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Report of the Board of Directors JFEM

— -~ AFBMEMH BB 1. Review of the operation during the reporting period
(1) 2 ) B AT 38 B AT R b pr (1) Principal activities of the Company and its position in the
industry
AATBRESBERETE  AXT Specialising in manufacturing power generating equipment, the
XEPEEAELEZ—  HEXRE Company is one of the largest enterprises of the industry in the
ITRREEBEEEMNER - PRC and plays a significant role in the country’s power
development.
(2) A EBEHHR (2) Business review
KRB ZEEERR  KHBER The major businesses of the Company include hydro turbine
B RBREE XEREH - E5 generator, steam turbine generator, A.C. and D.C. motors and
& control equipment.
BLt—Z=Z2—-F+-A=+—HL#F For the year ended 31 December 2001, in accordance with PRC
B BHPESHENHE X272 GAAP, the Company recorded an income from principal operation
TEEBUABARY370,2903F 1t - of Rmb370,293,000, representing a decrease of 42.54% over the
BLEEERAL4254% 0 FRAEBHER previous year; a net loss of Rmb261,349,000 and loss per share
ARM261,349F T ' BREBAAR of Rmb0.581. In accordance with HK GAAP, the Company
0581w ; HEB ARG ERG recorded a loss attributable to shareholders for the year of
H XAFRZHRBEARRELERS Rmb262,085,000 and loss per share of Rmb0.582.
AR¥262,085F 7t EREBBEAAR
#0.5827T °
FR ERAAETRKGREHATE > During the year, the Company built 7 hydro turbine sets with an
EEE70MW ; SWEEHI13E > E aggregate electricity generation capacity of 790 MW; 13 steam
BE1223MW ; IREH62E  ER turbine generators with an aggregate electricity generation
#90.845MW ; EREWGSE EEE capacity of 1223 MW; 62 A.C. motors with an aggregate capacity
36.584MW o of 90.845MW; and 68 D.C. motors with an aggregate capacity of
36.584 MW.
ARARFRAHARETENARYE10.91 The Company received orders amounting to Rmb1,091 million
BT - during the year.
(3) FEBEHEBAREBEEFTARGI (3) Income from principal operations and principal businesses
(e v 1 ot e 1) (under PRC Accounting Principles)
FREBBAN EEEERRALS TEEBRE FEEEEA
(AR®F ) (%) (AR%¥Fr) (AR%®F7x)
Income from  Percentage of income Costs of  Gross profit
principal from principal principal  from principal
operations operations operations operations
RMB’000 (%) RMB’000 RMB’000
BERBELEWA  Income from power generating equipment 314,073 84.82 298,454 15,618
BBREMEE  Income from labour services and
KA technological renovation 45,555 12.3 28,689 16,865
TIHEHEZEWA  Income from mining equipment 10,663 2.88 9,193 1,470
) Total 370,292 100 336,337 33,954
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e Board of Directors (continuea)

Daily work of the Board of Directors

Board meetings held and the resolution passed during the
reporting period

The Board of Directors held ten meetings during the year:

The ninth meeting of the third Board of Directors was held on 16
January 2001 for considering and approving : the Company's
2001 work guideline and objective; 2001 investment plan; 2001
financial budget; 2001 capital operation plan; adjustment of the
use of some proceeds; report regarding the price of disposed
equipment; selection of vice Chairman of the Board of Directors
and appointment of General Manager, Deputy General Manager;
matters regarding Extraordinary General Meeting to be held.
Announcement of resolutions passed at this meeting was
published on Shanghai Security Daily, Hong Kong Wen Wei Po
and Hong Kong iMail dated 18 January 2001.

The tenth meeting of the third Board of Directors was held on 16
February 2001 for considering and approving that Mr. Tian Wu
will not hold the position of Secretary to the Board of Directors
due to work change, Mr. Gong Dan, the Company's director, was
appointed by the Board as the Secretary to the Board of Directors.
Announcement of resolutions passed at this meeting was
published on Shanghai Security Daily, Hong Kong Wen Wei Po
and Hong Kong iMail dated 19 February 2001.

The eleventh meeting of the third Board of Directors was held on
6 March 2001 for considering and approving the resolution
regarding finance handling of entrusted capital with Haitong
Security Company Limited.

The twelveth meeting of the third Board of Directors was held on
21 March 2001 for considering and approving: investment to
establish Dongfang Electrical Machinery Equipment Engineering
Company Limited; adding foreign economic and technological
cooperation to the scope of business of the Company and handling
of relevant accounting issues.

RFEBRROAGER QA Dongfang Electrical Machinery Company Limited
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Daily work of the Board of Directors (continued)

Board meetings held and the resolution passed during the
reporting period (continued)

The thirteenth meeting of the third Board of Directors was held on
6 April 2001 for considering and approving the following resolution:
to formulate accounting policy regarding provision for asset
devaluation of fixed asset, intangible asset and construction in
progress; provision for asset devaluation of construction in
progress; financial statements for the year 2000; profit after
taxation appropriation plan for the year 2000 and profit
appropriation plan for the year 2001; the annual report for the
year 2000 and its summary; to hold 2000 Annual General Meeting;
appointment of certified public accountants; subscription of shares
in establishment of Sichuan Deyang Real Estate Development
Company Limited; adjustment of capital contribution to Sichuan
Dongfang Jiaxin Engineer Construction Supervision Company
Limited. Announcement of resolutions passed at this meeting was
published on Shanghai Security Daily, Hong Kong Wen Wei Po
and Hong Kong iMail dated 9April 2001.

The fourteenth meeting was held on 15 June 2001 for considering
and approving resolution regarding purchase of roter drilling
machines and slot cutting machines and regarding entrusted
financing with Haitong Security.

The fifteenth meeting was held on 9 July 2001 for considering
and approving announcement of interim loss; participation in
issuance of legal person share of China Petrol and Chemical
Corporation and authorization of handling assets.

The sixteenth meeting was held on 16 August 2001 for considering
and approving: settlement of deposit in Huayang; the interim
financial statement (unaudited) for the year 2001; interim profit
after taxation appropriation plan for the year 2001; 2001 interim
report and its summary; summary of the Company's "Tenth Five
Year Plan" development scheme and "Management Regulations
of the controlling company of Dongfang Electrical Machinery
Company Limited". Announcement of resolutions passed at this
meeting was published on Shanghai Security Daily, Hong Kong
Wen Wei Po and Hong Kong iMail dated 17 August 2001.

Machinery Company Limited
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\_~ Report of the Board of Directors (continued)
Z HEEHE AR (H) 2. Daily work of the Board of Directors (contineud)
(1) 335300 A 3 35 6 i fl  OL B Yl (1) Board meetings held and the resolution passed during the

WA () reporting period (continued)

9 ZEE-FAAT+TZ=HBHRT= 9.  The seventeenth meeting was held on 12 September 2001
E+tREEZER EREFSL for considering and approving: appointment of Mr. Zhou
BRTZEARERZALTE Hongxi as the Company's executive director and Deputy
TES  WRITARAKLENS General Manager; the proposal to hold interests in American
R, APAESRREEZHUE Magnetic Plane (train) project; the Company and Dongfang
FRE(GIE)EE  ARARMR Steam Turbine Generator Plant will provide cross guarantee
FReEHBEARHIAB IR to each other's comprehensive credit limit in the amount of
EREEEERNBER - ZXE RMB110 million. Announcement of resolutions passed at
EERBLEHERE_SE—F this meeting was published on Shanghai Security Daily,
hWA+THEABMNCEEERSR) & Hong Kong Wen Wei Po and Hong Kong iMail dated 14
BCXE#H) » (Hong Kong September 2001.
iMaily °

10 —BE—F+-A=-+=-HEH 10. The eighteenth meeting was held on 22 December 2001 for
TEERTNXREEZEE 838 considering and approving: settlement of Huayang deposit;
BYBBTEEEHEREHER disposal of construction in progress and resolutions regarding
HHNER FEEEIRREN raw material, overseas purchase, loss and disposal of self-made
BRR CBEBEEEME - BN tools.

HEIAERE BEMNER-
(2)  HHA BB ROK & ek 0 BAT 2)  Execution of resolutions passed at the General Meeting by
the Board of Directors

BREHRARAMNBIBEBLSRBITER Execution of Profit Appropriation Plan during the reporting period.

BEQNP-—_ZZEFERRBFAE Approved by the 2000 Annual General Meeting, the Company

#HE - XATERHEIEN10%RE transferred 10% of its profits after taxation to the statutory surplus

TEEAES  BBEFB5%RIMT reserve and 5% of its profits after taxation to the statutory public

EERES EHHtBoEXRSERE welfare fund. The balance was discharged as undistributed profit

RE #E_TZT—F- which was transferred to 2001.

=~ MR EE 3. Profit appropriations

FARAJ|ERRIRFPHARE - &
EERBNBE-_ZT-F1+=A=
T-HLEFEREFTRBIE  BE
ERAPRTERERES  ZRREFR
RAEHELRER -

No interim dividend was declared or paid during the year ended
31 December 2001. The Board recommends that no profit
appropriations shall be declared for the year and no capital reserve
will be transferred to increase share capital. The above proposal
is subject to the approval by the shareholders at the Annual
General Meeting.

RFEBRROAGER QA Dongfang Electrical Machinery Company Limited
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PO~ R B A )R AR UL B R A 4. Operation and Result of substantial controlling companies

BZE-_ZZ-+=-H=+—HL As at 31 December 2001

BEfl: ARBER
In Rmb0’000

ACEL £ ] TERE EmES %E HRE WA
:31 e

Net

Nature of Main Registered  Interests Total profit

Name Business Business Capital held asset (loss)

1. RAERENREARAA HER BRERBERREREHREEN 13,000 96.15% 4,149 26
BHREORT  RE HES
DFEM Control Equipment Manufacturing Design, manufacture and sale
Company Limited of control equipment in relation
to generators and A.C and
D.C. motors

2. RAERBIRERRAR HiE¥ APERERERR 25000  98.00%  6,1455  (1,270)
HEEHRRGHE  HES
DFEM Power System Manufacturing Design, manufacture and sale
Company Limited of Large and medium A.C. and

D.C. motors and special motors

3. REEKIEREARAR BEX  TEEA TANRG BE #E. 14600  99.32% 19119 9
LERM BREIRAONI - #E
DFEM Tooling and Manufacturing Design, manufacture and sale of
Moulding Company industrical tool and knife tool;
Limited process and sale of ordinary

machinery and machinery accessories

4, RAEBHREIRARAF g BEREAL  HfNE: 13500  97.04% 1,678 (43)
REBERERHALRERTHREE
HE BRRHE SRRERT

HEATE HEE

DFEM Equipment Manufacturing Overhaul of electical machinery
Engineering technological transformation;
Company Limited design, manufacture and sale of

complete set of electrical machinery
control system; environmental protection
equipment; design, manufacture
installation and sale of special
equipment etc.
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Dongfang Electrical

Major suppliers and customers

For the year ended 31 December 2001, the percentage of
purchases attributable to the Company’s five largest suppliers
was 17.73% as compared with the total purchases. The
percentage of sales attributable to the Company’s five largest
customers was 60.5% as compared with the total sales.

During the year, none of the Company’s directors, supervisors
and other connected persons or shareholders has any interest in
the five largest suppliers and customers.

Investment

Investment in establishment of subsidiaries

“DFEM Tooling and Moulding Company Limited” was established
on 13 March 2001 with capital contribution by the Company in the
form of machinery, equipment and cash. The Company invested
Rmb 14,500,000, representing 99.32% of the total share capital.
The subsidiary is controlled by the Company.

“DFEM Equipment Engineering Company Limited” was
established on 16 August 2001 with capital contribution by the
Company in the form of machinery, equipment and cash. The
Company invested Rmb 13,100,000, representing 97.04% of the
total share capital. The subsidiary is controlled by the Company.

“Sichuan Deyang Jinshi Real Estate Company Limited” was
established on 11 May 2001 with capital contribution by the
Company in cash. The registered capital of this company was
Rmb 8,000,000. The capital contribution by the Company
amounted to Rmb1,000,000, representing 12.50% of the total
capital. The Company is the second largest shareholder.

“Sichuan Dongfang Jiaxin Project Construction Supervising
Company Limited” was established on 31 July 2001 with capital
contribution by the Company in cash. The registered capital of
this company was Rmb500,000. The capital contribution by the
Company amounted to Rmb200,000, representing 40% of the
total capital. The Company is the second largest shareholder.

Machinery Company Limited
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Investment (continued)

Use of proceeds

In accordance with the purpose stipulated in the Company’s
Prospectus for the issue of A Shares and H Shares, the proceeds
of Rmb752,548,000 from A Shares and H Shares listing has to
be applied in the technological renovation projects on improving

the production capacity of hydro turbine generator sets and in
other three projects. The use of proceeds up to 31 December
2001 is as follows:

Projects stipulated in the Company’s Prospectus:

(i)

In respect of the technological renovation projects for
improving production capacity of hydro turbine generator
sets, the total planned investment was Rmb670,000,000.
During the reporting period, the actual investment amounted
to Rmb15,278,000. To date, the cumulative actual
investment in this project amounted to Rmb211,725,000.
Through the implementation of the technological renovation,
the production capacity and technology level of hydro and
steam turbine generator sets have been enhanced.

In respect of the capital inputs in joint venture projects with
foreign investors for the production of hydro turbine
generator sets and steam turbine generators, the total
planned investment was Rmb160,000,000. Due to changes
in the market of generator equipment and intense
competition, the joint venture projects did not make concrete
progress and no capital input was made. China Dongfang
Electric Corporation approved the cancellation of the joint
venture projects for the production of hydro turbine generator
sets and steam turbine generators by way of the documents
Dong Si Zi Cai Zi (2000) No. 47 and Dong Si Zi (2001) No.
41 respectively.

REFEHROGARLA
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Investment (continued)

Use of proceeds (continued)

(iii)

(iv)

On 16 January 2001, the nineth meeting of the 3rd Board
of Directors of the Company resolved to change the use of
proceeds of Rmb60 million from the capital input intended
for the production of steam turbine generators which was
part of the total investment of Rmb160 million intended for
joint ventures with foreign partners to produce hydro turbine
generator sets and steam turbine generators to injection as
additional working capital of the Company. The said
resolution had been approved at the Extraordinary General
Meeting of the Company held on 6 March 2001. The
resolution had been implemented.

On 23 January 2002, the nineteenth meeting of the 3rd
Board of Directors of the Company resolved to change the
use of proceeds of Rmb100 million from the capital input
intended for the production of hydro turbine generators which
was part of the total investment of Rmb160 million intended
for joint ventures with foreign partners to produce hydro
turbine generator sets and steam turbine generators to
injection as additional working capital of the Company. The
said resolution will be submitted for approval at the Annual
General Meeting of the Company for 2001.

In respect of the additional capital, the total planned
investment was Rmb150,000,000. The actual investment
amounted to Rmb150,000,000. The investment had been
completed.

In respect of the repayment of the loans of the Seventh and
Eighth Five-Year Plan, the total planned investment was
Rmb75,000,000. The actual investment amounted to
Rmb88,449,000. The investment had been completed.

As at 31 December 2001, the balance of proceeds amounted to

approximately Rmb242,374,000. The Company has deposited
the balance of proceeds in domestic banks.

RFEBRROAGER QA Dongfang Electrical Machinery Company Limited
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7. Financial position of the Company (under PRC

GAAP)

(1)

Total assets: Total assets at the end of the year amounted
to Rmb2,578,023,000, representing an increase of
Rmb180,750,000 or 7.54% from the end of the previous
year. Main reasons for the increase include:

A.

increase in cash and bank balances by
Rmb121,195,000, which is mainly due to increase in
bank loans during the year;

increase in short term investment by Rmb32,646,000,
which is mainly attributable to the fact that the
Company’s assets are under the management of
Haitong Securities Company Limited as appointed by
the Company and are still pre-mature during the year;

decrease in accounts receivable by Rmb142,684,000,
which is mainly due to the decrease in revenues from
principal operations during the year, write off of
uncollectible trade debts and increase in the
percentage of bad debt provision for other accounts
receivable;

increase in prepayments to suppliers by
Rmb34,288,000, which is mainly due to the increase
in purchases of raw materials;

increase in net inventories by Rmb146,471,000, which
is mainly attributable to the increase in production
target in 2002, increase in reserved raw materials
and work-in-progress, and certain steam turbine
products not yet delivered to customers as the date
of delivery is not due.

decrease in fixed assets by Rmb 12,965,000, which
is mainly due to the increase in depreciation charge
for the year.

RAFEHROBERLDTF Dongfang Electrical Machinery Company Limited
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7.

Financial position of the Company (under PRC
GAAP) (continued)

)

(®)

Dongfang Electrical

Long-term liabilities: Long-term liabilities at the end of the
year amounted to Rmb465,024,000, representing an
increase of Rmb72,038,000 or 18.33% from the end of the
previous year. The increase is mainly attributable to the
increase in bank borrowings to finance the additional working
capital of the Company during the year.

The gearing ratio of the Company for the year was 67%,
representing an increase of 15 percentage points over last
year.

Capital Structure: The Company’s cash and cash balance
at the end of 2001 amounted to approximately
Rmb830,000,000 and current capital and short-term loan
amounted to Rmb327,100,000 at the same period. Long-
term loan amounted to approximately Rmb540,000,000, of
which approximately Rmb90,000,000 will be mature within
one year. Interest rates for the loans are fixed rates as
stipulated in the relevant agreement or supplemental
agreements.

The Company is one the largest manufacturer of power
generating equipment and has been operating for over 40
years. The Company has implemented an integrated and
balance policy in utilization of its operating capital and a
prudent financial policy in its operations. As a result, the
Company is able to make repayment of all the bank loans
and interest theron on a timely basis which has established
a good creditibility in respect of the banks with which the
Company has opened its accounts. The Company is a major
customer of the Industrial and Commercial Bank of Sichuan
Province, the Construction Bank and the Bank of China.

Shareholders’ funds: Shareholders’ funds at the end of the
year amounted to Rmb885,832,000, representing a
decrease by Rmb261,233,000 or 22.77% from the end of
the previous year which is mainly due to the operating loss
of the Company during the year.

Machinery Company Limited
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Financial position of the Company (under PRC
GAAP) (continued)

(6)

(8)

Profit from principal operation: Profit from principal operation
for the year amounted to Rmb33,400,000, representing a
decrease of Rmb119,292,000 or 78.13% as compared with
the previous year. This is mainly due to the significant
decrease in revenues from principal operations as a result
of inadequate production volume during the year and the
reduction in gross profit margin due to intense market
competition.

Net profit: Net loss for the year amounted to
Rmb261,349,000, representing a decrease of
Rmb263,659,000 as compared with the previous year. This
is mainly attributable to the decrease in profit from principal
operations for the year, write off of bad debts and increase
in the percentage of bad debt provision for other accounts
receivable.

The Company did not pledge any assets during the year.

Difficulties and corresponding measures in operation

Confronted with many difficulties during 2001, the Company’s
operating results recorded substantial loss. Nevertheless, such
factors as the rapid growth in the PRC economy, commencement

of the State Tenth Five Year Plan and implementation of grand
development strategy of Western region, a series of power
construction projects are in progress which provides an
unprecendented opportunity for power generating equipment

industry. However, market competition is severer than ever before.
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Dongfang Electrical

e Board of Directors (continuea)

Difficulties and corresponding measures in operation

(continued)

In face of the aforesaid situation, the Company will, on one hand,
intensify market development, grasp development opportunities
and obtain more production orders; on the other hand, undertake
technological reform, strengthen investment in research and
development in order to enhance the Company’s competitiveness.
Furthermore, the Company will strengthen internal management,
explore internal potential, devote efforts to reduce cost, strengthen
cost control, implement itemized management and actively explore
development strategy for relevant products and enterprises to
cultivate new areas of profit growth. It is expected that the
Company will enter into a period of rapid growth after taking the
above-mentioned measures.

Notes of the board of directors to the explanatory
notes to the audit report

In the audit report for the Company prepared by Pan China
(Schinda) Certified Public Accountants, the reasons of substantial
loss for year 2001 are stated. The Board of Directors devoted
high attention to this matter and carefully analyzed the relevant
factors. It is of the opinion of the Board that the main reasons for
such loss include the low market demand for power generating
equipment for the past few years; significant reduction of
production orders resulting in significant decrease of production
task; drop in production price resulting in lower gross profit of
products and operational loss; clearing of bad assets in inventory
and accounts receivable resulting in increase of loss from bad
debt; increase of provision for bad debts in other receivables and
increase of provision fund.

Confronted with the above, the Board of Directors formulated
operational guideline and objective for the year 2002. As stated
above in “Difficulties and corresponding measures in operations”,
the Company will grasp the development opportunities in 2002,
undertake effective measures and aim for a period of rapid
development.

Machinery Company Limited
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2002 is a critical year for the Company to turnaround from the
worst condition and go ahead with fast development. Accordingly,
the Company sets 12 targets including strengthening
management, enhancing management effectiveness, organising
the schedule of production with scientific method, achieving the
target level of production value and volume, strengthening
strategic research on operation and sales, put more efforts on
key projects, expand the principal business, obtaining more orders
by fully utilising all market opportunities, consolidating and
improving basic works in cost management, actively reducing
cost and enhancing effectiveness, enhancing the competitive
advantages of the key technology and completing the project in
progress before deadline in all aspects.

In addition, the Company will place emphasis on completing the
following eight works: (i) scentific organisation, strict evaluation,
strengthen the management and control during the whole course
of development project, actively improve the method in production
organisation, arrange production with balanced work schedule,
implement integration in a professional way to ensure that the
production targets for the year are completed; (ii) strengthen cost
control, actively carry out the work on reducing cost and enhance
effectiveness and cost control by target; (iii) strengthen the
foundation of management, follow the management concept of
“standardisation, clarity and effectiveness”, strictly standardise
the management activities, implement the management of
information system in all aspects and enhance the effectiveness
of corporate management; (iv) seize all opportunities, place more
efforts in key projects, focus on sales of finished goods and
continue to maintain the good trend in obtaining purchase orders;
(v) rely on key projects, speed up the construction-in-progress
and enhance the competitiveness of key items; (vi) continue to
improve quality, strengthen the brand image and achieve the
target of quality control; (vii) focus on the research on development
strategies, actively follow the related industry policy of the State
and seach for new development opportunities; (viii) build up the
corporate culture of “achieve continuous improvement and search
for excellence” and enhance the overall quality of employees.
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Dongfang Electrical

Report of tﬁe Board of Directors (continued)

Other matters

Financial summary

The financial summary of the Group for the five years ended 31
December 2001 prepared under HKGAAP is set out on page 195
of this Annual Report.

Net assets per share

Net assets per share of the Company determined under HKGAAP
and under PRC GAAP are set out in the section headed “Major
Accounting Data and Business Data” of this Annual Report.

Fixed assets

Movements in fixed assets during the year are set out in note 13
and note 13 to the financial statements prepared under HKGAAP
and PRC GAAP respectively.

Borrowings and interest capitalisation

Particulars of bank loans and other loans are set out in note 26
to the financial statements prepared under HKGAAP and note
18, 28 and 29 to the financial statements prepared under PRC
GAAP. Interest capitalised by the Company during the year
amounted to RMB1,787,000.

Reserves

Movements in reserves during the year are set out in note 25 to
the financial statements prepared under HKGAAP.

Directors’ and supervisors’ interests in contracts

At the end of the year or at any time during the year, none of the
directors or supervisors was materially interested directly or

indirectly in any contract of significance of the Company except
the service contracts mentioned below.

Machinery Company Limited
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Other Matters (continued)

Directors’, supervisors’ and senior management’s interests in
subscription for shares or debentures

At no time during the year was the Company a party to any
arrangements to enable the directors, supervisors or senior
management of the Company to acquire benefits by means of
the acquisition of shares in or debentures of the Company or any
other body corporate.

Directors’ and supervisors’ service contracts

Each of the directors and supervisors has entered into a three-
year service agreement with the Company. Save as
aforementioned, none of the directors has a service contract with
the Company which is not determinable by the Company within
one year without the payment of compensation (other than
statutory compensation). Particulars of the directors’ and
supervisors’ emoluments are set out in note 8 to the financial
statements prepared under HKGAAP.

Substantial shareholder’s interests in contracts

On 25 February 1994, the Company entered into a service
agreement with DFEW which was effective retrospectively from
1 January 1994 for a period of ten years for the provision of utility
services, electronic office equipment, office space, communication
services and the procurement of materials for DFEW. Under the
same agreement, DFEW is responsible for, inter alia, the
construction, maintenance and management of the staff quarters
of the Company and for the provision of services for environmental
hygiene, procurement and management of office equipment,
canteen services, security, staff welfare and management of
retired employees, packaging and transportation of finished
products and medical care etc.

Retirement plan

Particulars of the retirement plan of the Company are set out in
note 31 to the financial statements prepared under HKGAAP.

Machinery Company Limited
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Report of tﬁe Board of Directors (continued)

Other Matters (continued)

Purchase, sale or redemption of the Company’s shares

No purchase, sale or redemption of the shares of the company
was made by the Company during the year.

Pre-emptive rights

There is no provision regarding pre-emptive rights in the
Company’s Articles of Association.

The Code of Best Practice

The Company has complied throughout the year with the Code of
Best Practice as set out in Appendix 14 of the Rules Governing
the Listing of Securities on the Stock Exchange of Hong Kong
Limited.

(14) Auditors

During the year, Pan China (Schinda) Certified Public Accountants
of the PRC and Deloitte Touche Tohmatsu of Hong Kong were
appointed as the statutory and international auditors of the
Company respectively and have audited the accompanying
financial statements prepared under the PRC GAAP and HKGAAP.

(15) Announcement of annual results

The Chinese version of the 2001 Annual Results was published
on 10 April 2001 in the Shanghai Security Daily and China Security
Daily in the PRC and in Wen Wei Po in Hong Kong; the English
version was published on the same day in the Hong Kong iMail

in Hong Kong.
By order of the Board
Si Zefu
Chairman of the Board of Directors
9 April 2002
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