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Management Discussion and Analysis

GENERAL

The Company is mainly engaged in the business of development,
manufacture and sale of bulk pharmaceuticals, preparations, chemicals
and other products. The Group’s profit is mainly attributable to its
principal operations.

During last year, focusing on the targets set at the beginning of the
year, the Group achieved good operating results as a result of
adjustments to the product mix, technique raising activities launched
for different products and an operational strategy of balancing
production, sales and payments.

OPERATION AND RESULTS OF SUBSIDIARY OF THE
COMPANY

Shandong Zibo Xinhua Pharmacy Company Limited (the “Xinhua
Pharmacy”) in which the Company holds 88% of the total equity
interest was approved for incorporation by the Zibo Industrial and
Commercial Administration on 19 November 1999. The main
operations of the subsidiary involve the sale of traditional Chinese
medicines, prepared herbal medicine for decoction, drugs for birth

control, medical appliances, health foods and cosmetics.

In 2000, Xinhua Pharmacy is shaping as a chain drugstore model with
one existing drugstore and 4 new drugstores opened at the end of
2000. The sales of the Xinhua Pharmacy reached RMB8,892,000 and
profit after taxation was RMB551,000, 2.52 times and 1.23 times
increases, respectively, as compared to the same period last year.

SALES ANALYSIS

Under both HKGAAP and PRC accounting standards, the Company
achieved a turnover of RMB1,044,073,000 in the year ended 31
December 2000 in which sales of bulk pharmaceuticals, preparations
and chemicals and other products accounted for 63.91%, 34.38%,
and 1.71%, respectively, which represented an increase of 1.25%, a
decline of 1.58% and an increase of 0.33%, respectively, as compared
to 1999.
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Shandong Xinhua Pharmaceutical Company Limited
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Management Discussion and Analysis (continued)

Sales of bulk pharmaceuticals increased by 12.02% to
RMB667,302,000 which was mainly attributable to the expansion of
the pharmaceutical market both domestically and overseas and the
increasing turnover of the Company’s main products, amongst which
the sales of Aspirin, Aminophylline, Analgin and Hydrocortisone
increased by RMB11,130,000, RMB7,830,000, RMB24,330,000 and
RMB23,270,000, respectively.

Sales of preparations increased by 5% to RMB358,968,000 which was
mainly due to more investment in the marketing and advertising of
preparations, especially new preparations. The sales of new
preparations reached RMB100,721,000, increased by 16.04% as

compared to last year.

Sales of chemicals and other products were RMB17,803,000, increased
by 36.14% as compared to last year, which was mainly due to the
growth of sales of Xinhua Pharmacy.

RESULTS ANALYSIS

The Group's profits attributable to shareholders for the year ended 31
December 2000 prepared in accordance with HKGAAP was
RMB67,826,000 and the profit after taxation prepared in accordance
with PRC accounting standards was RMB69,119,000, representing
increases of 17.27% and 8.66% as compared to last year, respectively.

The main reasons for the increases were as follows:

1. The Group continually enlarged the scale of production and
adjusted the product mix, which resulted in sales of more than

RMB1,000 million, increased by 9.8% as compared to last year.

2. The Group continued to introduce new initiatives in reducing costs
and improving revenue. Besides reducing expenses and controlling
non-production expenditures, the Group improved the technical

quality of products and reduced the cost of products.

3. The sales of new preparations and the gross margin of the Group
increased by 16.04%, and 0.9% as compared to last year, as a

result of greater attention being paid to new preparations.
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Management Discussion and Analysis (continved

FINANCIAL ANALYSIS (in accordance with PRC accounting

standards)

Total assets of the Group as at 31 December 2000 amounted to
RMB1,362,727,000, representing a decrease of RMB21,541,000 or
1.56%, as compared to that of last year. The decrease was mainly
attributable to a reduction in accounts receivable and bank loans
which amounted to RMB56,606,000 and RMB80,276,000, due to the
implementation of the strategy of balancing production, sales and

payments and increasing financial control.

Total long term liabilities of the Group as at 31 December 2000
amounted to RMB3,562,000, approximately equal to that of last year.

Shareholders’ equity of the Group as at 31 December 2000 amounted
to RMB925,696,000, representing an increase of RMB34,911,000 or
3.92%, as compared to that of last year. The increase was mainly
attributable to the profit achieved for this year.

Profit from principal operations for the year ended 31 December 2000
amounted to RMB302,244,000, representing an increase of
RMB35,567,000 or 13.34%, as compared to last year. The increase
was mainly attributable to the implementation of the strategy of
improving the technical quality of products and reducing the cost of
products through technical research, as well as the adjustment of the
product mix through developing preparations with higher gross
margins. On the basis of the increase of sales, the Group improved
its whole gross margin by 0.9% as compared to last year. The profit
after taxation for the year 2000 was RMB69,119,000, increased by
8.66% as compared to last year. The main reasons for such an increase

are listed in the above section headed “Results Analysis”.
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Management Discussion and Analysis (continued)

STAFF AND REMUNERATION

BE_ESEEEF+_A=1+—HILArEES
T734993 N RTEEETREET TEREE
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The number of staff of the Group as at 31 December 2000 was 4,993,
and their total amount of salaries and wages payable for the year
ended 31 December 2000 was RMB79,511,000. The staff of the Group

oW : can be categorized by their work and educational level as follows:
ETHEE BETAE  Work Number of Staff
TEANE 3,608 Staff in production 3,608
TERMAE 368 Staff in engineering and technology 368
THREEBAE 283 Staff in administration 283
EUEEPN= 87 Staff in finance 87
EmRBAE 136 Staff in research and development 136
REAE 25 Staff in procurement of raw materials 25
HEAE 225 Staff in sale 225
BERE@AIAE 261 Staff in quality control and inspection 261

=5 4,993 Total 4,993
BETHEEE Educational level

KEBRUCBRE 513 University or above 513
REBFF 745 College 745
MEZRE 873 Intermediate institutes 873
=R R R R R 1,570 Senior secondary and technical schools 1,570
RIS 2R 1,292 Junior secondary or below 1,292
88 Total 4,993

1 4,993

BE_EEEF+_A=1+—HLAXERR
RE T AZZS1,757 A ©

As at 31 December 2000, the number of retired staff of the Group

was 1,757.



