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NOTICE OF ANNUAL GENERAL MEETING

NOTICE IS HEREBY GIVEN that the Annual General Meeting of the Company will be held at Room 3805, 38th

Floor,

Central Plaza, 18 Harbour Road, Wanchai, Hong Kong on Friday, May 14, 2004 at 10:30 a.m. for the

following purposes: —

Hong

Notes:

To receive and consider the audited financial statements, the report of the directors and the report of auditors
for the year ended December 31, 2003.

To declare a final dividend.
To re-elect directors and to authorize the board to fix the remuneration of directors.
To re-appoint auditors and to authorize the board to fix their remuneration.

By Order of the Board
LEE Ka Sze, Carmelo
Secretary

Kong, March 22, 2004.

A member entitled to attend and vote at the meeting is entitled to appoint one or more proxies to attend and, on a poll, vote
instead of him. A proxy need not be a member of the Company.

To be valid, the form of proxy together with any power of attorney or other authority (if any) under which it is signed or a
notarially certified copy of that power or authority must be lodged with the registered office of the Company at Room
3805, 38th Floor, Central Plaza, 18 Harbour Road, Wanchai, Hong Kong not less than 48 hours before the time appointed
for holding the meeting or any adjournment thereof.

The register of members will be closed from Monday, May 10, 2004, to Friday, May 14, 2004, both dates inclusive, during
which period no transfer of shares will be registered. In order to qualify for the proposed final dividend, all completed
transfer forms accompanied by the relevant share certificates must be lodged with the Company’s share registrar and
transfer office, Secretaries Limited, at G/F, Bank of East Asia Harbour View Centre, 56 Gloucester Road, Wanchai, Hong
Kong for registration not later than 4:30 p.m. on Friday, May 7, 2004.




CHAIRMAN’S STATEMENT

On behalf of the Board of Directors (the ‘““Directors’’), I am pleased to present the annual report of the Company for
the year ended December 31, 2003.

RESULTS AND DIVIDENDS
The Group delivered an outstanding overall performance and reported record results in 2003.

In 2003, the Group’s turnover and net profit amounted to HK$2,478 million and HK$504 million, representing
increases of HK$853 million or 53% and HK$276 million or 121% compared with 2002 respectively.

The Board of Directors recommends the payment of a final dividend for 2003 of HK7.0 cents per share (2002:
HK6.0 cents). The final dividend is payable on May 28, 2004 to shareholders whose names appear on the register of
members of the Company on May 14, 2004, Including the interim dividend of HK7.0 cents paid (2002: Nil), the
total dividends for the year will be HK14.0 cents per share (2002: HK6.0 cents).

BUSINESSS REVIEW AND OUTLOOK

Vitamin C Series

With gradual diminution in overseas manufacturers’ output and market share, PRC manufacturers found their
position in the global market of vitamin C further enhanced and product prices rapidly surged from previously low

levels. In 2003, the average price of the Group’s vitamin C rose from US$3.2 per kg in 2002 to US$5.9 per kg, an
increase of 84%. On the other hand, cost of production increased slightly by 6% to US$2.3 per kg.




CHAIRMAN'S STATEMENT
(cont’d)

Output for the year amounted to 14,219 tonnes, an increase of 2,075 tonnes compared with previous year. Sales
revenue of the entire series reached HK$684 million, accounting for 28% of the Group’s total revenue. Gross profit

margin of the entire series was 60.2%, an increase of 28.1 percentage points compared with previous year.

We are building a new production line of vitamin C with an annual capacity of 15,000 tonnes. Operation of this
production line is expected to commence by the middle of this year. By then, the Group will become one of the few

largest manufacturers of vitamin C in the world.

Leveraging capacity expansion and the advantage of low production costs, the Group will further enhance its leading

position in the global market of vitamin C. This line of business will remain a major source of profit for the Group.

Penicillin Series

Due to oversupply in the domestic penicillin market, product prices began to fall since the third quarter of the year.
The average price of the Group’s penicillin industrial salt fell from US$15.6 per kg in 2002 to US$12.7 per kg in
2003, a decrease of 19%. Through various cost control measures and improvement in production technology, the

production cost of penicillin industrial salt fell to US$8.9 per kg, a decrease of 17% compared with previous year.

Output for the year reached 5,245 tonnes, an increase of 1,442 tonnes compared with previous year. Sales revenue
of the entire series amounted to HK$549 million, accounting for 22% of the Group’s total revenue. Gross profit

margin of the entire series was 32.6%, which was the same as the margin of previous year.

Given the fact that the market of penicillin is now in the process of consolidation, the Group will further reduce
production costs and increase the proportion of downstream products, with the aim to maintain the advantage of
having the lowest production cost in the industry. On the other hand, the Group intends to build a production base
for penicillin in the north-western part of the PRC in the near future. Upon the completion of the new plant, the
Group will become one the few largest penicillin manufacturers in the world. At the same time, the Group will
leverage the favourable local policies and the low cost operating environment there to substantially cut its
production costs in order to further enhance its competitiveness, which will be instrumental in establishing the

Group as a leading manufacturer in the market of penicillin.
Cephalosporin Series

In 2003, competition in the domestic market of cephalosporin was very intense, leading to a significant drop in the
price of 7-ACA. The average price of the Group’s 7-ACA for the year was US$82.2 per kg, a decrease of 29% from
USS$115.3 per kg in 2002. However, the Group managed to cut its production costs by 15% to US$63.8 per kg.

In 2003, the Group’s output of 7-ACA amounted to 648 tonnes, which was 149 tonnes more compared with previous
year. Sales revenue of the entire series was HK$456 million, accounting for 18% of the Group’s total revenue.

Gross profit margin of the entire series was 22.6%, a decrease of 8 percentage points compared with previous year




CHAIRMAN’S STATEMENT
(cont’d)

At present, there are still not many major manufacturers of 7-ACA in the PRC. After the severe competition in
2003, the Group anticipates that prices will gradually pick up from its lowest level. On the other hand, the Group

will continue to lower its production costs in order to maintain the profitability of this line of business.
Finished Drugs

In 2003, the finished drug business reported sales revenue of HK$786 million in its first full year, accounting for
32% of the Group’s total revenue. Through the development of higher gross profit margin products and production
cost reduction of bulk drugs, the gross profit margin of this business reached 29.3%, an increase of 2.6 percentage

points compared with previous year.

The Group is seeking overseas accreditation for certain products with the aim to develop the markets in Europe and
America. On the other hand, we will actively look for overseas partners or acquisition opportunities in order to

speed up our expansion into those markets.

The development of butylphthalide, a patent drug, has reached the final stage of clinical trial. Meanwhile, we are
constructing a production line in order to be able to make an official launch of the patent drug to the market in the
second half of 2005.

FINANCIAL REVIEW

The Group maintained a solid financial position throughout the year. At December 31, 2003, the Group had total
bank balances and cash of HK$552 million. Total borrowings amounted HK$408 million, representing 19% of the
shareholders’ funds at the year-end date.

The borrowings of the Group comprise loan from ultimate holding company of HK$102 million and bank loans of
HKS$306 million. The maturity profile of the bank loans spread over a period of two years with HK$161 million
repayable within one year and HK$145 million between one to two years.

52% of the Group’s borrowings is denominated in Renminbi and the remaining 48% in Hong Kong dollars. Except
for export sales which are denominated in US dollars, the sales of the Group are denominated in Renminbi. Hence

the exposure of the Group to foreign exchange rate fluctuations is not significant.

At December 31, 2003, the Group had pledged all the equity interests of a wholly-owned subsidiary to a bank to
secure bank loan granted to the Group. In addition, the Group had also pledged HK$78 million of its bank deposits
for the acquisition of production facilities and securing short-term banking facilities granted to the Group.

At December 31, 2003, the Group had capital commitments of HK$233 million in respect of capital expenditure
contracted but not provided for in the financial statements in respect of acquisition of property, plant and equipment.

EMPLOYEES

At the year-end date, the Group had about 8,150 employees, the majority of them are employed in the PRC. They
are remunerated by reference to the market, performance of individual employee and overall performance of the

Group.




CHAIRMAN’S STATEMENT
(cont’d)

ACKNOWLEDGEMENT

On behalf of the Board of Directors, I would like to take this opportunity to express our sincere thanks to our
shareholders for their support and to our staff for their commitment and diligence during the year.

CAI DONG CHEN
Chairman

Hong Kong, March 22, 2004




DIRECTORS’ REPORT

DIRECTORS’ REPORT
The directors present their annual report and the audited financial statements for the year ended December 31, 2003.
PRINCIPAL ACTIVITIES

The Company is an investment holding company. Details of the activities of its subsidiaries and a jointly controlled
entity are set out in notes 34 and 16 to the financial statements, respectively.

CHANGE OF COMPANY NAME

Pursuant to a special resolution passed at the special general meeting of the Company held on April 23, 2003, the
name of the Company was changed from China Pharmaceutical Enterprise and Investment Corporation Limited %

MELEREFTMAT to China Pharmaceutical Group Limited FENEEMA ML T, The new name became
effective on May 7, 2003.

MAJOR CUSTOMERS AND SUPPLIERS

The aggregate sales and purchases attributable to the Group’s five largest customers and suppliers were less than
30% of the Group’s total sales and purchases for the year, respectively.

RESULTS AND APPROPRIATIONS

The results of the Group and appropriations of the Company for the year ended December 31, 2003 are set out in the
consolidated income statement on page 19 of the annual report and the accompanying notes to the financial
statements.

An interim dividend of HK7.0 cents per share amounting to HK$107,669,000 was paid to the shareholders during the
year. The directors now recommend a final dividend of HK7.0 cents per share to the shareholders on the register of
members on May 14, 2004, amounting to HK$107,669,000 and retention of the remaining profit of HK$288,831,000.

PROPERTY, PLANT AND EQUIPMENT

During the year, the Group continued to expand and upgrade its production facilities for bulk drug products and
finished drug products. Details of these and other movements in the property, plant and equipment of the Group
during the year are set out in note 11 to the financial statements.

SHARE CAPITAL AND SHARE OPTIONS

Details of movements in the issued share capital and share options of the Company are set out in notes 24 and 25 to

the financial statements, respectively.




DIRECTORS® REPORT
(cont’d)

DIRECTORS AND DIRECTORS’ SERVICE CONTRACTS

The directors of the Company during the year and up to the date of this report were:

Executive directors:

Cai Dong Chen, Chairman

Ding Er Gang

Qu Ji Guang

Wei Fu Min

Yue Jin

Feng Zhen Ying (appointed on June 11, 2003)
Liu Yi (resigned on June 11, 2003)

Independent non-executive directors:

Huo Zhen Xing

Lee Ka Sze, Carmelo

Qi Mou Jia

Guo Shi Chang (appointed on February 5, 2004)

In accordance with Article 92 of the Company’s Article of Association, the new directors, Messrs. Feng Zhen Ying
and Guo Shi Chang retire at the forthcoming annual general meeting and being eligible, offer themselves for

re-election.

In accordance with Article 101 of the Company’s Articles of Association, Messrs. Qu Ji Guang, Yue Jin and Lee Ka
Sze, Carmelo retire at the forthcoming annual general meeting by rotation and, being eligible, offer themselves for

re-election.

None of the directors being proposed for re-election at the forthcoming annual general meeting has a service contract
with the Company or any of its subsidiaries, which is not determinable by the Group within one year without

payment of compensation, other than statutory compensation.

BIOGRAPHICAL DETAILS OF DIRECTORS AND SENIOR MANAGEMENT

CAIl Dong Chen

Appointed as a director of the Company in 1998. Mr. Cai, aged 50, senior engineer, is the Chairman of Shijiazhuang
Pharmaceutical Group Company Limited (‘‘SPG’’). Mr. Cai graduated from Hebei Pharmaceutical Finance College,
the People’s Republic of China (the *“PRC’’) in 1972. He joined Hebei Pharmaceutical Factory (‘*‘HPF’’), the PRC

in 1972 as a technician and was appointed as factory manager of HPF in 1984. Mr. Cai has over twenty years of

management experience in the pharmaceutical industry.

10



DIRECTORS’ REPORT
(cont’d)

BIOGRAPHICAL DETAILS OF DIRECTORS AND SENIOR MANAGEMENT - continued
DING Er Gang

Appointed as a director of the Company in 1997. Mr. Ding, aged 43, is an economist. He graduated from Hebei
College of Economic, the PRC and joined Hebei Province Municipal Planning Research Centre as an assistant

researcher. Mr. Ding is responsible for the overall financial management and investor relations.
QU Ji Guang

Appointed as a director of the Company in 2001. Mr. Qu, aged 49, has over twenty years of marketing and
management experience in the pharmaceutical industry.

WEI Fu Min

Appointed as a director of the Company in 1994, Mr. Wei, aged 57, is a senior engineer. He graduated from Tianjin
Industrial College, the PRC in 1970. Mr. Wei has over twenty years of technical and management experience in the
pharmaceutical industry.

YUE Jin

Appointed as a director of the Company in 2001. Mr. Yue, aged 40, graduated from Hebei University, the PRC in
1985. Mr. Yue has over fifteen years of product development and project management experience in the
pharmaceutical industry.

FENG Zhen Ying

Appointed as a director of the Company in June 2003. Mr. Feng, aged 48, graduated from Hebei Chemical College,
the PRC and is a senior engineer. Mr. Feng has over twenty years of technical and management experience in the

pharmaceutical industry.
HUO Zhen Xing

Appointed as a non-executive director of the Company in 1994. Mr. Huo, aged 67, was the former head of Industrial
and Commercial Bank of China, Hebei Province branch and Shijiazhuang sub-branch.

LEE Ka Sze, Carmelo

Appointed as a non-executive director of the Company in 1996, Mr. Lee, aged 44, is a solicitor by profession and is

a partner of a law firm in Hong Kong.
QI Mou Jia

Appointed as a non-executive director of the Company in 1996. Mr. Qi, aged 70, is a senior engineer. He is a
former director of State Drug Administration of China (‘°SDA’’). He was the deputy chairman and chairman of
SDA in 1978 and 1982-1994 respectively.

11



DIRECTORS® REPORT
(cont’d)

BIOGRAPHICAL DETAILS OF DIRECTORS AND SENIOR MANAGEMENT - continued

GUO Shi Chang

Appointed as a non-executive director of the Company in February 2004. Mr. Guo, aged 62, is an engineer. He was
the Vice Governor of Hebei Provincial People’s Government, the PRC from 1993 to 2002.

DIRECTORS’ INTERESTS IN SHARES, UNDERLYING SHARES AND DEBENTURES

As at December 31, 2003, the interests of the directors and their associates in the shares, underlying shares and
debentures of the Company and its associated corporations (within the meaning of Part XV of the Securities and
Futures Ordinance (‘*SFO’")), as recorded in the register maintained by the Company pursuant to Section 352 of the
SFO, or as otherwise notified to the Company and The Stock Exchange of Hong Kong Limited (the ‘‘Stock
Exchange’’) pursuant to the Model Code for Securities Transactions by Directors of Listed Companies (the ‘‘Model
Code’’) contained in the Rules Governing the Listing of Securities on the Stock Exchange (the ‘“Listing Rules’”),

were as follows:

Number of issued Percentage of the issued

Name of director Capacity ordinary shares held share capital of the Company
Cai Dong Chen Beneficial owner 2,000,000 0.13%
Ding Er Gang As a trustee 25,000,000 (Note) 1.63%
Beneficial owner 1,000,000 0.07%

Wei Fu Min Beneficial owner 500,000 0.03%
Yue Jin Beneficial owner 500,000 0.03%

Note:  The shares are held in trust for SPG, the Company’s substantial shareholder.

Other than as disclosed above, none of the directors nor their associates had any interests or short positions in the
shares, underlying shares and debentures of the Company or any of its associated corporations (within the meaning
of Part XV of the SFO) as at December 31, 2003,‘as required to be recorded in the register maintained by the
Company pursuant to Section 352 of the SFO, or as otherwise notified to the Company and the Stock Exchange
pursuant to the Model Code.

12




DIRECTORS’ REPORT

(cont’d)
SHARE OPTIONS
Particulars of the Company’s share option scheme are set out in note 25 to the financial statements.
The following table discloses movements in the Company’s share options during the year:
Exercised Lapsed
Name of Date Exercisable Exercise Outstanding during during Outstanding
director of grant  period price at 1.1.2003 the year the year at 12.31.2003
Cai Dong Chen  3.27.2000 9.28.2000 to HK$0.62 10,000,000  (10,000,000) - -
9.27.2003
8.15.2001 2.16.2002 to HK$0.61 5,000,000 (5,000,000) - -
5.26.2004
Ding Er Gang 3.27.2000 9.28.2000 to HK$0.62 5,000,000 (5,000,000) - -
9.27.2003
8.15.2001 2.16.2002 to HK$0.61 3,000,000 (3,000,000) - -
5.26.2004
Qu Ji Guang 2.19.2000 8.20.2000 to HKS$0.67 1,304,000 (1,304,000) - -
8.19.2003
8.15.2001 2.16.2002 to HK$0.61 3,000,000 (3,000,000) - -
5.26.2004
Wei Fu Min 8.15.2001 2.16.2002 to HK$0.61 4,304,000 (4,304,000) - -
5.26.2004
Yue Jin 2.19.2000 8.20.2000 to HKS30.67 1,304,000 (1,304,000) - -
8.19.2003
8.15.2001 2.16.2002 to HKS$0.61 3,000,000 (3,000,000) - -
5.26.2004
Lin Yi 2.19.2000 8.20.2000 to HKS$0.67 1,306,000 - (1,306,000) -
(former 8.19.2003
director, 8.15.2001 2.16.2002to HKS0.61 3,000,000 - (3,000,000) -
resigned on 5.26.2004
June 11, 2003)
Wang Xian Jun  3.27.2000 9.28.2000to HKS$0.62 5,000,000 - (5,000,000) -
(former 9.27.2003
director, 8.15.2001 2.16.2002 to HKS$0.61 3,000,000 - (3,000,000) -
resigned on 5.26.2004
December 23,
2002)
Total directors 48,218,000  (35,912,000) (12,306,000) -
Total employees 2.19.2000 8.20.2000 to HK$0.67 3,912,000 - (3,912,000) -
8.19.2003
Grand total 52,130,000 (35,912,000) (16,218,000) -

No options were granted or cancelled during the year.

13




DIRECTORS® REPORT
(cont’d)

ARRANGEMENT TO PURCHASE SHARES OR DEBENTURES

Other than as disclosed above, at no time during the year was the Company or any of its holding companies, or its
fellow subsidiaries or its subsidiaries a party to any arrangement to enable the directors of the Company to acquire

benefits by means of the acquisition of shares in, or debentures of, the Company or any other body corporate.

DIRECTORS’ INTERESTS IN CONTRACTS OF SIGNIFICANCE

Woo, Kwan, Lee & Lo, a firm of solicitors of which Mr. Lee Ka Sze, Carmelo is a partner, rendered professional

services to the Group for which it received normal remuneration.

Other than as disclosed above, no contracts of significance to which the Company, its holding companies, or any of
its fellow subsidiaries or subsidiaries was a party and in which a director of the Company had a material interest,

whether directly or indirectly, subsisted at the end of the year or at any time during the year.
SUBSTANTIAL SHAREHOLDER
As at December 31, 2003, the register of substantial shareholders maintained by the Company pursuant to Section

336 of the SFO shows that the following shareholder had notified the Company of relevant interests in the share
capital of the Company.

Number of Number of ordinary Percentage of
substantial shareholder share of the Company held issued share capital
SPG 783,316,161 (Note) 50.93%

Note: In respect of the 783,316,161 shares, 748,436,399 shares are held by SPG, 25,000,000 shares are held by
Mr. Ding Er Gang, an executive director of the Company, as trustee for SPG and 9,879,762 shares are held
by China Charmaine Pharmaceutical Company Limited, a wholly— owned subsidiary of SPG.

Other than as disclosed above, the Company has not been notified of any other relevant interests or short positions in
the shares and underlying shares of the Company as at December 31, 2003 or any other interests representing 5% or
more of the issued share capital of the Company as at December 31, 2003.

CONNECTED TRANSACTIONS

Details of the discloseable connected transactions during the year are set out in note 33 (I) to the financial
statements. In the opinion of the independent non-executive directors, the above transactions were entered into by
the Group:

(i)  in the ordinary and usual course of the Group’s business;

(il) on normal commercial terms or on terms that are fair and reasonable so far as the shareholders of the

Company are concerned;

14




DIRECTORS’ REPORT
(cont’d)

CONNECTED TRANSACTIONS - continued

(iii)

(iv)

in accordance with the terms of the agreements governing such transactions or on terms no less favourable

than terms available to or from independent third parties; and

within the relevant cap amounts as agreed by the Stock Exchange.

In addition, the Group entered into the following connected transactions during the year:

(@)

(b)

(¢)

(d)

On February 19, 2003, the Company entered into an agreement with SPG and Shijiazhuang Pharmaceutical
Group New Medicine Company Limited, a wholly-owned subsidiary of SPG, for the acquisition by the
Company of the entire issued share capital of Zhongqi Pharmaceuticai Technology (Shijiazhuang) Company
Limited (**Zhongqi’’, formerly known as Shijiazhuang Pharmaceutical Group Pharmaceutical Technology
Development Company Limited) for a consideration of HK$17,250,000. Zhongqi is a limited liability
company established in the PRC and is engaged in research and development of pharmaceutical products. The
acquisition was completed in June 2003. Details of this connected transaction were disclosed in a press

announcement dated February 19, 2003.

On July 7, 2003, Zhongnuo Pharmaceutical (Shijiazhuang) Company Limited, a wholly owned subsidiary of
the Group, entered into an agreement with Shijiazhuang Municipal Second Pharmaceutical Factory (**Second
Pharmaceutical’”) for the acquisition of production facilities including, among others, machinery and
equipment for the purpose of manufacture of pharmaceutical preparation products and bulk pharmaceutical
products for a consideration of HK$15,241,000.

Second Pharmaceutical is an associate of SPG and is therefore a connected party to the Company under the
Listing Rules. Completion of this transaction took place in July 2003. Details of this connected transaction
were disclosed in a press announcement dated July 7, 2003.

During the year, a subsidiary of the Company obtained advance of HK$93,545,000 from SPG. The amount is
unsecured, interest-bearing at prevailing market rate and is repayable between one to two years from the

balance sheet date,

During the year, a subsidiary of the Company obtained advance of HK$8,045,000 from SPG. The amount is

unsecured, interest free and will not be repaid within twelve months from the balance sheet date.

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

During the year, neither the Company nor any of its subsidiaries purchased, sold or redeemed any of the Company’s

listed securities.

DISCLOSURE UNDER PRACTICE NOTE 19 TO THE LISTING RULES

Pursuant to two term loan agreements, it will be an event of default under the loan agreements if SPG owns less than

40% of the issued share capital of the Company. The outstanding principal of the term loans at December 31, 2003
was HK$195,030,000 and the {ast instalment repayment is due in October 2005.

15




DIRECTORS’ REPORT
(cont’d)

DISCLOSURE UNDER PRACTICE NOTE 19 TO THE LISTING RULES - continued

Save as disclosed above, there are no other events which are required to be disclosed by the Company under Practice
Note 19 to the Listing Rules.

CORPORATE GOVERNANCE

In the opinion of the directors, the Company has complied throughout the year ended December 31, 2003 with the
Code of Best Practice as set out in Appendix 14 of the Listing Rules. The Company has an audit committee
consisting of the independent non-executive directors of the Company. The committee meets regularly with the

external auditors and management to review the interim and yearly financial statements of the Group.

The term of office of each independent non-executive director of the Company is the period up to his retirement by

rotation in accordance with the Company’s Articles of Association.

CHARITABLE DONATIONS

During the year, the Group made charitable donations amounting to HK$691,000.

AUDITORS

A resolution will be submitted to the annual general meeting of the Company to re-appoint Messrs. Deloitte Touche

Tohmatsu as auditors of the Company.
On behalf of the Board
Cai Dong Chen

Chairman

Hong Kong, March 22, 2004

16




AUDITORS’ REPORT

RE) - B=REROBETEN(T

Certified Public Accountants BEEDBFHEDI1SH
26/F, Wing On Centre RLEDPIW26IE
111 Connaught Road Central

Deloitte
Touche
Tohmatsu

TO THE SHAREHOLDERS OF CHINA PHARMACEUTICAL GROUP LIMITED R EREEZBFR 5
(FORMERLY KNOWN AS CHINA PHARMACEUTICAL ENTERPRISE AND INVESTMENT
CORPORATION LIMITED HERE,ZGEHRLF)

(incorporated in Hong Kong with limited liability)

We have audited the financial statements on pages 19 to 58 which have been prepared in accordance with accounting

principles generally accepted in Hong Kong.
Respective responsibilities of directors and auditors

The Companies Ordinance requires the directors to prepare financial statements which give a true and fair view. In
preparing financial statements which give a true and fair view it is fundamental that appropriate accounting policies

are selected and applied consistently.

It is our responsibility to form an independent opinion, based on our audit, on those financial statements and to
report our opinion solely to you, as a body, in accordance with section 141 of the Companies Ordinance, and for no
other purpose. We do not assume responsibility towards or accept liability to any other person for the contents of
this report.

Basis of opinion

We conducted our audit in accordance with Statements of Auditing Standards issued by the Hong Kong Society of
Accountants. An audit includes examination, on a test basis, of evidence relevant to the amounts and disclosures in
the financial statements. It also includes an assessment of the significant estimates and judgements made by the
directors in the preparation of the financial statements, and of whether the accounting policies are appropriate to the
circumstances of the Company and the Group, consistently applied and adequately disclosed.

We planned and performed our audit so as to obtain all the information and explanations which we considered
necessary in order to provide us with sufficient evidence to give reasonable assurance as to whether the financial
statements are free from material misstatement. In forming our opinion we also evaluated the overall adequacy of
the presentation of information in the financial statements. We believe that our audit provides a reasonable basis for

our opinion.
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AUDITORS® REPORT
(cont’d)

Opinion
In our opinion the financial statements give a true and fair view of the state of affairs of the Company and the Group

as at December 31, 2003 and of the profit and cash flows of the Group for the year then ended and have been
properly prepared in accordance with the Companies Ordinance.

Deloitte Touche Tohmatsu
Certified Public Accountants

Hong Kong, March 22, 2004

18



CONSOLIDATED INCOME STATEMENT

For the year ended December 31, 2003

Turnover
Cost of sales

Gross profit

Other operating income
Distribution costs
Administrative expenses
Other operating expenses
Major overhaul expenses
Allowance for doubtful debts

Profit from operations
Finance costs

Share of profit of a jointly controlled entity

Profit before taxation
Taxation

Profit before minority interests
Minority interests

Net profit for the year
Dividends

Earnings per share
Basic

Diluted

19

NOTES 2003 2002
HKS’000 HKS 000
2,478,426 1,625,130
(1,553,466) (1,121,850)
924,960 503,280
9,522 14,197
(94,529) (42,543)
(200,193) (123,295)
(21,471) (10,879)
- (28,591)
- (14,276)
5 618,289 297,891
(25,361) (26,682)
7,610 7,916
600,538 279,125
g (94,978) (49,550)
505,560 229,575
(1,391) (1,433)
504,169 228,142
9 215,338 90,133
10

HK33.27 cents

HK16.62 cents

HK32.83 cents

HK16.35 cents




CONSOLIDATED BALANCE SHEET

At December 31, 2003

Non-current assets
Property, plant and equipment
Intangible assets
Goodwill
Interest in a jointly controlled entity
Loan receivable
Pledged bank deposits
Deposits paid for acquisition of property, plant and equipment

Current assets
Inventories
Trade and other receivables
Bills receivable
Loan receivable
Trade receivables due from related companies
Amount due from a jointly controlled entity
Pledged bank deposits
Bank balances and cash

Current liabilities
Trade and other payables
Bills payable
Amount due to related companies
Taxation payable
Bank loans — due within one year

Net current assets

Total assets less current liabilities
Minority interests

Non-current liabilities

Loans from ultimate holding company
Bank loans - due after one year

20

NOTES

11
14
15
16
17
20

18
19

17
33

33
20

21

33

22

23
22

2003 2002
HKS$000 HK$000
1,739,164 1,545,409

60,431 83,490
58,947 60,296
21,235 20,809
1,450 2,245
48,494 -
91,570 -
2,021,291 1,712,249
291,854 274,936
438,572 421,582
91,477 120,712
795 795
2,529 91,046
11,969 3,203
29,938 -
473,199 324,274
1,340,333 1,236,548
481,091 460,405
299,345 41,628
26,111 -
17,169 16,095
161,299 543,338
985,015 1,061,466
355,318 175,082
2,376,609 1,887,331
8,272 9,809
101,590 -
145,050 84,385
246,640 84,385
2,121,697 1,793,137




CONSOLIDATED BALANCE SHEET

(cont’d)
At December 31, 2003
NOTES 2003 2002
HKS$’000 HKS$'000
Capital and reserves

Share capital 24 153,812 150,221
Reserves 1,967,885 1,642,916
2,121,697 1,793,137

The financial statements on pages 19 to 58 were approved and authorised for issue by the Board of Directors on

March 22, 2004 and are signed on its behalf by:

Cai Dong Chen Ding Er Gang
Director Director
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BALANCE SHEET

At December 31, 2003

NOTES 2003 2002
HKS$’000 HKS$ 000
Non-current assets
Property, plant and equipment 11 2,323 865
Investments in subsidiaries 12 895,244 763,445
Amounts due from subsidiaries 13 780,607 685,727
1,678,174 1,450,037
Current assets
Other receivables 5,374 539
Amounts due from subsidiaries - 91,677
Bank balances and cash 30,864 6,666
36,238 98,882
Current liabilities
Other payables 8,510 11,124
Amount due to related companies 33 26,111 -
Bank loans — due within one year 22 49,980 49,980
84,601 61,104
Net current (liabilities) assets (48,363) 37,778
Total assets less current liabilities 1,629,811 1,487,815
Non-current liability
Bank loans — due after one year 22 145,050 75,030
1,484,761 1,412,785
Capital and reserves
Share capital 24 153,812 150,221
Reserves 26 1,330,949 1,262,564
1,484,761 1,412,785
Cai Dong Chen Ding Er Gang
Director Director
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CONSOLIDATED STATEMENT OF CHANGES IN EQuITyY

For the year ended December 31, 2003

Non -
Share Share Goodwill ~ Translation distributable Accumulated
capital premium reserve reserve reserves profits Total
HK$'000 HKS$'000 HK$'000 HKS$'000 HKS$'000 HKS$'000 HKS$'000
{Note 24)

THE GROUP
At Janvary 1, 2002 124,045 836,292 (167,254) 2,692 92,936 432,931 1,321,642
Issue of shares on

acquisition of a subsidiary 21,911 238,832 - - R - 260,743
Exercise of share options 4,265 23,084 - - - - 27,349
Share issue expenses - (83) - - - - (83)
Transfers, net of

minority interests’ share - - - - 44739 (44,739) -
Net profit for the year - - - - - 228,142 228,142
Dividend paid - - - - - (44,636) (44,656)
At December 31, 2002 150,221 1,098,125 (167,254) 2,692 137,675 571,678 1,793,137
Exercise of share options 3,591 18,622 - - - - 22,213
Share issue expenses - (20) - - - - (20
Share of non-distributable

reserves of a jointly

controlled entity - - - - 2,988 (2,988) -
Transfers, net of

minority interests’ share - ~ - - 53,447 (53,447) -
Net profit for the year - -~ - - - 504,169 504,169
Dividends paid - ~ - - - (197,802) (197,802)
At December 31, 2003 153,812 1,116,727 (167,254) 2,692 194,110 821,610 2,121,697
Attributed to:

~ The Company

and subsidiaries 153,812 1,116,727 (160,130) 2,385 187,617 802,921 2,103,532
— Jointly controlled
entity - - (7,124 107 6,493 18,689 18,165
153,812 1,116,727 (167,254) 2,692 194,110 821,610 2,121,697

Note:  The non-distributable reserves represent statutory reserves appropriated from the profit after taxation of the
Company’s subsidiaries in the People’s Republic of China (the ‘“PRC’’) and jointly controlled entity under
the PRC laws and regulations.
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CONSOLIDATED CaAasSH FLOW STATEMENT

For the year ended December 31, 2003

OPERATING ACTIVITIES
Profit from operations
Adjustments for:
Allowance for doubtful debts
Interest income
Depreciation and amortisation
Amortisation of intangible assets
Impairment of intangible assets
Amortisation of goodwill
Loss on disposal of property, plant and equipment
Gain on partial disposal of interest in a subsidiary

Operating cash flows before movements in working capital
Increase in inventories

Increase in trade and other receivables

Decrease in bills receivable

Decrease in trade receivables due from related companies
Increase in amount due from a jointly controlled entity
Increase in trade and other payables

Increase in bills payable

Increase in amounts due to related companies

Cash generated by operations

Interest received

Interest paid

PRC income tax paid

Dividends paid to minority sharcholders

NET CASH INFLOW FROM OPERATING ACTIVITIES

INVESTING ACTIVITIES
Purchase of property, plant and equipmient
Deposits paid for acquisition of property, plant and equipment
Increase in pledged bank deposits
Acquisition of a subsidiary (net of cash
and cash equivalents acquired)
Purchase of technical know-how
Purchase of utility rights
Development costs incurred
Dividend received from a jointly controlled entity
Repayment of loans receivable
Proceeds from disposal of property, plant and equipment

NET CASH OUTFLOW FROM INVESTING ACTIVITIES
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NOTE 2003 2002
HK$°000 HKS$'000
618,289 297,891
- 14,276
(1,589) (2,241)
129,024 103,818
13,770 14,303
10,878 -
3,168 1,546
9,030 7,587
- (758)
782,570 436,422
(10,739) (126,005)
(10,989) (132,190)
29,235 25,319
88,517 55,943
(2,644) (2,064)
11,608 105,256
257,717 41,628
26,111 -
1,171,386 404,309
1,589 2,241
(25,361) (27,542)
(92,842) (32,268)
(2,928) (458)
1,051,844 346,282
(323,602) (302,155)
(91,570) -
(78,432) -
27 (17,211) 8,536
(1,122) (3,910)
(467) (4,397)
- (962)
- 4,633
795 795
4,083 8,890
(507,526) (288,570)




CoNsSOLIDATED CaAasH FLow STATEMENT

For the vear ended December 31, 2003

FINANCING ACTIVITIES

Bank loans raised

Proceeds from issue of shares for cash, net of expenses
Repayment of bank loans

Repayment of loan from ultimate holding company
Dividends paid

Loans from ultimate holding company

NET CASH (OUTFLOW) INFLOW FROM
FINANCING ACTIVITIES

INCREASE IN CASH AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS BROUGHT FORWARD

CASH AND CASH EQUIVALENTS CARRIED FORWARD,

represented by bank balances and cash

25

(cont’d)
2003 2002
HKS$’000 HK3'000
301,479 515,843
22,193 27,266
(622,853) (357,451)
- (54,218)
(197,802) (44,656)
101,590 -
(395,393) 86,784
148,925 144,496
324,274 179,778
473,199 324,274




NOTES TO THE FINANCIAL STATEMENTS

For the year ended December 31, 2003

GENERAL

The Company is a listed public limited company incorporated in Hong Kong and its shares are listed on The
Stock Exchange of Hong Kong Limited (the **Stock Exchange’’).

The Company’s ultimate holding .company is Shijiazhuang Pharmaceutical Group Company Limited
(‘“‘SPG’’), a state-owned enterprise established under the laws of The People’s Republic of China (the
“PRC”’). SPG, together with the companies under its control, other than members of the Group, will
hereinafter be referred to as the “*SPG Group™’.

The Company’s subsidiaries are principally engaged in the manufacture and sale of pharmaceutical products.

ADOPTION OF HONG KONG FINANCIAL REPORTING STANDARDS

In the current year, the Group has adopted, for the first time, the following revised Hong Kong Financial
Reporting Standard (‘“HKFRS’’) issued by the Hong Kong Society of Accountants (‘‘HKSA’’), the term of
HKFRS is inclusive of Statements of Standard Accounting Practice (‘°SSAP(s)’’) and Interpretations approved
by the HKSA.

Income Taxes

In the current year, the Group has adopted SSAP 12 (Revised) ‘‘Income Taxes’” (‘‘SSAP 12 (Revised)’’). The
principal effect of the implementation of SSAP 12 (Revised) is in relation to deferred tax. In previous years,
partial provision was made for deferred tax using the income statement liability method, i.e. a liability was
recognised in respect of timing differences arising, except where those timing differences were not expected to
reverse in the foreseeable future. SSAP 12 (Revised) requires the adoption of a balance sheet liability
method, whereby deferred tax is recognised in respect of all temporary differences between the carrying
amount of assets and liabilities in the financial statements and the corresponding tax bases used in the
computation of taxable profit, with limited exceptions. The adoption of this standard has had no material
effect on the results for the current or prior accounting periods. Accordingly, no prior period adjustment has

been required.

SIGNIFICANT ACCOUNTING POLICIES

The financial statements have been prepared under the historical cost convention and in accordance with
accounting principles generally accepted in Hong Kong. The principal accounting policies adopted are as
follows:

Basis of consolidation

The consolidated financial statements incorporate the financial statements of the Company and its subsidiaries

made up to December 31 each year.

The results of subsidiaries acquired or disposed of during the year are included in the consolidated income
statement from the effective date of acquisition or up to the effective date of disposal, as appropriate.
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NOoOTES ToO THE FINANCIAL STATEMENTS
(cont’d)

For the year ended December 31, 2003

SIGNIFICANT ACCOUNTING POLICIES -~ continued

Goodwill

Goodwill arising on consolidation represents the excess of the cost of acquisition over the Group’s interest in
the fair value of the identifiable assets and liabilities of a subsidiary at the date of acquisition.

Goodwill arising on acquisitions prior to January 1, 2001 continues to be held in reserves, and will be charged
to the income statement at the time of disposal of the relevant subsidiary or at such time as the goodwill is
determined to be impaired.

Goodwill arising on acquisitions on or after January 1, 2001 is capitalised and amortised on a straight-line
basis over its estimated useful economic life. Goodwill arising on the acquisition of subsidiaries is presented
separately in the balance sheet.

Revenue recognition

Sales of goods are recognised when goods are delivered and title has passed.

Interest income is accrued on a time basis, by reference to the principal outstanding and at the interest rate
applicable.

Service income is recognised when services are rendered.

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

Investments in subsidiaries

Investments in subsidiaries are included in the Company’s balance sheet at cost less any identified impairment

losses.

Jointly controlled entities

Joint venture arrangements which involve the establishment of a separate entity in which each venturer has an

interest are referred to as jointly controlled entities.

The Group’s interests in jointly controlled entities are included in the consolidated balance sheet at the
Group’s share of the net assets of the relevant jointly controlled entities less any identified impairment loss.
The Group’s share of post-acquisition results of jointly controlied entities is included in the consolidated

income statement.
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NOTES ToO THE FINANCIAL STATEMENTS
(cont’d)

For the year ended December 31, 2003

SIGNIFICANT ACCOUNTING POLICIES - continued
Property, plant and equipment

Construction in progress is stated at cost which includes all construction costs and other direct costs, including
borrowing costs capitalised, attributable to such projects. Construction in progress is not depreciated until
completion of construction. Costs on completed construction works are transferred to the relevant category of

property, plant and equipment.

Property, plant and equipment other than construction in progress are stated at cost less accumulated

depreciation and amortisation and accumulated impairment losses.

Depreciation and amortisation are provided to write off the cost of items of property, plant and equipment
other than construction in progress over their estimated useful lives, and after taking into account their

estimated residual value, using the straight-line method, at the following rates per annum:

Buildings in the PRC 3.3% - 5%
Plant and machinery 5% - 10%
Furniture, fixtures and office equipment 20%
Motor vehicles 20%

The cost of land use rights is amortised on a straight-line basis over the period of the rights.

The gain or loss arising on the disposal or retirement of an asset is determined as the difference between the

sales proceeds and the carrying amount of the asset and is recognised in the income statement.
Intangible assets

The cost of technical know-how is measured initially at cost and amortised on a straight-line basis over its

estimated useful life.

The cost of rights to use utilities is measured initially at cost and amortised on a straight-line basis over their

estimated useful lives.

Research and development expenditure

Expenditu‘re on research activities is recognised as an expense in the period in which it is incurred.

An internally-generated intangible asset arising from development expenditure is recognised only if it is
anticipated that the development costs incurred on a clearly defined project will be recovered through future

commercial activity. The resultant asset is amortised on a straight-line basis over its estimated useful life.

Where no internally-generated intangible asset can be recognised, development expenditure is recognised as an

expense in the period in which it incurred.
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NOTES TO THE FINANCIAL STATEMENTS
(cont’d)

For the year ended December 31, 2003

SIGNIFICANT ACCOUNTING POLICIES - continued
Impairment

At each balance sheet date, the Group reviews the carrying amounts of its tangible and intangible assets to
determine whether there is any indication that those assets have suffered an impairment loss. If the
recoverable amount of an asset is estimated to be less than its carrying amount, the carrying amount of the

asset 18 reduced to its recoverable amount. Impairment losses are recognised as an expense immediately.

Where an impairment loss subsequently reverses, the carrying amount of the asset is increased to the revised
estimate of its recoverable amount, such that the increased carrying amount does not exceed the carrying
amount that would have been determined had no impairment loss been recognised for the asset in prior years.

A reversal of an impairment loss is recognised as income immediately.

Inventories

Inventories are stated at the lower of cost and net realisable value. Cost is calculated using the weighted

average method.
Foreign currencies

Transactions in foreign currencies are initially recorded at the rates of exchange prevailing on the dates of the
transactions or at the contracted settlement rate. Monetary assets and liabilities denominated in foreign
currencies are re-translated at the rates prevailing on the balance sheet date. Profits and losses arising on
exchange are included in net profit or loss for the year.

On consolidation, the assets and liabilities of the Group’s PRC subsidiaries and jointly controlled entity are
transiated at exchange rates prevailing on the balance sheet date. Income and expenses items are translated at
the average exchange rates for the year as quoted by the People’s Bank of China, the PRC. Exchange
differences arising, if any, are classified as equity and transferred to the Group’s translation reserve. Such
translation differences are recognised as income or as expenses in the period in which the operation is
disposed of.

Taxation

Income tax expense represents the sum of the tax currently payable and deferred tax.

The tax currently payable is based on taxable profit for the year. Taxable profit differs from net profit as
reported in the income statement because it excludes items of income or expense that are taxable or deductible
in other years, and it further excludes income statement items that are never taxable or deductible.

Deferred tax is the tax expected to be payable or recoverable on differences between the carrying amounts of

assets and liabilities in the financial statements and the corresponding tax bases used in the computation of
taxable profit, and is accounted for using the balance sheet liability method. Deferred tax liabilities are
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NOTES TO THE FINANCIAL STATEMENTS
(cont’d)

For the year ended December 31, 2003

SIGNIFICANT ACCOUNTING POLICIES - continued
Taxation — continued

generally recognised for all taxable temporary differences, and deferred tax assets are recognised to the extent
that it is probable that taxable profits will be available against which deductible temporary differences can be
utilised. Such assets and liabilities are not recognised if the temporary difference arises from goodwill or
from the initial recognition (other than in a business combination) of other assets and liabilities in a

transaction that affects neither the taxable profit nor the accounting profit.

Deferred tax liabilities are recognised for taxable temporary differences arising on investments in subsidiaries
and interests in joint ventures, except where the Group is able to control the reversal of the temporary

difference and it is probable that the témporary difference will not reverse in the foreseeable future.

The carrying amount of deferred tax assets is reviewed at each balance sheet date and reduced to the extent
that it is no longer probable that sufficient taxable profits will be available to allow all or part of the asset to

be recovered.

Deferred tax is calculated at the tax rates that are expected to apply in the period when the liability is settled
or the asset realised. Deferred tax is charged or credited in the income statement, except when it relates to
items charged or credited directly to equity, in which case the deferred tax is also dealt with in equity.
Borrowing costs

Borrowing costs directly attributable to the acquisition, construction or production of qualifying assets, which
are assets that necessarily take a substantial period of time to get ready for their intended use or sale, are
capitalised as part of the cost of those assets. Capitalisation of such borrowing costs ceases when the assets
are substantially ready for their intended use or sale. Investment income earned on the temporary investment
of specific borrowings pending their expenditure on qualifying assets is deducted from the borrowing costs
capitalised.

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

Retirement benefits scheme contributions

Payments to Mandatory Provident Fund Scheme and state-managed retirement benefit scheme are charged as

an expense as they fall due.
Operating leases

Rentals payable under operating leases are charged to the income statement on a straight-line basis over the
period of the relevant leases.
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NOTES TO THE FINANCIAL STATEMENTS
(cont’d)

For the year ended December 31, 2003

TURNOVER AND SEGMENT INFORMATION

Turnover represents the net amounts received and receivable for goods sold by the Group to outside
customers, and is stated net of value-added tax and sales returns during the year.

In accordance with the Group’s internal financial reporting, the Group has determined business segments are
its primary reporting format and geographical segments are its secondary reporting format.

Business segments

The Group reports its primary segment information by products which are bulk drugs, including penicillin
series, cephalosporin series and vitamin C series, finished drugs and others. Segment information about these
products is presented below:

2003
Bulk Drugs
Penicillin Cephalosporin Vitamin C Finished
series series series Drugs Others  Eliminations  Consolidated
HKS$'000 HK$000 HKS$'000 HKS$'000 HK$'000 HKS$'000 HKS$'000
TURNOVER
External sales 548,955 455,948 684,139 786,164 3,220 - 2,478,426
Inter-segment sales 193,327 84,835 - - - (278,162) -
TOTAL TURNOVER 742,282 540,783 684,139 786,164 3,220 (278,162) 2,478,426
[nter-segment sales are charged at prevailing market rates.
SEGMENT RESULT 118,011 47,987 349,271 124,033 (3,677 635,625
Unallocated corporate
expenses (17,336)
Profit from operations 618,289
Finance costs (25,361)
Share of profit of a jointly
controlled entity 7,610 7,610
Profit before taxation 600,538
Taxation (94,978)
Profit before minority interests 505,560
Minority interests (1,391)

Net profit for the year 504,169
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended December 31, 2003

TURNGOVER AND SEGMENT INFORMATION - continued

Business segments — continued

(cont’d)

The following is an analysis of the carrying amount of segment assets and segment liabilities, analysed by

products:

2003 - continued

Bulk Drugs

Penicillin Cephalosporin

series

series

HK$'000 HK$'000
ASSETS
Segment agsets 610,855 801,229
Interest in a jointly controlled entity
Unallocated corporate assets
Consolidated total assets
LIABILITIES
Segment liabilities 285,236 263,185
Unallocated corporate liabilities
Consolidated total liabilities
Bulk Drugs
Penicillin  Cephalosporin Vitamin C
series series series
HK$’000 HK$'000 HK$000
OTHER INFORMATION
Capital expenditure 28,529 32,170 213,826
Depreciation and
amortisation 43,087 53,955 27,295
Impairment of
intangible assets - 10,878 -
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Yitamin C
series
HKS$'000

771,996

105,829

Finished
Drugs
HKS8'000

43,148

20,345

Finished
Drugs
HK$°000

525,243

128,432

Others
HKS$'000

5,488

859

Others
HK$'000

71,738
21,235

6,412

Corporate
HK$°000

2,030

421

Consolidated
HKS$'000

2,781,061
21,235
559,328
3,361,624
789,094

442,561

1,231,655

Consolidated
HK$000
325,191
145,962

10,878



4.

NOTES TO THE FINANCIAL STATEMENTS

(cont’d)

For the year ended December 31, 2003

TURNOVER AND SEGMENT INFORMATION - continued

Business segments - continued

2002
Bulk Drugs
Penicillin  Cephalosporin Vitamin C Finished
series series series Drugs Others  Eliminations  Consolidated
HK3$'000 HKS'000 HKS$'000 HKS$'000 HKS$'000 HKS$'000 HKS$'000
TURNOVER
External sales 524,284 498,797 362,093 234,796 5,160 - 1,625,130
Inter-segment sales 59,726 25,722 - - - (85,448) -
TOTAL TURNOVER 584,010 524,519 362,093 234,796 5,160 (85,448) 1,625,130
Inter-segment sales are charged at prevailing market rates.
SEGMENT RESULT 105,007 106,158 68,403 31,403 90 311,061
Unallocated corporate
expenses (13,170
Profit from operations 297,891
Finance costs (26,682)
Share of profit of a jointly
controlled entity 7,916 7,916
Profit before taxation 279,125
Taxation (49,550)
Profit before minority interests 229,575
Minority interests (1,433)
Net profit for the year
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended December 31, 2003

TURNOVER AND SEGMENT INFORMATION - continued

Business segments — continued

(cont’d)

The following is an analysis of the carrying amount of segment assets and segment liabilities, analysed by

products:

2002 - continued

Bulk Drugs

Penicillin  Cephalosporin

series series
HK$ 000 HKS$ 000
ASSETS
Segment assets 715,148 820,365
Interest in a jointly controlled entity
Unallocated corporate assets
Consolidated total assets
LIABILITIES
Segment liabilities 133,980 129,478
Unallocated corporate liabilities
Consolidated total liabilities
Bulk Drugs
Penicillin  Cephalosporin Vitamin C
series series series
HK$'000 HK$°000 HKS$ 000
OTHER INFORMATION
Capital expenditure 82,363 187,555 28,216
Depreciation and
amortisation 48,088 35,907 28,493
Allowance for
doubtful debts - - 14,276
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Vitamin C
series
HKS$000

625,270

94,853

Finished

Drugs

HK$'000

5,120

6,812

Finished
Drugs Others
HKS§'000 HK§'000
415,732 25,794
20,809
132,553 44
Others Corporate
HKS$°000 HK$'000
9,014 16
22 343

Consolidated
HKS$'000

2,602,309
20,809
325,679
2,948,797
490,908

654,943

1,145,851

Consolidated
HK3’000
312,284
119,667

14,276




NOTES TO THE FINANCIAL STATEMENTS
(cont’d)

For the year ended December 31, 2003

TURNOVER AND SEGMENT INFORMATION - continued
Geographical segments

The Group’s operations are located in the PRC, Asia other than the PRC, Europe, America and others.
Segment information about the Group’s operations is presented below:

Turnover

2003 2002

HK$’000 HK$ 000

The PRC 1,801,751 1,247,647
Asia other than the PRC 278,619 130,108
Europe 178,656 105,659
America 130,881 95,058
Others 88,519 46,658
2,478,426 1,625,130

Contribution to profit by geographical market has not been presented as the contributions to profit from each
market is substantially in line with the overall Group ratio of profit to turnover.

Analysis of carrying amounts of segment assets and capital expenditure are not presented as over 90% of
amounts involved are in the PRC.

PROFIT FROM OPERATIONS

2003 2002
HKS$’000 HK3'000
Profit from operations has been arrived at after charging:
Staff costs including directors’ remuneration 170,555 121,874
Retirement benefit scheme contributions 27,317 18,101
Total staff costs 197,872 139,975
Amortisation (included in administrative expenses) of:
— intangible assets 13,770 14,303
- goodwill 3,168 1,546
Depreciation and amortisation of property, plant and equipment 129,024 103,818
Total depreciation and amortisation ' 145,962 119,667
Auditors’ remuneration 1,350 1,200
Loss on disposal of property, plant and equipment 9,030 7,587
Research and development expenses 1,870 2,290
Impairment of intangible assets (included in
administrative expenses) 10,878 -
and after crediting:
Bank interest income 1,589 1,737
Interest income from loan receivables fully provided
for in prior year - 504
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NoTES TO THE FINANCIAL STATEMENTS

For the year ended December 31, 2003

FINANCE COSTS

Bank loan arrangement fee
Interest on:
— bank loans wholly repayable within five years
— other loans from connected parties wholly repayable
within five years (note 33 (1))
— bills receivable discounted without recourse

Total borrowing costs

Less: interest capitalised in construction in progress

DIRECTORS’ EMOLUMENTS AND EMPLOYEES’ EMOLUMENTS

DIRECTORS

Directors’ fees:
Executive

Independent non-executive

Other emoluments of executive directors:
Salaries and other benefits
Performance related incentive payments
Retirement benefits scheme contributions

The directors’ emoluments were within the following bands:

Nil to HK$1,000,000
HK$1,000,001 to HK$2,000,000
HK$2,000,001 to HK$3,000,000
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(cont’d)
2003 2002
HKS$’000 HK3°000
333 -
17,853 24,384
980 3,158
6,195 -
25,361 27,542
- (860)
25,361 26,682
2003 2002
HKS$’000 HK$°'000
380 180
360 140
740 320
4,520 4,054
2,755 189
24 34
8,039 4,597
2003 2002
Number of Number of
directors directors
7 9
1 2
2 _




NOTES TO THE FINANCIAL STATEMENTS

(cont’d)
For the year ended December 31, 2003

DIRECTORS’ EMOLUMENTS AND EMPLOYEES’ EMOLUMENTS - continued
EMPLOYEES
Of the six (2002: six) highest paid individuals in the Group, four (2002: four) were directors of the Company

whose emoluments are set out above. The aggregate emoluments of the remaining two (2002: two) highest
paid individuals are as follows:

2003 2002
HKS$’000 HK$'000
Salaries and other benefits 897 805
Performance related incentive payments 450 165
Retirement benefit scheme contributions 22 12
1,369 982
2003 2002
No. of No. of
individuals individuals

Emoluments of the two highest paid employees

were within the following bands:

Nil to HK$1,000,000 1 2
HK$1,000,001 to HK$2,000,000 1 -
2 2

During the year, no emoluments were paid by the Group to the six highest paid individuals, including
directors, as an inducement to join or upon joining the Group or as compensation for loss of office. None of
the directors has waived any emoluments during the year.

TAXATION
2003 2002
HKS$’000 HKS$°000
The charge comprises:
PRC income tax
— current year 102,862 48,276
- (over)underprovision in prior years (3,249) 296
— tax credits (5,697) -
Taxation attributable to the Company and its subsidiaries 93,916 48,572
Share of taxation of a jointly controlled entity 1,062 978
94,978 49,550

37



NOoTES TO THE FINANCIAL STATEMENTS

(cont’d)
For the year ended December 31, 2003
TAXATION - continued

No Hong Kong Profits Tax is payable by the Company or its Hong Kong subsidiaries since they had no
assessable profit for the year.

Taxation arising in other jurisdictions is calculated at the prevailing rate in the relevant jurisdictions.

The tax charge for the year can be reconciled to the profit per the consolidated income statement as follows:

2003 2002
HKS$’000 % HKS$°000 %

Profit before taxation 600,538 279,125
Tax at the average income tax rate

of 22.1% (2002: 25.9%) 132,855 221 72,264 259
Tax effect of income not taxable

for tax purpose (1,859) 0.3) (2,246) (0.8)
Tax effect of expenses not deductible

for tax purpose 11,930 2.0 16,533 5.9
Tax effect of tax losses not recognised 119 0.0 346 0.2
Effect of tax exemptions granted to PRC

subsidiaries and a jointly controlled entity (39,121) (6.5) (37,643) (13.5)
Tax credits granted to the PRC subsidiaries (5,697) 0.9) - -
(Over)underprovision in respect of prior year (3,249) 0.5) 296 0.1
Tax effect and effective tax rate for the year 94,978 15.9 49,550 17.8

Note:  The average income tax for the years ended December 31, 2003 and 2002 represent the weighted
average tax rate of the operations in different regions and industries in the PRC on the basis of the
relative amounts of net profit before taxation and the relevant statutory rates.

Pursuant to the relevant laws and regulations in the PRC, certain of the Group’s PRC subsidiaries are entitled
to an exemption from PRC income tax for the two years starting from their first profit— making year, followed
by a 50% reduction for the next three years (the ‘‘PRC Tax Relief’’). Certain of the Group’s subsidiaries are
also entitled to tax credits which can be offset against the PRC income tax (‘‘Tax Credits’’). The relevant Tax
Credits are calculated with reference to the cost of plant and equipment that were manufactured in the PRC
and acquired by the Group’s subsidiaries. The taxation charge for the year represents provision for taxation

which has taken into account of these tax incentives.

The jointly controlled entity, which was established in the PRC, is also entitled to similar PRC Tax Relief as
the above subsidiaries.

There was no significant unprovided deferred taxation for the year or at the balance sheet date.
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NoTES TO THE FINANCIAL STATEMENTS

(cont’d)
For the year ended December 31, 2002
DIVIDENDS

2003 2002
HKS$’000 HKS$'000
Interim dividend paid HK7.0 cents (2002: nil) per share 107,669 -

Final dividend proposed HK7.0 cents
(2002: HK 6.0 cents) per share 107,669 90,133
215,338 90,133

A final dividend of HK7.0 cents (2002: HK6.0 cents) per share has been proposed by the directors and is
subject to approval by the shareholders in general meeting.

EARNINGS PER SHARE

The calculation of the basic and diluted earnings per share is based on the following data:

2003 2002
Profit attributable to shareholders HK$504,169,000 HK$228,142,000
Weighted average number of ordinary shares
for the purposes of basic earnings per share 1,515,192,387 1,373,033,290
Effect of dilutive potential ordinary shares
in respect of share options 20,501,401 22,612,855
Weighted average number of ordinary shares

for the purposes of diluted earnings per share 1,535,693,788 1,395,646,145
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NOTESs TO THE FINANCIAL STATEMENTS

{cont’d)
For the year ended December 31, 2003
11. PROPERTY, PLANT AND EQUIPMENT
Furniture,
Land use fixtures
rights in Buildings Plant and and office Motor Construction
the PRC  inthe PRC  machinery  equipment vehicles  in progress Total

HK$'000 HK$000 HK$'000 HK$°000 HK§'000 HK$'000 HKS$000

THE GROUP
COST
At January 1, 2003 96,028 338,116 1,315,534 1,665 10,545 181,899 1,943,787
Additions 17,008 86 53,046 2,399 1,971 249,092 323,602
Acquisition on acquisition

of a subsidiary - 6,948 4,340 918 84 - 12,290
Transfers - 8,487 62,684 - - (71,171 -
Disposals - (2,748) (21,476} (671) (1,367) - (26,262)
At December 31, 2003 113,036 350,889 1,414,128 4311 11,233 359,820 2,253,417
DEPRECIATION AND

AMORTISATION
At January 1, 2003 5,037 33,942 352,877 1,061 5,461 - 398,378
Provided for the year 5,043 16,345 105,279 529 1,828 - 129,024
Eliminated on disposals - (487) (11,829) (481) (352) - (13,149)
At December 31, 2003 10,080 49,800 446,327 1,109 6,937 - 514,253
NET BOOK VALUE
At December 31, 2003 102,956 301,089 967,801 3,202 4,29 359,820 1,739,164
At December 31, 2002 90,991 304,174 962,657 604 5,084 181,899 1,545,409

No interest was capitalised in construction in progress at December 31, 2003. At December 31, 2002, interest
cost of HK$860,000 was capitalised and included in construction in progress.

At the balance sheet date, the Group’s land use rights and buildings in the PRC are held under medium-term
leases.
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11.

12.

13.

PROPERTY, PLANT AND EQUIPMENT - continued

NOTES TO THE FINANCIAL STATEMENTS

For the year ended December 31, 2003

THE COMPANY

COST

At January 1, 2003

Additions
Disposals

At December 31, 2003

DEPRECIATION AND AMORTISATION
At January 1, 2003
Provided for the year

Eliminated on disposals

At December 31, 2003

NET BOOK VALUE
At December 31, 2003

At December 31, 2002

INVESTMENTS IN SUBSIDIARIES

Unlisted investment, at cost

(cont’d)
Furniture,
fixtures
and office Motor
equipment vehicles Total
HK$°000 HK$’000 HK3’000
722 1,005 1,727
2,030 - 2,030
(560) - (560)
2,192 1,005 3,197
409 453 862
221 200 421
(409) - (409)
221 653 874
1,971 352 2,323
313 552 865
2003 2002
HKS$’000 HK3$'000
895,244 763,445

Particulars of the Company’s subsidiaries as at December 31, 2003 are set out in note 34.

AMOUNTS DUE FROM SUBSIDIARIES

The amounts due from subsidiaries are unsecured, interest-free and have no fixed terms of repayment. In the

opinion of the directors, the amounts will not be repayable within twelve months from the balance sheet date,

and are therefore shown in the balance sheet as non-current.
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NOTES TO THE FINANCIAL STATEMENTS

INTANGIBLE ASSETS

COST

At January 1, 2003
Additions

Written off

At December 31, 2003

AMORTISATION AND IMPAIRMENT
At January 1, 2003

Provided for the year

Impairment

Eliminated on written off

At December 31, 2003

NET BOOK VALUE
At December 31, 2003

(cont’d)
For the year ended December 31, 2003
Technical Development Utility

know-how costs rights Total
HK3’000 HK$'000 HK3'000 HK3'000
54,177 43,050 56,192 153,419
1,122 - 467 1,589
- (22,144) - (22,144)

55,299 20,906 56,659 132,864
35,608 16,564 17,757 69,929
5,418 2,709 5,643 13,770

- 10,878 - 10,878

- (22,144) - (22,144)

41,026 8,007 23,400 72,433
14,273 12,899 33,259 60,431
18,569 26,486 38,435 83,490

At December 31, 2002

The cost of technical know-how is amortised on a straight-line basis over its expected useful life of ten years.

Development costs are deferred and amortised, using the straight-line method, over a period of three to five

years from date of commencement of commercial operation.

The cost of rights to use utilities is amortised on a straight-line basis over their estimated useful lives of ten

years.

During the year, the directors of the Company reviewed the net recoverable amount of the Group’s

development costs in view of the current technological development and economic conditions. The

technological development of certain drug manufacturing techniques have been prolonged and may no longer

warrants future economic benefits adequate to support current capitalisation of the development costs. As a

result, the carrying amount of the related development costs has been fully written off during the year.
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16.

NOTES TO THE FINANCIAL STATEMENTS

(cont’d)
For the year ended December 31, 2003
GOODWILL
THE GROUP
HK3’000
COST 61,842
At January 1, 2003 1,819
Addition
63,661
At December 31, 2003
AMORTISATION 1,546
At January 1, 2003 3,168
Provided for the year
4,714
At December 31, 2003
NET BOOK VALUE 58,947
At December 31, 2003
' 60,296
At December 31, 2002
Goodwill is amortised on a straight-line basis over its estimated useful life of 20 years.
INTEREST IN A JOINTLY CONTROLLED ENTITY
THE GROUP
2003 2002
HK$’000 HKS$°000
Share of net assets 21,235 20,809

At December 31, 2003, the Group held 50% of the registered capital of Hebei Huarong Pharmaceutical Co.,
Ltd. (‘‘Huarong’’) which is a sino-foreign equity joint venture company established in the PRC to manufacture
and sell vitamin B12 products.
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18.

19.

NOTES To THE FINANCIAL STATEMENTS

(cont’d)
For the year ended December 31, 2003
LOAN RECEIVABLE
The loan is unsecured, carries interest at 6.435% per annum and is repayable as follows:
THE GROUP
2003 2002
HKS$’000 HKS$°000
Within one year 795 795
Between one to two years 795 795
Between two to five years 655 1,450
2,245 3,040
Less: Amount receivable within one year
shown under current assets (795) (795)
Amount receivable after one year 1,450 2,245
INVENTORIES
THE GROUP
2003 2002
HKS$’000 HK$’000
Raw materials 62,226 53,055
Work in progress 84,051 81,983
Finished goods 145,577 139,898
291,854 274,936

At the balance sheet date, all inventories are carried at cost.

TRADE AND OTHER RECEIVABLES

The Group has a policy of allowing a credit period from 30 days to 90 days to its trade customers. The

following is an aged analysis of trade receivables at the balance sheet date:

THE GROUP
2003 2002
HKS$’000 HK3'000
0 to 90 days 325,490 279,985
91 to 180 days 24,222 26,938
181 to 365 days 629 608
350,341 307,531
Other receivables 88,231 114,051
438,572 421,582
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21.

22,

NOTES TO THE FINANCIAL STATEMENTS

(cont’d)

PLEDGED BANK DEPOSITS

For the year ended December 31, 2003

Included in pledged bank deposits were pledged deposits for acquisition of property, plant and equipment of

HK$48,494,000, which were classified in the balance sheet as non-current. The remaining balance represents

deposits pledged by the Group to banks to secure short-term banking facilities granted to the Group and were

classified as current assets.

TRADE AND OTHER PAYABLES

The following is an aged analysis of trade payables at the balance sheet date:

0 to 90 days

91 to 180 days

181 to 365 days
More than 365 days

Other payables

BANK LOANS

Bank loans

Analysed as:
Secured

Unsecured

THE GROUP
2003 2002
HKS$’000 HK$'000
260,909 255,920
27,572 34,167
18,075 27,263
8,216 29,409
314,772 346,759
166,319 113,646
481,091 460,405
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THE GROUP THE COMPANY
2003 2002 2003 2002
HKS$’000 HK§'000 HKS$000 HKS$'000
306,349 627,723 195,030 125,010
75,030 125,010 75,030 125,010
231,319 502,713 120,000 -
306,349 627,723 195,030 125,010




22,

23,

NOTES TO THE FINANCIAL STATEMENTS

For the year ended December 31, 2003

BANK LOANS - continued

The bank loans are repayable as follows:

(cont’d)

THE GROUP THE COMPANY
2003 2002 2003 2002
HKS$’000 HK$°'000 HKS$’000 HK$'000
Within one year or on demand 161,299 543,338 49,980 49,980
Between one to two years 145,050 59,365 145,050 50,010
Between two to five years - 25,020 - 25,020
306,349 627,723 195,030 125,010
Less: Amount due within one year
shown under current liabilities (161,299) (543,338) (49,980) (49,980)
Amount due after one year 145,050 84,385 145,050 75,030
LOANS FROM ULTIMATE HOLDING COMPANY
The loans are unsecured and are analysed as follows:
THE GROUP
2003 2002
HKS$’000 HKS$°000
Loans from SPG:
— interest bearing at prevailing market rate 93,545 -
— interest-free 8,045 -~
101,590 -

SPG will not demand repayment of the above loans within twelve months from the balance sheet date. At a

result, the loans are classified as non-current liabilities.
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NOTES TOoO THE FINANCIAL STATEMENTS

(cont’d)
For the year ended December 31, 2003
SHARE CAPITAL
Number of
shares Value
HK3'000
Ordinary shares of HK$0.10 each
Authorised:
At January 1, 2002 1,500,000,000 150,000
Increase in authorised share capital (note a) 1,500,000,000 150,000
At December 31, 2002 and 2003 3,000,000,000 300,000
Issued and fully paid:
— balance at January 1, 2002 1,240,447,279 124,045
— issue of shares in consideration for the acquisition
of a subsidiary (note b) 219,111,382 21,911
- exercise of share options (note ¢) 42,654,000 4,265
At December 31, 2002 1,502,212,661 150,221
— exercise of share options (note ¢) 35,912,000 3,591
At December 31, 2003 1,538,124,661 153,812

Notes:

(2)

(b)

(©)

Pursuant to an ordinary resolution passed at an extraordinary general meeting held on May 27, 2002, the
authorised share capital of the Company was increased from HK$150,000,000 to HK$300,000,000 by
the creation of an additional 1,500,000,000 ordinary shares of HK$0.10 each in the Company. These
shares rank pari passu with the then existing ordinary shares in all respects.

In April 2002, the Company entered into an agreement with SPG and one of its subsidiaries for the
acquisition by the Company of the entire issued share capital of Zhongnuo Pharmaceutical
(Shijiazhuang) Co., Ltd. (‘‘Zhongnuo”’) for a consideration of approximately HK$203.8 million. The
consideration was satisfied by the issue and allotment of 219,111,382 shares of HK$0.10 each in the
Company to SPG (the ‘“Consideration Shares’’). The investment cost in Zhongnuo as stated in the
financial statements amounted to approximately HKS$260.7 million as the Consideration Shares was
accounted for by using the market price of HKS$1.19 per share on the date of completion of the
acquisition.

During the year ended December 31, 2003, 2,608,000, 15,000,000 and 18,304,000 (2002: 22,174,000, nil
and 20,480,000) shares options were exercised at a subscription price of HK$0.67, HK$0.62 and
HK$0.61 per share, respectively, resulting in the issue of 35,912,000 (2002: 42,654,000) ordinary shares
of HK$0.10 each in the Company.

All the ordinary shares issued during the year rank pari passu with the then existing ordinary shares in all

respects.
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25.

NOTES TO THE FINANCIAL STATEMENTS

(cont’d)
For the year ended December 31, 2002

SHARE OPTIONS

The Company’s share option scheme (the ‘‘Scheme’’) was adopted on May 27, 1994 for the primary purpose
of providing incentives to directors and eligible employees, and will expire on May 26, 2004. Under the
Scheme, the directors of the Company may grant options to eligible employees, including directors of the
Company and its subsidiaries, to subscribe for shares in the Company.

The subscription price, subject to adjustment, is the higher of the nominal value of the shares and an amount
which is based on 80% of the average of the last dealt prices of the shares of the Company on the five trading
days immediately before the option is granted. Options granted are exercisable for a period to be notified by
the board of directors to each grantee and in any event such period of time shall not exceed a period of three
years commencing on the expiry of six months after the date on which the option is accepted and shall expire
at the end of such three year period or May 26, 2004 whichever is earlier.

At December 31, 2003, no shares options remained outstanding under the Scheme. At December 31, 2002, the
number of shares of which options had been granted and remained outstanding under the Scheme was
52,130,000, representing 3.5% of the shares of the Company in issue at that date. The total number of shares
in respect of which options may be granted under the Scheme is not permitted to exceed 10% of the shares of
the Company in issue at any point in time, without prior approval from the Company’s shareholders.

No employee shall be granted an option which, if exercised in full, would result in such employee becoming
entitled to subscribe for such number of shares as, when aggregated with the total number of shares already
issued under all the options previously granted to him which have been exercised and, issuable under all the
options previously granted to him which are for the time being subsisting and unexercised, would exceed 25%
of the aggregate number of shares for the time being issued and issuable under the Scheme.

The Stock Exchange amended the requirements for share option schemes under the Rules Governing the
Listing of Securities on the Stock Exchange of Hong Kong Limited (the ‘‘Listing Rules’”). These
requirements have come into effect from September 1, 2001. The Company is required to comply with the
new requirements in the granting of new share options under the Scheme from the said date.

The following tables disclose details of the Company’s share option held by employees (including directors)
and movements in such holdings during the year:

Exercised Lapsed
Exercise  Qutstanding during during  Qutstanding
Date of grant Exercisable period price at 1.1.2003 the year the year  at 12,31.2003
HKS$
2.19.2000 8.20.2000 to 8.19.2003 0.67 7,826,000 (2,608,000) (5,218,000) -
3.27.2000 9.28.2000 to 9.27.2003 0.62 20,000,000 (15,000,000) (5,000,000) -
8.15.2001 2.16.2002 to 5.26.2004 0.61 24,304,000 (18,304,000) (6,000,000) -

52,130,000  (35,912,000)  (16,218,000) -
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NOTES TO THE FINANCIAL STATEMENTS

(cont’d)
For the year ended December 31, 2003
SHARE OPTIONS - continued
Exercised Lapsed
Exercise  Outstanding during during  Outstanding
Date of grant  Exercisable period price at 1.1.2002 the year the year  at 12.31.2002
HKS$

2.19.2000 8.20.2000 to 8.19.2003 0.67 30,000,000 {22,174,000) - 7,826,000
3.27.2000 9.28.2000 to 9.27.2003 0.62 20,000,000 - - 20,000,000
8.15.2001 2.16.2002 to 5.26.2004 0.61 44,784,000 (20,480,000) - 24,304,000
94,784,000 (42,654,000) - 52,130,000

No option was granted or cancelled during both years. The weighted average closing price of the shares on the
dates on which the share options were exercised during the year was HK$2.91 (2002: HK$1.39).

The following table discloses movements in the Company’s share options held by directors (and other key

management) included in the above table:

Outstanding

at 1.1,2002 Exercised Lapsed
Exercise and during during  Outstanding
Date of grant Exercisable period price 12.31.2002 the year the year  at 12.31.2003
HK$
3.27.2000 9.28.2000 t0 9.27.2003 0.62 20,000,000 (15,000,000) (5,000,000) -
2.19.2000 8.20.2000 to0 8.19.2003 0.67 3,914,000 (2,608,000) (1,306,000) -
8.15.2001 2.16.2002 to 5.26.2004 0.61 24,304,000 (18,304,000) (6,000,000) -

48,218,000 (35,912,000)  (12,306,000) -

The financial impact of share options granted is not recorded in the Company’s or the Group’s balance sheet

until such time as the options are exercised, and no charge is recognised in the income statement in respect of

the value of options granted in the year. Upon the exercise of the share options, the resulting shares issued are

recorded by the Company as additional share capital at the nominal value of the shares, and the excess of the

exercise price per share over the nominal value of the shares is recorded by the Company in the share premium -
account. Options which lapsed or cancelled prior to their exercise date are deleted from the register of

outstanding options.
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27,

NOTES TO THE FINANCIAL STATEMENTS

For the year ended December 31, 2003

RESERVES

THE COMPANY

At January 1, 2002

Issue of shares on acquisition of a subsidiary
Exercise of share options

Share issue expenses

Net profit for the year

Dividend paid

At December 31, 2002
Exercise of share options
Share issue expenses
Net profit for the year
Dividends paid

At December 31, 2003

(cont’d)
Share Accumulated

premium profits Total
HKS§°000 HKS$°000 HKS$000
836,292 65,794 902,086
238,832 - 238,832
23,084 - 23,084
(83) - (83)

~ 143,301 143,301
- (44,656) (44,656)
1,098,125 164,439 1,262,564
18,622 - 18,622
(20) - (20)

- 247,585 247,585
- (197,802) (197,802)
1,116,727 214,222 1,330,949

The Company’s reserves available for distribution to shareholders as at December 31, 2003 represent its
accumulated profits of HK$214,222,000 (2002: HK$164,439,000).

ACQUISITION OF A SUBSIDIARY

On February 9, 2003, the Group acquired 100% of the issued share capital of Zhongqi Pharmaceutical
Technology (Shijiazhuang) Company Limited. Details of this acquisition were set out in note 33.

The net assets of the subsidiary acquired were as follows:

Net assets acquired:

Property, plant and equipment
Other receivables

Inventories

Bank balances and cash

Other payables

Goodwill arising on acquisition of a subsidiary

Satisfied by:

Cash paid on acquisition

Shares issued by the Company
Related expenses paid on acquisition
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2003 2002
HKS$'000 HKS’000
12,290 190,365
6,001 -
6,179 -
1,858 10,268
(9,078) -
17,250 200,633
1,819 61,842
19,069 262,475
17,250 -
- 260,743
1,819 1,732
19,069 262,475
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28.

NOTES TO THE FINANCIAL STATEMENTS
i (cont’d)

For the year ended December 31, 2003

ACQUISITION OF A SUBSIDIARY - continued

Analysis of net inflow of cash and cash equivalents in connection with the acquisition of a subsidiary:

2003 2002

HKS3’000 HK3’000

Bank balances and cash acquired 1,858 10,268

Cash paid on acquisition (19,069) (1,732)
Net (outflow) inflow of cash and cash equivalents in connection

with the acquisition of a subsidiary (17,211) 8,536

The subsidiary acquired during the year ended December 31, 2003 did not have a material contribution to the
net cash flows and results of the Group.

The subsidiary acquired during the year ended December 31, 2002 contributed approximately HK$234,796,000
to the Group’s turnover and HK$31,403,000 to the Group’s profit from operations.

OPERATING LEASE COMMITMENTS

THE GROUP
2003 2002
HKS$’000 HK$'000
Minimum lease payments paid under operating lease
during the year in respect of land and buildings 2,922 4,547

At the balance sheet date, the Group and the Company had commitments for future minimum lease payments

under non-cancellable operating leases which fall due as follows:

THE GROUP THE COMPANY
2003 2002 2003 2002
HKS$’000 HKS$’'000 HK$’000 HK$°000
Within one year 2,240 1,410 836 764
In the second to fifth year inclusive 2,219 734 1,300 -
Over five years 684 703 - -
5,143 2,847 2,136 764

Operating lease payments represent payable by the Group for certain of its office and factory properties.
Leases are negotiated and rentals are fixed for an average term of three years.
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32.

NOTES TO THE FINANCIAL STATEMENTS

(cont’d)
For the year ended December 31, 2003
CAPITAL COMMITMENTS
THE GROUP
2003 2002
HKS$’000 HK3$'000
Capital expenditure contracted but not provided for
in the financial statements in respect of acquisition
of property, plant and equipment 233,474 62,309

At the balance sheet date, the Company had capital expenditure in respect of investment in a subsidiary as

follows:
THE COMPANY
2003 2002
HKS$’000 HKS$°000
Capital investment in respect of capital contribution 130,000 -
Capital investment authorised but not contracted for 250,000 -

CONTINGENT LIABILITIES

The Group had no contingent liabilities at the balance sheet date.

At December 31, 2003, the Company had given a corporate guarantee of HK$7,800,000 (2002: HK$7,800,000)
to a bank to secure general banking facilities granted to a subsidiary of the Company.

PLEDGE OF ASSETS

Details of the Group’s pledge of assets are set out in note 20.

At the balance sheet date, the Company had pledged all the equity interests of its wholly-owned subsidiary,

Weisheng Pharmaceutical (Shijiazhuang) Co., Limited to a bank to secure bank loan granted to the Company.

EMPLOYEE RETIREMENT BENEFITS SCHEMES

The Group operates a Mandatory Provident Fund Scheme for all qualifying employees in Hong Kong. The
assets of the scheme are held separately from those of the Group, in funds under the control of trustees. The
Group contributes 5% of the relevant payroll costs to the scheme, which contribution is matched by

employees.
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33.

NOTES TO THE FINANCIAL STATEMENTS
(cont’d)

For the year ended December 31, 2003

EMPLOYEE RETIREMENT BENEFITS SCHEMES - continued

During both years and as at the balance sheet date, there were no significant forfeited contributions, which
arose when employees left the retirement benefit scheme before they were fully vested in the contributions and

which were available to reduce the contributions payable by the Group in future years.

The employees of the subsidiaries in the PRC are members of a state-managed retirement benefit scheme
operated by the PRC government.

The relevant subsidiaries are required to make contributions to the state retirement schemes in the PRC based
on certain percentage of payroll costs to the retirement benefit scheme to fund the benefits. The employees
are entitled to retirement pension calculated with reference to their basic salaries on retirement and their
length of service in accordance with the relevant government regulations. The PRC government is responsible
for the pension liability to these retired staff. The only obligation of the Group with respect to the retirement
benefit scheme is to make the specified contributions. During the year, the contributions made by the PRC
subsidiaries relating to the arrangement were approximately HK$27,257,000 (2002: HK$18,020,000).

CONNECTED AND RELATED PARTY TRANSACTIONS AND BALANCES
During the year, the Group had significant transactions and balances with related parties, some of which are
also deemed to be connected parties pursuant to the Listing Rules. The significant transactions with these

companies during the year, and balances with them at the balance sheet date, are as follows:

(I) CONNECTED PARTIES

Nature of transactions/ THE GROUP

Name of company balances 2003 2002

HKS$'000 HK3'000

SPG Group Sale of finished goods 5,568 103,220
(note a)

Purchase of raw materials 38,964 19,609
(note a)

Service charges payable 2,722 2,675

relating to administrative, selling,
utility, energy, community,

land use rights and

other supporting services

and facilities (note b)

Rental expenses 1,375 2,569
(note ¢)
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33.

NOTES TO THE FINANCIAL STATEMENTS

(cont’d)
For the year ended December 31, 2003
CONNECTED AND RELATED PARTY TRANSACTIONS AND BALANCES - continued
(I) CONNECTED PARTIES - continued
Nature of transactions/ THE GROUP
Name of company balances 2003 2002
HKS$’000 HK3'000
SPG Group Processing services 33,182 15,905
charges (note d)
Repairing charges 37 204
(note ¢)
Material processing - 394
charges (note ¢)
Income from provision of technology 175 -
consultancy services (note )
Management fee income (note f) - 52
Interest expenses on loan from 980 3,158
ultimate holding company (note g)
Acquisition of 17,250 260,743
a subsidiary (note h)
Purchase of property, 15,328 -
plant and equipment (note i) ’
Proceeds from disposal of property, - 368
plant and equipment (note j)
Guarantee given by the SPG Group 150,000 150,000
(note k)
Balance due from (to) the
SPG Group at December 31
- trade receivables 2,529 91,046
— dividend payable (26,111) -
~ long-term loans (note g) (101,590) -
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NOTES TO THE FINANCIAL STATEMENTS

(cont’d)
For the year ended December 31, 2003
33. CONNECTED AND RELATED PARTY TRANSACTIONS AND BALANCES - continued
(I) CONNECTED PARTIES - continued
Nature of transactions/ THE COMPANY
Name of company balances 2003 2002
HKS$’000 HK$'000
SPG Group Balance due to the SPG Group
at December 31
— dividend payable (26,111) -
(II) RELATED PARTIES, OTHER THAN CONNECTED PARTIES
Nature of transactions/ THE GROUP
Name of company balances 2003 2002
HKS$’000 HK3°000
Huarong, a jointly Purchase of raw materials 37,772 36,652
controlled entity (note 1)
of the Group Provision of utility services 922 534
by the Group (note m)
Dividend income 6,122 5,239
Income from provision of technology
consultancy services (note ¢) 122 -
Balance due from (to)
Huarong at December 31
— dividend receivable 6,122 606
~ trade payables (160) (2,804)
— non-trade receivables (note n) 6,007 5,401

Notes:
(a)  The transactions were carried out with reference to the market prices.

(b) Pursuant to the services agreements entered into between the Group and the SPG Group, the service fees
paid by the Group to the SPG Group for all composite services, other than the provision of utilities,
were based on the nature and actual costs incurred by the SPG Group. For the provision of utilities, the
service fees paid were based on the actual costs of the utilities incurred by the Group plus 2% as the
handling charge.

(¢) Rental expenses were paid in accordance with the tenancy agreements entered into by the Group and the
SPG Group.
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33.

NOTES TO THE FINANCIAL STATEMENTS
(cont’d)

For the year ended December 31, 2003

CONNECTED AND RELATED PARTY TRANSACTIONS AND BALANCES - continued

(ITy RELATED PARTIES, OTHER THAN CONNECTED PARTIES - continued

Notes:

(d

(e)

®

(2

(h)

@
(k)
)

(m)

(m)

Pursuant to the services agreement entered into by the Group and the SPG Group, the Group paid
processing services fee to the SPG Group based on the actual costs incurred on the services provided by
the SPG Group.

The transactions were based on terms agreed by both parties.

Pursuant to the services agreement entered into by the Group and the SPG Group, the SPG Group paid
management fee to the Group based on 2% of the actual energy costs incurred as handling charges.

Details of the loans are set out in note 23.

On February 19, 2003, the Company entered into an agreement with SPG and Shijiazhuang
Pharmaceutical Group New Medicine Company Limited, a wholly-owned subsidiary of SPG, for the
acquisition by the Company of the entire issued share capital of Zhongqi Pharmaceutical Technology
(Shijiazhuang) Co., Ltd. (‘‘Zhongqi’’, formerly known as Shijiazhuang Pharmaceutical Group
Pharmaceutical Technology Development Company Limited) for a consideration of HK$17,250,000.
Zhongqi is a limited liability company established in the PRC and is engaged in research and
development of pharmaceutical products. The acquisition was completed in June 2003. Details of this
connected transaction were disclosed in a press announcement dated February 19, 2003.

Terms of the acquisition for the year ended December 31, 2002 are set out in note 24(b).

On July 7, 2003, the Group entered into an agreement with Shijiazhuang Municipal Second
Pharmaceutical Factory, an associate of SPG, for the acquisition of production facilities including
among others, machinery and equipment for the purpose of manufacture of pharmaceutical preparation
products and bulk pharmaceutical products for a consideration of approximately HK$15,241,000.
Property, plant and equipment was disposed of to the SPG Group at its net book value.

The guarantee was given to a bank to secure a bank loan granted to the Company.

The transactions were carried out with reference to the market prices.

The service fee paid in relation to the provision of utilities were based on the actual costs of the utilities
incurred by Huarong.

The amounts are unsecured, interest-free and repayable on demand.
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NOTES TO THE FINANCIAL STATEMENTS

(cont’d)
For the year ended December 31, 2002
34. PARTICULARS OF SUBSIDIARIES
Particulars of the Company’s subsidiaries at December 31, 2003 are as follows:
Nominal value
Place of of issued Percentage of
incorporation/ and fuily nominal value
registration paid share/ of issued share
Name of and Kind of registered capital held Principat
subsidiary operations legal status capital by the Company activity
Directly  Indirectly
% %
China Nutraceuticals Hong Kong Limited liability HK$1,000 - 80  Inactive
Limited company
Golden Wing Limited Hong Kong Limited liability HKS3 100 - Inactive
company
Hebei Zhongrun PRC Limited liability RMB463,490,300 79.04 2017 Manufacture and sale
Pharmaceutical Co., Ltd, cooperative of pharmaceutical products
joint venture
enterprise
M2b.com.hk Limited British Virgin Limited liability US5$2,500,000 - 90 Inactive
Islands company
NBP Pharmaceutical PRC Foreign investment RMB120,000,000 100 - Manufacture and sale
Co., Ltd. enterprises with of pharmaceutical products
limited Liability
Netcom Resources Limited British Virgin -~ Limited liability US$1,000 100 - Investment holding
Islands company
Shijiazhuang Pharma Group PRC Foreign investment HK$130,000,000* 100 - Inactive
Zhongrun Pharmaceutical enterprises with
{Neimenggu) Co., Ltd. limited fiability
Tin Lon [nvestment Limited ~ Hong Kong Limited liability HKS2 160 - Iovestment holding
company
Unity Pacific Limited British Virgin -~ Limited hability US$1 100 - lnvestment holding
Islands company
Vitam Pharmaceutical PRC Foreign investment 1S85,270,000 100 - Inactive
(Shijiazhuang) Co., Ltd. enterprise with
limited liability
Weisheng Pharmaceutical PRC Foreign investment US$14,899,000 100 - Manufacture and sale
{Shijiazhuang) Co., Ltd. enterprise with of pharmaceutical products
limited Lability
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NOTES TO THE FINANCIAL STATEMENTS

(cont’d)
For the year ended December 31, 2002
PARTICULARS OF SUBSIDIARIES - continued
Nominal value
Place of of issued Percentage of
incorporation/ and fully nominal value
registration paid share/ of issued share
Name of and Kind of registered capital held Principal
subsidiary operations legal status capital by the Company activity
Directly  Indirectly
% %
Weitai Pharmaceutical PRC Foreign investment RMB18,000,000 100 - Manufacture and sale
(Shijiazhuang) Co., Ltd. enterprise with of pharmaceutical products
limited liability
Zhongnuo Pharmaceutical PRC Foreign investment RMB216,000,000 100 - Manufacture and sale
{Shijiazhuang) Co., Ltd. enterprise with of pharmaceutical products
limited liability
Zhongqi Pharmaceutical PRC Foreign investment RMB18,440,000 100 - Provision of pharmaceutical
Technology (Shijiazhuang) enterprise with research and development
Co., Ltd. limited Hiability services
* The amount represents registered capital not yet paid up as at December 31, 2003.

None of the subsidiaries had any debt securities outstanding at the end of the year or at any time during the
year,
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FINANCIAL SUMMARY

RESULTS

TURNOVER

PROFIT FROM OPERATIONS

FINANCE COSTS

IMPAIRMENT OF GOODWILL
OF AN ASSOCIATE

LOSS ON DISSOLUTION
OF A SUBSIDIARY

GAIN ON DISPOSAL
OF SUBSIDIARIES

SHARE OF LOSS OF
AN ASSOCIATE

SHARE OF PROFIT OF A JOINTLY
CONTROLLED ENTITY

PROFIT BEFORE TAXATION

TAXATION

PROFIT BEFORE MINORITY
INTERESTS

MINORITY INTERESTS

PROFIT FOR THE YEAR

ASSETS AND LIABILITIES

TOTAL ASSETS
TOTAL LIABILITIES
MINORITY INTERESTS

SHAREHOLDERS’ FUNDS

Year ended December 31,
1999 2000 2001 2002 2003
HK$°000 HKS$'000 HK$'000 HK$’000 HK$’000

821,321 995,096 1,168,244 1,625,130 2,478,426
166,751 129,720 190,800 297,891 618,289
(29,407) (29,843) (27,102) (26,682) (25,361)
- - (2,032) - -

- (1,081) - - -

- - 4,051 - -

- (290) - - -

7,210 3,779 5,183 7,916 7,610
144,554 102,285 170,900 279,125 600,538
(1,072) (21,364) (29,315) (49,550) (94,978)
143,482 80,921 141,585 229,575 505,560
(1,460) (448) (1,579) (1,433) (1,391)
142,022 80,473 140,006 228,142 504,169

Year ended December 31,
1999 2000 2001 2002 2003
HKS$'000 HK3$’000 HK$°000 HKS$’000 HK$’000
(as restated)

1,943,132 1,950,203 2,209,932 2,948,797 3,361,624
795,464 762,743 878,698 1,145,851 1,231,655
7,245 9,050 9,592 9,809 8,272

1,140,423 1,178,410 1,321,642 1,793,137 2,121,697
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FINANCIAL SUMMARY
(cont’d)

TURNOVER TREND

HK$ million
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60,431 83,490
58,947 60,296
21,235 20,809
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291,854 274,936
438,572 421,582
91,477 120,712
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2,529 91,046
11,969 3,203
29,938 -
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1,340,333 1,236,548
481,091 460,405
299,345 41,628
26,111 -
17,169 16,095
161,299 543,338
985,015 1,061,466
355,318 175,082
2,376,609 1,887,331
8,272 9,209
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145,050 84,385
246,640 84,385
2,121,697 1,793,137




mMABEBMESR
RogE=E+=F=—F

(®)

#rEE  ZBB=H —EEHE

FET FHT

BB RS
f A 24 153,812 150,221
b 1,967,885 1,642,916
2,121,697 1,793,137

FOHEHEESSHIVBHRRNR _EBNFE=H _+_HHEEGZHERMETIR - THETYERERESR
=

B EHH
BHE T=B

21




FERENRE
Vi~ thes EE
R B LB ZIE
i) NI

TREIEE
H Al B FRIA
FEM 8 /x B K
RITRTF RS

H

&

N

HENEMH
AR RCE
FEATBRBE & B 50H
RITEK — —FREH

REy ( BfE ) EEFE
REEREAR

FEVIBIR R
RITER — —FREH

BEAR KGN
B A
£

EEaf@Ex

BEF
ERR

REOFEFE=FfZH=4+—H

22

wii

11
12
13

33

22

22

24
26

—EEC-HF IEBETR

FET FHETT
2,323 865
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780,607 685,727
1,678,174 1,450,037
5,374 539
- 91,677
30,864 6,666
36,238 98,882
8,510 11,124
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49,980 49,980
84,601 61,104
(48,363) 37,778
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B (CIRo%

RS ) - - - - 53,447 (53,447) -
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T B 13,770 14,303

WP EERE 10,878 -
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HEYSE - SRR 9,030 7,587

HERBA R HER Z MRS - (758)
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FERm (10,739) (126,005)
FEW B BR AN R E At ZKTE 1 (10,989) (132,190)
FEW B A 29,235 25,319
FEW BRI B8 S E A 88,517 55,943
FEH &2 {22k TE I (2,644) (2,064)
FE(T 8 SRR AR B EL Ak TE A 11,608 105,256
FE(T AR 1N 257,717 41,628
JE A< BRI N ] SR RS A 26,111 -
KEREER RS 1,171,386 404,309
TUFIE 1,589 2,241
EfTFIE (25,361) (27,542)
BT BEFTER (92,842) (32,268)
EfTPEIRREE (2,928) (458)
REEXBZHRERANIE 1,051,844 346,282
BEEE
BBV - BB RHE (323,602) (302,155)
MUEBZ - BB RB[WZTZES (91,570) -
EEH R TR (78,432) -
HEART S A =]

(CHRBACHSRIREEHE ) 27 17,211) 8,536
M E AR (1,122) (3,910)
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FAE DN - (962)
BlEEREIRE - 4,633
T EFEW &K 795 795
HEYHE - BRRBHITEI0E 4,083 8,890
REEBZRETHIE (507,526) (288,570)
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R R 618,289
MHEA (25,361)
LB B RIERT 7,610 7,610
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FET FHET
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- 52
980 3,158
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150,000 150,000
2,529 91,046
(26,111) -
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FET FRETT
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922 534
6,122 5,239
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6,007 5,401
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AL EREER AR

M2b.com.hk Limited

R aEEEE
BRAHE

Netcom Resources Limited 3%

R
( gL )
ARLE

KEHRARROE

Unity Pacific Limited

R (axH)

HRLH

RAEEE (BFHE)
HRLA

HY 7 8 & 0 53
BFE_EE=—FfZH=+—HIFEE
b NS [ ied
B/ ARar e8T SRTRE
RiE RS ERAEE EEZES
st EARG / EREX ER &
% %
EH BREHAMTAT 1,000 BT - 80
B EREEXLE 3BT 100 -
o HREFETEE AR 463,4903007C  79.04 20.17
=l gt
=B BEETAE 2,500,000 FTT - 90
REES
i BRFAES  AFH 120,000,000 T 100 -
BEdE
HE FRETAE 1,000 ET 100 -
BUEE
HE BREEEES 130,000,000 #ETH 100 -
REdH
i ERFTLE 28T 100 -
) EREILT 1%L 100 -
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b HREETES 14,899,000 ET 100 -
HEbg
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FHET FHET FHET FHET FET
821,321 995,096 1,168,244 1,625,130 2,478,426
166,751 129,720 190,800 297,891 618,289
(29,407) (29,843) (27,102) (26,682) (25,361)

- - (2,032) - -

- (1,081) - - -

- - 4,051 - -

- (290) - - -

7,210 3,779 5,183 7,916 7,610
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1,943,132 1,950,203 2,209,932 2,948,797 3,361,624
795,464 762,743 878,698 1,145,851 1,231,655
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1,140,423 1,178,410 1,321,642 1,793,137 2,121,697
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