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Dear shareholders,

I am pleased to report to you the operating results of the Company for the six

months ended 30 June 2002.

For the six months ended 30 June 2002, the revenue from principal operations
of the Group was RMB600,147,000 and profit after taxation was
RMB40,987,000 under PRC accounting standards, representing an increase
of 4.93% and a decrease of 18.31% respectively, as compared with the same

period of last year.

The Group achieved a turnover of RMB600,147,000 and profit attributable to
shareholders of RMB41,523,000 for the six months ended 30 June 2002 under
HKGAAP, representing an increase of 4.93% and a decrease of 17.81%

respectively, as compared with the same period of last year.

The Board of Directors of the Company does not recommend any payment of

an interim dividend for the six months ended 30 June 2002.

A.  Review of Operation

Under the influence of the continuous decline in medicine prices as
required by the Chinese government and the existing structural
contradiction in the domestic pharmaceutical industry, the competition
in the domestic pharmaceutical market became more severe. The
Company, was also confronted with difficulties in export as a result of
the fact that domestic competitors depressed prices of exported products.
These lower prices are the main factors that contribute to the decline of
the Company’s profit. To withstand the pressure of various negative
external influences, the Company continued to implement product mix
adjustments and improve internal basic management, technologies and
marketing strategies to increase market share and the competitiveness

of its products both in domestic and overseas markets.
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by way of improving the quality of products and services,
developing advanced technologies in the production of the
Company’s existing products and improving the elasticity of
production facilities. To meet the needs of market, the Company
developed series of products from derivation of its existing

products.

The Company further strengthened its internal management and
amended its rules and regulations in respect of management. In
the first half of 2002, the Company passed the examination held
by FDA and WHO. The Company’s aspirin product also obtained
COS. FDA examination for other products had made remarkable
progress. All the above events have laid a solid foundation for the

promotion of the Company’s products in the international market.

The Company focused on communications with clients by way
of personal visits and other methods to establish a full and long-
term cooperation relationship with customers. The Company put
more emphasis on the development on its market position in

respect of its main products and strategic products.

In the first half of 2002, despite unfavorable circumstances such
as drop in prices of the main bulk pharmaceuticals and
preparations, the Company made great effort in marketing its
products. Sales of the Group increased by 4.93% during the first
half of 2002 as compared with the same period last year. The
export of the Company’s products also reached USD29,680,000
and increased by 13.16% as compared with the same period of

last year.
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Further improvement of competitiveness by enhanced internal

management

Through continuous activities that are conducive to increasing
the Company’s revenue, reducing its operating costs and promoting
technical improvement of the different production methods for
different products, the Company further improved the production
yield ratio of its main products and reduced the consumption of
raw materials. All these resulted in the reduction of production
costs. In the first half of 2002, a total of RMB3,760,000 was

reduced in respect of the consumption of raw materials and energy.

The Company also invited public bidding more extensively in all
procurement of raw materials and carried out quality audits in
purchasing of main raw materials and on the main suppliers.
Through these measures, the Group not only controlled the quality
of raw materials but also reduced the purchasing costs of raw
materials by RMB10,300,000 as compared to the same period of

last year.

Through enhanced budget control, the Company tightened its
nonproductive expenditures and other expenses. The qualities of
drugs were steadily improved. In the first half of 2002, the
Company passed all sampling tests for its products and has

successfully built up its good image in the market.
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HKGAAP

As at 30 June 2002, the current ratio and the quick ratio of the
Group were 421.16% and 350.89% respectively. The rate of
accounts receivable turnover and the rate of stock turnover were
218.17% and 223.45% respectively. The Group had
RMB578,411,000 of cash on hand and in bank and
RMB330,000,000 of bank loans. This is a good financial indicator
showing that the Group’s capital float was healthy and its debt

payment ability was strong.

The Group has no apparent seasonal capital requirement.

The capital of the Group mainly comprised: the Group’s profits
achieved, the proceeds raised from the issue of shares and the
loans borrowed from financial institutions. As at 30 June 2002,
the total amount of the bank loans of the Company was
RMB330,000,000 at a fixed interest rate and cash on hand and in
bank amounted to RMB578,411,000, among which
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RMBS519,094,000 was deposited in different banks. The Company
will invest the proceeds raised from the issue of new A Shares in
the projects disclosed in the prospectus and use other funds

reasonably.

As at 30 June 2002, the total amount of investments of the
Company was RMBS55,277,000, including equity investments of
RMB30,000,000 in Tiantong Securities Company Limited,
RMB13,577,000 in The Bank of Communication and
RMB7,000,000 in The Pacific Insurance Corporation. The
Company is confident about the returns of the above investments
given the good operating results shown by these companies so

far.

As at 30 June 2002, there was no charge on the Group’s assets.

The future plan of the material investments of the Company will
be focused on the projects using the proceeds from the issue of
new A Shares as referred to under Section 6 “Use of Proceeds”

below.

The gearing ratio of the Group was 23.77%. (The gearing ratio =

the total borrowings/Share capital & total reserves x 100%)

The existing deposits of the Group mainly comprised the proceeds
from the issue of new A Shares and will be mainly used in the
production, sales, research and development of the Company’s

products.

As at 30 June 2002, the Group had no contingent liabilities.
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S.

Results and Financial Analysis under PRC accounting

standards

The Group is mainly engaged in developing, manufacturing and
selling of bulk pharmaceuticals, preparations, chemical products
and other products. The profit of the Group is mainly attributable

to its principal business.

In the first half of 2002, the Group achieved a turnover of
RMB600,147,000, representing an increase of 4.93% as compared
to the same period of last year. The increase was mainly
attributable to the development of markets, especially the overseas
pharmaceutical markets. Net cash and cash equivalents decreased
by RMB38,619,000 as compared to an increase of
RMB29,716,000 achieved in the same period of last year. The
reason for the decrease was mainly due to the increases of
investments of the Group as compared to that of last year. Profit
from principal operations and profit after taxation for the first
half of 2002 amounted to RMB 156,343,000 and RMB40,987,000
respectively, representing decreases of 8.88% and 18.13%
respectively, which mainly attributable to the drop in medicine

prices.

Total assets of the Group as at 30 June 2002 amounted to
RMB1,871,588,000, increased by RMB34,868,000 or 1.90% as
compared to that as at 1 January 2002. The increase was mainly
due to the profit achieved in the first half of 2002. The total long-
term liabilities of the Group were increased by RMB50,000,000
to RMB203,562,000 as compared to that as at 1 January 2002,
which was mainly due to the increase of loans borrowed during
the first half of 2002. Shareholders’ equity of the Group as at 30
June 2002 increased by RMB39,325,000 or 2.93% to
RMB1,379,849,000, as compared to that as at 1 January 2002.
The increase was mainly attributable to the profits of the Group

achieved in the first half of 2002.
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Name of project

Caffeine technical
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L-350 technical renovation

Analgin GMP renovation

Total

An analysis of the Group’s turnover in various geographical

locations is as follows:

20024E1-6 H 20014£1-6H
first half of 2002 first half of 2001
A % A BAR
Total turnover Costs Total turnover Costs
ARWETIE ARWTILT ARETILE ARBEFIL
RMB’000 RMB’000 RMB’000 RMB’000
364,637 263,576 361,864 246,601
79,193 61,090 74,983 57,802
90,137 73,168 09,264 51,666
66,180 43,467 65,853 40,881
600,147 441,301 571,964 396,950
of Proceeds

6. Use

On 3 September 2001, the Company raised an amount of
RMB370,517,000 from the issue and offer of 33,000,000 A Shares
(including the offer of 3,000,000 State-owned shares). As at 30
June 2002, a total of RMB61,245,000 was used in the following

projects:

RE%RS 20024
B EBBA Rl A
Actual  Accumulated
Total investment amount of
investment in 2002 investment
ARBEFLT  AR®TL  AR¥ETR
RMB’000 RMB’000 RMB’000
160,000 11,230.1 14,849.8
29,980 3,534.8 15,672.7
39,800 8,923.9 30,722.5
23,688.8 61,245.0

St 8
By el
% of

the total
investment

9.28%

52.28%

71.19%

fiit

Remarks

CERRTRIE
construction of
factory building
started

EATT

basically finished
EASEL
basically finished
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Notes:

1. The Caffeine renovation project is under construction. The Analgin
GMP renovation project was basically finished and a successful

trial run was made on 22 July 2002.

2. The remaining proceeds were deposited with banks and will be

used in accordance with the prospectus.

Prospects for the Second Half of the Year

By analyzing the situation confronted in the first half of 2002, the
Company will sum up its experience in operations so that it can take
corresponding measures to overcome the unfavorable external efforts.
Focused on the main markets and products, the Company will make full
use of its advantages in respect of economy of scale and the
comprehensive competitiveness in the pharmaceutical market to enlarge
the sales of main and strategic products. By introducing the new theories
and methods in the practice of management, the Company will promote
the improvement of its internal management. The Company will also
enhance its marketing strategies and make full use of the favourable
policies promulgated by the local government to seek for rapid

development.

1.  To enhance marketing strategies by focusing on the profitable

products on the main markets

The Company will continue to strengthen its position on existing
markets and enhance its association with customers to improve
sales. In respect of the new products, the Company will adopt
diversified marketing policies and methods to promote new drugs
according to the different characters of new products and
individual markets. Through the development of the selected target
markets, the Directors expect that the Company will increase the

sales of new drugs.

Meanwhile, the Company will make effort to reduce the
operational risks and improve the operational results by improving
its risk control management and relative rules and regulations

throughout the course of its sales.
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2.

To improve the basic management and promote creativity

The Company will continue to carry out the activities that are
conducive to increase the Company’s revenue, reducing its
operating costs and promoting technical improvement of the
different production methods for different products of the
Company. Focused on the technical targets set at the beginning of
the year, the Company will enhance its competitiveness by
improving the quality of products and reducing the production
costs. The Company also encourages each of its staff to take part
in activities of “rationalization proposal” to encourage creative

thinking and enhance development of the Company.

The Company is now preparing for the examination of the National
Quality Management Award, the certification of GMP, the re-
examination of ISO14001 circumstance certification and
certification of new edition of ISO9001 standards. In addition to
the preparations for these works, the Company is also introducing
a management theory of “Leamning Organization” to promote the

creativity of the Company.

To promote the development of the Company

Capitalizing on the Company’s experience in bulk pharmaceuticals
and fine chemicals, the Company intends to utilise its influence
on the international market to establish cooperation with more
foreign companies by way of processing contracts. By improving
its processing technology, the Company has confidence that such

processing business would become a new source of profit.

Capitalizing on the opportunity emerged in the structural
adjustment of the world economy, the Company will strive to
cooperate with renowned multinational companies which is
subject to the policies promulgated by the PRC government. The
Company will also study the possibility of cooperation between
domestic pharmaceutical companies to meet its needs for

development.

By order of the Board
He Duanshi

Chairman

2 August 2002



