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On behalf of the board of directors of the Group, | hereby present
the annual report for the year ended 31 March 2001.

CHANGE OF COMPANY NAME

The name of the Company was changed from “N P H International
Holdings Limited” to Hong Kong Pharmaceutical Holdings
Limited” on 3 October 2000. The Company has also adopted, for
identification purpose, “ 7 # 47 £ &£ B A [ A 7]~ as the new
Chinese name of the Company to replace the former Chinese

name “ &4 617 B [ 4 [ AT BR A w7

BUSINESS REVIEW AND PROSPECT

In the year under review, trading conditions in the retail sector
continued to be difficult and competitive. Despite these adverse
factors, the Group's turnover for the year increased by 41% from
approximately HK$27.6 million in 2000 to approximately HK$39
million owing to the continuing effort of the Group, to restructure
and consolidate its traditional retail and wholesale operations.
During the year, the Group continued to rationalize and expand
its retail networks. The number of retail outlets have been
increased to 14 and 3 Chinese medicine clinics have been
established. With caution and close monitoring, and if market
conditions permit, both the retail network and Chinese medicine
clinic network will be further developed in the future. Though
trading environment was competitive and loss was sustained for
the year, rewards from the efforts of the turn-around and
consolidation of the traditional business are expected in the
ensuing years.

The management is of the view that, though the retail business of
traditional Chinese medicine and dried seafoods still has potential
to explore, the present and future developments in the retail
consumer market render proactive strategic planning necessary.
To overcome dependency and to respond to changes in the current
retail market, the Group continues to identify and explore
emerging market opportunities which offer high growth and return
potential to the shareholders. In this connection, the Group made
significant strategic investment decisions during the year. As part
of the Group’s corporate strategy, the Group successfully acquired
assets in the PRC that are conducive to transforming the Group
into a leading biotech medicine conglomerate, equipped with
R& D, manufacturing and distribution capability. The management
is confident that these quality asset investments shall generate
healthy and sustainable returns to shareholders in the ensuing
years.
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In March 2001, the Group acquired 57% equity interest in
Shanghai Hua Xin High Biotechnology Inc. (“Hua Xin") for a
consideration of HK$32,550,000. Hua Xin is the first and one of
the largest biotechnology enterprises in China and the first high-
technology enterprise founded by the Academicians of the Chinese
Academy of Science (the Institute of Biochemistry and Cell
Biology, Chinese Academy of Science is also one of its
shareholders). Having eight drugs in the pipeline, Hua Xin is
also the bio-engineering enterprise with the greatest number of
bio-pharmaceutical products in production and prototype, in the
PRC. The production of Interleukin-2 and Interferon «-2b has
already commenced and two other drugs are scheduled to
commence production in later part of 2001. The other four drugs,
all at the advanced stage of clinical trial, are scheduled to be
manufactured and distributed by 2003. Hua Xin is one of the 36
bio-engineering pharmaceutical enterprises which have obtained
the certificate in the PRC of Good Manufacturing Practice (GMP)
from the State Drug Administration.

The acquisition of Hua Xin enables the Group to successfully
enter an emerging business with high margin — bio-pharmacy.
The Group will establish Hua Xin as our flagship in the
development of the high bio-technology business in the future
and make the R&D, production and sales of bio-pharmaceutical
products as our core business.

During the year, the Group organized a transgenic pharmaceutical
research and development centre — Yang Zhou Genetic
Engineering Ltd. — with an associate company of Yangzhou
University and has made capital contribution of approximately
HK$10,000,000 in April 2001 to the project. The Group controls
50.82% of its equity interest (of which 16.39% equity interest is
held on behalf of the Yangzhou Municipal Government of Jiangsu
Province). The centre has two key laboratories — the animal
embryo laboratory and molecular cloning laboratory, the
transgenic technology and cloning technology developed by
Yangzhou University. It is engaged in the R&D, production and
sales of transgenic biological products, genetic medicine and gene
therapy and the market potentials are tremendous. The centre has
made outstanding achievements in scientific research and isin a
leading position in the world. The project will further strengthen
the R&D capabilities of the Group and provide synergy to Hua
Xin.
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The Group has been actively looking for opportunities to acquire
aretail network for pharmaceutical products distribution in China
and has made satisfactory progress. The Group intends to take
advantage of the preferential policies for the development of
western region and is targeting to acquire a network with the
licence to operate nationwide and the certificate of GSP from the
State Drug Administration in the PRC during 2001.

The Group also strives to identify other investment opportunities
in medicine related projects with high-tech elements and good
market potentials, with a view to achieving, as soon as possible,
the aim of establishing the Group as a modern medical group

embracing R& D, production and marketing functions.

The management believes that the bio-engineering technology
industry enjoys the best prospect for high growth in the future
and realizes that sufficient funding is needed to achieve our goal.
For the purpose of business development, the Group keeps close

contacts with various financial and strategic investors.

The management is confident that with the dedicated efforts of
its staff and the close relations with its business partners, the
Group will soon see sustained long term improvement in its

business performance.

On behalf of the board of directors, | would like to offer my
sincere thanks to all of the shareholders and clients for their
appreciation and support and to the staff for their hard work and

contributions.

Sun Hiu Lu

Chairman
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