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The directors present their report and the audited financial
statements of Hong Kong Pharmaceutical Holdings Limited (the
“Company”) and its subsidiaries (the “Group”) for the year ended

31 March 2002.

PRINCIPAL ACTIVITIES

The principal activity of the Company is investment holding.
Details of the principal activities of the subsidiaries are set out in
note 16 to the financial statements. Other than the acquisition
and establishment of the business for a pharmaceutical products
distribution network, and the research, production and sale of
transgenic drugs and other biological products, there were no
significant changes in the nature of the Group’s principal activities

during the year.

SEGMENT INFORMATION

An analysis of the Group’s turnover and contribution to results
by principal activity and geographical area of operations for the
year ended 31 March 2002 is set out in note 4 to the financial

statements.

RESULTS AND DIVIDENDS

The Group’s loss for the year ended 31 March 2002 and the state
of affairs of the Company and the Group at that date are set out

in the financial statements on pages 29 to 98.

The directors do not recommend the payment of any dividend

for the year.

SUMMARY FINANCIAL INFORMATION

A summary of the published results and assets and liabilities of
the Group for the last five financial years, as extracted from the
audited financial statements and reclassified as appropriate, is
set out on page 101. This summary does not form part of the

audited financial statements.
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FIXED ASSETS AND INVESTMENT
PROPERTIES

Details of movements in the fixed assets and investment properties
of the Company and the Group during the year are set out in note
13 to the financial statements. Further details of the Group’s

investment properties are set out on pages 99 and 100.

SHARE CAPITAL AND SHARE OPTIONS

Details of movements in the Company’s share capital and share
options during the year, together with the reasons therefor, are

set out in note 29 to the financial statements.

PRE-EMPTIVE RIGHTS

There are no provisions for pre-emptive rights under the
Company’s bye-laws or the laws of Bermuda which would oblige
the Company to offer new shares on a pro rata basis to existing

shareholders.

PURCHASE, REDEMPTION OR SALE OF
LISTED SECURITIES OF THE COMPANY

Other than the issue of 130,000,000 new shares at the price of
HK$0.10 per share in April 2001 pursuant to the conversion of
the creditor convertible note by the then creditor of the Company,
neither the Company nor any of its subsidiaries had purchased,
redeemed or sold any of the Company’s listed securities during

the year.

RESERVES

Details of movements in the reserves of the Company and the
Group during the year are set out in note 30 to the financial

statements.
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DISTRIBUTABLE RESERVES

At 31 March 2002, the Company had no reserves available for
cash distribution and/or distribution in specie calculated in
accordance with the provisions of the Companies Act 1981 of

Bermuda (as amended).

In addition, the Company’s share premium account, in the amount
of approximately HK$140,382,000, may be distributed in the

form of fully paid bonus shares.

MAJOR CUSTOMERS AND SUPPLIERS

In the year under review, sales to the Group’s five largest
customers accounted for less than 30% of the total sales for the

year.

Purchases from the Group’s five largest suppliers accounted for
44% of the total purchases for the year and purchases from the

largest supplier included therein amounted to 12%.

None of the directors of the Company or any of their associates
or any shareholders (which, to the best knowledge of the directors,
own more than 5% of the Company’s issued share capital) had

any beneficial interest in the Group’s five largest suppliers.

DIRECTORS

The directors of the Company during the year were:

Executive directors
Mr. Sun Hiu Lu

Ms. Huang Shuyun
Mr. Chu Kwan

Mr. Zhao Dake

Independent non-executive directors
Mr. Ng Wing Hang
Mr. Pang Chak Tong, Laurence
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Report of the Directors

DIRECTORS (continued)

In accordance with article 87 of the Company’s bye-laws, Mr.
Ng Wing Hang will retire by rotation and, being eligible, will
offer himself for re-election at the forthcoming annual general

meeting.

The independent non-executive directors do not have specific
terms of appointment but are subject to retirement on the same
basis as the executive directors as required by the Company’s

bye-laws.

DIRECTORS’, SENIOR MANAGEMENT’S
AND CONSULTANTS’ BIOGRAPHIES

Biographical details of the directors of the Company, the senior
management and consultants of the Group are set out on pages 9

to 13 of the annual report.

DIRECTORS’ SERVICE CONTRACTS

No director proposed for re-election at the forthcoming annual
general meeting has a service contract with the Company which
is not determinable by the Company within one year without

payment of compensation, other than statutory compensation.

DIRECTORS’ INTERESTS IN CONTRACTS

No director had a material interest in any contract of significance
to the business of the Group to which the Company, its holding
companies, or any of its subsidiaries or fellow subsidiaries was a

party during the year.
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EENRDZ2ES DIRECTORS’ INTERESTS IN SHARES

WZERETFE=ZA = —H > REESF G At 31 March 2002, the interests of the directors in the share capital
FERERS) MR (T 85 RE 4 el 1) 55 2005 47 of the Company or its associated corporations, as recorded in the
B2BRA M R AN T s S A register maintained by the Company pursuant to Section 29 of
AlRA TR 2 RER I the Securities (Disclosure of Interests) Ordinance (the “SDI

Ordinance”), were as follows:

rRalzEBR Ordinary shares of the Company
EEME KRB E
Nature Number
BEEMS Name of director of interest of shares
RIBE 8% e A Mr. Sun Hiu Lu Mt Note 7\ ] Corporate 943,400,000
K BkA Mr. Chu Kwan Bt Note 7> W] Corporate 943,400,000

AR T W RORE 2 WE 25 59 A EOR TR 3 The interests of the directors in the share options of the Company

[ REST & ] — B o are separately disclosed in the section “Share option scheme”

below.

Bt 7 : Hong Tau Investment Ltd. ([ Hong Taul) % Note: Hong Tau Investment Ltd. (“Hong Tau”), through its wholly-owned
it H 2 I 2 7] Victory Hunter Holdings subsidiaries, Victory Hunter Holdings Limited (“Victory Hunter)
Limited ([ Victory Hunter]) (¢4 (which holds 23,400,000 shares), Wai Fat International Limited
23,400,000/ ik #¥) - Wai Fat International (“Wai Fat”) (which holds 130,000,000 shares) and Tin Ming
Limited ([ Wai Fat |) (L3¢ 130,000,000 Management Limited (“Tin Ming”) (which holds 790,000,000
& B £7) 2% Tin Ming Management Limited shares) holds an aggregate number of 943,400,000 shares of the

(['Tin Ming)) (L4547 790,000,000/ /1 173) Company.

& 3547 943,400,000/ A2 7 A -

Hong Tauft) 51%H #5 H1 Welcome Success Hong Tau is owned as to 51% by Welcome Success Worldwide
Worldwide Ltd. ([ Welcome Success]) (4« Ltd. (“Welcome Success”) (which is owned equally as to 50% by
AN ZALESR o FRIBERE Se A MORISEAE each of two directors of the Company, Mr. Sun Hiu Lu and Mr.
A3 IR 500 E45) FEAT > 49%MESS Chu Kwan), and as to 49% by H.H.K. Finance Company Limited
VB AT IRA R (VR Bifr - B (“HHK”). Heilongjiang Economic Development Corp.
TLAS T BH 85 4R F A W) (THAREVLD) R4 (“Heilongjiang”) owns 80% interest in HHK.

5 80%HE £
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DIRECTORS’ INTERESTS IN SHARES

(continued)

Accordingly, each of Hong Tau, Welcome Success, Mr. Sun Hiu
Lu, Mr. Chu Kwan, HHK and Heilongjiang is deemed to be
interested in the aggregate number of 943,400,000 shares of the
Company held by Victory Hunter, Wai Fat and Tin Ming.

Save as disclosed above, none of the directors or their associates
had any personal, family, corporate or other interests in the issued
share capital of the Company or any of its associated corporations

as defined in the SDI Ordinance.

DIRECTORS’ RIGHTS TO ACQUIRE
SHARES

Apart from as disclosed under the headings “Directors’ interests
in shares” above and “Share option scheme” below, at no time
during the year were rights to acquire benefits by means of the
acquisition of shares in or debentures of the Company granted to
any director or their respective spouse or children under 18 years
of age, or were any such rights exercised by them; or was the
Company, its holding company, or any of its subsidiaries or fellow
subsidiaries a party to any arrangement to enable the directors to

acquire such rights in any other body corporate.

SHARE OPTION SCHEME

The Company operates a share option scheme for the purpose of
providing incentives and rewards to eligible participants who
contribute to the success of the Group’s operations. The share
option scheme previously adopted by the Company (the “Old
Scheme”) expired on 5 November 2001 in accordance with the

terms of the Old Scheme.
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SHARE OPTION SCHEME (continued)

At the Company’s annual general meeting held on 25 September
2001 (the “Adoption Date”), a new share option scheme (the “New
Scheme”) was approved and adopted and became effective on 6
November 2001 and, unless otherwise cancelled and amended,
will remain in force for 10 years from that date. Eligible
participants of the New Scheme include any executive director,
non-executive director, employee, agent, consultant or
representative of the Group who satisfies the selection criteria

prescribed by the rules of the New Scheme.

The maximum number of shares in respect of which options may
be granted under the New Scheme (when aggregated with shares
subject to any other share option scheme of the Company) shall
not exceed 10% of the shares of the Company in issue as at the
Adoption Date. At 31 March 2002, the total number of shares
issued and issuable under share options granted (including those
options which can only be exercised after 31 March 2002) under
the Old Scheme and the New Scheme was 119,960,000, which
represented approximately 8.67% of the Company’s shares in
issue as at the Adoption Date. The total number of shares issued
and to be issued upon exercise of the options (whether exercised
or outstanding) in any 12-month period granted to each eligible
participant must not exceed 1% of the shares of the Company in
issue at any time. Any further grant of share options in excess of

this limit is subject to shareholders’ approval in a general meeting.
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SHARE OPTION SCHEME (continued)

Share options granted to a director, chief executive or substantial
shareholder of the Company, or to any of their respective
associates, are subject to approval in advance by the independent
non-executive directors. In addition, any share options granted
to a substantial shareholder or an independent non-executive
director of the Company, or to any of their respective associates,
in excess of 0.1% of the shares of the Company then in issue or
with an aggregate value (based on the Hong Kong Stock Exchange
closing price of the Company’s shares at the date of the grant) in
excess of HK$5,000,000, within any 12-month period, are subject

to shareholders’ approval in advance in a general meeting.

The offer of a grant of share options may be accepted within 28
days from the date of the offer, upon payment of a nominal
consideration of HK$1 in total by the grantee. Options granted
will entitle the holders to subscribe for shares during such period
as may be determind by the directors, which shall not be more

than 10 years from the date of issue of the relevant options.

The exercise price of the share options is determinable by the
directors, but may not be less than the higher of (i) the Hong
Kong Stock Exchange closing price of the Company’s shares on
the date of the offer of the share options; and (ii) the average
Hong Kong Stock Exchange closing price of the Company’s
shares for the five trading days immediately preceding the date

of the offer.
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BRESTE W) SHARE OPTION SCHEME (continued)

R s 452 L T % 4 AT R AT i 2 B IR The following share options were outstanding under the New

HEQR - Scheme during the year:
BREHA
Number of share options
BRE
RZ-BE-F RZBEZF TR ARRAREH
mA-A EREE =ZA=+-H BRE BRE Exercise BRERZRE
27% Name or Atl  Granted At31 R A8 TS price Price of Company’s
hl category of April during March Date of grant of Exercise period of of share shares at grant
HEF participant 2001 the year 2002 share options* share options options** date of options***
HKS$ HKS$
i Directors
#Hl =%t Ms. Huang Shuyun 25,000,000 - 25,000,000 16-5-2000 16-5-2000 to 15-5-2010 0.639 0.81
2,000,000 - 2,000,000 30-10-2000 30-10-2000 to 29-10-2010 0.460 0.61
27,000,000 - 27,000,000
£ B4 Mr. ChuKwan 25,200,000 - 25,200,000 16-5-2000 16-5-2000 to 15-5-2010 0.639 0.81
1,000,000 - 1,000,000 30-10-2000 30-10-2000 to 29-10-2010 0.460 0.61
26,200,000 - 26,200,000
MR EE M. Sun HiuLu 27,000,000 - 27,000,000 16-5-2000 16-5-2000 to 15-5-2010 0.639 081
A JEE  Mr. Zhao Dake 27,000,000 - 27,000,000 16-5-2000 16-5-2000 to 15-5-2010 0.639 0.81
JCfEE  Other employees
ok In aggregate 1,700,000 - 1,700,000 16-5-2000 16-5-2000 to 15-5-2010 0.639 0.81
40,000 - 40,000 30-10-2000 30-10-2000 to 29-10-2010 0.460 0.61
— 3,000,000 3,000,000 10-7-2001 10-7-2001 to 9-7-2011 1.000 120
= 2,000,000 2,000,000 9-11-2001 9-11-2001 to 8-11-2011 1.060 1.06
= 2,700,000 2,700,000 22-2-2002 22-2-2002 to 21-2-2012 0.880 0.88
= 1,500,000 1,500,000 22-2-2002 22-2-2004 to 21-2-2012 0.880 0.88
- 1,500,000 1,500,000 22-2-2002 22-2-2005 to 21-2-2012 0.880 0.88
1,740,000 - 10,700,000 12,440,000
108,940,000 10,700,000 119,640,000
* W 2 B W 2 B WS AT * The vesting period of the share options is from the date of the
B E H L - grant until the commencement of the exercise period.
o W P 2 A7 0 B ) R AL e sl AT AT ok The exercise price of the share options is subject to adjustment
J o SR LS WA AT H A AL 5 ) IR 2 in the case of rights or bonus issues, or other similar changes in
T the Company’s share capital.
wak S R R H T B R 2 AR R IR *#%  The price of the Company’s shares disclosed as at the date of the
TERE T B0y A5 1 i JR M 5 i — {1 52 grant of the share options is the Hong Kong Stock Exchange
Sy B AE T W g 8 I 2 T A closing price on the trading day immediately prior to the date of

the grant of the options.
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SHARE OPTION SCHEME (continued)

Summary details of the Company’s share option scheme are also

set out in note 29 to the financial statements.

The financial impact of share options granted is not recorded in
the Company’s or the Group’s balance sheet until such time as
the options are exercised, and no charge is recorded in the profit
and loss account or balance sheet for their cost. Upon the exercise
of the share options, the resulting shares issued are recorded by
the Company as additional share capital at the nominal value of
the shares, and the excess of the exercise price per share over the
nominal value of the shares is recorded by the Company in the
share premium account. Options which are cancelled prior to
their exercise date are deleted from the register of outstanding

options.

The directors do not consider it appropriate to disclose a
theoretical value of the share options granted during the year to
employees, because a number of factors crucial for the valuation
cannot be determined. Accordingly, any valuation of the options
based on various speculative assumptions would not be
meaningful, and would be misleading to the shareholders of the

Company.
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SUBSTANTIAL SHAREHOLDERS

At 31 March 2002, the following interests of 10% or more of the

share capital of the Company were recorded in the register of

interests required to be kept by the Company pursuant to Section

Ph bz A 16(1) of the SDI Ordinance:
AR T
RAZBDE
FrERAEE Percentage of
Number of shares held the Company’s
BRERER EEER REER share
Name of shareholder Direct interest Deemed interest capital
Hong Tau Bt 7 Note - 943,400,000 68
Tin Ming Bt 7 Note 790,000,000 - 57
Bf7E © Hong Tauw? i J 4 ¥ K} B 2 7] Victory Note: Hong Tau, through its wholly-owned subsidiaries, Victory Hunter

Hunter (3 #3547 23,400,000/ B ) > Wai
Fat (Fi3547 130,000,000 B i 473) K Tin Ming
(HFE 47 790,000,000/8 B 173) £ 3 H5 47
943,400,000/ A< 23 ) I 153 ©

Hong Tauf¥ 51%HE 4% B Welcome Success
(RAF fESE > FREBEEE S/ R
SEA I 54 HES0% AR 154 > 49% 1
i VW A o BREEVLIR A I 80%

Sz

i ©

P It > Hong Tau * Welcome Success *
RBEH S - R SeA: - U SRR
43 A 81 B %5 A Victory Hunter » Wai Fat
K Tin Ming & 3£ JIr % 2 943,400,000/ 4
ARSI i

B A SCHEER A o S AR AT A CHEHE 43
ER BT SR ey 2 s ) — B 2
AN AV F RN AL A A R A 2H
AR 2 B HE 45 1% 49 565 16(1) ok 2 B AE T LB

(which holds 23,400,000 shares), Wai Fat (which holds
130,000,000 shares) and Tin Ming (which holds 790,000,000
shares) holds an aggregate number of 943,400,000 shares of the
Company.

Hong Tau is owned as to 51% by Welcome Success (which is
owned equally as to 50% by each of two directors of the Company,
Mr. Sun Hiu Lu and Mr. Chu Kwan), and as to 49% by HHK.
Heilongjiang owns 80% interest in HHK.

Accordingly, each of Hong Tau, Welcome Success, Mr. Sun Hiu
Lu, Mr. Chu Kwan, HHK and Heilongjiang is deemed to be
interested in the aggregate number of 943,400,000 shares of the
Company held by Victory Hunter, Wai Fat and Tin Ming.

Save as disclosed above, no person, other than the directors of

the Company, whose interests are set out in the section “Directors’

interests in shares” above, had registered an interest in the share

capital of the Company that was required to be recorded pursuant

Gl hEA o to Section 16(1) of the SDI Ordinance.
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ADVANCE TO AN ENTITY

As at 31 March 2002, the Group has advanced an aggregate sum
of approximately HK$77,600,000 plus accrued interest thereon
of approximately HK$6,262,000 to certain subsidiaries of Golden
Sino (Holdings) Limited (the “Debtors”). The advances are
unsecured, and bear interest at 12% per annum or at Hong Kong
dollar prime rate plus 3% per annum and have been overdue since
December 1998/January 1999. The Group had issued writs of
summons to the Debtors in October 2000 and in November 2000,
judgements were delivered against the Debtors under which the
Debtors were ordered to pay to the Group the sum of
approximately HK$103,034,000 plus interest thereon. The Group
made full provision against the entire loan and interest receivable
thereon in the year ended 31 March 1999. As at the date of the
approval of the financial statements, the amounts due from the

Debtors remained outstanding.

PLEDGE OF SHARES OF THE COMPANY
BY THE CONTROLLING SHAREHOLDER

On 29 February 2000, a bank (the “Bank”) entered into a
restructuring agreement with the Company under which, among
other things, the Bank agreed to grant a term loan facility of an
aggregate principal amount of approximately HK$46,000,000 to
the Group. As part and partial of the restructuring arrangement,
the Bank entered into a loan agreement with Tin Ming, a wholly-
owned subsidiary of Hong Tau, on 29 March 2000 (the “Loan
Agreement”). The restructuring agreement further provides that
if Tin Ming’s shareholdings in the Company that are charged to
the Bank as security under the Loan Agreement fall below 51%
of the total issued shares of the Company, an event of default
will be deemed to have arisen. In such an event, the Bank may
declare any sums payable under any of the restructuring
documents between the Company and the Bank (the
“Restructuring Documents”) to have become immediately due
and payable, whereupon the same shall become immediately due
and payable. The aggregate level of facilities under the
Restructuring Documents as at 27 April 2000 is approximately
HK$46,000,000. The maximum life of the facilities under the

Restructuring Documents is 6 years.
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CODE OF BEST PRACTICE

In the opinion of the directors, the Company complied with the
Code of Best Practice (the “Code”) as set out in Appendix 14 of
the Rules Governing the Listing of Securities on The Stock
Exchange of Hong Kong Limited, throughout the accounting
period covered by the annual report, except that the independent
non-executive directors of the Company are not appointed for
specific terms as required by paragraph 7 of the Code, but are
subject to retirement by rotation and re-election at the annual
general meeting of the Company in accordance with the provision

of the Company’s bye-laws.

AUDIT COMMITTEE

The Company has an audit committee which was established in
accordance with the requirements of the Code, for the purposes
of reviewing and providing supervision over the Group’s financial
reporting process and internal controls. The audit committee
comprises two independent non-executive directors of the

Company.

AUDITORS

Ernst & Young retire and a resolution for their reappointment as
auditors of the Company will be proposed at the forthcoming

annual general meeting.

On behalf of the Board of Directors

Huang Shuyun
Deputy Chairman and Managing Director

Hong Kong
24 July 2002
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