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The Company was not involved in any litigation and arbitration
of material importance during the reporting period.

The Company entered into interests transfer agreement with
Nanjing Jiangning Economic and Technological Development
Corporation and Nanjing Xincheng Company Limited
respectively on 12 May 2004, pursuant to which 35% equity
interests in aggregation in Jiangsu Provincial Software Industry
Company Limited held by the Company was disposed in
consideration of RMB80,339,490. The resolution related to
that event was passed in the first meeting of the fifth Board
of Directors of the Company. (The announcement of the
aforesaid events was published in The Shanghai Securities
News and China Securities Journal on 13 May 2004 and Ta
Kung Pao and The Standard on 14 May 2004).

After the publication of announcement for the aforesaid
disposal of assets, the Company had received all payment for
consideration from the transaction parties under the terms
of agreement before 11 June 2004. The transfer of “Jiangsu
Software Park” by the Company amounted to 35% equity
interests in aggregation, whereby the Company had recovered
RMB80,339,490 and had a gain from investment totalling
RMB13,351,960. The cash flow generated from the transfer
will be utilised in development of the Company’s principal
operations.

Apart from these, the Company had no events of material
asset acquisition, disposal and assets reorganization occurred
or occurred in the past period and subsisted in the reporting
period.
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3.

Save as disclosed herein, the Company had no material
connected transactions nor assets reorganisation during the
reporting period. In 2004, the total amount of each of the
connected transactions did not exceed the relevant waiver
cap, the transactions were entered into in the ordinary and
usual course of business and had been conducted on normal
commercial terms, which are not less favourable than those
offered by domestic independent third parties for similar
transactions. Each of these connected transactions was
audited by the auditors of the Company and reviewed and
confirmed by the independent non-executive directors of the
Company (Please refer to the auditors’ report for details).

During the reporting period, the Company did not hold any
trust, contract and lease of assets of other companies.

Material guarantees

As of 31 December 2004, as far as guarantee granted to the
controlling subsidiaries were concerned, the Company
provided letter of credit and bank acceptance bills to Nanjing
Panda Information Industry Co. Ltd. amounted to RMB19.81
million in total; bank loans to Nanjing Panda Mechanical
Manufacturing Co. Ltd. amounted to RMB5 million; bank
loans to Nanjing Panda Accurate Machinery Co. Ltd.
amounted to RMB5 million; bank loans to Nanjing Huage
Dian Qi Plastic Industrial Co. Ltd. amounted to RMB17.6
million; bank loans and bank (commercial) acceptance bills
to Nanjing Panda Mobile Communications Equipment Co.
Ltd. (“Panda Mobile”) amounted to RMB356 million in total;
bank loans and bank (commercial) acceptance bills and letter
of credit to Nanjing Panda Communication Development Co.
Ltd. (“Panda Communication”) amounted to RMB359.14
million.

The above guarantees amounted to RMB762.55 million in
total, representing 64.51% of net assets. Gearing ratio of
various guaranteed parties were over 70%.
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The above guarantees were all incompliant with the
requirement of the Document No. 56 Zheng Jian Fa (2003) of
the Notice in Relation to Regulation on Capital Transactions
between Listed Companies and Connected Parties thereof
and Certain Issues Regarding External Guarantees of Listed
Companies issued by China Securities Regulatory Commission
and State-owned Asset Supervision Administration
Commission.

Explanations: As of the date of audited report, the Company’s
guarantee of RMB715.14 million for Panda Mobile and Panda
Communication have been released.

Upon consideration at the Annual General Meeting held on
12 May 2004, it was approved that Shine Wing Certified
Public Accountants and Horwath Hong Kong CPA Limited be
re-appointed respectively as the domestic and international
auditors of the Company for the year 2004.

Horwath Hong Kong CPA Limited was appointed for five
consecutive years to provide audit services. Shine Wing
Certified Public Accountants was appointed for three
consecutive years to provide audit services.

The remuneration for such two certified public accountants
for the year was RMB1.6182 million (2003: RMB1.8953
million). The Company did not reimburse business traveling
expense and other expenses.

During the reporting period, none of the Company, the Board
of Directors or Director was administratively penalised or
publicly criticised by any regulatory authorities.
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On 10 March 2005, the People’s Court of Xuan Wu Qu
of Nanjing City ruled that 51% equity interests in
Nanjing Panda Mobile Communication Equipment Co.,
Ltd (“Panda Mobile”), valued at RMB19.9932 million
held by the Company and 95% of equity interests in
Nanjing Panda Communication Development Co., Ltd.
(“Panda Communication”), valued at RMB100.0242
million held by the Company were subject to judicial
forceful execution and were transferred from the
Company to Nanjing Wei Te Investment Management
Company Limited (“Wei Te") for the repayment of an
amount of RMB120 million of debt and interests accrued
thereon due upon judicial execution, Panda Mobile and
Panda Communication were not the subsidiaries of the
Company thereafter.

On 9 March 2005, the Company entered into the
Agreement with Panda Mobile and Jiangsu Province
Investment Management Company Limited (”Jiangsu
Investment Management”). The major contents of the
Agreement are as follows: as of 9 March 2005, Panda
Mobile owed the Company a debt of RMB500 million.
The Company agreed on the transfer of debt of RMB500
million owed by it from the Company to Jiangsu
Investment Management. The debt of RMB500 million
would be paid by Jiangsu Investment Management to
the Company. The proposal of payment of debt will be
further discussed. After the execution of the Agreement,
the relations of credit and debt between Panda Mobile
and the Company will be changed to the relations of
credit and debt between Jiangsu Investment
Management and the Company. The Agreement shall
come into effect by the approval of the Board of
Directors or shareholders’ meeting of the Company.

(Please refer to indicative announcement published on
Shanghai Securities News, China Securities Journal as
on 14 March 2005 and on Hong Kong Ta Kung Po and
The Standard as on 21 March 2005.)
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Other important issues:

(1)

(2)

3)

Tax policies

The Company is registered in the High and New
Technology Development Zone in Nanjing which is
approved by the State Council as a national high and
new technology development zone. The Company has
been approved by the Jiangsu Provincial Technological
Commission as a high and new technological enterprise,
which is entitled to a preferential income tax rate of
15% as per existing policy. The Company is still entitled
to the preferential treatment at present.

In the reporting period, there was no designated deposit
or fixed deposit which the Company failed to recover
upon maturity.

Basic Medical Insurance for Employees

The Company acted pursuant to the Provisional
Regulations on Basic Medical Insurance for Employees
in Nanjing Municipality (B8 4k SR8 T B2 AR E BRI
1T E) (the "Regulations”) and implemented a
medical insurance scheme for its employees since 1
January 2001 medical expenses of the existing and
retired employees of the Company were charged to
staff welfare benefits payable. Upon the implementation
of new Regulations, the Company will pay the premiums
for such medical insurance scheme which are equivalent
to 8% of the total salaries of all of the existing
employees of the Company. Save as the aforesaid
premiums, the Company will not be responsible for
other medical expenses payable. The 8% contribution
to the medical insurance scheme is charged to staff
welfare benefits payable, and the basis on which the
staff welfare benefits payable are calculated remains
unchanged, i.e., will still be based on 14% of the total
salaries of all of the existing employees of the Company.
Accordingly, this change in policy has no effect on the
consolidated income statement and consolidated
balance sheet.
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