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Report of the Directors

The Board of Directors of the Company (the “Board”) presents herewith

its report, and the audited accounts of the Company for the year ended
31 December 2000.

WORKING REPORT OF THE BOARD

1. During the year, the Board convened three meetings at the

Company’s registered office:

A. On 14 April 2000, the first meeting was convened, during

which the following resolutions were passed:

(1M

To approve the report of the Directors for the year 1999;

To approve the audited accounts of the Company and the

Group for the year 1999;

To approve the profit appropriation plan of the Company
for the year 1999;

To approve the re-appointment of PricewaterhouseCoopers
(Certified Public Accountants in Hong Kong) and Shine
Wing (Certified Public Accountants in PRC) as the
international and PRC auditors respectively for 2000 and

authorise the Directors to fix the auditors’ remuneration;

To approve the remuneration of the Directors and the

Supervisors for the year 2000;

To approve the internal control policies of the Company
in respect of provision for diminution in value of assets

and treatment of related losses;

To approve the written report on the provisions for
diminution in value of assets and treatment of related

losses submitted by the general manager;
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WORKING REPORT OF THE BOARD (Continued)

(8) To approve the resignation of Mr. Liang Shangcheng from

the position of director; and

(9) To approve and authorise the Board to repurchase H
Shares of the Company up to a maximum of 10% of the

aggregate nominal value of the total H Shares in issue.

On 21 July 2000, the second meeting was convened, during

which the following resolutions were passed:

(1) To approve the interim report for the six months ended
30 June 2000; and

(2) To recommend neither the distribution of an interim
dividend, nor any transfer from capital reserves into share

capital.

On 25 October 2000, the third meeting was convened, during

which the following resolutions were passed:

(1) To approve the proposed application to the China
Securities and Regulatory Commission for the issue of not
more than 30 million A Shares of the Company (the “A
Shares Issue”). The details of the application included the
type of securities to be issued, number of additional A
Shares to be issued, par value, target subscribers, pricing
and issue price, offering structure and proposed use of

proceeds;

(2) To approve and authorise the Board, upon the completion
of the A Shares Issue, to make amendments to the Articles
of Association, and to file the amendments for registration

with the relevant authorities in the PRC;
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WORKING REPORT OF THE BOARD (Continued)

(3)

To approve and authorise the Board to do for and on
behalf of the Company all relevant matters in connection

with the A Shares Issue;

To approve, upon the completion of the A Shares Issue,
the existing and new shareholders of the Company be
entitled to the undistributed profits of the Company;

To approve the investment projects which are to be
financed by the net proceeds received from the A Shares

Issue; and

To approve the explanatory statements in relation to the
use of proceeds raised previously from the issue of A
Shares and the report of Shine Wing Certified Public
Accountants in relation to the use of proceeds raised

previously from the issue of A Shares.

The dividends for 1999 were fully paid by 8 August 2000. The

A Shares Issue approved by the first extraordinary general meeting
in 2000 is being dealt with.

3. On 12 June 2000, a Share Repurchase Mandate was granted to

the Directors at the 1999 annual general meeting authorising the

Directors to repurchase H Shares up to a maximum of 10% of

the H Shares in issue at the date of passing the resolution. The

Board confirmed that the Share Repurchase Mandate had not been

exercised as at 31 December 2000.
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EE  EEREREEABRERDE DIRECTORS’, SUPERVISORS’ AND SENIOR OFFICERS’
g INTERESTS IN SHARES

RAEAEERBELSRESZHMBEEIAB T The Directors and Supervisors who held offices during the year and
SAEHNES  EZHEALTRMDELGIE  up to the date of this report and, according to the register of
L RBANQTIREEES (WEEL)  shareholders maintained by the Company in accordance with section
FPIE T+ NIRFRENS LM IRIRIEZR 29 of the Securities (Disclosure of Interests) Ordinance or to the
N ARTDES - BESRSMEEA  knowledge of the Company, the shareholding of each of the Directors,

ERFBEALTRDERUT : Supervisors and Senior Officers of the Company were as follows:
BAEERS
Beneficial personal interests
_EEERF -
+-B=+—H —H—H
As at As at
31 December 2000 1 January 2000
R FFRE
Number of shares held Number of shares held
WITES : Executive Directors
Bife EFER Mr. He Duanshi, Chairman 4,500 4,500
BER AIEFR Mr. Lu Shengmin, Vice Chairman 4,500 4,500
B Mr. Li Yiwei 4,500 4,500
=z A Mr. Li Zhi 4,500 4,500
SRINE Mr. Zhang Gongquan 4,500 4,500
=1 Mr. Li Shixiang 4,500 4,500
TR Mr. Yu Gongfu 4,500 4,500
2l Mr. Liu Congde 3,500 3,500
= Bl Mr. Gao Qinggang 3,237 3,237
ZEH (R_EEE Mr. Liang Shangcheng
mA+MmEEEE) (resigned on 14 April 2000) 4,500 4,500
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B  EEREREEABRERDE DIRECTORS’, SUPERVISORS’ AND SENIOR OFFICERS’

g (18 INTERESTS IN SHARES (Continued)
BAEHER
Beneficial personal interests
e £ 122 it EL
+-HA=+—H —B—H
As at As at
31 December 2000 1 January 2000
FFRE IR E

Number of shares held Number of shares held

FHRITES : Non-executive Directors

paE Mr. Qi Moujia KA nil KFEFE nil
== Mr. Xiao Yu KEFA nil KFEFE nil
EL=E Ms. Julia Frances Charlton KRIFE nil KEB il
BE: Supervisors

BRE Mr. Ma Jingxing 4,500 4,500
TEAR Mr. Yu Changjie 3,000 3,000
EZEW Ms. Zhai Lumin KEFA nil KEFE nil
F IB Ms. Wang Xuan KFE nil KFEFE nil
B = HT Ms. Liu Aihong KA nil KFEFE nil
SREEBAS : Senior Officers

5 = Ms. Guo Qin 12,483 12,483
R R AR Mr. Zhang Zhongming 3,237 3,237
EigRE Mr. Ren Fulong 3,240 3,240
BREK Mr. Cao Changgqiu 3,000 3,000
58 &= Ms. Guo Lei KEFA nil KEFE nil

KRDEE  LEERNSMEEABPFRAE  Shares held by the Directors, Supervisors and Senior Officers are A
BIIRAR » WIRBE_EEEF+_H=1 Shares and the number of shares and the persons holding them
—HIEFEREFRARAERMDMIEHEE  remained unchanged during the year 2000.

B -
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Report of the Directors (continued)

REMUNERATION OF DIRECTORS AND SUPERVISORS

Details of the remuneration of the Company’ Directors and Supervisors
are set out in note 9 to the Accounts prepared under HKGAAP.

INDIVIDUALS WITH THE HIGHEST REMUNERATION

The five individuals with the highest salaries paid by the Group and
the Company during the year were all Executive Directors of the
Company.

DIRECTORS’ AND SUPERVISORS’ RIGHTS TO ACQUIRE
SHARES

At no time during the year was the Company, its holding company
or its fellow subsidiaries a party to any arrangements to enable any
of the Company’s Directors, Supervisors, or their spouses or children
under 18 years of age to acquire shares in, or debentures of, the

Company or any other body corporate.
SERVICE CONTRACTS OF DIRECTORS AND SUPERVISORS

Each of the Directors and Supervisors entered into a service contract
with the Company for a period of three years which commenced on
1 July 1999. The terms of the service contracts may be renewed by

both parties pursuant to the terms thereof.

No existing Directors or Supervisors have a service contract with the
Company which is not terminable by the Company within one year
without payment of compensation (other than statutory compensation).

MANAGEMENT CONTRACTS

No contracts concerning the management and administration of the
whole or any substantial part of the business of the Company were
entered into or existed during the year.
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Report of the Directors (continued)

DIRECTORS’ AND SUPERVISORS’ INTERESTS IN CONTRACTS

Ms. Julia Frances Charlton, a non-executive director of the Company,
is currently a partner of the law firm, Charltons, the legal advisor of
the Company on Hong Kong law, which receives and will receive legal
fees in connection with its representation of the Company’s affairs.

Except as stated above, no contracts of significance in relation to the
Company’s business to which the Company, its holding company and
its fellow subsidiaries and in which any directors or supervisors had
a material interest, whether directly or indirectly, existed at the end
of the reporting year or at any time during the year.

ACCOUNTS

The Group’s result for the year ended 31 December 2000 and the
financial position of the Group and the Company as at 31 December
2000 prepared in accordance with HKGAAP and PRC accounting
standards are set out in the “Accounts prepared in accordance with
HKGAAP” and “Accounts prepared in accordance with PRC
Accounting Standards” respectively.

FINANCIAL SUMMARY

A summary of the results, assets and liabilities of the Group prepared
in accordance with HKGAAP and PRC accounting standards for the
last five financial years is set out in section headed “Summary of

Financial and Operating Results”.
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Report of the Directors (continued)

DIVIDEND

In accordance with PRC accounting standards, the Group realised a
net profit of RMB69,119,000, of which 10% is appropriated to the
statutory surplus reserve, 5% is appropriated to the welfare reserve,
and 10% is appropriated to the discretionary surplus reserve,
amounting to RMB6,912,000, RMB3,456,000 and RMB6,912,000,
respectively. After taking account of the proposed final dividend for
2000 of RMBO0.08 per share, which represents a total final dividend
payable of RMB34,185,000, the undistributed profit of the Group for
the reporting period is increased by RMB17,654,000 as compared to
the previous year.

The Board declares and proposes the final dividend for the year ended
31 December 2000 as follows:

To declare a final dividend for the year 2000 of RMB0.08 per share
(approximately HK$0.0754, including income tax for A Shares), based
on 277,312,830 A Shares and 150,000,000 H Shares in issue.

Profit appropriation policy for the year 2001 will be as follows: (1)
the profit for the year 2001 will only be distributed once; (2) the
dividend for 2001 will be 35% to 45% of the net profit of 2001; (3)
the undistributed profit for the year 2000 will not be distributed; and
(4) the profit distribution will be paid in the form of cash in 2001.
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Report of the Directors (continued)

PRINCIPAL ACTIVITIES AND GEOGRAPHICAL ANALYSIS OF

OPERATIONS

The principal activities of the Group are the development, production

and sales of bulk pharmaceuticals, preparations (e.g. injections and

tablets), chemicals and other products.

An analysis of the Group’s turnover by geographical locations is as

follows:

Geographical location

PRC (including Hong Kong)

BETE AEETFIT)
Turnover (RMB’000)

_EEEF —NNANE ZmE %
2000 1999 change (%)
697,815 628,023 11.11
158,357 148,189 6.86
129,401 140,671 -8.01
58,500 33,778 73.19
1,044,073 950,661 9.83

There is no major disparity in the ratios between turnover and profit

in relation to the above geographical locations, hence no analysis was

performed on profit contributions from the above geographical

locations.
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Report of the Directors (continued)

Share capital structure

N
+=

[ :DHI

%—NE
+—H
As at

=

31 December 2000

B

CHANGES IN SHARE CAPITAL AND SHAREHOLDERS

RI=E=E=
R =S

—B—H
As at

1 January 2000

IRE

Number of Shares Number of Shares

Unlisted Shares

1. BITARD (AR 1. lIssuers’ shares (A Shares)
Hr — including state shares held
Bl X B % 1D by SXPGC (A Shares)

(AEFTFEEEER
BREEEATHE)

(ABZ)
2. BEEAR (AR 2. Domestic legal person shares
(A Shares)
3. NERHE TR (AR 3. Internal staff shares (A Shares)
S EE =1 Total number of unlisted shares
BifEkin Il. Listed Shares

1. AR CHAARBE &R 1. Domestic listed ordinary shares
(AR (A Shares)

2. RN EHRINER 2. Overseas listed foreign shares
(HEZ) (H Shares)

[Pl Evak=E-1 Total number of listed shares

I1l. Total Number of Shares

_EFTFEANRNTROEEEEE)
T EEFFCHA_ A+ NHAEXRFT
30,653,330k NESIE T IR EFIFE 5K 5
ﬁﬁ_tﬁi/ﬁL °

10

217,440,000 217,440,000
16,719,500 16,719,500
— 30,653,330
234,159,500 264,812,830
43,153,330 12,500,000
150,000,000 150,000,000
193,153,330 162,500,000
427,312,830 427,312,830

Note: No change in the number of shares occurred in 2000 save for
30,653,330 internal staff shares that were listed on Shenzhen Stock
Exchange on 26 July 2000.
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Report of the Directors (continued)

CHANGES IN SHARE CAPITAL AND SHAREHOLDERS

(Continued)

IREBITHEEHBR 2. Share issues and listings
ARBR—NN=FHEHERERR The Company was reorganized from Shandong Xinhua
R —ANARE+IZE+EHER Pharmaceutical Factory in 1993. On 17 December 1996, the
EELUEREE.82BTALRENRF Company issued 144,500,000 H Shares in Hong Kong at an issue
EHAZ144,500,0008% » REE+— price of HK$1.82 per share by way of private placing and public
B=t—HREBBMERZNERAT offering. The Company’s H Shares were listed on The Stock
s —NNAEFE-—B+THITHEBE Exchange of Hong Kong Limited on 31 December 1996. On 17
BOEE#E » 221THAX 5,500,0008% 3 =/ © January 1997, 5,500,000 H Shares were issued and listed pursuant
to the exercise of over-allotment option.

ARFR—NANECECRZ+AHEE On 24 July 1997, the Company issued 10,000,000 A Shares in
MWRABAE£1310,000,00082 A% » FAZEE1T the PRC at an issue price of RMB3.45 per share. On 6 August
BRARE3.455T » WR—NANTENA 1997, 12,500,000 A Shares were listed on the Shenzhen Stock
NEERNESZZHBE LM Exchange, of which 2,500,000 shares were internal staff shares.
12,500,0008% AR » EFRE1E2,500,0008%
PERIE TAxbER £ -
ARNTNEE IERZBTHEBERS—NN= On 25 March 1993, the Company issued 33,153,330 internal staff
F=FAZ+hH > BOTERREBRAR shares at an issue price of RMB1.50 per share, of which 2,500,000
%1.507T > 21T8E4933,153,3308% » H shares were approved for listing on Shenzhen Stock Exchange on
H12,500,000 IR — N EENB/RNE® 6 August 1997 and 30,653,330 shares were listed on 26 July 2000.
RIEEZSE2 Z AT EAE » 30,653,3308%
RIEESEFTR T BHERIIE
RGP EifE e

S | ] e N R

Shandong Xinhua Pharmaceutical Company Limited
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Report of the Directors (continued)

CHANGES IN SHARE CAPITAL AND SHAREHOLDERS
(Continued)

3.

Substantial shareholders

As at 31 December 2000, the Company had on record a total of
31,502 shareholders, including 183 holders of H Shares and
31,319 holders of A Shares.

As at 31 December 2000, the ten largest shareholders of the
Company were as follows:

AR ALLE %
FEH % of
ik REBHE RizE Number of the total
No. Name of Shareholder Class of shares shares held share capital
1. UEHEREEEEREEIAT R BAR 217,440,000 50.89
Shandong Xinhua Pharmaceutical Group Company Limited Unlisted A Share
2. BBHREE (KEBA BEAQAT @ HA 138,181,999 32.34
HKSCC (Nominees) Limited Listed H Share
3. UREBEEFEERIDERAT RBAR 3,000,000 0.70
Shandong Luxin International Economic Co., Ltd. Unlisted A Share
4. Yeung Ting Kwong David i BHA 1,600,000 0.37
Listed H Share
5. HEEBETZENT RAEBAR 1,540,000 0.36
China Medical Industrial Company Unlisted A Share
6. SEMEEYENT RABAR 1,100,000 0.26
Qingdao Medical Supply Company Unlisted A Share
7. MEEBZEHNEZRAT RABAR 1,000,000 0.23
China Medical Foreign Trading Corporation Unlisted A Share
8. EHILTSRER RABAR 1,000,000 0.23
Shandong Northern Pharmaceutical Factory Unlisted A Share
9. BBLBEZRT ((VEAN) BRATAIC BR-79 B HA 902,000 0.21
Hong Kong & Shanghai Banking Corporation Listed H Share
(Nominees) Limited A/C BR-79
10. FBLDEEZRT ((KEAN) BRATA/C BR-80 B HA 902,000 0.21

Hong Kong & Shanghai Banking Corporation
(Nominees) Limited A/C BR-80

12 ——————

Listed H Share
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Report of the Directors (continued)

CHANGES IN SHARE CAPITAL AND SHAREHOLDERS
(Continued)

Notes:

1. the number of A Shares held by domestic shareholders holding more
than 5% of the total number of shares remained unchanged and there
was no mortgage over or freezing of these shares during the year 2000;

2. there was no change in the controlling shareholder during the year;

3. there is no association among the ten largest shareholders.
RESERVES

Movements in reserves of the Group and the Company during the year
2000 are set out in note 19 to the Accounts prepared in accordance
with HKGAAP, and note 17 and 18 to the Accounts prepared in

accordance with PRC accounting standards, respectively.

FIXED ASSETS

Details of the movement in the fixed assets of the Group and the
Company during the year 2000 are set out in note 10 to the Accounts
prepared in accordance with HKGAAP, and note 10 to the Accounts
prepared in accordance with PRC accounting standards.

BANK LOANS AND OTHER BORROWINGS

Particulars of bank loans and other borrowings of the Group and the
Company as at 31 December 2000 are set out in note 20 to the
Accounts prepared in accordance with HKGAAP, and note 13 to the
Accounts prepared in accordance with PRC accounting standards.

INTEREST CAPITALISED

During the year, interest capitalised in respect of loans borrowed by
the Group and the Company for financing construction-in-progress
amounted to RMB328,000.

WEFERERBDBERLF

Shandong Xinhua Pharmaceutical Company Limited
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Report of the Directors (continued)

STAFF QUARTERS

All staff quarters of the Group are owned by Shandong Xinhua
Pharmaceutical Group Company Limited. The Group did not sell any
staff quarters to its employees during the year ended 31 December
2000, but was required to contribute 5% of the basic wages of the
Group’s staff to the accommodation scheme managed by the Shandong
Province Zibo Municipal Finance Bureau, in accordance with the
relevant regulations implemented by the PRC government authorities
since 1 January 1998. For the year ended 31 December 2000,
contributions made by the Group in this respect amounted to
RMB2,363,000.

PREFERENTIAL TAX TREATMENT

According to the State Council’s notice numbered Guofa [2000] 2 in
respect of the rectification of “Levy First Refund Later” local taxation
policy and Caishui [2000] 99 notice from the Finance Bureau and the
National Tax Bureau on the implementation of the rectification of
“Levy First Refund Later” local taxation policy, the Company, as a
company listed on The Stock Exchange of Hong Kong Limited, will
continue to enjoy the preferential income tax refund treatment up to
31 December 2001.

The Company will endeavour to submit an application to the relevant
PRC government authorities for the continuance of such preferential
tax treatment subsequent to 31 December 2001. However, there can

be no assurance that such an application will be approved.

DESIGNATED DEPOSITS

For the year ended 31 December 2000, the Group had neither placed
any deposits with any non-banking financial institutions, nor had it
placed any designated deposits. The Group had no overdue time-

deposits.
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Report of the Directors (continued)

EFFECTS OF THE PRC’s ENTRY INTO THE WORLD TRADE
ORGANISATION (“WTO”)

It is expected that the Group will be affected only slightly in the short
term following the PRC’s entry into WTO owing to its competitive
advantages in respect of technologies in chemical synthetics,
management, production and research and development. In the longer
term, the Group will be confronted with more intense competition in
terms of capital, technology, staff, products and sales network by the
PRC’s entry into WTO. The Group has been, and is considering,
strategies to minimise any adverse effects arising from the PRC’s entry
into WTO and to ensure the continued development of the Group’s

business.

COMPLIANCE WITH THE CODE OF BEST PRACTICE

For the year ended 31 December 2000, in the opinion of the Directors,
the Company was in compliance with the Code of Best Practice set
out in Appendix 14 of the Rules Governing the Listing of Securities
issued by The Stock Exchange of Hong Kong Limited (the “Listing
Rules”).

AUDIT COMMITTEE

Pursuant to the Listing Rules, an audit committee, comprising three
non-executive directors, namely Mr. Qi Moujia, Ms. Julia Frances
Charlton and Mr. Xiao Yu, was established on 1 July 1999.

By reference to “A Guide for the Formation of An Audit Committee”
published by the Hong Kong Society of Accountants, written terms
of reference which describe the authority and duties of the audit
committee were prepared and adopted by the Board.

WEFERERBDBERLF
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Report of the Directors (continued)

IMPORTANT ISSUES

As to the claim to which the Company was included as one of
the leading producers of Acetylsalicylic Acid (Aspirin) in the PRC,
the Company received the final decision from the Department
of Commerce (“DOC”) of the United States of America (“USA”)
on 22 June 2000, which stated that the Company’s export of
Acetylsalicylic Acid to the USA will be subject to anti-dumping
duties at the rate of 16.51%. The counsel of the Company in the
USA has lodged an appeal to the International Trade Court of
USA for a re-ruling of the decision of DOC on 6 September 2000.
As the amount of Acetylsalicylic Acid exported to the USA by
the Company accounted for approximately 0.6% of the total sales
of the Company, the ruling on the anti-dumping claim is not
likely to have a significant impact on the marketing of
Acetylsalicylic Acid produced by the Company in the USA. Other
than the above-mentioned pending claim, the Group was not
involved in any material litigation or arbitration and no material
litigation or claim was pending or threatened or made against

the Group.

The Company, the Directors and Senior Officers of the Company
were not penalized by the supervisory authorities during the year
ended 31 December 2000.

The Company’s management and financial team is independent
of its controlling shareholder, and its assets are completely
controlled by the Company:

(1) The Company is independent of its controlling shareholder
in the respect of the management of labour, staff and salaries.
The senior officers of the Company including the general
manager and the vice general managers are remunerated by
the Company and have no important position in the

controlling shareholder.
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Report of the Directors (continued)

IMPORTANT ISSUES (Continued)

(2) The Company has its own independent production and
supplementary production system and vital auxiliary
equipment. Except for seven patent technologies and the
“Xinhua” label that are owned by the controlling shareholder,
the Company owns all other intangible assets such as
industrial property rights and non-patent technologies. The
Company also has independent procurement and sales

networks.

The Company has an independent financial department with
independent accounting system and financial management
system. The Company also maintains independent accounts
in banks.

4. The Company and its shareholders holding more than 5% of
shares of the Company did not make any undertakings in the
newspapers and websites designated by the China Securities and

Regulatory Commission for disclosure of information.
MAJOR CUSTOMERS AND SUPPLIERS

The aggregate percentages of purchases and sales attributable to the
Group'’s five largest suppliers and five largest customers, respectively,
were less than 30% of the Group’s total purchases and total sales
values for the year ended 31 December 2000, respectively.

PURCHASE, SALE AND REDEMPTION OF THE COMPANY’s
LISTED SECURITIES

During the year ended 31 December 2000, the Company and its
subsidiary did not purchase, sell, or redeem any of its listed shares.

PRE-EMPTIVE RIGHTS

According to the Company’s Articles of Association and the laws of
the PRC, there is no provision for pre-emptive rights.
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Report of the Directors (continued)

RETIREMENT SCHEME ARRANGEMENTS

The Group participates in State Social Retirement Scheme (the
“Scheme”) and pays the insurance fees according to the specific
regulation issued by the local municipal government whereby it is
required to make an annual contribution of 25% of the total salaries
and bonuses paid to staff. The local municipal government undertakes
to assume the retirement benefit obligations of all existing and future
retirees of the Group. Contributions to the Scheme are charged to the
profit and loss account as and when incurred. For the year ended 31
December 2000, the total contribution of the Group to the Scheme
was RMB16,909,000.

CONNECTED TRANSACTIONS

During the year 2000, the Group entered into the following connected

transactions.

“FEEEF —NNNE
2000 1999
AREFIT AREFT
RMB’000 RMB’000
BIRMEREEEBTREMELT > With SXPGC,
) /NS the holding company
— BERBRITRPBIAFEF — Purchase of equity interests in
REATRD The Bank of Communications and
China Pacific Insurance Company Limited — 20,577
— FBEMPTAR RS EM — Purchase of two properties in Zibo
REEMZBE and Qingdao, the PRC — 1,027
B R ERESEEFRETLT
Hitft B RS With SXPGC’s subsidiaries
— IERMRAREMH — sale of finished goods and raw materials 13,942 10,669
— RBRVHE — purchases of raw material 54,281 60,434
— EZUWA — rental income 465 465
— XUBHREMRS — payment of labour and other services 12,156 12,156

ARTEFER LR ZHLBHE R
BIER—REFETET - ZRTBEILFH
TESCEERLMRER S » WEEZF
R DAEBIEHBERBRZ —REFER
RIVREZF R B FRAE RG] LL
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In the opinion of the Directors, the above transactions were carried
out on normal commercial terms and in the ordinary course of
business. The Independent Non-executive Directors have reviewed the
above connected transactions and are of the opinion that the
transactions are in the ordinary course of business of the Group and
the agreement governing the transactions was entered into under
normal commercial terms.
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AUDITORS

The accounts of the Company and the Group for the year 2000
prepared in accordance with HKGAAP and the PRC accounting
standards have been audited by PricewaterhouseCoopers, Certified
Public Accountants, Hong Kong, and Shine Wing, Certified Public

Accountants, PRC, respectively.

The Company intends to re-appoint PricewaterhouseCoopers and Shine
Wing as international auditors and PRC auditors of the Company for
the year 2001, respectively, at the Annual General Meeting for the
year 2000 to be held on 22 June 2001.

By order of the Board
He Duanshi

Chairman

Zibo, Shandong, the PRC
9 March 2001
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