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

GEM has been established as a market designed to accommodate companies to which a high investment risk
may be attached. In particular, companies may list on GEM with neither a track record of profitability nor any
obligation to forecast future profitability. Furthermore, there may be risks arising out of the emerging nature of
companies listed on GEM and the business sectors or countries in which the companies operate. Prospective
investors should be aware of the potential risks of investing in such companies and should make the decision to
invest only after due and careful consideration. The greater risk profile and other characteristics of GEM mean
that it is a market more suited to professional and other sophisticated investors.

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

The principal means of information dissemination on GEM is publication on the Internet website operated by the
Stock Exchange. Listed companies are not generally required to issue paid announcements in gazetted newspapers.
Accordingly, prospective investors should note that they need to have access to the GEM website at
www.hkgem.com in order to obtain up-to-date information on GEM-listed issuers.

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

This report, for which the directors of VENTUREPHARM LABORATORIES LIMITED collectively and individually accept
full responsibility, includes particulars given in compliance with Rules Governing the Listing of Securities on the GEM for
the purpose of giving information with regard to VENTUREPHARM LABORATORIES LIMITED. The directors of
VENTUREPHARM LABORATORIES LIMITED, having made all reasonable enquiries, confirm that, to the best of their
knowledge and belief: (i) the information contained in this report is accurate and complete in all material respects and not
misleading; (ii) there are no other matters the omission of which would make any statement in this report misleading, and
(iii) all opinions expressed in this report have been arrived at after due and careful consideration and are founded on bases
and assumptions that are fair and reasonable.
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| am pleased to announce the audited consolidated results
of Venturepharm Laboratories Ltd. (the “Company”) and its
subsidiaries (hereafter collectively referred to as the “Group”)
for the year ended 31 December 2003.

The Company followed its strategy to capture opportunities
to evolve from a research and development (“R&D") company
to a fully integrated pharmaceutical company. For the year
ended 31 December 2003, the Group registered a
consolidated turnover of approximately RMB35,680,000, an
increase of 10% over the previous year. Profit attributable to
shareholders was RMB20,360,000 (2002: RMB19,127000 ).
Earnings per share were RMB0.065 (2002: RMB0.0708).

DIVIDENDS

The Board of Directors is recommending a final dividend of
HKO.5 cent per share (2002: Nil) for approval at the
forthcoming Annual General Meeting.

GENERAL REVIEW

2003 was an extraordinary year in which the pharmaceutical
market has been continuously changed and developed.
Especially the sudden outbreak of the Severe Acute
Respiratory Syndrome (“SARS") resulted in various negative
effects on normal operation during the first half of the year.
The Group’s business performance picked up quickly in the
second half of the year and achieved a steady performance
for the 12 months ended 31 December 2003. The directors
believe that there is an excellent outlook for the Group's
financial performance in the foreseeable future on the
assumption that (1) a continuously expanding pipeline held
by the Group; and (2) an heightened market recognition of
the Group's brand “Venturepharm”; and (3) a substantial
growing demand for good quality drugs.

A significant period of transforming the Group’s business has
already begun with the following accomplishments:

o a successful listing of the Company’s shares in the Hong
Kong GEM market to tap the capital market for
expediting expansion of our business, such as
Manufacturing, Sales and Marketing capacity

Venturepharm Laboratories Limited ® Annual Report 2003
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° implementing policies of developing its capability in
sales, marketing, and manufacturing to further enhance
our competitive advantage

° reducing revenue dependence on Technology Transfer
activities in order to preserve products for own
commercialization and to maximize the return on
investment

° forming strategic partnership, through collaboration and/
or acquisition, to help expanding its product pipeline

The Group's track record in new drugs R&D and customer
base achievement have propelled it to a leading position in
the new drug products and pharmaceutical development
service provider in China market. Various growth strategies
are implemented such as product/technology expansion;
integrated services development; complete vertical business
operation; strategic acquisition and partnership; overseas
markets development and brand recognition.

We believe most of the pharmaceutical companies in China
do not have full capability on developing new products, neither
a competitive technology base for commercialization.
Therefore, demand for pharmaceutical development services
and clinical research services are expected to provide ample
opportunity. The Group's Technical Marketing Team will
continue to focus on exploring the market with a target to
increase its customer base and to increase added value to
our technologies.

During the year, breakthroughs were made in marketing
activities. In 2003, the Group began to generate revenue from
provision of marketing services. The Group had also invested
over RMB 614,000 worth of equipments in anticipation of
new products launch. Its own branded drug products are
expected to begin selling in the first half of 2004. Two joint
venture entities with independent third party were
established in the manufacturing and trading of
pharmaceutical products in December 2003 and January
2004, respectively.

Chairman’s Statement (continued)
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To complement its core competency in R&D, the Group is
constructing a brand new GMP facility for manufacture and
process technology development. Such facility will extend
the Group's capacity in commercializing its own products.

On brand recognition, senior company personnel have taken
part in several major events aiming at reaching out to bigger
clientele base as well as fortifying our corporate brand-building
campaign. In September 2003, Beijing Venture-Biopharm
Services Company Limited (“V Biopharm") was honored by
China Association of Enterprises with Foreign Investment
(CAEFI) with The 2002 Award of The Best National Foreign
Investor Enterprise in Company Profit Contribution per
Employee. In October 2003, Beijing Dezhong-Venture
Pharmaceutical Technology Development Company Limited
("Dezhong VP") became a member of Beijing Zhongguancun
Enterprises Credit Promotion Association (ECPA).

Going forward, the Group will continue to negotiate with
potential strategic partners to complement its future
development. One or two joint ventures are expected to
conclude in the first half of 2004.

As the chairman of the Company, | am excited by the progress
to date. The management will make its best efforts in
achieving the Company’s objective of growing as a fully
integrated pharmaceutical company in order to enhance
shareholder’s value.

William Xia GUO
Chairman

Beijing, the PRC
18 March 2004
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Results ES

Turnover ]

Profit before taxation B A E A
Taxation B

Profit after taxation before MEBIERTD

Minority interest DB R
Profit for the year REE 7
Assets and Liabilities EE&EF

Total assets less current liabilities wEERRESEE
Minority interest DYRR R =
Shareholders’ funds BRES

minority interest

Az

Notes to financial summary:

1.

The results for each of the three years ended 31 December
2003 have been prepared on a combined basis to indicate the
results of the Group as if the Group structure, at the time
when the Company’'s shares were listed on the Stock
Exchange, had been in existence throughout the years
concerned. The figures for the year ended 31 December 2001
and 2002 have been extracted from the Company's prospectus
dated 30 June 2003. The results for the year ended 31
December 2003 have been extracted from the audited
consolidation income statement as set out on page 37 of the
financial statements.

The combined balance sheet as at 31 December 2001 and
2002 have been extracted from the Company’s prospectus
dated 30 June 2003. The consolidated balance sheet as at 31
December 2003 has been extracted from the audited
consolidated balance sheet as set out on page 38 of the
financial statements.
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Management’s Discussion and Analysis

EEENWE D
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A. OPERATING RESULTS

Financial Review

For the year ended 31 December 2003, the Group achieved
a turnover of approximately RMB35,680,000, which includes
income of approximately RMB21,700,000 deriving from
technology transfer and income of approximately
RMB13,980,000 generating from contracted pharmaceutical
development services and clinical research services.
Compared with last year's turnover, it represented an increase
of approximately 10%.

The Group's overall gross profit margin was 79.8% for the
year under review compared with that of 71% for the last
year. The increase in gross profit margin was mainly
attributable to reduction of provision against inventory.

General and administrative expenses increased by 164% to
approximately RMB9,569,000. The increase was attributable
mainly to increase in staff cost of approximately
RMB1,057,000, post-listing expenses including sponsor's fee,
auditor’s remuneration, etc. of approximately RMB1,043,000
and provision for trade receivables of approximately
RMB3,190,000.

For the period ended 31 December 2003, the Group recorded
a profit attributable to shareholders of approximately
RMB20,360,000, representing an increase of 6.4% as
compared to that of approximately RMB19,127,000 for last
year.

Liquidity, Financial Resources and Gearing
The Group has maintained sound financial position in this
year. The Company was listed on 10 July 2003 in the GEM
market with net proceeds of about HK$28 million.

During the year, the Group financed its operations mainly
with its operating revenue, internal resources and net
proceeds from placement. As at 31 December 2003, the
Group's current assets amounted to about RMB64,852,000
of which approximately RMB33,153,000 was cash and bank
deposits. The Group did not have any bank and other
borrowings during the period under review, the gearing ratio
as measured by bank and other borrowings over total assets
was zero (2002: zero).

Venturepharm Laboratories Limited ® Annual Report 2003
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Capital Structure

The shares of the Company were first listed on GEM on 10
July 2003. There has not been any change to the capital
structure of the Company since that date.

Prospects of New Products and Markets

The Group has progressed to expand its capacities in
manufacturing, marketing and sales. In the reporting period,
it has entered into several discussions with potential strategic
partners to complement its future development. Formal
agreements on two joint ventures in Shaanxi and Zhejiang
Provinces as manufacturing and trading platforms for the
Group's Active Pharmaceutical Ingredients ("API”) products
have been concluded in December 2003 and January 2004,
respectively. The Group is planning its APl products for
overseas market in two years.

To extent the GMP-compliant manufacturing capacity of the
Group, it has allocated resources in assessing a few potential
areas, and negotiating with local governments for the most
favorable policies provided. The Directors expect that the
Group will establish its own manufacturing facilities in both
the North and South China in the following year.

The Group has also entered into discussions with several
potential targets for strategic acquisition of interests in
manufacturers, research institutions and marketing services
companies in the PRC.

Significant Investment
The Company invested its surplus fund through its principal
bank in two investment-grade fixed income bonds with an
annual interest rate of 10% and 8%, respectively, during the
year. Both instruments carry callable features by the issuer
from second year onwards.

Material Acquisitions and Disposals of
Subsidiaries and Affiliated Companies

There were no material acquisitions and disposals of
subsidiaries and affiliated companies during the year except
that the management had reached an agreement with the
minority shareholder of Dezhong VP on the change of profit
sharing ratio and as a result the profit sharing in Dezhong VP
was increased from 94.51% to 99%.

Management’s Discussion and Analysis (continued)
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Management’s Discussion and Analysis (continued)

EEERN W NS (&)

Comments on Segmental Information

No geographical segment analysis is presented as all assets
and operations of the Group for the periods are located in
the PRC. No business segment analysis is presented as all
operations of the Group for the periods are related to
pharmaceutical research and development, registration,
application and testing.

Employees

The total number of employees in the Group was 184 as at
31 December 2003 (2000: 134). The Group’s remuneration
policy is basically determined by the performance of individual
employees. In addition to salaries and bonuses, employee
benefits included medical and pension contributions and
share option schemes.

Charge on Assets
As at 31 December 2003, the Group did not have any charge
on its assets (2002: Nil).

Future Plans for Material Investments or Capital
Assets

Other than those disclosed in the Company's prospectus
dated 30 June 2003 (the “Prospectus”), the Group does not
have any other plan for material investments or capital assets
for the coming year.

Foreign Exchange Exposure

During the period under review, the Group's transactions were
substantially denominated in Renminbi (“RMB") and about
55% of the cash and bank deposits were in either Hong Kong
or United States dollars. Since RMB is pegged to both the
Hong Kong and United State dollars, the Board considers
that the potential foreign exchange exposure of the Group is
limited. The Group closely monitors its foreign currency
exposure from time to time and will engage appropriate
hedging activities should needs arise.

Contingent Liabilities
As at 31 December 2003, the Group did not have any
contingent liabilities (2002: Nil).

Venturepharm Laboratories Limited ® Annual Report 2003
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B. BUSINESS REVIEW

Marketing and Sales

For commercial launch of products under its own brand, the
Group has set up a product marketing team. In the second
half year of 2003, the Group obtained two manufacturing
permits for drug products which will be launched to market
in first half year of 2004. Prior to the projected products
launch, some members of the team are currently assigned
to support the marketing and promotion activities of the
products of Sanmenxia Sinoway Pharmaceutical Co. Ltd.
("Sinoway Pharmaceutical”) under the agreement entered
into between Sinoway Pharmaceutical dated 23 September
2002. The details of the arrangement were set out in the
Company's prospectus dated 30 June 2003.

Technology Transfer and Pharmaceutical
Development Services

During the reporting period, the Group has signed 29
Technology Transfer contracts for 34 products with a total
value of approximately RMB43,100,000 and 9 clinical
development contracts of total value approximately
RMB12,000,000. A number of contracts involving both
domestic and multinational companies were also signed in
the reporting period, pertaining to product registration,
product and technology development services.

The Group's Clinical Research Division has established cutting
edge technology in conducting clinical trial on new drug
entities including Biotech Entities and Traditional Chinese
Medicine. The anticipated results may lead to brand new
treatment for important unmet markets.

Research and Development (“R&D”)

The Group's portfolio covers all major and high growth
therapeutic areas such as diabetes, heart diseases, cancer,
AIDS and allergy.

Management’s Discussion and Analysis (continued)
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Management’s Discussion and Analysis (continued)

EEERN W NS (&)

The Group's product pipeline has now expanded into a total
of 293 products with 68 new projects initiated since the start
of year 2003. In the same said period, 51 new products were
submitted to The State Food and Drug Administration
(“SFDA") for Clinical Study Permits (“CSP’s"”) while 60 new
CSP's were granted to the Group. The total number of CSP’s
accumulated by the Group climbed to 109. In the same said
period, 9 Manufacturing Permit applications were submitted
to the SFDA and 13 new Manufacturing Permits were granted.

For the past twelve months, 10 new patent applications were
submitted to the State Intellectual Property Office (“SIPO"),
making a total of 28 patents applications as at 31 December
2003 by the Group since the start of its operation.

International collaboration

The Group maintains close ties with established overseas
practitioners aiming at cooperative relationship with them.
During the period under review, the Group had signed an
agreement with Wockhardt, a multinational biotech company
with headquarters based in India, to help explore the China
market for various biotech entities including insulin.

Brand recognition
To achieve its mission of building up a global brand name
that can compete in the worldwide pharmaceutical market,
the Group continued to promote its image by way of attending
various nationwide and international professional forums and
industrial exhibitions.

Mr. Guo, Chairman and CEO of the Group was awarded with
two distinguish titles during the year. In October 2003, Mr.
Guo was selected as the Young Entrepreneur of the Year by
Zhongguancun High Tech Science Park, the best known
technology development organization in China. In January
2004, Mr. Guo was awarded the winner of China Region's
“Young Entrepreneur Award 2003" by Asia Magazine.

In January 2003, the Group, under the leadership of Mr. Guo,
has been elected by the renowned business magazine
Fortune (China) as one of the Top 5 companies with the
greatest potential and capacity to grow in China.

Venturepharm Laboratories Limited ® Annual Report 2003
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The comparison of the Group’s business objectives as set
out in the Company’s prospectus dated 30 June 2003 to actual
business progress for the year ended 31 December 2003 is
as follows:

Business Objectives

EBER

Drug product pipeline expansion

hRERRE

1. Applies drug delivery technologies to existing drug
entities to enhance drug efficacy and product
performance.

EEmIERE ©

2. Based on the Group's drug entity development platform
to improve efficacy and cost effectiveness of existing
drug products.
BEAEBEZEMEERETaRaRBER BN

3. Continue to develop the six Category A drugs.
SIEFECTEASER -

Offering comprehensive development services

REAEHEBRE

1. Provision of Pharmaceutical Development Services and
Clinical Research Services based on customers’
formulations.

RIBE P BT H B 5 3 R7% R ER R ST AR TS -

Vertical integration
EHEES
1. Completion of own manufacturing facilities in 2004.

REZ2EERBNR _TTMFEK °

2. Establish branch offices in Shanghai, Guangzhou and
Chengdu to conduct marketing activities by the end of
2003.

ELB BEMNERBSBRIAMER - URZFT
—FFRAETMSEREE -

Comparison of Business Objectives to Actual Business Progress

EGEEHEERXBERLR

AEBHFNARAR_ZEE=F"A=1TBETEZE
BRERE¥KBEREBEE _ZZ=F+_A=+—H
TFEZEREBER LB

Actual Business Progress

Over 20 products were completed in 2003 by applying
our drug delivery platform technologies and are now
being reviewed by SFDA for clinical permit approval.
RZEZE=F  @20BEMCERAEREZET S KM
K WERFAEREMEREEERERFHER
FFRI RS o

17 drug entity development projects were completed
and are currently under SFDA assessment for
manufacturing permit approval.
1TEEREEHRFBEEETK LAREXBEREMm
EMEBERRAZEEAE o

. . . 13
In-house development to continue while screening for
potential partner companies for commercialization.

BN - FNGHEEBHARETEREE

Entered into 9 contracts with value of RMB12 million
covering Traditional Chinese Medicine.

BRI EE S EERAEAR12,000,0005T 2978
B4 o

Evaluation of a GMP-compliant scale-up facility site
nearby Beijing is being studied.
FEF AL R & GMPHE 2 E ©

The establishment of branch offices in other cities is
delayed to 2004 subject to review of market demand.
HEE_TTNFEHMBTEIDPER - AR
B 5 & K IE L gt
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Comparison of Business Objectives to Actual Business Progress (continued)

EGEEHEEREBERLR (H)

Business Objectives (continued)

XBER (R

Strategic acquisition

KRR

1.

Acquisition of interests in pharmaceutical
manufacturers, research institutions and marketing
services companies in the PRC.

WEPBEZRERE  HRABBRTSHEERE AR Z

Investment in business in North America and South East
Asia, including new drug development and/or provision
of services complementary to that of the Group.
BERIEERRE DX - BIEMERER R
HAUFHEAEEEBZRY -

Expansion into overseas markets

EEBIITE

1.

Tap into the Hong Kong, India and North America
markets by the end of 2003 to engage in drug
development or provision of services.
RZZEZE=FFEAMITAEE - DERILETS -
WEEERFESIRERE -

Maintain close working relationship with established
overseas practitioners and to form cooperation
relationship with them in future in the form of
collaboration in R&D and/or marketing.

BN B RGOSR R TIEME - WH H &
BERIEEBR  SERARBEETHER X
W -

° Heber Biotech S.A. (Cuba) — Biopharmaceutical
Research & Development

e Heber Biotech S.A. () — A& ¥ R ZE R 57 K
%

° Wockhardt's Limited (India) — Pharmaceutical
R&D, Manufacture and Marketing

e Wockhardt's Limited (ENJE) — %% R A28« ®iE
K5 H#E

o Phlox Pharmaceuticals Limited (India) — R&D on
API

o Phlox Pharmaceuticals Limited (EN &) — 4 &k %
B {7 2 B

o Degussa Pacific Ltd. (Germany) — Specialty
Polymers R&D, Manufacture and Marketing

e Degussa Pacific Ltd. (1BE) — BB & M
FERTISHEE

Venturepharm Laboratories Limited ® Annual Report 2003

Actual Business Progress (continued)

BERXEER (R)

Two joint venture entities with independent third party
were established in the manufacturing and trading of
pharmaceutical products in December 2003 and
January 2004, respectively. Several other joint venture
projects are in discussion process.

SRR ZEE=FF+_AR_ZETNF—AHEBILE
ARG MAREREEER AR EER BRI
MBI ESEEEETHR o

Discussion with potential strategic partners in the USA
and Malaysia are in progress.
RIEREFRFROE 2 EREBHEITH® °

Several companies from the USA, Hong Kong and South
East Asia Region were in discussion for contract
provision of services, including clinical development and
product registration.

ZEREER - BERREDME Y 252 BIRHR
B(EEERAMERERTM 26 80ETE -

Negotiation was halted due to lack of projects at
appropriate stage of development for collaboration.

HRNRZEEEFEER ZEFERE  BEHERL -

A tentative agreement was signed with the aim of
increasing the number of collaborative project as well
as the scale of undertaking.

ERFETEHE - WHEMaEEE 288 AR
& o

Pending for further instruction from client.
BEREP2E—FHET -

Collaborative technical services to third party companies
took place.

ERTE=ZTABEERMRE -



Comparison of Business Objectives to Actual Business Progress (continued)

EGEEHEEREBERLR (H)

Business Objectives (continued)

XK ER (&)

Building brand recognition

BymBEHAEE

1. Taking part in industry forum and direct marketing efforts
in brand development activities.

SETERBRETREMABZEHLTY -

2. Creating media exposure and promoting the Group's
corporate image and technologies.

HEREBANEBAREZEXERR RN

Actual Business Progress (continued)

BERXEER ()

The company's senior executives made presentation
in a number of events held in Beijing and elsewhere.
NAEMRITBABEIL R REAMM T RITZZEES
LEIFHERE

The Group received media coverage in Hong Kong and
mainland China.

AEBEFTERTEAMERER -

October 2003, Mr. Guo was selected as the Young
Entrepreneur of the Year by Zhongguancun High Tech
Science Park, the best known technology development
organization in China.

R-ZBE=ZFT+A - BAREEREMERERHRERRE
FANSHRMBEEAZFIFFTLER -

January 2004, Mr. Guo was awarded the winner of
China Region’s “Young Entrepreneur Award 2003" by
Asia Magazine.

R-ZBZEMFE—R  DERERTNERBEZEFREE=
ZEFEFEFPERKE] -

January 2003, the Company, under the leadership of
Mr. Guo, has been elected by the renowned business
magazine Fortune (China) as one of the Top 5 companies
with the greatest potential and capacity to grow in
China.

R-BE=ZF—B  ARREDBLEZEBETEESR
FEMEENE (PR BT AARZAEBENRIER
EED AN Pt

September 2003, V Biopharm was honored by China
Association of Enterprises with Foreign Investment
(CAEFI) with The 2002 Award of The Best National
Foreign Investor Enterprise in Company Profit
Contribution per Employee.

R-ZBB=ZFHIA E2GREPBINERERLER
ERE_TE_FHEUEEHARMERMNERK
RENEREDRZE -

October 2003, Dezhong VP became a member of
Beijing Zhongguancun Enterprises Credit Promotion
Association (ECPA).

R=-BZE=F+A" %?Fﬁi&ﬁjtmqn MM EE
FR#ES (ECPA) v 2 BB
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Comparison of Business Objectives to Actual Business Progress (continued)

EGEEHEEREBERLR (H)

BRITHRAERERR

USE OF PROCEEDS FROMTHE ISSUING OF

THE

NEW SHARES

The Company was listed on the GEM on 10 July 2003 by
placing 90,000,000 shares. The net proceeds after deduction

of rel

ated expenses, amounted to approximately HK$28

million.

RN FE B EC 90,000,000 IR —EE =4+ A
+THEAERLET - NIMBREBRIE  IBHREF
%8 #9 /28,000,0007%8 JT, ©

For the period up to
31 December 2003

BE-_ZZ=F
TZA=+—HLHE
Actual
amount used Per Prospectus
BB RER
=k ERfTI
HK$'000 HK$'000
FAET FHET
For R&D activities (note 1) RS (BFEE1) 9 355
For marketing activities and AR MIGHERER
brand building (note 2) 7k (fEE2) 113 1,000
For GMP plant establishment (note 3) ARG GMPIRE 2 5 (FiFE3) 108 2,000
For overseas market expansion (note 4) ﬁﬁﬁ@&i/ﬁ%m%— G - 100
General working capital —REEES 1,000 1,000
Total a5t 1,230 4,455
Notes: Bt -
1. Lower expenditure incurred as at end of 31 December 2003 1. HREEEEREMEEE 2EERBERTEERS
was a result of management being more cautious in screening BEE s MSHAE MR =F+=-A=1+—H

suitable partners for the projects and in assessing the market
development of respective therapeutic areas. Project spending
will increase as planned once suitable partners are identified
and appropriate market condition established.

During the period, the marketing activities and brand building
activities were focused in PRC and thus less cost was incurred.
Such expenses in this area will increase when more overseas
activities are incurred in coming periods.

The GMP plant establishment project is still under planning.
The progress was delayed by the design of the plant, and is
expected to speed up in 2004.

Overseas expansion activities will be activated in coming
periods.

The balance of the proceeds raised will continue to be used

in the projects disclosed in the Company’s prospectus dated
30 June 2003 and is currently deposited in banks. The
Directors consider that the net proceeds will be sufficient

for th

e requirement of future business objectives as stated

in the Company’s prospectus dated 30 June 2003.

Venturepharm Laboratories Limited ® Annual Report 2003
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DIRECTORS

Executive Directors

Mr. William Xia GUO, aged 39, is the Chairman, Chief
Executive Officer, Managing Director and Joint Chief
Technology Officer of the Group. Mr. Guo is responsible for
strategic planning and development, overall management and
R&D activities of the Group. Mr. Guo obtained with a Master
degree in science from University of Toronto in March 1997.
Mr. Guo has also completed various approved courses for
the degree of Master of Business Administration in the Heriot-
Watt University. Before establishing the Group in December
1998, Mr. Guo had worked for two pharmaceutical companies
in Canada, namely Ortho-McNeil Inc. and Novopharm Limited,
both are pharmaceutical companies in Canada as research
scientist and process development manager, respectively. Mr.
Guo has approximately 10 years experience in research,
pharmaceutical development and management in the
pharmaceutical industry. Mr. Guo is a member of the
American Association of Pharmaceutical Scientists and the
National Pharmaceutical Sciences Group Inc.

Dr. UriTak Kau LAW, aged 49, is the Joint Chief Technology
Officer of the Group with overall joint responsibility for the
Group’s R&D department. Dr. Law obtained a Ph.D. with the
research subject on Biomedical Polymers from The Queen'’s
University of Belfast in December 1981. Dr. Law has dedicated
over 20 years to the field of pharmaceutical and drug material
research and development. Prior to joining the Group in
December 1998, Dr. Law had worked as senior researcher in
several universities and pharmaceutical company in Europe
and North America, including University of Strathclyde in
Glasgow, Scotland, Schering AG, and Ontario Research
Foundation. He had participated in research program of a
number of reputable organisations including Imperial Cancer
Research Fund of England, and Science and Engineering
Research Council (UK) in areas of drug delivery, space
biomedical research and nuclear material research. He had
also undertaken consultant projects to numerous companies
including ICI Pharmaceuticals, Boots Pharmaceuticals, Procter
& Gamble, Novopharm, Apotex, Ortho-McNeill
Pharmaceuticals. He is a member of the American Association
of Pharmaceutical Scientists and Controlled Release Society.

Profile of Directors and Senior Management

EEREREEEGRE

EE

HITEE

HELE 39K AEEEZE  BEWNTE  EFH
MEREBMEERERNE - BEEBEAEE ZKER
EIRBR EREERMEESL BEER -t
F=ARE SRS ANEEBIETEA] - JiEHeriot-Watt
University5e ik TR E B+ 80 2 Z AR HE - B
—NANF+ZAKIAEEZA] - LSRR E
e K& %7 (Ortho-McNeil Inc. X% Novopharm
Limited) D BIEEHERER R TIFRELRE - E
ERBIETEZRT  RERFREETEEENT
FiEhh o BLRETDEEEZRZBRHE K National

=

Pharmaceutical Sciences Group Inc.Z & & °

BEKIBL - 495 AEEBMFEEERMNE - £FA2
HABEAREEZHEINM - #ETR—NAN—F+=
A HL18 Queen's University of Belfasti® £ 247 » E S
MRENEESH T -  BIETHOIRBERERRH
MREAEERFE T4 - R—hAANF+ZAmNEA

AEBEZH - BELTEBRNRILESZHABRRUER
AIEESRAMARE - BIEFHFEBBALET S University of

Strathclyde * Schering AG} Ontario Research
Foundation ° 1% B2 8 2 MM B AL 2 HETE - 82
& % B Imperial Cancer Research Fund X 2 Bl 7 Science
and Engineering Research CouncilZ & B8 & G & &) -
REEMBBERREZTFORARETE - BRITEE
EZM AR ZEWIEE - B¥EICI Pharmaceuticals
Procter & Gamble »
Novopharm  Apotex » Ortho-McNeill
Pharmaceuticals © # AX BB BRpE RIEER
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Profile of Directors and Senior Management (continued)

EENSREEEGE (B)

Dr. Maria Xue Mei SONG, aged 36, is an executive Director.
Dr. Song is responsible for Clinical Research (R&D) and also
the head of the Human Resources Management Department
of the Group. Dr. Song graduated from China Concord Medical
University with a Doctorate degree in clinical medicine in July
1995. She is also a Registered Pharmacist in the PRC. Prior
to joining the Group in February 2000, Ms. Song had served
as general manager of Beijing Tiancifu Biopharmaceutical Co.
Ltd.

Dr. David Xuesong GAQO, aged 37, is the Deputy General
Manager of the Group. Dr. Gao is responsible for
Pharmaceutical Development (R&D) of the Group since
December 1998. Mr. Gao graduated from Chemical Research
Institute, Chinese Academy of Science with a Ph.D. degree
in science in July 1994. The research areas of Dr. Gao were
synthesis chemistry and polymer chemistry. Dr. Gao has
completed over 10 complex medical chemical drug entity
synthesis projects. He has published various articles
domestically and internationally. He won the Best Young
Scientist Awards in Chemistry from the Chinese Academy of
Science in 1990 and 1992.

Non-executive Directors

Dr. Derek LEE, aged 32, is a non-executive Director. Dr. Lee
obtained his Doctor of Dental Surgery degree from the Faculty
of Pharmacy in the University of Toronto in June 1996. Dr.
Lee has been giving advice to the Group in relation to strategic
planning since the Group’s inception and has 6 years
experience in the field of pharmaceutical industry. Dr. Lee
has not participated and has no intention to participate in the
management of the Group. He was appointed as non-
executive Director in August 2002 and resigned on 18 March
2004.

Mr. Tao FENG, aged 36, is a director of NewMargin and is
also nominated as a non-executive Director by C Tech Fund.
Mr. Feng obtained a Master degree in Science from the
Department of Statistics and Applied Probability from the
University of Alberta in June 1992. Mr. Feng has been serving
as the Vice President Officer of the The Foundation of Science
and Technology for Development of the State Planning
Committee, State Economic and Trade Commission of the
PRC and China Science Academy since September 1999. He
was appointed as non-executive Director in August 2002.

Venturepharm Laboratories Limited ® Annual Report 2003
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Mr. Xin WU, aged 32, is a non-executive Director nominated
by C Tech Fund. Mr. Wu is a vice-president of NewMargin.
Mr. Wu obtained his Master of Science degree from Stanford
University in Engineering-Economic Systems in 1994 and a
Bachelor of Science degree in Electrical Engineering from
University of lllinois in May 1993. Prior to joining NewMargin,
Mr. Wu worked in Chase Capital Partners, an investment firm,
and at Robertson Stephens & Company, an investment firm
based in San Francisco. He was appointed as non-executive
Director in August 2002.

Mr. Philip Pak YiuYUEN, aged 68, is a non-executive Director.
Mr. Yuen has been practising law in Hong Kong since February
1962. In 1965, he established the law firmYung, Yu, Yuen and
Co. with other partners. Mr. Yuen has over 40 years
experience in the legal field and has been a director of several
large listed companies in various sectors. He is an arbitrator
of the China International Economic and Trade Arbitration
Commission. He was appointed as the non-executive Director
in August 2002.

Independent Non-executive Directors

Mr. Ming Yu WU, aged 72, is an independent non-executive
Director and is the chairman of the audit committee. Mr. Wu
is a member of the education committee of the China (Hainan)
Reform Development Research Institute, a member of
Standing Committee of China Association of Science and
Technology; President of Chinese Society of Technology
Economics; Honorary President of China Society of Science
and Science Technology Policy Research and Vice-President
of China Society of Land Economics Research. Mr. Wu has
held the post of Vice Minister of the Development Research
Center of the State Council, Vice Minister of the State Science
and Technology Commission; President of China Technology
Economic Research Institute; Vice President of China Society
of Science and Science Technology Policy; Economist of
Economy Research Institute of the State Council and
President of Asia-Pacific Research Institute. He was appointed
as non-executive Director in August 2002.

Profile of Directors and Senior Management (continued)

EENRSREEEGE (B)
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Chase Capital Partners &z = ¥ 1 2 1% & /A 5] Robertson
Stephens & Company ° R —ZEZE —F )\ AEZ T A
FMITES o
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Profile of Directors and Senior Management (continued)

EENSREEEGE (B)

Mr. Paul CONTOMICHALOS, aged 43, is an independent non-
executive Director. He holds an MBA from the Columbia
University in May 1985. Mr. Contomichalos had worked for
Bristol-Myers Squibb (BMS). His first position in China was
to start up the consumer overthe-counter business of Bristol-
Myers Squibb in 1994. He became Chairman and President
of Bristol-Myers Squibb China from 1997 to 2000. Prior to
working in China, Mr. Contomichalos held various key
consumer marketing and business development positions
with Bristol-Myers Squibb in the USA and Canada and has
about 17 years of experience in this field. He was appointed

as non-executive Director in August 2002.

SENIOR MANAGEMENT

The Group's senior management comprises the following

employees:—

Mr. Yiu Wai TONG, Wesley, aged 45, is the Chief Financial
Officer and the company secretary and the head of the
Accounting & Finance department of the Group. Mr. Tong
holds a MBA degree from the Open University of Hong Kong.
Mr. Tong is a fellow member of the Association of Chartered
Certified Accountants and an associate member of the Hong
Kong Society of Accountants. He has about 20 years working
experience in accounting and financial management. Prior to
joining the Group, Mr. Tong worked for a number of leading
global financial institutions. He was the Executive Director
of the Controllers Department of Goldman Sachs for about 6
years. He had also worked in Nomura for about 2 years and
Merrill Lynch for about 9 years. Mr. Tong joined the Group in

August 2003.

Dr. Tarun GUPTA, aged 43, is the co-head of the Group’s
Business Development Department (International Division).
He is also the Chief Executive Officer of PK. Pharmatech in
India. Dr. Gupta has obtained his degree of bachelor of
medicine and bachelor of surgery in December 1982. He
worked with Lupin Laboratories Limited of India before he
joined the Group in December 2000 and was seconded to
the exclusive marketing and distribution agent in Hong Kong
in 1996. He was responsible for marketing and distributing
of product of Lupin Group in the Asia region. He has 13 years

of experience in the field of pharmaceutical industry.
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Mr. Stanley Shan SUN, aged 32, is the head of both the
Investment Department and the General Administration
Department. Mr. Sun joined the Group in July 2002. He is a
Certified Securities Trader and a Certified Securities
Underwriter. Mr. Sun graduated from the University of
Western Sydney with a Master degree in Operations
Management in April 1999. After returning to China in 1999,
he has served as a Project Manager in the Investment Banking
Department of CITICS Securities Co. Ltd from July 1999 to
June 2002. In this capacity, he took part in the public offering
of 2 enterprises, which raised more than RMB900 million in
aggregate.

Mr. Wallace Xinhua TAO, aged 34, is the head of the Sales
Department. Mr. Tao graduated from Lanzhou University in
June 1992 with a Bachelor of Science specialising in organic
chemistry. He has worked as the director of sales and
marketing for a domestic pharmaceutical company. From
1993, he has been working in the areas of corporate
development, training, sales and marketing for several
pharmaceutical companies. He has 9 years of experience in
pharmaceutical marketing in the PRC. Mr. Tao joined the
Group in May 2002.

Mr. Michael Kun LIU, aged 36, is the head of the Medicinal
Drug Entity Division, (Pharmaceutical Development, R&D).
Mr. Liu obtained a Master degree in Pharmaceutical Science
from Osaka University in Japan in March 1998. He worked
for Number 6 Northeastern Pharmaceutical Factory between
1991 and 1994 in the area of new product development and
was involved in several new product programs. Mr. Liu joined
the Group in June 2002 and has 11 years of experience in
the field of pharmaceutical industry.
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The directors of the Company present their first annual report KRR EBRZUEREAQRNRZ
and the audited financial statements of the Company for the HEMEKZBH E-ET=F
period from 21 May 2002 (date of incorporation) to 31 FAREEEBE_ZT=F+_H
December 2003 and of the Group for the year ended 31 NEERERKEZYHERE -

T _FRA-+—
—A=+t—BHM
+—HIFEZE

[ =+

December 2003.
REORGANISATION AND LISTING ONTHE BAREEBHAERZMERLE (TBRAT))
GROWTH ENTERPRISE MARKET (THE BIENR ([BIZEMHKR]) £

“GEM”) OF THE STOCK EXCHANGE OF
HONG KONG LIMITED (THE “STOCK

EXCHANGE")

The Company was incorporated in the Cayman Islands on 21 ARRBERERERTE(CEZZFEBIIR R
May 2002 as an exempted company with limited liability under TE_FRA-T—HERESHSHMKIAERE
the Companies Law (2002 Revision) of the Cayman Islands. EREMERA -

Pursuant to a group reorganisation to rationalise the structure BRIBARBAEHBEBRDNE AT 2 BIZER T
of the Company and its subsidiaries (hereinafter collectively BEARRRIRANB AR (A THMEIAREE]) 2284
referred to as the “Group”) in preparation for the listing of gt EBEER ([EEEA]) @ ARFRZTZE=
the Company'’s shares on GEM of the Stock Exchange (the F=A=-+—HRAREAXAEBE S AR ZIERAFR -
“Group Reorganisation”), the Company became the holding
company of the companies now comprising the Group on 31

22 March 2003.

Details of the Group Reorganisation are set out in the ERSBEEA FBEHRARARZZZE=F"A
prospectus issued by the Company dated 30 June 2003 (the —TRABZERERER -
“Prospectus”).

The shares of the Company were listed on the GEM of the RARZBROR_ZEZ=F+A+TB((LWHBAD R

Stock Exchange on 10 July 2003 (the “Listing Date"). B R FTEI SR LT o
PRINCIPAL ACTIVITIES FEEK

The Company acts as an investment holding company. The AR A —HEEERAR - ARAZMBAR 2=
principal activities of the Company’s subsidiaries are set out LEBEH N B HREMTE10 -
in note 10 to the financial statements.

RESULTS AND APPROPRIATIONS FEARTDIK

The results and appropriations of the Group for the year ended AEEBE-_ZZE-_F+_A=+—HIEFEZ¥E
31 December 2003 are set out in the consolidated income P RENAFEREITELGEWZER °
statement on page 37 of the annual report.

The directors recommend the payment of a final dividend of BEEZFAN_ZSENFNA —_+HLBRIBRERER
HKO.5 cent per share to the shareholders on the register of Mol RRGESROGBIN ZRBIRE - B2EA
members on 29 April 2004, amounting to HK$1,800,000 1,800,000/ 7T (A8 5 74 A K% 1,908,0000T) + WIREA
(equivalent to RMB1,908,000), and the retention of the KEF T M AR 18,452,0007T ©

remaining profit for the year of RMB18,452,000.
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PROPERTY, PLANT AND EQUIPMENT

Details of movements in the property, plant and equipment
of the Company during the year are set out in note 9 to the
financial statements.

POST BALANCE SHEET EVENTS

Details of the post balance sheet events of the Group are
set out in note 23 to the financial statements.

SHARE CAPITAL

Details of movements in the share capital of the Company
during the period are set out in note 15 to the financial
statements.

DIRECTORS

The directors of the Company during the period and up to
the date of this report are:

Executive Directors

William Xia GUO
(Managing Director)

Uri Tak Kau LAW

Maria Xue mei SONG

David Xuesong GAO

(appointed on 21 May 2002)

(appointed on 6 August 2002)
(appointed on 6 August 2002)
(appointed on 18 March 2004)

Non-Executive Directors

Derek LEE (appointed on 6 August 2002
and resigned on 18 March 2004)

Tao FENG (appointed on 6 August 2002)

Xin WU (appointed on 6 August 2002)

Philip Pak Yiu YUEN (appointed on 6 August 2002)
Independent Non-Executive Directors
Ming Yu WU
Paul CONTOMICHALOS

(appointed on 6 August 2002)
(appointed on 15 August 2002)
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Directors’ Report (continued)
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Each of the executive directors except Dr. David Xuesong ERTEE(EENFLHRIN ERARAFFILE LT
GAO has entered into a service contract with the Company HERFA AP =F RBEELD - ARRREESSIMN
for three years from the Listing Date. The Company is in the BTEEREITRBE0 SPTEFHEZEALRL
process of negotiating a service contract with Dr. David REE A EEBEREAOLTHZETERLTT
Xuesong GAQ. Each of the executive directors was appointed PAER IE o

as director of the Company respectively subject to termination

in certain circumstances as stipulated in the relevant services

contracts.

In accordance with Article 112 of the Company's Articles of RERNRR 2 AREBERMRE 11215 - BEKIG
Association, Dr. Uri Tak Kau LAW and Dr. Maria Xue mei SONG TRREBELRITEERBERET -
retire and, being eligible, offer themselves for re-election.

Save as disclosed above, no directors proposed for re-election Br EXXCRTIEEESN MR EERRBEFT RS LEE Y
at the forthcoming annual general meeting has a service EF - HMEITVUENASER -—FANMEH@E CE
contract which is not determinable by the Group within one TERERIN MAEFTALKIEZREEL -

year without payment of compensation (other than statutory

compensation).

DIRECTORS’ INTERESTS IN SECURITIES EENEscEa

At 31 December 2003, the interests and short positions of RZZEZE=F+-_A=+—H0 KB ESF - FZ
the directors, chief executives of the Group and their THRABRFEEZHEATRARR REBEEE (G
associates in the shares, underlying shares and debentures ZRBSRHEKRY ([EHREEEG]) EXVE) 2
of the Company and its associated corporations (within the f&tn - RN SESTEB @BEREZSLAAEK
meaning of Part XV of the Securities and Futures Ordinance BIEXVEBET7 RE8 DB MG AN Al KBt AT P2 #E 2
(the "SFO")), which are required (a) to be notified to the AR (BREESEEEFLAERAZFEEE
Company and the Stock Exchange pursuant to Divisions 7 ESSE BER 2 EmsAkR)  hREBEEFESFLHAE
and 8 of Part XV of the SFO (including interests or short 1&BIZE352 & - ZBHIAZIGFT SRR M 2 s AR

positions which they are taken or deemed to have under such F(C)REB X FTAIZERES EmARA ([RIZER ETR
provisions of the SFO); or (b) pursuant to Section 352 of the Al]) 5B 4G v ERABWT ¢

SFO, to be entered in the register referred to therein; or (c)

24

pursuant to rules 5.41 to 5.49 of the Rules Governing the
Listing of Securities on the GEM of the Stock Exchange (the
“GEM Listing Rules”) were as follows:

Venturepharm Laboratories Limited ® Annual Report 2003



Directors’ Report (continued)

EEEHRE (&)

LONG POSITIONS IN SHARES AND RELTARGREBRG 2HF R
UNDERLYING SHARES OF THE COMPANY

(1) The Company (1) ZAX2na

Number of
shares in which
Number of shares  interested under

in which interested  physically settled Approximate
(other than under  equity derivative percentage
Type of equity derivatives) BEEMEE  Totalnumber  of interest
Name interest Capacity BERRZRAEE RASTETA of shares BN
#E R 5t (RAFTETRRN) HEEZZRHEE RIEE Bt
William Xia GUO Personal Beneficial owner 9,110,377 7200,000 16,310,377 453
#E fEA BHEBRA
William Xia GUO Corporate Interest of a controlled 149,432,583 - 149,432,583 4151
I8 N _ corporation (Note 1)
R AR 2 g ()
William Xia GUO Corporate Interest of a controlled 15,966,073 - 15,966,073 4.44
IE N corporation (Note 2)
REHEE 2 R (1iE2)
UriTak Kau LAW Personal Beneficial owner 39,081 1,800,000 1,839,081 0.51
BE @A EEBAA
Uri Tak Kau LAW Corporate Interest of a controlled 149,432,583 - 149,432,583 4151 25
BER NG _ corporation (Note 1)
R AR 2 g ()
Uri Tak Kau LAW Corporate Interest of a controlled 15,966,073 - 15,966,073 4.44
BER N corporation (Note 2)
REHEE 2R (152)
Maria Xue mei Corporate Interest of a controlled 149,432,583 - 149,432,583 41.51
SONG NS corporation (Note 1)
REH REHEE 2w (i)
Maria Xue mei  Corporate Interest of a controlled 15,966,073 - 15,966,073 4.44
SONG NG __corporation (Note 2)
REH R AR 2 g (2)
David Corporate Interest of a controlled 149,432,583 - 149,432,583 4151
Xuesong GAO A7) corporation (Note 1)
SN RiESEE 2w (i)
David Corporate Interest of a controlled 15,966,073 - 15,966,073 4.44
Xuesong GAO A] corporation (Note 2)
e REHEE 2 R (1i2)
Derek LEE Corporate Interest of a controlled 149,432,583 - 149,432,583 4151
N A _ corporation (Note 1)
R AR 2 g ()
Derek LEE Corporate Interest of a controlled 15,966,073 - 15,966,073 4.44
=R AH] corporation (Note 2)
RiEHEE 2R (152)
Philip Pak Yiu Personal Beneficial owner 4,128,573 - 4,128,573 1.15
YUEN fEA EREAA
Briti@
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Note 1: The controlled corporation, Venturepharm Holdings Inc., is

4763 per cent. directly held by Mr. William Xia GUO, 10.26
per cent. directly held by Dr. Uri Tak Kau LAW, 0.02 per
cents directly held by Dr. Maria Xue Mei SONG, 0.55 per
cent. Directly held by Dr. David Xuesong GAO, 3.41 per cents.
directly held by Dr. Derek LEE and 34.68 per cent. held by
Mr. William Xia GUO through Winsland Agents Limited, his
wholly and beneficially owned company incorporated in the
British Virgin Islands.

Note 2: The controlled corporation, Bright Excel Assets Limited, is

100 per cent. beneficially owned by Venturepharm Holdings
Inc..

Note 3:Various interests of the directors and chief executives

(2)

pursuant to physically settled equity derivatives are through
share options granted under the Pre-IPO share option
scheme. Details of which are set forth as follows:

B 31

fFE2 -

PEEES :

Number of shares in which interested
under physically settled equity derivatives
as at 20.6.2003 and 31.12.2003
R-ZZ=FXA=-1+AHK
—EE=F+ZA=+—H

Name REBNEERAFITETA
A FEEEZROBE
William Xia GUO 7,200,000
BE

UriTak Kau LAW 1,800,000

BRI

Options granted to each of them contain a vesting schedule,
pursuant to which may be exercised up to 30 per cent. of the
underlying shares after 31 December 2003, up to another 30
per cent. of the underlying shares after 31 December 2004
and the remaining balance after 31 December 2005. These
options will expire ten years after the date of grant. Each of
the grantees has also undertaken to the Stock Exchange that
they will not exercise their options granted under the Pre-IPO
share option scheme within the first 12 months from the
Listing Date.

A subsidiary of the Company — Beijing (2)
Dezhong — Venture Pharmaceutical
Technology Development Company Limited
co-

Name Type of interest Capacity
HE ERER 54
William Xia Corporate Interest of a controlled

GUO NE] corporation (Note 1)
HE RiEthAE 2 s (i)

Venturepharm Laboratories Limited ® Annual Report 2003

2 A B Venturepharm Holdings Inc.5 Bl 38 &
Sk BENEL REEEL - aSREHELIEST
EEE LS EEFEEAL763% * 10.26% ~ 0.02% *
0.55% [%3.41% MR - LA R ZBE 55 & i iBWinsland
Agents Limited (R B E 2 S FMA - B30
FEZEERHERB) FH34.68%MRHE -

472 I 7% B Bright Excel Assets LimitedZ 25 % 1 /&
Venturepharm Holdings Inc. B = # A

BEERTETHRABREMEERATETART
ZZERRREBBEERRMERABREE
PRz BRER A - HIERIWT

Date of grant Exercise price

R A 1TEE

20 June 2003 HK$0.32
—EZ=FXA-+H 03287
20 June 2003 HK$0.32
—EEZ=FXA-+H 03287

BREERZBREDMSRBRR - I REFAR
—ERR=F+ A=+ HRTETEZRBEEEN30%
ZEBEE R -_EENFL A=+ -HRTETS
WAERAR D K BR30% 2 B HE - X —TTAF+ =
A=+ —RRBITEBKT 2BRE - EEBRESNE
HEHETFER - SERATS AR - B
FHRBRAEREAARN  RETETERSEES
RAFIEE R B IR A B R 2 B A -

FRAZWEA T~ A RERERENEN
BRERAF

Approximate
percentage

of contributions
to shareholding
joint venture

Capital contribution
on a Sino-foreign
operative joint venture

R—BEFIIEE REEERE

AN HERE ZESMAT R

US$111,000 12.83
111,000 7T



Note 1: The interest is held by Beijing Venturepharm Biotech
Pharmaceutical Technology Company Limited, a limited
liability company incorporated in the People’'s Republic of
China (the "PRC"), for which 79 per cent. of its shareholding
is beneficially held by William Xia GUO. For the remaining
21 per cent. shareholding, 20 per cent. is held by Dr. Uri Tak
Kau LAW and 1 per cent. held by Dr. Maria Xue mei SONG.
All are executive directors of the Company.

Save as disclosed above, as at 31 December 2003, none of
the directors or chief executives 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) which are required (a) to
be notified to the Company and the Stock Exchange pursuant
to Divisions 7 and 8 of Part XV of the SFO (including interests
or short positions which they are taken or deemed to have
under such provisions of the SFO); (b) pursuant to Section
352 of the SFO, to be entered in the register referred to
therein; or (c) pursuant to the rules 5.41 to 5.49 of the GEM
Listing Rules.

DIRECTORS’ INTERESTS IN CONTRACTS OF
SIGNIFICANCE

Save as disclosed in note 22 to the financial statements, no
other contracts of significance to which the Company and
any of its 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 period or at any time
during the period.

Directors’ Report (continued)
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CONNECTED TRANSACTIONS BERS

Venturepharm Inc. (“VP Inc"), a subsidiary of the Company's KRR 2 BB A 7] Venturepharm Inc. ([VP Inc.])
shareholder, engages the Group to research and develop ZEAEERE LA CTERERIRHEAER SR

seven new drugs and provide related pharmaceutical SER R B ARHS o RIBVP Inc. EEAREB TN 2 Wk -
application, registration and testing services. According to VP IncZBERHFZEARKNBEREmEREEERER
the agreements entered into by VP Inc. and the Group, ((BAREREREEETER]) SEBRKARTUIZZ

approximately 20 to 40 per cent. of the contract sum is HEEEtAAINAENEESTEL20E40%  BIFER

payable by VP Inc. within seven days after the application to EmEREEEERCBAMRAIZZ LA

The State Food and Drug Administration of the People’s #4930% : RERBEARABR I MVP Inc IRRXTERER

Republic of China (the “SFDA") for clinical study permit is XH20E40%  WARIEBEREMEREEEER

accepted; approximately 30 per cent. within seven days after ZHEZERLAAIMNNI0%  EHBEARE

obtaining clinical study permit from the SFDA; approximately 6,600,0007C ° RAREZEERAEEHEENTINEEER

20 to 40 per cent. after completion of clinical trial with ERPREIERINTAKREEME=ZFEP 2B

submission of a full report to VP Inc.; and approximately 10 FEEFTY ZIEFKMETM o FR - AEBERATRE 2

per cent. within seven days after obtaining new drug ZE RS UELVP Inc. A R ¥ 1,655,0007T © A £ H Ef

certificate from the SFDA. The total contract value is RMB6.6 BFIZEZZTTERFTA=T—HILEHH  ~EEE

million, which were, in the opinion of the directors of the R BARKETAIEREMHRE -

Company, conducted in the normal course of business at

prices and terms no less than those charged to and contracted

with other third party customers of the Group. During the

year, the Group received RMB1,655,000 from VP Inc. for

28 these services provided. The Group was granted a waiver
covering the period from the Listing Date to 31 December
2005 from strict compliance with the GEM Listing Rules.
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SHARE OPTION SCHEMES

Pre-IPO Share Option Scheme

Pursuant to the written resolution passed by the
shareholder on 31 March 2003, the Company adopted
a share option scheme (the “Pre-IPO Share Option
Scheme”) in order to recognise and reward the
contribution of certain directors, senior management
and advisers, the details of which are set out in the
paragraphs headed “Share Option Schemes"” in
Appendix IV to the Prospectus. As at 20 June 20083,
options comprising a total of 11,520,000 underlying
shares were granted. As at 31 December 2003, the
options outstanding are 11,520,000 and no options
granted pursuant to the Pre-IPO Share Option Scheme
had been exercised, cancelled or lapsed. Particulars of
the outstanding options which have been granted under
the Pre-IPO Share Option Scheme as at 31 December
2003 are as follows:

Period during

which the options
remain exercisable
after the date of grant

Name of grantees BRERREH
ARAMR BEIR A FITEHR
William Xia GUO (Note 1 & 2) 10 years

8 (a1 k2) T4

UriTak Kau LAW (Note 1 & 2) 10 years

BEDR (MEE1 %2) 45

1 other participant (Note 1 & 2) 10 years
—ZHAM2EE (i1 %2) T4

1 other participant (Note 3) 10 years
—ZHM2HE (Mi5E3) T4

Note 1: Options granted to each of them contain a vesting
schedule, pursuant to which may exercise up to 30
per cent. of the underlying shares after 31 December
2003, (subject to note 2), up to another 30 per cent.
of the underlying shares after 31 December 2004 and
the balance after 31 December 2005.

Note 2: Each of the grantees has undertaken to the Stock
Exchange that they will not exercise their options
granted under the Pre-IPO Share Options Scheme
within the first 12 months from the Listing Date.

Directors’ Report (continued)
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1. E‘”ﬂﬁ?ﬁﬁfﬁﬁﬁﬂf%ﬁif
AARBERER-_EZ=F=A=+—HEA
LEERERAMERETE(TBERARER
AR EETE])  UBERRRETES &
RERERERER  FEINEREREME
IR EE] B R =F A=+
A A2alE2 e » ke 11,520,000 %48 7
BHzERE RZTE=F+=-A=+—1 "
11,520,000 15 R AR tE M AR 1T - BRBEEAR
FERAI BT B H 2 B AR T
AN c RZZEZF+_A=1+—H8 1§
BERARERAERETEEREEAERITE
ZEBREFEOT

Number of

underlying shares under the
option as at 20.6.2003

and 31.12.2003
R-BEZE=FXAZ+HEK

Exercise price

per share —EE=F+=-H=+—H
BROEE BREMSRZEBROHE
HK$0.32 7,200,000
0.32 87T
HK$0.32 1,800,000
032787
HK$0.32 720,000
0.32 BT
HK$0.40 1,800,000
0.40 /87T
11,520,000

MisE1 @ HERR BRI NSRBRERN - Bt BEA
RITBZE=F+ZA=+—HEBITETZHNIEER
330% 2 BEPLHE (FEMIFE22 8RR T) » R=Z =Y
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Note 3: Options granted to an adviser contain a vesting
schedule, pursuant to which may exercise up to 30
per cent. of the underlying shares after 31 December
2002, up to another 30 per cent. of the underlying
shares after 31 December 2003 and the balance after
31 December 2004. The respective grantee has
undertaken to the Stock Exchange that he will not
exercise his options granted under the Pre-IPO Share
Options Scheme within the first 6 months from the
Listing Date.

2. Share Option Scheme
Pursuant to the written resolutions by the shareholders
of the Company on 23 May 2003, the Company adopted
a share option scheme.

However, no option had been granted or agreed to be
granted by the Company since its adoption.

Valuation of share options

The options granted are not recognised in the financial
statements of the Group until they are exercised. The directors
of the Company consider that it is not appropriate to state
the value of the options granted during the year on the ground
that a number of variables which are crucial for the valuation
of the option value cannot be reasonably determined.
Accordingly, the directors of the Company believe that any
valuation of the share options based on a great number of
speculative assumptions would not be meaningful and may
be misleading to the shareholders of the Company.

Other than the share option schemes as mentioned above,
at no time during the period was the Company or any of its
subsidiaries a party to any arrangements 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. None of the directors or chief
executives, nor any of their spouses or children under the
age of eighteen, had any rights to subscribe for the securities
of the Company, or had exercised any such rights during the
year.

Venturepharm Laboratories Limited ® Annual Report 2003
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SUBSTANTIAL SHAREHOLDERS

So far as it is known to any directors, chief executives of the
Company, as at 31 December 2003, the interests and short
positions of person in the shares and underlying shares of
the Company which would fall to be disclosed pursuant to
Divisions 2 and 3 of Part XV of the SFO or which were
required, pursuant to section 336 of Part XV of the SFO, to
be entered in the register referred to therein were as follows:

LONG POSITIONS IN SHARES AND
UNDERLYING SHARES OF THE COMPANY

(1) The Company

Directors’ Report (continued)
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B RSORE MAREE S LRGP EXVEEE
2R FID FEHRE - ‘LJETF g5 LB GRAIFEXV
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RARBRG REBRDZER

(1) AL7]

Approximate

percentage

Name Capacity Number of shares of interest

=t 54 ROHE EEBAEIL

Venturepharm Holdings Inc. (Note 1) Beneficial owner 149,432,583 41.51
(BFEE) EnEEA

Venturepharm Holdings Inc. (Note 2) Interest of a controlled corporation 15,966,073 4.44

(fF3E2) RIEHER 2 s

CTech Fund Beneficial owner 80,736,558 22.43
BHEEAA

William Xia GUO (Note 1, 2 & 3) Beneficial owner and interest of 181,709,033 50.48

e (fisF1 ~ 253)

controlled corporations

BB ARG AR 2

Note 1: The controlled corporation, Venturepharm Holdings Inc., is
47.63 per cent. directly held by Mr. William Xia GUO, 10.26
per cent. directly held by Dr. Uri Tak Kau LAW, 0.02 per
cents directly held by Dr. Maria Xue Mei SONG, 0.55 per
cent. Directly held by Dr. David Xuesong GAQ, 3.41 per cents.
directly held by Dr. Derek LEE and 34.68 per cent. held by
Mr. William Xia GUO through Winsland Agents Limited, his
wholly and beneficially owned company incorporated in the
British Virgin Islands.

Note 2: The controlled corporation, Bright Excel Assets Limited, is
100 per cent. beneficially owned by Venturepharm Holdings
Inc..

Note 3: Apart from shares held through Venturepharm Holdings Inc.,
the shares in the number of 16,310,377 are beneficially
owned by Mr. William Xia GUO (including 7,200,000 shares
underlying the options granted to him under the Pre-IPO
Share Option Scheme).

Save as disclosed above, as at 31 December 2003, there
was no other person who was recorded in the register of the
Company as having interests or short positions in the shares

MsE1 : 45 HI5AK B Venturepharm Holdings Inc. 2 Bl 5 &
LAk BENEL  REHEL  SSNRELRT
EEB LR EEFEF47.63%  10.26% ~ 0.02% -
0.55% %.3.41% f%#E + LA K i 288 % 4 3% #Winsland
Agents Limited (RREBRE ZFHSFMAZ - B
EELEBERER) 5B 34.68%M#E

MfsE2 : 4 #)5%E Bright Excel Assets Limited S8 A%4E i

SHEA o

Venturepharm Holdings Inc. B z=

M7E3 : B35 i@ Venturepharm Holdings Inc. 358 2 &5 4
BEFREEZEWE 16,310,377 KM - ERBER
BERARERABERETSIR TE 2 BRETE

17.2.7,200,0008% f& 15 °
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or underlying shares of the Company which would fall to be
disclosed to the Company under Divisions 2 and 3 of Part XV
of the SFO or which were required, pursuant to section 336
of Part XV of the SFO, to be entered in the register referred
to therein.

COMPETING INTERESTS

None of the directors or the management shareholders (as
defined in the GEM Listing Rules) of the Company and their
respective associates (as defined in the GEM Listing Rules)
had any interest in a business which competes or may
compete with the business of the Group.

SPONSOR'S INTERESTS

As at 31 December 2003, neither the sponsor of the
Company, DBS Asia Capital Limited (“DBS"), nor its directors,
employees or any of their associates (as defined in the GEM
Listing Rules), had any interest in any securities of the
Company.

Pursuant to the agreement dated 25 June 2003, entered into
between the Company and DBS, DBS received, and will
receive, fees for acting as the Company'’s sponsor for the
periods of the financial year ended 31 December 2003 and
two financial years thereafter. However, the sponsor
agreement was mutually agreed to terminate on 11 January
2004. JS Cresvale Capital Limited was appointed to act as
sponsor to the Company with effect from 11 January 2004.
Neither JS Cresvale Capital Limited nor its directors,
employees or any of their associates (as defined in the GEM
Listing Rules), had any interest in any securities of the
Company.

MAJOR SUPPLIERS AND CUSTOMERS

During the year, the five largest customers of the Group
accounted for approximately 36% of the Group's sales. The
largest customer accounted for approximately 12% of the
sales of the Group.

Aggregate purchases attributable to the Group's five largest
suppliers were less than 30% of the Group's total purchases.

Venturepharm Laboratories Limited ® Annual Report 2003
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None of the directors, their associates or any shareholders
which, to the knowledge of the directors, own more than
5% of the Company's issued share capital had any interest
in the five largest customers of the Group.

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

The Company or any of its subsidiaries did not purchase, sell
or redeem any of the Company’s listed securities for the year
ended 31 December 2003.

BOARD PRACTICES AND PROCEDURES

The Company has compiled with the board practices and
procedures as set out in Rules 5 .28 to 5.39 of the GEM
Listing Rules throughout the year ended 31 December 2003.

AUDIT COMMITTEE

The Company has established an audit committee in July
2003 with written terms of reference in compliance with
Rules 5.23 to 5.25 of the GEM Listing Rules. The primary
duties of the audit committee are to review and supervise
the financial reporting process and internal control system
of the Group and provide advice and comments to the Board.
The audit committee has two members comprising the two
Independent Non-Executive Directors, Mr. Ming Yu WU and
Mr. Paul CONTOMICHALQOS. Mr. Ming Yu WU is the chairman
of the audit committee.

The Group's interim financial results for the six months ended
30 June 2003, the third quarterly financial results for the nine
months ended 30 September 2003 and the audited financial
statements for the year ended 31 December 2003 have been
reviewed by the audit committee. The audit committee had
held two meetings during the current financial year.

PRE-EMPTIVE RIGHTS

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

Directors’ Report (continued)
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AUDITORS

The financial statements were audited by Messrs. Deloitte
Touche Tohmatsu. A resolution will be submitted to the annual
general meeting to re-appoint Messrs. Deloitte Touche
Tohmatsu as auditors of the Company.

On behalf of the Board
William Xia GUO
Chairman

Beijing, the PRC
18 March, 2004

Venturepharm Laboratories Limited ® Annual Report 2003
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Certified Public Accountants HESEHED

26/F,Wing On Centre ES=S

111 Connaught Road Central T 188

rlong fong KEDI26E

TOTHE SHAREHOLDERS OF
VENTUREPHARM LABORATORIES LIMITED
BE2NBEEERRAA

(incorporated in the Cayman Islands with limited liability)

We have audited the financial statements on pages 37 to 68
which have been prepared in accordance with accounting
principles generally accepted in Hong Kong.

RESPECTIVE RESPONSIBILITIES OF
DIRECTORS AND AUDITORS

The Company’s directors are responsible for the preparation
of 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, 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 judgments 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.

Auditors’ Report
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We planned and performed our audit so as to obtain all the AT R EIFETEZ TER - HUBRE—ERTR
information and explanations which we considered necessary RUVBZEARKBEBERER  BRTHRESTZIZRE

in order to provide us with sufficient evidence to give BTV BRRERFEEEEERERM - /EH
reasonable assurance as to whether the financial statements B HEE HEREBRK  KNONMEEHEZXFWH

are free from material misstatement. In forming our opinion WMERANFTHERERBRHFESE RN - XITHEE + K17
we also evaluated the overall adequacy of the presentation ZEZIFERTIERBEYEB ZER -

of information in the financial statements. We believe that

our audit provides a reasonable basis for our opinion.

OPINION ER
In our opinion the financial statements give a true and fair ROIRBLMZ M BEREREERATFHRE HAF

EEEN -_EE=Ft+-_A=1+—RAZHBEKRR
at 31 December 2003 and of the profit and cash flows of the EEBENEEZHLEFEZAMNMESRE - I
Group for the year then ended and have been properly ERBESARIGKIZHESERMEESRE -
prepared in accordance with the disclosure requirements of

view of the state of affairs of the Company and the Group as

Pl

the Hong Kong Companies Ordinance.

Deloitte Touche Tohmatsu EE e BERSEETEIT
Certified Public Accountants HEEE A
Hong Kong, 18 March 2004 B#AE ZEZOFE=A+N\AR
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Turnover
Cost of sales

Gross profit
Other operating income
Administrative expenses

Profit before taxation
Taxation

Profit after taxation before
minority interests

Minority interests

Profit for the year

Dividends, proposed final dividend
of HKO.5 cent (2002: Nil)

per ordinary share

Earnings per share (RMB)
— basic

— diluted

e
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Consolidated Income Statement

N

For the year ended 31 December 2003
BE_ZZ=F+_A=+—HILFE

2003 2002
RMB’000 RMB'000
ARETRT ARETT
35,680 32,453
(7.211) (9,376)
28,469 23,077
3,094 94
(9,569) (3,621)
21,994 19,550
(1,506) (237)
20,488 19,313
(128) (186)
20,360 19,127
1,908 =
0.0650 0.0708

0.0647 N/A T@EA
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Consolidated Balance Sheet
meEEEER

At 31 December 2003
RZZZE=F+-_HA=+—H

2003 2002
Notes RMB’000 RMB'000
et ARETRT ARETT
Non-current Assets EmENEE
Property, plant and equipment ME - BE KRG 9 4,721 3,983
Investments in securities BHEE 11 25,906 =
30,627 3,983
Current Assets MENEEE
Work-in-progress R 12 19,320 10,529
Trade receivables EUE SRR 13 1,634 2,190
Other receivables, EMEREIE « e
deposits and prepayments MIEFIA 8,094 890
Amounts due from related companies PR A E R B 5RIE 14 2,651 1,005
Bank balances and cash IRITHEBR IS 33,153 23,616
64,852 38,230
Current Liabilities mENEE
Other payables HAb BRI 1,543 1,259
Receipt-in-advance T IR 2,208 2,834
Taxation I8 697 64
4,448 4,157
38 Net Current Assets MENEEFE 60,404 34,073
Total Assets less Current Liabilities REERTEEE 91,031 38,056
Minority Interest DY EE R 870 742
90,161 37314
Capital and Reserves A& AR K
Share capital &N 15 38,160 8,402
Reserves 1 52,001 28,912
90,161 37314

The financial statements on pages 37 to 68 were approved HNEIIEFSE B RERN—EENE=H+ N\
and authorised for issue by the Board of Directors on 18 March HEEEeiERRESEH  THTINIEERAKRES

2004 and are signed on its behalf by: SEZ
Mr. William Xia GUO Dr. Uri Tak Kau LAW DE 4 EERE L
DIRECTOR DIRECTOR % E

Venturepharm Laboratories Limited ® Annual Report 2003



Balance Sheet

EEE/B/R

At 31 December 2003
RZZEE=F+-_A=+—H

Notes RMB'000
et ARET T
Non-current Assets EmBEE
Property, plant and equipment YIZ - BB R 9 31
Interests in subsidiaries A DIENGIPA o 10 39,936
Investments in securities FEHEE 1 25,906
65,873
Current Assets mENEE
Other receivables H fh pE MRS 878
Amount due from a related company e R A R RIE 14 25
Bank balances ERITHERR 5,264
6,167
Current Liability BB E
Other payables Hoh fE T 518 546
Net Current Assets mENEEFE 5,621
Total Assets less Current Liability REERMBAE 71,494
Non-current Liability MBI A E 39
Amounts due to subsidiaries JEASHFfS B8 2 R FR08 10 2,472
69,022
Capital and Reserves A&7 K 5
Share capital N 15 38,160
Reserves i 17 30,862
69,022
Mr. William Xia GUO Dr. Uri Tak Kau LAW WE L4 EEREL
DIRECTOR DIRECTOR EF EFE
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Consolidated Statement of Changes in Equity
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For the year ended 31 December 2003
HE-_ZZ=F+_A=+—HILFE

At 1 January 2002
Capital contributed by shareholders
Expenses paid in connection
with the issue of shares
Transfer
Profit for the year

At 31 December 2002
Effect of Group Reorganisation
Capitalisation issue during the year
Issue of shares on placing
Expenses paid in connection

with the issue of shares
Transfer
Profit for the year

At 31 December 2003

RZTZ-F-F—-H
REZEALE
BERIRH ZERES

8%
A

REEF=A=t-R
EmEE27E
RS
RRETETRN
EWEGRHZENAX

g
AEREH

R=BB=#+=A=+-H
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Statutory
enterprise
expansion
Share Share  Special  Capital Statutory fund Accumulated
capital premium  reserve  reserve  reserve AELR¥  profits Total
BA ROEE HERE EXEE LERE BREE R ait
RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000
ARETR ARBTT ARETR ARMTR ARMTT AR%TR ARETT ARETR
(note 17) (note17) (note 17) (note 17)
(=17) (1) (&) (&)
8,402 - - - 1,115 2,239 2,227 13,983
- - - 6,622 - - - 6,622
= (2,418) = = = = = (2,418)
- - - - 883 2,942 (3,825) =
- - - - - - 19,127 19,127
8,402 (2,418) - 6,622 1,998 5,181 17529 37314
(6,039) - 6,039 - - - - -
26,257 (20,529) - (5,728) - - - -
9,540 29,574 - - - - - 39,114
= (6,627) = = = = = (6,627)
- - - - 933 933 (1,866) =
- - - - - - 20360 20,360
38,160 - 6,039 894 2,931 6,114 36,023 90,161




OPERATING ACTIVITIES
Profit from operations
Adjustments for:
Allowance for trade receivables
Depreciation and amortisation of
property, plant and equipment
Interest income

Operating cash flows before movements
in working capital

Increase in work-in-progress

Increase in trade receivables

(Increase) decrease in other receivables,
deposits and prepayments

(Increase) decrease in amounts
due from related companies

Increase in other payables

Decrease in receipt-in-advance

Cash generated from operations
People's Republic of China income tax paid

NET CASH FROM OPERATING
ACTIVITIES

INVESTING ACTIVITIES

Purchase of investments in securities
Purchase of property, plant and equipment
Interest received

NET CASH USED IN INVESTING
ACTIVITIES

FINANCING ACTIVITIES

Proceeds from issue of shares
Share issue expenses

Capital contributed by shareholders

NET CASH FROM FINANCING ACTIVITIES

INCREASE IN CASH AND
CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS
AT BEGINNING OF YEAR

CASH AND CASH EQUIVALENTS
AT END OF YEAR,
represented by bank balances and cash

RExK
il
AT RIRIEL Z A%
FEUE SRR A
Mx - BB KERE
ZITE R
A EMA

LEBESEIRIZ
RERERE

L mIEM

FE W E SRR FRIE AN

HA MR - BE R
TEA IR (G ) B

FE K BB N R IR
(1 ) k>

LA 8 5 SRIRE A0

TEUGRIRR

REELEZRE
EffhEARKMEMFREH

REXB BT FHE
REED
BEEFRE
BEYE  BFEEK
EUFLE
RARREEDZREFE
BMEERE
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BAnBITRI
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BIRTTRER IR

Consolidated Cash Flow Statement

n_\éfﬁaﬁﬁéi

For the year ended 31 December 2003
BE_ZZ=F+_A=+—HILFE

2003 2002

RMB’000 RMB’000
ARETT ARETT
21,994 19,550
3,190 748

194 314

(789) (22)
24,589 20,590

(7,959) (2,174)

(2,634) (988)
(7.204) 695
(1,646) 950

284 746

(626) (352)

4,804 19,467

(873) (173)

3,931 19,294

41

(25,906) -

(1,764) (2,085)

789 22

(26,881) (2,043)
39,114 =

(6,627) (2,418)

- 6,622

32,487 4,204
9,537 21,455
23,616 2,161
33,153 23,616

B2RREEERAR « —EB=FFH
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Notes to the Financial Statements

Bt S ¥R 2R M

For the year ended 31 December 2003
HE-_ZZ=F+_A=+—HILFE

1.

GROUP REORGANISATION AND BASIS
OF PREPARATION OF FINANCIAL
STATEMENTS

The Company was incorporated in the Cayman Islands
on 21 May 2002 as an exempted company with limited
liability under the Companies Law (2002 Revision) of
the Cayman Islands.

Pursuant to a group reorganisation to rationalise the
structure of the Company and its subsidiaries
(hereinafter collectively referred to as the “Group”) in
preparation for the listing of the Company’s shares on
the Growth Enterprise Market (the “GEM") of The Stock
Exchange of Hong Kong Limited (the “Stock Exchange”)
(the “Group Reorganisation”), the Company became the
holding company of the companies now comprising the
Group on 31 March 2003.

The shares of the Company were listed on the GEM of
the Stock Exchange on 10 July 2003 (the “Listing Date”).

The Group resulting from the Group Reorganisation is
regarded as a continuing entity. Accordingly, these
financial statements have been prepared on the merger
accounting basis as if the Company had always been
the holding company of the Group.

Details of the Group Reorganisation were set out in
the prospectus of the Company dated 30 June 2003
(the “Prospectus ").

The Company is an investment holding company. The
principal activities of its subsidiaries are set out in note
10.

The Group’s books and records are maintained in
Renminbi (“RMB"), the currency in which the majority
of the Group's transactions is denominated.

Venturepharm Laboratories Limited ® Annual Report 2003
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ADOPTION OF HONG KONG FINANCIAL
REPORTING STANDARDS

In the current year, the Group has adopted, for the first
time, the following Hong Kong Financial Reporting
Standards (“HKFRS") issued by the Hong Kong Society
of Accountants (“HKSA"), the terms of HKFRS is
inclusive of Statements of Standard Accounting Practice
(“SSAP(s)”) and interpretations approved by the HKSA:

SSAP 12 (Revised) “Income taxes”

The principal effect of the implementation of SSAP 12
(Revised) is in relation to deferred taxation. SSAP 12
(Revised) requires the adoption of a balance sheet
liability method, whereby deferred taxation is
recognised in respect of all temporary differences
between the carrying amount of assets and liabilities
in the financial statements and the corresponding tax
basis used in the computation of taxable profit, with
limited exceptions. In the absence of any specific
transitional requirements in SSAP 12 (Revised), the new
accounting policy has been applied retrospectively.
However, the adoption of SSAP 12 (Revised) has 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 incorporated the
financial statements of the Company and its subsidiaries
made up to 31 December each year.

The consolidated financial statements incorporate the
effects of the Group Reorganisation which has been
accounted for by using merger accounting.
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Notes to the Financial Statements (continued)

Bt % ¥ & Y & (&)

For the year ended 31 December 2003
BHE_ZZ=F+_RA=+—HILFE

3.

SIGNIFICANT ACCOUNTING POLICIES
(continued)

Basis of consolidation (continued)

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.

All significant intercompany transactions and balances
within the Group are eliminated on consolidation.

Investments in subsidiaries

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

Revenue recognition
Revenues from transfer of new drug development and
formulation data are recognised upon transfer of risks
and rewards of ownership, which generally coincides
with the time when the compound and data are
delivered to customers.

Revenues from contracted research and development,
pharmaceutical application, registration and testing
services are recognised to the extent of the milestone
payments earned in accordance with the applicable
performance requirements and contractual terms and,
where appropriate, as the related costs are incurred.
Payments received that are related to future
performance are deferred and recorded as revenues
as they are earned over the specified future
performance periods.

Subject to the terms as stated in the technology transfer
agreements and the buyers’ success in
commercialisation of the products to which the
technology transferred is applied, the Group may receive
additional royalty income or profit sharing income in
the future. Should there be any royalty income or sharing
of profit, they will be recognised when the right to

receive the income is established.
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SIGNIFICANT ACCOUNTING POLICIES
(continued)

Revenue recognition (continued)

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

Property, plant and equipment
Property, plant and equipment, are stated at cost less
depreciation and accumulated impairment losses.

Depreciation is provided to write off the cost of property,
plant and equipment, over their estimated useful lives,
using the straight line method, at the following rates

per annum:
Leasehold improvement 20%
Machinery 10 -20%
Furniture, fixture and equipment 10-20%
Motor vehicles 20%

The gain or loss arising from 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.

Investments in securities
Investments in securities are recognised on a trade-
date basis and are initially measured at cost.

At subsequent reporting dates, debt securities that the
Group has the expressed intention and ability to hold
to maturity (held-to-maturity debt securities) are
measured at amortised cost, less any impairment loss
recognised to reflect irrecoverable amounts. The annual
amortisation of any discount or premium on the
acquisition of a held-to-maturity security is aggregated
with other investment income receivable over the term
of the instrument so that the revenue recognised in
each period represents a constant yield on the
investment.
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Notes to the Financial Statements (continued)

Bt % ¥ & Y & (&)

For the year ended 31 December 2003
HE-_ZZ=F+_A=+—HILFE

3.

SIGNIFICANT ACCOUNTING POLICIES
(continued)

Impairment

At each balance sheet date, the Group reviews the
carrying amounts of its 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 is reduced to its
recoverable amount. An impairment loss is 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.

Work-in-progress

Work-in-progress are stated at the lower of cost and
net realisable value. Cost, which comprises all costs of
purchase and, where applicable, cost of development
and other costs that have been incurred for the provision
of pharmaceutical application, registration and testing
services, is calculated using the first-in, first out method.
Net realisable value represents the estimated selling
price in the ordinary course of business less the
estimated costs of completion and the estimated costs
necessary to make the sale.

Research and development expenditure
Expenditure 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.
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SIGNIFICANT ACCOUNTING POLICIES
(continued)

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

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 and expense that are taxable or deductible in
other years, and it further excludes income statement
items that are never taxable and deductible.

Deferred taxation 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 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.

Deferred taxation is calculated at the tax rates that are
expected to apply in the period when the liability is
settled or the asset is realised. Deferred taxation 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 taxation is also dealt
with in equity.

Operating leases

Rentals payable under operating leases are charged to
the income statement on a straight line basis over the
terms of the relevant leases.
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Notes to the Financial Statements (continued)

Bt % ¥ & Y & (&)

For the year ended 31 December 2003
HE-_ZZ=F+_A=+—HILFE

3.

SIGNIFICANT ACCOUNTING POLICIES
(continued)

Foreign currencies

Transactions in currencies other than RMB are
translated at the rates ruling on the dates of the
transactions. Monetary assets and liabilities
denominated in such currencies are re-translated at the
rates ruling on the balance sheet date. Profits and losses
arising on exchange are dealt with in the income
statement.

Retirement benefits scheme

The retirement benefit scheme contributions arising
from the People’s Republic of China (the “PRC")
municipal government retirement scheme charged to
the income statement represent contributions paid or
payable by the Group at rates specified in the rules of
the scheme.

TURNOVER AND SEGMENT
INFORMATION

Transfer of technology for new
drug and new drug development

Contracted pharmaceutical BAASE R
development services and clinical [ ¥ AREIFOF 2
research services associated Vi B AR 7 I
with technology transferred &R 7T AR TS

by the Group

Contracted pharmaceutical
development services and clinical
research services not associated
with technology transferred
by the Group

Turnover and contribution to profit from operations by
segment has not been presented as all the Group'’s
turnover was derived from the pharmaceutical research
and development, registration, application and testing
in the PRC and all assets were located in the PRC for
both years.
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PROFIT BEFORE TAXATION

Profit before taxation has been
arrived at after charging:

Staff costs (including
directors’ remuneration):

Staff costs

Retirement benefits scheme
contributions

Less: amount capitalised in
work-in-progress

Total staff costs

Depreciation
Less: amount capitalised in
work-in-progress

Auditors’ remuneration
Research and development costs
Minimum lease payments
paid under operating lease
Allowance for trade receivables
(Reversal of) allowance for
work-in-progress

and after crediting:

Interest income
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5. FERBLAIER

BRI M EFIRR T 51 &8 -

BTIRA (BREFHD) :

BT
RRERET 2R

B ERMTEEREAZ SR

BT AR

e
B ERMTEEREAZ SR

L CIES
TERBERA
RISEROAX 2 RIERS
R 5 IR

R (2B
REA :

HEHA

2003 2002
RMB’000 RMB'000
ARETr ARETT
6,687 4,857
524 478
721 5,335
(3,922) (3,103)
3,289 2,232
1,026 765
(832) (451)

194 314

425 50
1,101 213
377 307
3,190 748
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Notes to the Financial Statements (continued)

Bt % ¥ & Y & (&)

For the year ended 31 December 2003

=

BT =F4+-_A=+—HIFE
6.

DIRECTORS’ AND EMPLOYEES’

REMUNERATIONS

Details of remunerations paid by the Group to the

directors of the Company are as follows:

Non-executive directors fees
Independent non-executive
directors fees
Executive directors
— Salaries and other benefits
— Retirement benefits
scheme contributions

The remunerations paid to the directors of the Company

during the year were as follows:

Director A
Director B
Director C
Director D
Director E
Director F
Director G
Director H
Director |
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2003 2002

RMB’000 RMB’000

ARBTRE ARBTET

1,027 264

7 =

1,034 264
FAXNTFARREZTZHMEMT -

2003 2002

RMB’000 RMB’000

ARBTR ARETRT

583 74

282 121

169 69

1,034 264




DIRECTORS’ AND EMPLOYEES’
REMUNERATIONS (continued)

Employees’ remunerations

Of the five individuals with the highest remunerations
in the Group, three individuals (2002: one individual)
were directors of the Company whose remunerations
are included in the disclosure set out above. The
remunerations of the remaining two individuals (2002:
four individuals) were as follows:

e MR
RRENIFT I

Salaries and allowances
Retirement benefits scheme
contributions

The remunerations of each of the five highest paid
employees are less than HK$1,000,000 (equivalent to
approximately RMB1,060,000) for the year.

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

TAXATION

The charge represents: TRIBZ R -
PRC income tax A B AT IS A

e
A
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Notes to the Financial Statements (continued)

Bt % ¥ & Y & (&)

For the year ended 31 December 2003
HE-_ZZ=F+_A=+—HILFE

7

TAXATION (continued)

No Hong Kong Profits Tax has been provided for, as the
Group had no taxable profits in Hong Kong for both
years. The Company’s subsidiaries are subject to PRC
income tax on their assessable profits.

PRC income tax is computed according to the relevant
laws and regulations in the PRC.

Beijing Dezhong-Venture Pharmaceutical Technology
Development Co., Ltd. (“Dezhong VP") and Beijing
Venture-Biopharm Services Co., Ltd. (“V Biopharm”),
subsidiaries of the Company, qualify as foreign
investment industrial and advance technology
enterprises and are subject to PRC income tax at a rate
of 15 per cent. on its income after offsetting prior year's
losses. Furthermore, they are exempted from PRC
income tax for three years starting from the first year
of profitable operations after offsetting prior year's tax
losses, followed by a 50 per cent. reduction for the
following three years.

Dezhong VP became profitable after offsetting prior year
tax losses from 1 January 1999 and as such, it was
exempted from PRC income tax from 1 January 1999
to 31 December 2001. Dezhong VP is subject to PRC
income tax at 7.5 per cent. from 1 January 2002 to 31
December 2004 and at 15 per cent. thereafter.

V Biopharm became profitable after offsetting prior year
tax losses from 1 January 2000 and as such, it was
exempted from PRC income tax from 1 January 2000
to 31 December 2002. V Biopharm is subject to PRC
income tax at 7.5 per cent. from 1 January 2003 to 31
December 2005 and at 15 per cent. thereafter.

As approved by the relevant tax authorities, Dezhong
VP andV Biopharm also benefit from the exemption of
the business tax applicable to revenue derived from
technology transferred and services provided. The tax
authorities require both companies to pay business tax
first but will refund to the companies upon approval.
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Notes to the Financial Statements (continued)

Bt % ¥R & M & (&)

For the year ended 31 December 2003
BE-_ZZ=F+-_A=+—HULFE

7. TAXATION (continued) 7. BiE(E)
The income tax expense for the year ended 31 BE_ZZE="F+_HA=1T—HIEFEZMREN
December 2003 can be reconciled to the net profit per A U a2 A RIS BRI T

the income statement as follows:

2003 2002
RMB’000 RMB'000
ARBTR ARBTRT

Profit before taxation BRTE AR A 21,994 19,550
Tax at the PRC income tax rate LR BIFTS A E15%

of 15% (2002: 15%) (_$$_¢ 15%) st HE 2 HiA 3,299 2,933
Tax effect of expenses that are not TE FE Rt o 1| B

deductible in determining K%?D?)ﬁﬁﬂﬁ

taxable profit WA Y 297 7
Tax effect of income that are not T E FE AR B A RS SEE

taxable in determining taxable profit — FEFIA Z Fii& S & (160) (468)
Tax effect of unrecognised REREERIBEE

deferred tax asset WYy (168) =
Effect of tax exemptions granted Eslideal =il =N

to PRC subsidiaries TRIEE 2 52 (1,762) (2,235)
Tax expense for the year AEEFHERS 1,506 237
Effective tax rate for the year AREZERBE 6.8% 1.2%
At 31 December 2003, the Group had unrecognised RZBZE=F+-_A=+—0 A5EE@HEEK
deferred tax asset in respect of the aggregate AR ] R B ey = REARRE 2 AR TERIE LTI E
deductible temporary differences associated with the EABARKGE2,000L(ZZEZE-F: AR
receivables of RMB62,000 (2002: RMB230,000). No 230,0007T) ° E3F AR A F AR AI ORI - dhl
deferred tax asset has been recognised in respect of R EEERELEHIBEEE -

deductible temporary differences due to the
unpredictability of future profit streams.
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Notes to the Financial Statements (continued)

Bt % ¥ & Y & (&)

For the year ended 31 December 2003
BHE_ZZ=F+_RA=+—HILFE

8. EARNINGS PER SHARE 8. BRER
The calculation of the basic earnings per share is based SREXRBMDBEBEREFEAINOARE
on the net profit for the year of RMB20,360,000 (2002: 20,360,0007T (ZZZ =4 : AK%19,127,0007T)
RMB19,127000) and the weighted average number of RERARNRDABFETRGSG 2 MNEFHH
313,151,000 (2002: 270,000,000) shares of the 313,151,000 (—ZZF=Z —4 : 270,000,0008%) &t
Company in issue during the year. "o
The calculation of the diluted earnings per share for REEEBRESERNDBBRFEEMLNARE
the year is based on the net profit for the year of 20,360,0007T R ARIE A A 5] AR HEAT &1 18 R 1T (&
RMB20,360,000 and the weighted average of 91,607,000/ i fix 1 2 58 52 2 T3 B 18 2 N
314,758,000 shares (after adjusting for the effect of the SE19#314,758,0000% 51 & -
outstanding dilutive options of 1,607,000 shares under
the share option schemes of the Company).
The number of shares for the year ended 31 December BRESEEAE T _F—A—Bf4ER ' &
2002 of 270,000,000 is deemed to be issued E_ZZE_F+-_R=+-BLEFEHN
throughout the year assuming the Group Reorganisation 270,000,000fz D DR A EFEERNER B —EE
had been effective on 1 January 2002. AT o
9. PROPERTY, PLANT AND EQUIPMENT 9. ME -BERXE
Furniture,
fixtures and
equipment
Leasehold B Motor
improvement Machinery #£BK  vehicles Total

HEXE Hes B3] HE CE

RMB'000 RMB'000 RMB'000 RMB'000  RMB'000
ARETT AREBTLT ARETT ARETT ARETRT

THE GROUP i |

COST B

At 1 January 2003 RZEE=F—H—H 931 3,288 1,067 388 5,674

Additions R = 1,158 302 304 1,764

At 31 December 2003 R-ZZ=F+-A=+—H 931 4,446 1,369 692 7438

DEPRECIATION nE

At 1 January 2003 W-ZEE=F—-H—H 195 1,169 177 150 1,691

Provided for the year REERE 195 590 183 58 1,026

At 31 December 2003 R-ZZ=F+-A=+—H 390 1,759 360 208 2,717

NET BOOK VALUES REFE

At 31 December 2003 R-ZZ=F+-_A=+—H 541 2,687 1,009 484 4,721

At 31 December 2002 RZEE-_F+-A=1+—H 736 2,119 890 238 3,983

Venturepharm Laboratories Limited ® Annual Report 2003
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Notes to the Financial Statements (continued)

Bt % ¥R & M & (&)

For the year ended 31 December 2003

BE-_ZZ=F+_A=+—HUILHFE
PROPERTY, PLANT AND EQUIPMENT 9. V¥ - BMERRE (E)
(continued)
Furniture,
fixtures and
equipment
S
KtE
RMB'000
ARETIT
THE COMPANY RAFE]
cosT B
Acquired during the period and HRBARNZZZT=4F
balance at 31 December 2003 +TZA=F+—R2z&H% 41
DEPRECIATION e
Provided for the period and balance HRNBERN_ET=4F
at 31 December 2003 TZA=+—Bz#&s% 10
NET BOOK VALUE BREEE
At 31 December 2003 RZFE=F+=-A=+—H 31
INTERESTS IN SUBSIDIARIES 10. AB AT 2=
2003
RMB’000
AR¥T T
Unlisted shares, at cost JE LT G BZW$ 30,374
Amounts due from subsidiaries FEUB B A Rl TE 9,562
39,936
The cost of the unlisted shares is based on the book FELETRRMD 2 AN TR A EB R EEE4H B Hi(h
value of the underlying net assets of the subsidiaries WEBARIEBREEFERTDEE -
attributable to the Group on the date of the Group
Reorganisation.
The amounts due from (to) subsidiaries are unsecured, U (B B ARIKIEAERAE  EENE
interest-free and have no fixed repayment terms. In the BEEBEKRR EFRA EEFBEEAENGE
opinion of the directors, the amounts will not be ARtz T —@ANEE - Bt - BEKKRUAIE
repayable within twelve months from the balance sheet MBAaEREY -
date. Accordingly, the amounts are shown as non-
current.
BEEREEEARAR « _TT=FFR

55



Notes to the Financial Statements (continued)

Bt % ¥ & Y & (&)

For the year ended 31 December 2003
HE-_ZZ=F+_A=+—HILFE

10.

56
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INTERESTS IN SUBSIDIARIES

(continued)

Particulars of the Company’s subsidiaries as at 31
December 2003 are as follows:

Company name Legal status

DR BB SEE AL
Dezhong VP Joint venture
ERE2 ag

V Biopharm Joint venture
B2E5k e

Place of
incorporation/
establishment/
operations
AL
FRIL/ A bt 2

Beijing, PRC
HELR

Beijing, PRC
FEIER

10. R B2 Rz EHE (F)

REEWBATR-_EE="F+_-_A=+—H8B2

FIEAT :
Attributable
Registered equitable
and fully interest held
paid capital BiERFEZ
E 1Y AR
B i i
Direct Indirect
RMB7,154,420 - 94.512%
ARH7,154,4207T (note(a))
(Kt (a))
RMB1,655,747 - 99.863%
AR#1,655,7477C (note (b))
()

Principal activities

FTEEK

The research and
development of new
drug preparation, raw
materials, supplementary
materials (excipients and
additives) and biodrugs;
technological transfer and
services

I R AR R
R - BB RMAL
(B RAINE) &
BRS¢ BT R RS

The research, development
and production of drugs,
natural drugs and
synthetic drugs;
technological transfer of
and services for the
research and development
of biodrugs, natural drugs
and synthetic drugs;
pharmacodynamic and
clinical research of drugs

M - AEREESER -
ARERREKER
EAEYZE R  RNEm
K&K &2 i R
Bz RS E R R
B in 2 BERHR R R ER IR FE



Notes to the Financial Statements (continued)

Bt % ¥R & M & (&)

For the year ended 31 December 2003
BE_ZZ=F+_A=+—HILFE

10. XM B2 R zEHE (&)

10.
(continued)

INTERESTS IN SUBSIDIARIES

Place of
incorporation/
establishment/

operations
Company name Legal status ML
NEERB SEE A BRI/ A it 2
Venturepharm Private company British Virgin
Laboratories FLERT] Islands
(BVI) Limited BRI
(“VP (BVI)")
Venturepharm Life  Private company Hong Kong,
Sciences Capital ~ FAZ Q7] PRC
Limited HEIEE
BrEmiHigE
ERAR
PK. Pharmatech Private company Mumbai, India
Private Limited FLERT] HERE

Notes:

(a) Pursuant to an agreement entered into between the
Group and the minority shareholder of Dezhong VP the
minority shareholder agrees to waive its 4.488% profit
sharing in Dezhong VP for the three years ending 31
December 2005. Accordingly, the Group’s profit sharing
in Dezhong VP for the year was changed from 94.512%
10 99%.

(b)  V Biopharm is 2.5% owned by Dezhong VP, Pursuant to
the agreement mentioned in note (a), the Group's profit
sharing in V Biopharm was also changed from 99.863%
t0 99.975% for the three years ending 31 December
2005.

(c)  The Group held major representation of the board of
directors in this company.

None of the subsidiaries had any debt securities
outstanding at the end of the year or any time during
the year.

Attributable
Registered equitable
and fully interest held
paid capital EiERFEZ
B934 e Principal activities
BERAK HiE BE IEEK
Direct Indirect
US$100 100% - Investment holding
1003 7T REZER
HK$10,000 - 100% Inactive
10,0007 70 I AR S
INR 100,000 - 50% Inactive
100,000E1E E £t (note (c)  MAEFREFELS
(BfE(e))
B 52

57
a) MEAEEEEZEZ2ZVHBREIZARE®
LERRRAENEEMH»EERER2EE_Z
ZHE+__A=1+—HIE=AFE 24.488%%
Ao B AEBMRAEEHBRESR ZEF
FH94.512% F R E99% °

) EREE2EEE2BEH25%HER - BIEM Q)
Fritz s AEBEE_ZTRF+ A=
+—HIE=AFEEE 25 2 %) H99.863%
B K E99.975% o

0 AEBEZARZEFTETREBZHEML -

B 2 ) A A 4 o A A AT P 5 4]
R B o

7
el
S
g
e
anf
B
I
o
[
A
A
1]
_m
_m
Eiy



Notes to the Financial Statements (continued)

Bt % ¥ & Y & (&)

For the year ended 31 December 2003
HE-_ZZ=F+_A=+—HILFE

11. INVESTMENTS IN SECURITIES 11. BFRE
RMB'000
ARBT T
Non-current FETRED
Unlisted held-to-maturity Ik ETiEA FIE
debt securities 2B ES 25,906
12. INVENTORIES 12. &
2003 2002
RMB’000 RMB'000
AR%T T ARET T
THE GROUP REEHE
Work-in-progress R G
— contracted (note (a)) — B4 (Hi7ta) 7184 4,195
Work-in-progress e
- not-contracted (note (b)) — RETA) (FF3Eb) 14,459 9,215
Allowance for work-in-progress TERmEE (2,323) (2,881)
19,320 10,529
Notes: B 5E -
(a)  The balance represents the project costs incurred for (@) RREHREEITNZIAERME - RE FRER i
58 the contracted research and development, il K UG AR S BE A 2 TR B AN - MR R R
pharmaceutical application, registration and testing B E 2 i S AR RS B E M R 8 U ER AR FE
services, but have not met the extent of the milestone HEEHIE -
payments earned in accordance with the applicable
performance requirements and contractual terms.
(b)  The balance comprises of development costs incurred (b)  ERAEEMIERUERIINERAR L& ZAEKRA -
with the intention of outright sales as technology BRARFTIZEH °
transfer but have not been contracted.
(c) At 31 December 2003, the carrying amount of (c) )\5’\\\:%?%_?5¢+:\ﬁ =+—H - UAA#ERFE
inventories that were carried at net realisable value 5'J%§Zﬁ§ﬂ§ﬁ@ﬁ/\§?ﬁ51,292,0007—5(:gg
amounted to RMB1,292,000 (2002: RMB1,406,000). =% : AR%1,406,0007T) °
13. TRADE RECEIVABLES 13. EWEZ R
The Group allows an average credit period of 90 days AEBRHTHESEFP 2 FHEEHR0A -
to its trade customers. The aged analysis of trade REZERBAREEEREZERZREDTOT
receivables of the Group at the balance sheet date is
as follows:
2003 2002
RMB’000 RMB’000
AR%T T ARET T
Within 90 days 90H A 1,584 1,720
91 - 180 days 91H=180H 50 470

1,634 2,190

Venturepharm Laboratories Limited ® Annual Report 2003



Notes to the Financial Statements (continued)

Bt % ¥R & M & (&)

14. AMOUNTS DUE FROM RELATED

15.

COMPANIES

Details of amounts due from related companies are as

follows:

Name of company

Sanmenxia Sinoway Pharmaceutical

Co., Ltd. (“Sinoway
Pharmaceutical”)
Venturepharm Inc. (“VP Inc.”)

Both companies are the subsidiaries of the Company’s

shareholder.

The amounts are unsecured, interest-free and repayable

on demand.

SHARE CAPITAL

Ordinary shares of HK$0.10 each
Authorised:
At the date of incorporation
(note (i)
Increase during the period
(note {iii))

At 31 December 2003

Issued and fully paid:
Issue of share to initial subscriber
(note (i)
Issue of shares on acquisition of
a subsidiary (note (ii))
Issue of shares by capitalisation
of the share premium
account (note (iv))
Issue of shares on placing (note (v))

At 31 December 2003

ACIE=T

=PIRERA M B

BERRAA

G- 1)
Venturepharm Inc. (VP Inc.])

For the year ended 31 December 2003
BE_ZZ=F+_A=+—HILFE

14. EWEEQFFIE

EWBERRREZHBAOT ¢

THE GROUP  THE COMPANY

rRH ZNANE

2003 2002 2003
RMB’000 RMB’000 RMB’000
ARBTRE AREBTET AR%¥TR
990 - -

1,661 1,005 25
2,651 1,005 25

MAERBERARARRZMBAT -

BEREAREER RERKERKEE -

15. A&
Number of Shown in
ordinary the financial
shares Amount statements
TERHE &8 BERRIE
HK$'000 RMB’'000
AREF T AREF T
FIE(E0. 105 T 2 LAk
SEERA
PAEE AL B R ()
500,000 50 53
HRP93 0 (B Gii))
999,500,000 99,950 105,947
W_ZEE=F+_A=+—H 1,000,000,000 100,000 106,000
BEITRER
AIEXREATEITRG
(BF=E() 1 = =
E U EEF B A R 1T
Bt (B (i) 22,294,733 2,229 2,363
RAEARMERD R B
B imE& TR m
(B =E(Giv) 247705,266 24,771 26,257
ARCEmETRM FEWV) 90,000,000 9,000 9,540
W_ZEE=F+_A=+—H 360,000,000 36,000 38,160
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Notes to the Financial Statements (continued)

Bt % ¥ & Y & (&)

For the year ended 31 December 2003
BHE_ZZ=F+_RA=+—HILFE

15. SHARE CAPITAL (continued)

Details of the changes in the Company's share capital
for the period from 21 May 2002 (date of incorporation)
to 31 December 2003 are as follows:

(i)  The Company was incorporated on 21 May 2002
with an authorised share capital of HK$50,000
divided into 500,000 shares of HK$0.10 each. One
share was allotted and issued to the initial
subscriber of the Company on the date of
incorporation.

(i) On 31 March 2003, the Company issued
22,294,733 ordinary shares of HK$0.10 each for
the acquisition of VP (BVI) pursuant to a
reorganisation agreement.

(i) Pursuant to a written resolution passed by the
then shareholders of the Company on 31 March
2003, the authorised share capital of the Company
was increased from HK$50,000 to
HK$100,000,000 by the creation of additional
999,500,000 ordinary shares of HK$0.10 each.

(iv)  Pursuant to a written resolution passed by the
then shareholders of the Company on 23 May
2003, the Company allotted and issued a total of
247,705,266 ordinary shares of HK$0.10 each to
the then shareholders of VP (BVI) by way of
capitalisation of the sum of HK$24,771,000
standing to the credit of the share premium
account and the capital reserve of the Company.
These new shares ranked pari passu in all respects
with the then existing shares.

(v)  On 10 July 2003, the Company placed 90,000,000
ordinary shares of HK$0.10 each to professional,
institutional and other investors at a price of
HK$0.41 per share. These new shares ranked pari
passu in all respects with the then existing shares.

The amount of share capital at 31 December 2002
shown on the consolidated balance sheet represents
the aggregate amount of share capital of the companies
comprising the Group as at that date.

Venturepharm Laboratories Limited ® Annual Report 2003

15. B (48)

R-ZEZE_FRA-_+—H GEftkZBH) =
—EE=F+ A=+ —HILHBRZARA A KRR
FEFEBWOT :

() ARARZZTZE-_FRA=-F+—HFEMK
ﬁ'ﬁimk$%wow%ﬁ~ﬁﬁ
500,000/ & R EE0.10E T 2 & fn ° Rt
Az BHR - AR A BL 3 R EIT1ARAR (D T
ARABERBEAL -

iy R-ZZE=F=ZA=+—8 ' A2aBE
E 7 E U VP (BVI)EE1722,294,7330%
FAREE0.10/ T2 T @Ak

(i) WEAAFAEFREBBER_ZTZT=F=
A=1T—HZEEBRZEER  NRFRZEE
A& ANFERE [V2577999,500,0000% FAX EI1EO0.10
I 2 @Ak E - F50,000% T IE N2
100,000,0005% 7T °

(iv) BEBEARAERRENR_TTE=FFA=
TZHBBCEERZR  ARABRAG
i EERA 24,771,000/ 7T 2 #EBR FUEE R AR A
AICERNBHBBIEER  URERETE
$£247,705,266/% FRX EE0.10/8 7.2 L 1@
B&FVP (BVI)Z BEFAEER - sk SH D HE
KREERNESTEAZEREMAA -

(v) RZZEZE=FtHT+H  ARFUERKR0.41
7570 BC 590,000,000 & AX EI1E0.108 702
TERTERX  BEBERAMKEES - ZF
Tk EEFRE 2 ROES THEBES
B S5 67 o

R _FE_F+-_A=1—HEEZ =
ZBAHKE  HERAEEZ ARRZB ZBAR
e -



16. SHARE OPTION SCHEMES

As at 31 December 2003, the Company operates two
share option schemes. A share option scheme was
adopted and approved by the sole shareholder of the
Company on 31 March 2003, pursuant to which the
Company granted certain share options to employees,
directors and other participants prior to the listing of
the Company on the GEM of the Stock Exchange (the
“Pre-IPO Share Option Scheme”). Another share option
scheme was also adopted and approved by the
shareholders of the Company on 23 May 2003 (the
“Share Option Scheme”).

Both schemes were adopted for a period of ten years
commencing from 23 May 2003 pursuant to a written
resolution of the shareholders passed on 23 May 2003
for the primary purpose of providing incentives or
rewards to directors, eligible employees and other
participants. Under both schemes, the Company may
grant options to eligible employees and directors of the
Company and its subsidiaries, to subscribe for shares
in the Company. In addition, under the Share Option
Scheme, the Company may, from time to time, grant
share options to any contractor, supplier, customer,
agent or advisor, of the Group at the discretion of the
Board of Directors.

The number of shares which may be issued under the
Share Option Scheme is subject to the following limits:

() the maximum number of shares which may be
issued upon exercise of all outstanding options
granted and yet to be exercised under the Share
Option Scheme and any other share option
scheme of the Company must not in aggregate
exceed 30% of the total number of issued shares
of the Company from time to time.

(i) the total number of shares which may be issued
upon exercise of all options to be granted under
the Share Option Scheme and other share option
schemes is not permitted to exceed 36,000,000
shares, representing 10% of the issued share
capital of the Company at the Listing Date.

Notes to the Financial Statements (continued)

Bt % ¥R & M & (&)

16.

For the year ended 31 December 2003
BE_ZZ=F+_A=+—HILFE

BRESE

R-ZFZF=FF+_A=t+—8 ARAETMHA
BREE - ARRHE—RRN_FT=F=F
=+ BRARAE—RE RS R - K
RBEEARRRBZFARIZIR EMAIAES - &
ERHEMB2EERIETHBEE ((BR2RE
RATERERTE]) - RARBRNR _ZT=F
TAZ T =B RIES —ABEREE ([
PerEst&ll) -

BRERRN _ZZ=FAA_+=RRBZEMA
RER - MBI ZRMFHHAE —_TT=F
TA-+T=ARH+F HIEENRRNES "
EEREEBREMSEERHBHHOE - RIF
ZMIER & ARARAIRAARRREMBARA
BRREB NEERHBREGE - URBEAREMRL -
BEAN - AARAIRIEERAET EIRESTERIB T
R RAKETAAZE  HER TP &2
R BB U

RIBEBAER 3BT 2RO BB X TS EMR
MR

()  BEITERBERER S RAQ R EEEMm
FERRFE T EI PR I 1 M R AT 2 BT B AR
EmA T xaROEE @ TFEBA
RATTREEETROLEZ230% -

(i)  BAITEREERES S & E R 2
Frf 2 2 2R AR A M ] R 31T 2 IR 19 78
H NS B3836,000,0000% 815 + BME A A &
RETABHZEETRAZ210% °
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Notes to the Financial Statements (continued)

Bt % ¥ & Y & (&)

For the year ended 31 December 2003
HE-_ZZ=F+_A=+—HILFE

16. SHARE OPTION SCHEMES (continued) 16. BB IR AESH & (&)

62

The terms of the Pre-IPO Share Option Scheme are
substantially the same as those of the Share Option
Scheme, except that the maximum number of shares
in respect of which options may be granted under the
Pre-IPO Share Option Scheme is limited to 11,520,000
shares.

A nominal consideration of HK$10 is payable upon
acceptance of the grant of the options. The exercise
price is determined by the directors of the Company
and will be the highest of (a) the closing price of the
ordinary shares of the Company on the date of offer;
(b) the average of the closing prices of the ordinary
shares of the Company for the five business days
immediately preceding the date of offer; and (c) the
nominal value of the ordinary shares of the Company.

Any options granted under the Pre-IPO Share Option
Scheme and the Share Option Scheme must be
exercised during such option period as may be
determined and notified by the directors of the
Company, which shall not exceed 10 years from the
date of grant of the options.

Details of the Company's share option granted under

BRRIE B R A RS R AT B A T B I 2 BB AR
TS R 2 B 88 B £ BR 4311,520,0008% A A7 51 -
EVNGE G S (PAT S/ PN Gl g
sTEIRER -

KERE10ETARNZMNBRER N - 1TEE
DHRARBEEEERRTI=ZEZRTE : ()
ARB 2 EBRAEEBRERASHZHTE : (b
REZFLBEREASNZAELEXAARARR]E
Bl FHRHE  ROAARERKRZHEE -

RBEE R AR EIRA BB 8 & B 3K
HZ EREREAR A AR EEAETLAE
ZBRAEMEARTE T FEEA RN BRE
ZBEE T

BREBEERRARERAIBRETERE 2 AARB

the Pre-IPO Share Option Scheme are as follows: IREFIBUT -

Outstanding

at

Granted on Exercised 31.12.2003

Exercise Exercisable 20.6.2003 during R-ZTE=F

price period R-ZBE=F theyear T=—H=+—H

TEE 1TEH ARAZTHES RERTHE B

Directors HK$0.32 20.6.2003 - 19.6.2013 9,000,000 - 9,000,000
= 0.3287T “ET=FAZF+RAZE
—E-=%XAt+hH

Other participant HK$0.32 20.6.2003 - 19.6.2013 720,000 - 720,000
Hip2E 0.32%7T —TT=FRA-THZE
—E—=%xA+NH

Other participant HK$0.40 20.6.2003 - 19.6.2013 1,800,000 - 1,800,000
Hih 28 0.40/87T “ET=FAZF+AZE
—E-=FXAt+hH

11,520,000 - 11,520,000

No options have been granted under the Share Option
Scheme since its adoption.

Venturepharm Laboratories Limited ® Annual Report 2003
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17. RESERVES

Notes to the Financial Statements (continued)

Bt % ¥R & M & (&)

For the year ended 31 December 2003
BE_ZZ=F+_A=+—HILFE

17. %%

Share Capital Contributed Accumulated
premium reserve surplus profit Total
Rt iE EARE BHBH RHEA At
RMB'000 RMB'000 RMB'000 RMB'000 RMB'000
ARETT ARETR ARETT ARETT ARETT

THE COMPANY KA E]
Capital contributed by shareholders Rz EREE = 6,622 - - 6,622
Contributed surplus arising on SEEHEMELEZ

Group Reorganisation BEHEHG - = 28,011 - 28,011
Issue of shares on placing B i &5 T 31 TRR 1D 29,574 - - - 29,574
Capitalisation issue during the period HRNE RN ETT (20,529) (5,728) - (26,257)
Expenses incurred in connection BRAETRMIIBZAXZ

with the issue of shares (9,045) - - - (9,045)
Net profit for the period B 4E 7| - - - 1,957 1,957
At 31 December 2003 RZTE=F

+=—A=+—8H - 894 28,011 1,957 30,862

Statutory reserve EEE

As stipulated by the relevant PRC laws and regulations,
the subsidiaries of the Company established in the PRC
shall set aside 10% of its net profit after taxation for
the statutory surplus reserve fund (except where the
reserve balance has reached 50% of the subsidiaries’
paid-up capital). The reserve fund can only be used, upon
approval by the board of directors and by the relevant
authority, to offset accumulated losses or increase
capital.

Statutory enterprise expansion fund

As stipulated by the relevant PRC laws and regulations,
the subsidiaries of the Company established in the PRC
shall appropriate 5% to 10% of its net profit after
taxation as the statutory enterprise expansion fund. The
directors shall have discretion in determining the
percentage within the range specified by the relevant
PRC laws and regulations.

RIBBBETEBUEAPINOERZRTE - ARARFE

ALz MY R RIZARS EBRBR AN Z10% BAE
ERABREES (REEHRENBARERRAR
Z50%R5N) - REmESETRANEHEZEAER 63
FIBMER  HEAREERABRIBHE

EETLH¥EREL
REBBBETBUAPIROERZRTE - ARRIRFE
PRI Z B AR B EBRIRR AN Z6%E10%
BAZECRBRRES - EFAREBABTEE
FINERARE < BEMMISEEBE DL -
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17. RESERVES (continued)

Special reserve

The special reserve represents the differences between
the nominal value of the shares of VP (BVI), the company
which was the holding company of other members of
the Group prior to the Group Reorganisation, and the
nominal value of the Company's shares issued thereof
pursuant to the Group Reorganisation.

Capital reserve

The capital reserve represents the additional
contributions made by the shareholders of the Company
prior to the listing of the Company’s shares on the Stock
Exchange.

Contributed surplus

The contributed surplus represents the difference
between the net assets of the subsidiaries and the
nominal amount of the Company’s shares issued in
exchange thereof pursuant to the Group Reorganisation.

The Company's reserves available for distribution to its
shareholders comprise share premium, contributed
surplus and accumulated profit which in aggregate
amounted to RMB30,862,000. In accordance with the
Company's Articles of Association, dividends shall be
payable out of the profits or other reserves, including
the share premium account, of the Company and, under
the Companies Law (2002 Revision) of the Cayman
Islands, the Company must be able to pay its debts as
they fall due in the ordinary course of business
immediately following the distribution or dividend.
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For the year ended 31 December 2003
HE-_ZZ=F+_A=+—HILFE

17. &1 (&)

135l 1 1

RrplfE B ETEVP (BVI) (REEAR AR B A A
BRRZERRR) B EEREARAREEE
EEMBTCBROAEMERZIER -

=N
B AR FEREARR B BRIRN AR B R X A
EHRIAEZBINEE -

gll’ -@ﬁ
ERBEREENB AR 2 EEFERRRARE
SESABTMERRZ RO HMEMER 2 ZH -

RARAHESIRTRR 2FEHERERODZE - &
BABRBATaN - A HE AR30,862,0007T °
BERARBBER BN ZREEBERRE
Pk EMFEEPELD (RRERNDEER) o b -
BEFASHESZ2RARE(ZTEZTZFER]) - &
NABAEBRERERE Z21E @ AN ERER
BREPEHZEE -



Notes to the Financial Statements (continued)

Bt % ¥R & M & (&)

18.

19.

NON-CASHTRANSACTIONS

During the year, the major non-cash transactions were
as follows:

()  On 31 March 2003, the Company issued a total
of 22,294,733 ordinary shares of HK$0.10 each
for the acquisition of VP (BVI) pursuant to the
Group Reorganisation.

(i)~ Pursuant to a written resolution passed by the
shareholders of the Company on 23 May 2003,
the Company allotted and issued a total of
247,705,266 ordinary shares of HK$0.10 each to
the then shareholders of VP (BVI) by way of
capitalisation of the sum of HK$24,771,000
(equivalent to RMB26,257,000) standing to the
credit of the share premium account and the
capital reserve of the Company.

OPERATING LEASE COMMITMENTS

At the balance sheet date, the Group had commitments
for future minimum lease payments under non-
cancellable operating leases in respect of land and
buildings which fall due as follows:

Within one year —&R

More than one year but —FUHERFR
within five years

Over five years R AF

Operating lease payments represent rentals payable by
the Group for its office premises. Leases are negotiated
for an average term of four years and rentals are fixed
for the lease term.

18.

19.

For the year ended 31 December 2003
BE_ZZ=F+_A=+—HILFE

(RERS

FAZTEFREXZMT ¢

i) R-EBEE=F=A=+—H  AQ7IRE
EEHHEGUEEVP (BVI)A $£3£1722,294,733
A% &R EE0.1078 T 2 EBA% -

(i) WBEARABRER-ZZ=FRA=-_1+=
HRACEERZESR  AARBRKRAOEE
BRH 24,771,000 L (HERARK
26,257,0007T) 2 ERRER AR T 2 ER
RHEBEER  URZERZETAH
247,705,266% & X E{E0.10% 7T 2 E B A
FVP (BVI)Z &R R ©

REHENEE

REHE B - ARERIEA A BEEE S HORER
R E AL RBF 2 RRFEBRSAENT ¢

2003 2002
RMB’000 RMB'000
AR®TR ARETE
1,672 857
7,203 7,086
5,684 7,490
14,559 15,433

REBHVFBAZEARERERREME 2 BN
He  HOFOFHREANSE  MENHAZ
HEEE °

it
7
el
S

B
e
anf
B
I
o
[
A
A
1]
_m
_m
Eiy

65



Notes to the Financial Statements (continued)

Bt % ¥ & Y & (&)
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20. COMMITMENTS

21.

At 31 December 2003, the Group had commitments of
approximately RMB1,250,000 (2002: nil) for the capital
contribution to establish a subsidiary but not provided
in the financial statements.

RETIREMENT BENEFITS SCHEME

The Group contributed to a local municipal government
retirement scheme for all qualified employees in the
PRC. The employer and its employees are each required
to make contributions to the scheme at the rates
specified in the rules. The only obligation of the Group
with respect to the retirement scheme is to make the
required contributions under the scheme. No forfeited
contribution is available to reduce the contribution
payable in the future years.

The total cost charged to income statement of
approximately RMB524,000 (2002: RMB478,000)
represents contributions payable to the scheme by the
Group during the year.
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R-ZBZ=F+_A=+—0  "EERMUKZ
M A BB AR R IS RR b B e 2 ST B A B A
E#1,250,000T (ZEE =4 : &) o

3R 148 R 5T &

AEEAHAT RS ERER R TR
IR - B RIB B BROED 2 B R A
BRI G - ARERAH B2 R—BER
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5K 3R 2 7 A 3 -
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22. CONNECTED TRANSACTIONS 22. BEXS

During the year, the Company had the following RAFIREANESE TEE AT (RAKRIFEZER
significant transactions with certain related parties BHELIMBANZERWGIEREAL) CERAR
which also deemed to be connected persons as defined ST
by the Rules Governing the Listing of Securities on the
GEM:
Name of 2003 2002
connected person Nature RMB’000 RMB'000
BEAL (A= AR¥TRT ARETT
Sinoway Pharmaceutical Revenue — New drug formulation data transfer
BEhAE BT Woas— 8 T BRI & R - 178
VP Inc. Revenue — Contracted research and development,

pharmaceutical application, registration and

testing services

Wan—BEETAM R R - REERGE -« il ROAISARTS 1,655 2,003

The above transactions were carried out in accordance LT B TR E T E 2 MEFELT °

with the terms agreed by both parties.

Balances with these related parties as at 31 December R-BZ=FF+_A=1+—"HARFEHZFER 67
2003 are set out in note 14. AT 2 GERRE AT EE14 ©

In addition, the minority shareholder of Dezhong VP has o EBREEZLVEBRRERKER =TT =

been entered into an agreement with the Group in ﬁ‘i'fﬂ Al AENEEMSEERER
December 2003 and agreed to waive its 4.488% profit HE-_TZTRAF+-_A=+—RHL=EFEZ

sharing in Dezhong VP for the three years ending 31 4.488% 5 H) °

December 2005.
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23. POST BALANCE SHEET EVENTS 23. #EH®EZ2SEHE

Subsequent to the balance sheet date, the Group has REBREEBHRBEETYERE :
the following events:
BEASBEE=FTR_ZT=F1+ A

1. Pursuant to an agreement entered into by the 1.

Group and a third party in October 2003, a 51%
owned subsidiary was established in the PRC with
a registered capital of US$600,000 in January
2004. The subsidiary is engage in the

VWE S RZEEMOF-AEREKZ
—EAEEBEAEN BERZHMBLAR - B
A& A 43600,000% 7T © & MIE A F 5
FHEGHUENER -

manufacturing and trading of drug products.

REZZZTWMFE—F  AEBEF M IBHRE
RBIR Y —FHERESEE - EEfER
7#%600,0003E 7T, © 5% Fk (R 12 I & 48 Th it =5 4%
mEERER -

2. In January 2004, the Group entered into an 2.
agreement to establish a jointly controlled entity
in the PRC with a registered capital of
US$600,000. The jointly controlled entity will
engage in the manufacturing and trading of drug
products.

68

Venturepharm Laboratories Limited ® Annual Report 2003



WA

Venturepharm



