurement of
subcontracting services
Actual transaction amounts: .
2004 7,824 2N
2005 12,704 62.4
#/ine monuhs end ed
30 Seprember 2006 12,818 34.5

(on annualized basis)

Approved annual caps:

2004 8,000 | 2N
2005 13,000 62.5
2006 19,000 46.2

Proposed annual caps:

2007 26,600 40.0
2008 37,240 40.0
2009 52,136 40.0

As svared inthe ewer from the Board and menmioned above, some +he
Shirai Group’s cuswomers specifically required +har the PCB be made by +he
Techwise Group from hiimawes prod uced by cervain manufa cvurers (includ ing
ihe Shirai Group) and /or processed by rhe Shirai Group. T herefore +he
increasing d emand forT echspise Group’s PCB from vhe Shirai Group +will bring
about an increase in +he demand for vhe Shirai Group’s laminaves and
subconura cving services from theT echise Group. Iv isalso swated inthe ewer
from +he Board rhat +he annual cps for the rransaciions und er vhe Shirai
Purcha se Agreemem are esiimaved by rhe Direciors waivh reference o +heannual
caps for 2006 und er vhe Original Shirai Purchase Agreement and on +he
assumprion thaw where will beanannual increase of 40% in +he d emand for vhe
Shirai Group’s la inimwesand subconura cuing services from vheT ech =nise Group.

As nowed in rhe above wable, the aciual wransaciion a3 mount of +he
Techwise Group’s purchase of laminaves from +he Shirai Group for vhe FYE
2004 spere a pproximarely H $46.3 million, represeniing a pproximarely 92.6%
of the approved annual cap of H $50 million for vhe FYE 2004. For vhe FYE
2005, such purcha se wransa cvion amount increased by a pproximarely 56.7% o
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Similar wrend +@s seen in vhe procurement of subconira cving services
fromn +he Shirai Group. In paricular, theacual value of subcomr cving services
procured by theTechwise Group for boith vhe FYE 2004 and +he FYE 2005
represenied alimosw 98% of whe a pproved annual caps for rhe respeciive years.
T he a cvual value of such services for the firsw nine momihs end ed 30 Seprember
2006 also exceed ed the annualrransa ciion 3 mount for vhe +ahole FYE 2005.

In should be noved +ha+ in ’\‘*ovember 2004 and Ocwober 2005 respeciively,
ihe Group had revised upward rhe annual caps for +he procuremen. of
hmimesand subcomr cuing services from vhe Shirai Group for +he FYE 2004
and +he FYE 2005 *phen 1he a cvual wransa cvion 3 mouns nere a pproa ching vhe
previously a pproved annual c ps. Furithermore, the Company disclosed by
way of announcement on 27 Ocwober 2006 +har vhe annual caps for such
wransacvions for vhe financial year ending 31 December 2006 nere revised
up+ward as1he ol wransaciion amount for vhe year @ s expecied 10 exceed
<he previously a pproved annual c ps.

As nowed in+hewbleabove, the hisvoricalaverageannual gro+wh r+e in
ihe purchase amount of hmimves by +heTech+ise Group from vhe Shirai
Group from 2003 vo 2005 +@s approximarely 51.0%, wnhile vhax for +he
procuremen: of subconira cving services +@ s a pproximately 48.5%.

In lighw of +he facy vhar (i) the Group has been very pruden. in
d erermining vhe annual @ ps for +he wransa cvion a moums in previous years
and had revised up+ward repeaiedly +he previously a pproved annual caps w0
avoid um uhorized excess,and (ii) theT echise Group’s demand for lhminares
and subconira aving services fromn the Shirai Group has recorded anaverge
annual gro+wh of a pproximarely 51.0% and 48.5%, respeciively, over the pas
ihree years, e consid er 1ha+ rhe esvimared groswh rave of 40% per a nnun for
ihe procuremem of hmim+esand subcom cving services from +he Shirai Group
is nov excessive. On +his basis, e are of +he opinion vhax (i) the annual caps
for vhe purcha se of h ininawes by vheT ech aise Group und er +he Shirai Purcha se
Agreemen. of H $161,000,000, H $225,400,000and H $315,560,000 for +he
ihree years end ing 31 December 2007, 2008 and 2009 respeciively; and (ii) the
annual @ ps for the procuremen: of subconwra cving services by theT ech snise
Group und er +he Shirai Purchase Agreemen. of H $26,600,000, H $37,240,000
and H $52,136,000 for r+he +hree years ending 31 December 2007, 2008 a nd
2009 respeciively areall fairand reasomble.

Annual review of the terms of the Continuing Connected Transactions and
the Annual Caps

Pursuam worhe isving Rules, there is reswricvion of vhe value of the Cominuing

Connecied Transa cvions by +my of the Annual Ca ps for each of +he rhree fimancial

years ending 31 December 2007, 2008 and 2009, and +he annual reviewwby +he

ind epend enn non-execurive Direciors and aud ivors of the Company of vhe werms of

ihe Cominuing Connecied Transa ciions and +he Annual Ga ps now being exceed ed,
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deails of wahich mus. be includ ed in vhe Company’s subsequem published annual
repors 3 nd 3 ccoums. Also, pursuan. +o the isving Rules, each year +he aud irors of
ihe Company mus. provid e a lever vo vhe Board confirming, among ovhers, 1hax 1he
Comiinuing Connecied T ransa civions are cond ucred in accordance wnirh rthe relevant.
a greemen: governing vhe wransa cvions and +haw the Annual Ca ps now being exceed ed .
In addivion, pursuanm ro vhe isiing Rules, the Company shall publish an
announcemem if iv kno+ss or ha s rea son 1o believe 1ha+ +he ind epend enw non-execuive
Direciors and /or «he aud ivors of the Company will now be able o confirin the rerms
of the Cominuing Connecied T ransa cvions and vhe Annual Ca ps nov being exceed ed .

We have reviewed +he annual reporis of the Company for +he fimncial years
2004and 2005and noviced vhax vhe ind epend em non-execuive Direciors had revie saed
ihe relevan. coninuing connecied wransaciions of the Company und er the Original
Shirai Supply Agreement and +he Original Shirai Purchase Agreement and had
confirmed +ha+ rthe wransacvions had been emered inwo in vhe ordimry and usual
course of the Group’s business, cond ucied on normal comiercial rermns vha+ nere
fairand reasomableas faras+he Sharehold ers wnere concerned and spere inaccordance
saith the werms of vhe conura cis governing +hose wransa cvions. T he ind epend env non-
execuive Direciors had also confirmed +hax vhe previously a pproved annual caps
for +he relevany rransaciions for the FYE 2004 and +he FYE 2005 had no been
exceed ed. We are vherefore of the vie -wihax therearea ppropriaie measures in place
+0 govern rhe cond uct of the Cominuing Connecied T ransa cvions and o safegua rd
ihe inweresvs of he Ind epend emv Sha rehold ers.

RECOMMENDATION

In formulaxing our recommendasion o vhe Ind epend ent Board Cominiwvee and +he
Ind epend env Sha rehold ers, -ne ha ve consid ered +he above principal faciorsand reasons, in
panriculir, +he folloing:

(i) T he Shirai Group isa major cusiomer of vhe Group’s PCB business, wshich in
wurn represenis 3 significanu par of the Group’s business.

(ii) Thesaleand purchaseransacions bewween heTechise Group and +he Shirai
Group have beenand spill continue 0 be cond ucied in +he ordinaryand usual
course of the Group’s business and +he rerms of which are no less favourable
w0 vhe Group +han vhose offered by ind epend env cuswomers or suppliers.

(iii) Inwermal comirol proced ures, includ ing he annual revie -wby +he ind epend em
non-execuive Direciors and vhe aud ivors of the Company of the rerms of +he
Cominuing Connecied Transaciions and +he Annual Caps, are in place wo
moniwor and 1o compare the wermsand cond ivions of the wransa ciions aivh the
Shirai Group.

(iv) T he value of, and +he basis for d erermining, the Annual Ca ps are reasonable,

dewails of +phich are ser our in rhe relevan. seciions headed ~ arionale for
d erermining +he annual ca ps”.
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Based on vhe above consid eration, e are of the opinion 1ha+ vhe Shirai Supply
Agreement and +he Shirai Purchase Agreemen: are in vhe inweresis of the Company and
vhe Shareholdersasa phole, and +heirrermsand the Annual Capsare fairand reasomable
so faras +he Ind epend enw Sha rehold ers are concerned . Accordingly, we nould ad vise rhe
Ind epend ent Board Coininiviee and vhe Ind epend enw Sha rehold ers vhax vhe Ind epend en
Sha rehold ers should voie in favour of +he ord ima ry resoluiion +0 a pprove 1he wransa ciions
comemplared under vhe Shirai Supply Agreementand vhe Shirai Purchase Agreement and
+he Annual Gapsarthe E@

Yours faichfully,
Forand on behalf of
AMS Corporate Finance Limited
Jinny Mok
Director
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APPENDIX GENERAL INFORMATION

1. RESPONSIBILITY STATEMENTS

T his circular includ es pa niculirs given in compliance with the isuing Rules for the
purpose of giving informarion aith regard ~o the Group.T he Direciors colleciively and
ind ivid ua lly a ccep full responsibilivy for vhe a ccuracy of vhe informarion coniained in +his
circular and confirin, having made all reasonable enquiries, 1ha+ w0 +he bes. of vheir
kno+pted ge and belief, there are no other facis vhe omission of +ahich sould ma ke any
swremem herein iislead ing.

2. MATERIAL ADVERSE CHANGE

Asavihe avesw Praciicable Dave, vhe Direcvorsare nova ware of any maverialad verse
change in +he fimncial or wrad ing posivion of the Group since 31 December 2005, +he dare
w0 nhich the hes. published audired consolidaved financial saiemems of the Group nere
made up.

3. DISCLOSURE OF INTERESTS

(@) Interests and short positions of the Directors in the Company and its associated
corporations

As arthe avesw Prada ble Daxe, rthe folloing Direciors had inieresis or shor.
posirions in +he Shares, und erlying Shares or d ebemures of the Company and ivsassociared
corporations (within the meaning of Parv XV of +he SFO) phich are required (a) w0 be
novified 10 the Company or +he Svock Exchange pursuam vo Divisions 7and 8 of Par XV
of xhe SFO (includ ing interesis or short posirions wshich he is va ken or d eemed o have
und er such provisions of the SFO); (b) pursua m o0 secvion 352 of +he SFO, w0 be enwered in
vhe regiswer referred ~o therein; or (c) pursua m xo 1hg’, od el Cod e for SecuritiesT ransa cuions
by Direciors of iswed Issuers 1o be noified w0 vhe Company and +he Svock Exchange:

(i) Interest (long positions) in the Company

Interest in Interest in % of the

underlying underlying issued

Shares Shares share

pursuant pursuant Interest capital

to share to the 2006 in the of the

Name of Director options  Warrants Shares Company
(note)

Cheung ok Wing 1,145,000 116,816 3,282,150 0.40

Chan Wing wan 3,026,000 48,100 1,399,540 0.17

am 2 Jo 3,559,000 70,052 750,000 0.09

Cheung ok eung 3,559,000 - 917,370 0.11

Cheung ok Wa 3,308,000 194,920 1,582,800 0.19

Cheung wong wan 3,419,000 102,662 573,200 0.07

Cheung ok Ping 3,363,000 201,526 1,900,500 0.23

Chang Wing Yiu 3,643,000 248,750 2,428,500 0.29

¥ ok Cham Hung, Chad wick - - 660,000 0.08

Chend ing Fun, Paul - - 50,000 0.01
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Note:

T he imeresws are by virwue of share oprions granwed by the Company wo 1he Direciors on
11 Ocrober 2002, +phich eniitle the relevan Direciors vo subscribe for the Shares avan
exercise price of H $3.74 per Share d uring +he period from 15 Ociober 2002 +o 2 July
2012.

(i) Interest (long positions) in the associated corporations of the Company

Interest in the

underlying
shares
Interest in the pursuant
non-voting Interest in to the
Name of Director deferred shares the shares share options
(note 1) (note 2) (note 3)

No. of % of

shares  shareholding
Cheung ok Wing 1,904,400 177,600 0.10% 973,200
Chan Wing wan 1,481,200 - % 973,200
am 3 o 581,900 - -% -
Cheung ok eung 529,000 - -% -
Cheung ok Wa 1,058,000 278,400 0.16% 973,200
Cheung song an 846,400 - % -
Cheung ok Ping 952,200 - -% -
Chang Wing Yiu 423,200 - % 973,200
g ok Cham Hung, Chad sick - 74,000 0.04% 973,200

Notes:

)

2)

®3)

I refers ~0 non-vouing d eferred shares of H $1.00 each in ingboard amimaves imived,
a spholly-o+aned subsidiiary of the Company.

I refers «o vhe ord imary shares of 5$0.80 each in Elec & Elek Iniernarional Company
imived («EEIC”),a non-+pholly oaned subsidiary of the Company.

T he relevam direciors are eniivled wo subscribe for shares in EEIC ax an exercise price of
j8$2.033 per EEIC Share.T he share options are exercisable in whole or in par ax the
s ggered manner within five opvion periods, commencing on 26 » ovember 2006, 26
P ovember 2007, 26 P ovember 2008, 26 P ovember 2009 and Z(t‘ arch 2010 respeciively
and all end ing on 2¥f ay 2010.

Saveasdisclosed above,asarrhe arest Pra aicable Dave, none of the Direciors
and chief execumvive of the Company had any inweresis or shorw positions in +he

Shares, underlying Shares or debeniures of the Company and iws associaved
corporarions (saivhin the meaning of Par. XV of he SFO) +nhich were required @) +0
be novified +0 the Company or rhe Svock Exchange pursuan. «o Divisions 7and 8 of

Pare XV of vhe SFO (includ ing inieresis or shor. posivions which he is waken or

d eemed »0 have und er such provisions of the SFO); (b) pursuam 0 seciion 352 of

ihe SFO, w0 be enered in +he regisier referred +o 1herein; or (c) pursuam "‘(’v/‘ od el

Cod e for SecuririesT ransa cvions by Direcrors of isved Issuers 1o be novified vo 1he
Company and the Swock Exchange.
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(b)

Interest or short position of entities (other than a Director or chief executive of
the Company) in the Shares which is discloseable under Divisions 2 and 3 of the
SFO

Asarihe arves. Praciicable Dare, vhe following emiivies have, direcily or ind irecily,

inweresis or shor. posivion in vhe Sharesand +he und erlying Shares +hich fall o be d isclosed
+0 vhe Company und er Divisions 2and 3 of Par. X of the SFO (ovher thana Direcior or
chief execunive of the Company), or have, direcily or ind irecily, imeresys in 10% of more
of the nominal value of any chss of share ca pival @rrying righis 1o vowe inall circuinsva nces

a1 general meevings of any ovher member of the Group:

Approximate
Interest in percentage of
Name of underlying Nature of Number of  shareholding
Name of shareholder the company shares interests shares held (%)
Hallgaitk, 3 gemen the Company 2406340 Benefical 248,574,640 30.10
imived (note 1) (note 2) 0 pher
Gryphon Invesunen the Company 409,740 Invesunen 39,308,908 4.76
Counsel, Inc. (note 2) A M ger
T he Gapinl Group she Company - Invesunem 79,651,400 9.64
Companies, Inc (note 3) mamger
Grea Fase Tav o - Beneficial 40,000 25.00
Trding imied Technology 0'mner
(note 4) imived
ee PuiTak, Tav o - Inveres. of 40,000 25.00
Swesr Technology a comurolled
imived corporation
Notes:

(1) % essrs. Cheung ok ‘Vipg, Chan Wing +anand am 3 Po,all of whom are Direciors, are
also direciors of Hallga irt amgement imived.

(2) In refers w0 vhe 2006 Warmms.

(3) T he inveresis are ind irecily held byT he Capival Group Companies, Inc. through ivs 100% conrolled
corporarions, namely Capival Research and). anagement Company, Capival Guardian Trus.
Company, Gapival Inernariomal, Inc, Capival Invernarional imived and Capiwal Iniernarional

S.A..

(4) Grear EaseTrading limived is wnholly-o aned b%f r. ee PuiTak, Sewar.
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Saveasdisclosed above, the Direcvorsand chief execunive of the Company were now
a ware of any persons nho has, direciy or ind irecily, an inveresw or shor. position in the
Shares or und erlying Shares which waould fall vo be disclosed o vhe Company and +he
Swock Exchange und er the provisions of Divisions 2and 3 of Par XV of the SFO, or have
direcily or ind irecily, imeresws in 10% of more of the nominal value of any class of Share
Gapial arrying righis w0 vore inall circuinswa nces a+ general ieevings of any ovher member
of the Group.

4. COMPETING INTEREST

Asarihe avesw Praciicable Dave, none of whe d ireciors of the Group and hisassociaves
are considered by 1he Company vo have inweresis in business sshich compewe with, or
might compeve with, either direcily or ind irecily, waith +he business of +he Group, oiher
«han vhose business in sphich such direciors ha ve been a ppoimed 1o represem +he imeres.s
of the Company and /or other imembers of the Group.

5. DIRECTORS’ INTEREST IN SERVICE CONTRACTS

As ax vhe arvesw Pracvicable Dave, none of +he Direciors has emered invo or is
proposing +o enier inwo a service comr cv aith any member of vhe Group hich may no
be rermimaved by +he relevant member of the Group aithin one year wivhout payment of
any compensaiion (ovher than saiuwory compensarion).

6. DIRECTORS” INTERESTS IN ASSETS AND CONTRACTS OF SIGNIFICANCE

Asavihe avesw Praciicable Dave, none of vhe Direciors has any direc. or indirecu
imeresis inany assews wnhich ha ve beenacquired or disposed of by, or leased 0, or *shich
are proposed 0 be acquired or disposed of by, or leased o, vthe Company orany of ius
subsid jaries since 31 December 2005, +he dawe of shich +he laes. published audived
consolidared financial savemenis of the Group were made up.

X
¥ . . . . .
#o conrach orarn ngement in sphich 3 Direcior of vhe Company is ma+erially
imeresied and +phich is significant in relarion vo vhe business of the Group subsisied asax
vhe avesw Praciicable Dave.

7. EXPERT’S QUALIFICATION AND CONSENT

@) g S isa corporaiion licensed w0 carry on+ype 4 (ad vising on securiiies), rype
6 (ad vising on corporaie fimnce) and rype 9 (assew mana gement) regulared
aadvides und er vhe SFO.

(b) Asaiihe avesw Praciicable Dave, x S d oes nov have any sharehold ing inany
member of the Company and ixs subsid iaries nor any right (ssheiher legally
enforceable or not) o subscribe for or «0 nomimawe persons +o subscribe for
securiiies in any member of the Company and ivs subsid ia ries.
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)] 5’ S has on 21 ‘fovember 2006 given and has nov spithdra an ixs sarivien
consent +0 the issue of +his circulir waivh +he inclusion of irs lewer and opinion
made on 21 ’ ovember 2006 and reference +o irs name in +he form and conex.
in wahich vheyappear.

(@) The lewerand recommendation given by x Sare givenas of vhe dave of +his
circular for incorporation herein.

(e) x S has no direct or ind irect inveresy in any asses sphich ha ve been a cquired
or disposed of by, or leased 10, or sshich are proposed o be acquired or
disposed of by, or leased 10, the Company or any of irs subsid ia ries since 31
December 2005, being +he dare v0 wphich +he lavest published audived
consolidared financial swavemenis of the Group swere made up.

8. PROCEDURES FOR DEMANDING A POLL BY SHAREHOLDERS

T he anicles of associarion of the Company provid es +haw any general meeving, a
resoluion pun 1o the vore of 3 meeving shall be decided ona showof hands unless vouing
by +ay of poll is required by xhe rules of +he d esignared Svock Exchange as defined in+he
ardcles of associavion of the Company or (before or on the d ecla ravion of vhe resulr of +he
sho+wof hand s or on the aithd 3 «al of any ovher demand fora poll)a poll isdemanded:

(@) by+ihe chairman of such meeiing; or

(b) by ax leas: five members present in person or by proxy for ihe vime being
emdied w0 vore ax rhe general meering; or

(c)  bya member or imnembers presen in person or by proxy and represeniing no.
less *han one-+enih of +he r0wal vouing rights of a1l imnembers ha ving +he right
©0 vore a1 the meeving; or

(d) bya member or mmembers presem in person or by proxy and hold ing Shares
conferring 3 right ro0 vore ax the meeving being Shares on which anaggregase
suin has been paid up equal wo now less than one-wenth of vhe voval suin paid
up onall Shares conferring vhax righ.

9. GENERAL

@) T he regisiered office of the Company is sivuared 3+ Ground Floor, Caled onian
House% ary Swreev, P.O. Box 1043, GeorgeTowwn, Grand Cayman, CGayman
Island s, Brivish 'Wes. Ind ies.

(b) T he principal address of the Company in Hong ong is 5vh Floor, Block ,

“alian Ind usirial Cemre, 2-12 Au Pui Wan Swreev, Fo Tan, Shain, "ew
T errivories, Hong ong.
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(c) The Company’s branch share regissrar and wransfer office in Hong ong is
Secrevaries imived of 26xh Floor, Tesbury Cenwre, 28 Queen’s Road Eas,
Wanchai, Hong ong.

(@) T he English vexx of +his circular shall prevail over the Chinese vex.

10. DOCUMENTS AVAILABLE FOR INSPECTION

Copies of vhe following d ocumenis will be made available for inspeciion a+ vhe
Company’s principal plce of business in Hong ong a+ 5.h Floor, Block Y3 lia
Ind uswrial Cemre, 2-12 Au Pui Wan Sireer, FoTan, Shaxin, | 2 I errivories, Hong ong
during normal business hours on any weekdiay (excep. for public holidays) up o and
includ ing 8 December 2006:

(@) +he Shirai Supply Agreementand +he Shirai Purcha se Agreemen;

(b)  +he lewer of recommendation from vhe Ind epend ent Boa rd Comuniviee, the wex.
of wphich is sex our on page 12 of +his circular;

(c) +he lewer issued by ); S vo +he Ind epend ent Board Cominivee and +he
Ind epend ent Sha rehold ers, vhe rexy of wphich is sex our on pages 13 w0 28 of
+his circular;

(d) xhe wrivien consen. of x S referred +o in paragraph 7(c) above;

(e)  +he memorand um and aricles of associaiion of the Company;and

(f)  +he annual reporis of the Company for vhe vwo fimancial years ended 31
December 2004 and 2005.
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KINGBOARD CHEMICAL HOLDINGS LIMITED
B IEE

(Incorporated in the Cayman Islands with limited liability)
(stock code: 148)

NOTICE IS HEREBY GIVEN +haxan Exiraordimary Genera z/ eeving of ingboard
Chemical Holdings imived (the ~Company”) +nill be held ax 5+h Floor, Block , Maliam
Ind usirial Cenire, 2-12 Au Pui Wan Swreev, FoTan, Sha un," e+l errirories, Hong ong on
8 December 2006 ax 9:30 a.imn. for «he purpose of consid ering and, if vhough: fi, passing
+he follo+ing resolution asan Ord ima ry Resoluiion:

« THAT ~he rransa ciions und er «he Shirai Supply Agreemen and +he Shirai Purchase
Agreement and 1he Annual Caps (such verms shall ha ve vhe meaning as defined in 1he
circular o vhe sharehold ers of the Company daved 21 " ovember 2006) be and are hereby
approved and THAT any one direcior of the Company beand is hereby authorized o do,
approve and wransaciall such acs and vhings as vhey may in their discrevion consid er
necessary or d esirable in conneciion vhere airh.”

By ord er of vhe Boa rd
Kingboard Chemical Holdings Limited
Lo Ka Leong
Company Secretary

Hong ong, 21 ¥ ovember 2006

*  For identification purpose only
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Head Office and
Principal Place of Business in Hong Kong
5h Floor, Block
Yalian Ind uswrial Cenvre
2-12 Au Pui 'Wan Swreer
IfoTa n, Shaxin

2P +wi errirories
Hong ong

Notes:

Any sharehold er of the Company emiied o awend and voie ax vhe meeiing convened by vhe above
novice is emiied 10 a ppointa proxy o awend and voie in his svead. A proxy need now bea sharehold er
of +he Company.

Where vhere a re join. regisiered hold ers of any share in vhe issued share capival of the Company («Share”),
any one of such persons may voie ax rhe meeving, eivher persomlly or by proxy, in respect of such Share
as if he/she/iv were solely emiiled vherewo; bux if more 1han one of such join. hold ers be presen: a+ 1he
meeving persomally or by proxy, 1ha+ one of vhe said persons so presen. sshose mame sands firs. on +he
regisier of members of the Company in respect of such Share shall alone be emiiled o vowe in respect
whereof.

In ord er »o be valid, vhe proxy form, wogeiher aitha poswer of aviorney or ovher a uihorivy (if any) und er
which iv is signed, or a nowrially cerified copy of such poser of aworney, or authority mus. be
deposired sith the Company’s branch share regisuar in Hong ong, Secrevaries imived, ax 261h Floor,
Tesbury Cenure, 28 Queen’s R0ad Easv, Wanchai, Hong ong no. less than 48 hours before 1he vime
appoimed for holding +he meeving or any adjourned meevingas +he case may be or, in the case of poll
a ken subsequenily +o 1he dare of the meeving or adjourned meeving, nov less +han 24 hours before +he
ime a ppoinied for rhe va king of vhe poll.

T he Ord inary Resolurion as sev our above sill be d erermined by way ofa poll.

As av vhe dave hereof, vhe board of direciors of the Company consisis OZAA essrs. Cheung ok Wing,
Chan Wing wan, am 32 Po, Cheung +mong wan, Cheung ok 'Wa, Cheung wok Ping, Cheung
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