el a X
CONSOLIDATED PROFIT AND LOSS ACCOUNT

(RIZBBEERNZ GitIRAmR)

(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)
(Bl —EE=F+=F=+—HIFFE)

(FOR THE YEAR ENDED 31ST DECEMBER 2003)

(#&&E7))

(Restated)

(BF&E1 ()

(Note 1())

—ET=F —EE-F

2003 2002

AR®FT ARBFT

RMB’000 RMB’000

B Turnover 1,341,788 1,173,550
= B KA Cost of goods sold (1,027,855) (863,134)
BEEEHE Gross profit 313,933 310,416
E Al A Other revenues 8,807 16,571
HEEM Selling expenses (135,813) (117,542)
EREA Administrative expenses (110,733) (109,683)
HmgEgH Other operating expenses (269) (3,894)
el Operating profit 75,925 95,868
&R Finance costs (14,018) (14,872)
B 5 BT & A Profit before taxation 61,907 80,996
1A Taxation (10,200) (13,382)
B i 1% & A Profit after taxation 51,707 67,614
DHIRRE RS Minority interests 87 (56)
PR ERHE (R & T Profit attributable to shareholders 51,794 67,558
% 2 Dividends 18,293 27,439
A Earnings per share AR®IT RMB0.113 AR RMB0.148
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CONSOLIDATED BALANCE SHEET

(RIZEZEEBRNZ &5t RAIGE)

(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

(FE=F+=A=+—H)
(AS AT 31ST DECEMBER 2003)

(LEH)
‘ (Restated)
B —EE=F e
2003 2002
Note AR¥TFTT ARBFT
RMB’000 RMB’000
FRBEE Non-current assets
1Al Technical know-how 11 4,220 —
EEE Fixed assets 12 769,253 573,270
TEETR Construction-in-progress 13 130,803 163,299
i = N R i S Interest in an associated company 15 24,831 —
®E Investment securities 16 55,277 55,277
_____ 984,384 ... 791,846
MEEE Current assets
FE Inventories 17 250,538 218,634
EWERR N Z Trade and bills receivables 18 300,217 261,358
H A FEY IR Other receivables, deposits and
e RIANFE prepayments 53,250 65,103
AR A H O #EERIFN Export value-added-tax recoverable 30,946 41,429
FEN B TR Amount due from immediate holding
_RAEFIA company 19 34,341 27,569
REE Short-term investment 76 76
BERA Trading securities 20 34,751 —
AR [E P S B0 3R Income tax recoverable 3,576 5,762
R RI/ITHFHREER  Cash and bank balances 413,986 503,467
1,121,681 1,123,398
nEaE Current liabilities
JERTER R R =B Trade and bills payables 21 237,547 108,988
H A SRIE Other payables and accrued
T EH charges 47,235 47,339
RERIRITE Short-term bank loans
mIKE - unsecured 25 174,156 190,000
RHRITER 2 Current portion of
—FANEEERE - long-term bank
K loans - unsecured 25 — 150,000
_____ 458,938 ... 496327
MENEEFE Net current assets 662,743 627,071
BEERIBAE Total assets less current liabilities 1,647,127 1,418,917
BARRIR Financed by:
Hﬁ$ Share capital 22 457,313 457,313
] Reserves 23 963,170 928,925
R A% B Proposed final dividend 23 18,293 27,439
I R A = Shareholders’ funds 1,438,776 1,413,677
DYIRRE S Minority interests 3,968 2,675
EMENAE Non-current liabilities
EERIE Deferred taxation 24 4,383 2,565
REFRITER Long term bank loans
E v - unsecured 25 200,000 —
1,647,127 1,418,917
BEEERE On behalf of the Board
Eimik BE He Duanshi Guo Qin
EBEFE - Director Director
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BEERRE=R

BALANCE SHEET

(RIZBBEERNZ GitIRAmR)

(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)
(ZFE=F+=-A=+—H)

(AS AT 31ST DECEMBER 2003)

(&&E7)
(Restated)
[t & —EZT=F e a3
2003 2002
Note AR®FTT AREFT
RMB’000 RMB’000

ERBEE Non-current assets
Al Technical know-how 11 4,220 -
TEE Fixed assets 12 767,405 572,530
EEIRE Construction-in-progress 13 130,803 163,299
MDA E Investments in subsidiaries 14 11,054 6,457
B NRRER Interest in an associated company 15 24,831 -
"E Investment securities 16 55,277 55,277
______ 93500 797563

MEEE Current assets

FE Inventories 17 244,114 213,031
LGS E S Trade and bills receivables 18 300,167 261,358
H i e RIA Other receivables,

e REMNFIE deposits and prepayments 54,011 63,424
AR E W O ER R Export value-added-tax recoverable 30,946 41,429
JE U B B 1R A Amount due from immediate

R holding company 19 34,341 27,569
RMEIRE Short-term investment 76 76
BEERE Trading securities 20 34,751 —
AR PSR Income tax recoverable 3,576 5,065
BReRBOEHRE Cash and bank balances 399,368 495,429
0L 107381
mEafE Current liabilities
LS ES Trade and bills payables 21 232,568 103,592
?%@JT‘&TH ?A’Iéi R fEsHER  Other payables and accrued charges 46,651 46,586
RHETER  EEA Short-term bank loans - unsecured 25 174,156 190,000
RHRTER 2 Current portion of long-term bank
—FREEER loans-unsecured
B 25 — 150,000
______ 3375 40178
TBEEFE Netcurrentassets 647,975 | 617,203
BEERADARE Total assets less current liabilities 1,641,565 1,414,766
BRI - Financed by:
R 7 Share capital 22 457,313 457,313
(i 1 Reserves 23 961,576 927,449
B S Proposed final dividend 23 18,293 27,439
& R Shareholders’ fund 1,437,182 1,412,201
ERBEE Non-current liabilities
ELRE Deferred taxation 24 4,383 2,565
RHETER - BIKF Long-term bank loans - unsecured 25 200,000 -
1,641,565 1,414,766
ExgfRK On behalf of the Board
EiRiR = He Duanshi Guo Qin
- - Director Director
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ez 2R
CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

(REBAEERNZ Gt RAIRE)

(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)
(BIF—EE=+_A=+—HIFFEZ)

(FOR THE YEAR ENDED 31ST DECEMBER 2003)

(=5
(Restated)
Ft & —ZE=F —ETCF
2003 2002
Note AR®FIT AREFT
RMB’000 RMB’000
R—A—HAZ Bz - Total equity as at 1st January,
JUAb= as previously reported 1,414,433 1,384,816
HEFTERIE125% Effect on adoption of
(f183T) &7 SSAP12 (revised) 1() (756) 67
n—A—H &E7 As at 1st January, as restated 1,413,677 1,384,883
REF BT Profit for the year 23 51,794 67,558
N ZER Exchange difference 23 744 —
[gs Dividends 23 (27,439) (36,585)
BVEERTE — Decrease in statutory public welfare
BTSREBEMNZE reserve fund - capital expenditure
ZEREXH for common facilities of staff 23 — 2,179)
R+ZA=+—Hz8%z% Total equity as at 31st December 1,438,776 1,413,677
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e BenkE

CONSOLIDATED CASH FLOW STATEMENT

(RIZBBEERNZ GitIRAmR)

(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)
(Bl —EE=F+=F=+—HIFFE)

(FOR THE YEAR ENDED 31ST DECEMBER 2003)

ot —ZZT=F —EE-F
2003 2002
Note ARBTT AREFIL
RMB’000 RMB’000
WEEB 7R EFH Net cash generated from operations 26(a) 218,660 142,317
FRAERK PRC income tax paid (6,196) (13,885)
REFH2HRERNFE Net cash inflow from operating activities 212,464 128,432
REEE Investing activities
BERI Purchase of technical know-how (5,000) -
BERTEEE Purchase of fixed assets (30,326) (38,985)
HEETEE Proceeds on disposal of fixed assets 2,810 2,186
YNEZETIEFUE Payment for construction-in-progress (214,401) (178,404)
oA /NE] Investment in an associated company (24,831) —
XRRBEE Payment for trading securities (31,178) -
Y BN & Interest received 5,950 13,215
YR & R S Dividend income received from investments 781 931
BEEEHEE Redemption of short-term investments - 88
BREEB RS RLFE Net cash outflow from investing activities (296,195) (200,969)
BURcRERFER Net cash outflow before financing (83,731) (72,537)
BEHEE Financing activities 26(b)
HERITER New bank loans 404,156 329,100
BERITER Repayment of bank loans (370,000) (321,200)
DYBRREER Investments from minority shareholders 1,551 2,120
ERAR S Dividends paid (27,439) (36,585)
BARHE Interest paid (14,018) (14,662)
B zRe R FE Net cash outflow from financing (5,750) (41,227)
RekReEEMRY Decrease in cash and cash equivalents (89,481) (113,764)
—A—BZzHR&Rk Cash and cash equivalents
ReEEY at 1st January 503,467 617,231
+ZRA=+—B2 Cash and cash equivalents
RekH2EEBY at 31st December 413,986 503,467
ReReEEY Analysis of the balances of cash
RO and cash equivalents
e RRITERER Cash and bank balances 413,986 503,467
Shandong Xinhua Pharmaceutical Company Limited 75
Annual Report 2003



ik B B &
NOTES TO THE ACCOUNTS

(RIRBEBEERNZ &5t RAIGER)
(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)
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Principal accounting policies

The principal accounting policies adopted in the preparation of
these accounts are set out below:

(a) Basis of preparation

The accounts have been prepared in accordance with
accounting principles generally accepted in Hong Kong
and comply with accounting standards issued by the
Hong Kong Society of Accountants (“HKSA”). They have
been prepared under the historical cost convention
except that property, plant and equipment are stated at
valuation.

In the current year, the Group adopted the revised
Statements of Standard Accounting Practice 12 “Income
Taxes” (“SSAP 12”) issued by the HKSA which are
effective for accounting periods commencing on or after
1st January 2003.

The changes to the Group’s accounting policy and the
effect of adopting the revised SSAP 12 is set out in the
accounting policies below.
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ik B Bt & o)

NOTES TO THE ACCOUNTS (continued)
(RIZEZE B EERA G RAIGE)

(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

1 Principal accounting policies (continued)

(b) Group accounting

(i)

Consolidation

The consolidated accounts include the accounts
of Shandong Xinhua Pharmaceutical Company
Limited (the “Company”) and its subsidiaries (the
“Group”) made up to 31st December.

Subsidiaries are those entities in which the
Company, directly or indirectly, controls more than
half of the voting power; has the power to govern
the financial and operating policies; to appoint
or remove the majority of the members of the
board of directors; or to cast majority of votes at
the meetings of the board of directors. All
significant intercompany transactions and
balances within the Group are eliminated on
consolidation.

Minority interests represent the interest of
shareholders outside the Group in the operating
results and net assets of the subsidiaries.

In the Company’s balance sheet the investment
in the subsidiaries are stated at cost less provision
for impairment losses. The results of the
subsidiaries are accounted for by the Company
on the basis of dividends received and receivable.
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NOTES TO THE ACCOUNTS (continued)
(RIZ BB LRI &5t RAIGE)

(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)
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Principal accounting policies (continued)

(b)

Group accounting (continued)

(i

Associated companies

An associated company is a company, not being
a subsidiary or a joint venture, in which an equity
interest is held for the long-term and significant
influence is exercised in its management.

The consolidated profit and loss account includes
the Group’s share of the results of associated
companies for the year, and the consolidated
balance sheet includes the Group’s share of the
net assets of the associated companies and
goodwill / negative goodwill (net of accumulated
amortisation) on acquisition.

In the company’s balance sheet the investments
in associated companies are stated at cost less
provision for impairment losses. The results of
associated companies are accounted for by the
company on the basis of dividends received and
receivable.

Equity accounting is discontinued when the
carrying amount of the investment in an
associated company reaches zero, unless the
Group has incurred obligations of guaranteed
obligations in respect of the associated company.
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NOTES TO THE ACCOUNTS (continued)
(RIFEEZBIRNZ &5t IR A2

(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

1 Principal accounting policies (continued)

(c)

(d)

Intangible assets

(i)

(i

Technical know-how

Expenditure on technical know-how acquired is
capitalised and amortised using straight-line
method over their useful lives, but not exceeding
20 years. Technical know-how is not revaluated
as there is no active market for these assets.

Research and development costs

Research costs are expensed as incurred. Costs
incurred in development projects relating to the
design and testing of new or improved products
are expensed unless the technical feasibility and
intention of completing the product under
development has been demonstrated and the
resources are available to do so, costs are
identifiable and there is an ability to sell or use
the asset that will generate probable future
economic benefits. Development costs previously
recognised as an expense are not recognised as
an asset in a subsequent period.

Property, plant and equipment

Land use rights are stated at revalued amount less

subsequent accumulated amortisation and accumulated

impairment losses and are amortised over the land use

rights period on a straight-line basis. Where an indication

of impairment exists, the carrying amount is assessed

and written off immediately to its recoverable amount.

Fixed assets are stated at revalued amount less

accumulated depreciation and accumulated impairment

losses.
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NOTES TO THE ACCOUNTS (continued)

(RIRBEBEERNZ &5t RAIGER)
(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

1
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1

Principal accounting policies (continued)

(d)

Property, plant and equipment

Other fixed assets are depreciated at rates sufficient to
write off their revalued amount less accumulated
impairment losses over their estimated useful lives on a
straight-line basis. The estimated useful lives of the fixed
assets are as follows:

Buildings 20 years
Plant, machinery and equipment 5-10 years
Motor vehicles 5 years

Improvements are capitalised and depreciated over their
expected useful lives to the Group.

At each balance sheet date, both internal and external
sources of information are considered to assess whether
there is any indication that assets are impaired. If any
such indication exists, the recoverable amount of the
asset is estimated and where relevant, an impairment
loss is recognised to reduce the asset to its recoverable
amount. Such impairment losses are recognised in the
profit and loss account except where the asset is carried
at valuation and the impairment loss does not exceed
the revaluation surplus for that same asset, in which case
it is treated as a revaluation decrease.

The gain or loss on disposal of a fixed asset is the
difference between the net sale proceeds and the
carrying amount of the relevant asset, and is recognised
in the profit and loss account. Any revaluation reserve
balance remaining attributable to the relevant asset is
transferred to retained earnings and is shown as a
movement in reserves.
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NOTES TO THE ACCOUNTS (continued)
(RIFEEZBIRNZ &5t IR A2

(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

1 Principal accounting policies (continued)

(e)

()

Construction-in-progress

Construction-in-progress is stated at cost less
accumulated impairment losses. Cost comprises all
direct and indirect costs of acquisition or construction
of buildings and plant and machinery as well as interest
expenses on the related funds borrowed during the
construction, installation and testing periods prior to the
commissioning date. A plant is considered to be
commissioned when it is capable of producing saleable
quality output in commercial quantities on an ongoing
basis.

Operating lease

Leases where substantially all the risk and rewards of
ownership of assets remain with the leasing company
are accounted for as operating leases. Payments made
under operating leases net of any incentives received
from the leasing company are charged to the profit and
loss account on a straight-line basis over the lease
periods.
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NOTES TO THE ACCOUNTS (continued)
(RIZ BB LRI &5t RAIGE)

(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)
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Principal accounting policies (continued)

(9)

Investments in securities

(i)

(i

Investment securities

Investment securities are stated at cost less any
provision for impairment losses.

The carrying amounts of individual investments
are reviewed at each balance sheet date to
assess whether the fair values have declined
below the carrying amounts. When a decline
other than temporary has occurred, the carrying
amount of such investments will be reduced to
its fair value. The impairment loss is recognised
as an expense in the profit and loss account. This
impairment loss is written back to the profit and
loss account when the circumstances and events
that led to the write-downs or write-offs cease
to exist and there is persuasive evidence that the
new circumstances and events will persist for the
foreseeable future.

Trading investments

Trading investments are carried at fair value. At
each balance sheet date, the net unrealised gains
or losses arising from the changes in fair value of
trading investments are recognised in the profit
and loss account. Profits or losses on disposal
of trading investments, representing the
difference between the net sales proceeds and
the carrying amounts, are recognised in the profit
and loss account as they arise.
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NOTES TO THE ACCOUNTS (continued)
(RIFEEZBIRNZ &5t IR A2

(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

1 Principal accounting policies (continued)

(h)

()

1)

Inventories

Inventories comprise stocks and work-in-progress and,
other than consumables, inventories are stated at the
lower of cost and net realisable value. Cost, calculated
on the weighted average basis, comprises materials,
direct labour and an appropriate proportion of production
overhead expenditure. Net realisable value is determined
on the basis of anticipated sales proceeds less estimated
selling expenses. Consumables are stated at cost less
provision for obsolescence.

Trade receivables

Provision is made against trade receivables to the extent
that they are considered to be doubtful. Trade
receivables in the balance sheet are stated net of such
provision.

Deferred taxation

Deferred taxation is provided in full, using the liability
method, on temporary differences arising between the
tax bases of assets and liabilities and their carrying
amounts in the accounts. Taxation rates enacted or
substantively enacted by the balance sheet date are
used to determine deferred taxation.

Deferred tax assets are recognised to the extent that it
is probable that future taxable profit will be available
against which the temporary differences can be utilised.
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NOTES TO THE ACCOUNTS (continued)

(RIRBEBEERNZ &5t RAIGER)
(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)
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Principal accounting policies (continued)

@

Deferred taxation (continued)

Deferred taxation is provided on temporary differences
arising on investments in subsidiaries, associates and
joint ventures, except where the timing of the reversal of
the temporary difference can be controlled and it is
probable that the temporary difference will not reverse
in the foreseeable future.

In prior year, deferred taxation was accounted for at the
current taxation rate in respect of timing differences
between profit as computed for taxation purposes and
profit as stated in the accounts to the extent that a liability
or an asset was expected to be payable or recoverable
in the foreseeable future. The adoption of the revised
SSAP 12 represents a change in accounting policy,
which has been applied retrospectively so that the
comparatives presented have been restated to conform
to the changed policy.

As detailed in note 23 to the accounts, opening retained
earnings at 1st January 2002 and 2003 have increased
by RMB3,262,000 and RMB2,439,000, respectively,
which represent the previously unrecognised deferred
tax assets. The opening asset revaluation reserves at
1st January 2002 and 2003 have decreased by
RMB3,195,000 representing the under provision of
deferred tax liabilities. This change has resulted in a net
increase in deferred tax liabilities as at 31st December
2002 by RMB756,000 and a net decrease in deferred
tax liabilities by RMB67,000 as at 31st December 2001,
the profit for the year ended 31st December 2002 has
decreased by RMB823,000.
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NOTES TO THE ACCOUNTS (continued)
(RIFEEZBIRNZ &5t IR A2

(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

1 Principal accounting policies (continued)

(k)

)

Translation of foreign currencies

Transactions in foreign currencies are translated at
exchange rates ruling at the transaction dates. Monetary
assets and liabilities expressed in foreign currencies at
the balance sheet date are translated at rates of
exchange ruling at the balance sheet date. Exchange
differences arising in these cases are dealt with in the
profit and loss account.

Foreign currency translation differences relating to fund
borrowed for the acquisition and construction of fixed
assets are capitalised to the extent that they are regarded
as an adjustment to interest cost. All other exchange
differences are dealt with in the profit and loss account.

The balance sheet of subsidiaries, and associated
companies expressed in foreign currencies are translated
at the rates of exchange ruling at the balance sheet date
whilst the profit and loss is translated at an average rate.
Exchange differences are dealt with as a movement in
reserves.

Revenue recognition

(i) Revenue from the sale of goods is recognised
on the transfer of risks and rewards of ownership,
which generally coincides with the time when the
goods are delivered to the customers and the
title has passed.

(i) Interest income is recognised on a time proportion
basis, taking into account the principal amounts
outstanding and the interest rates applicable.

(ii) Dividend income is recognised when the right to
receive payment is established.

(iv) Operating lease rental income is recognised on
a straight-line basis.
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NOTES TO THE ACCOUNTS (continued)

(RIRBEBEERNZ &5t RAIGER)
(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)
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1

Principal accounting policies (continued)

(m)

(n)

(o)

Government grants

A government grant is initially recognised as deferred
income, when there is reasonable assurance that the
Group will comply with the conditions attaching with it
and that the grant will be received. Grants relating to
income are recognised in the profit and loss account on
a systematic basis to match with the related costs which
they are intended to compensate.

Retirement benefits

The Group participates in a local municipal government
retirement scheme whereby it is required to pay annual
contributions at the rate of 23% (2002: 23%) of the total
salaries, bonuses and allowances paid to the Group’s
staff paid in the previous year. The local municipal
government undertakes to assume the retirement
benefits obligations of all existing and future retired staff
of the Group. Contributions to this retirement scheme
are charged to the profit and loss account as and when
incurred.

Cash and cash equivalents

Cash and cash equivalents are carried in the balance
sheet at cost. For the purposes of the consolidated cash
flow statement, cash and cash equivalents comprise
cash and bank balances, deposits held at call with
banks, cash investments with maturity of three months
or less from date of investment and bank overdrafts.
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NOTES TO THE ACCOUNTS (continued)
(RIFEEZBIRNZ &5t IR A2

(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

1

Principal accounting policies (continued)

(p)

(a)

Provisions

Provisions are recognised when the Group has a present
legal or constructive obligation as a result of past events,
it is probable that an outflow of resources will be required
to settle the obligation, and a reliable estimate of the
amount can be made. Where the Group expects a
provision to be reimbursed, the reimbursement is
recognised as a separate asset but only when the
reimbursement is virtually certain.

Contingent liabilities and contingent assets

A contingent liability is a possible obligation that arises
from past events and whose existence will only be
confirmed by the occurrence or non-occurrence of one
or more uncertain future events not wholly within the
control of the Group. It can also be a present obligation
arising from past events that is not recognised because
it is not probable that outflow of economic resources
will be required or the amount of obligation cannot be
measured reliably.

A contingent liability is not recognised but is disclosed
in the notes to the accounts. When a change in the
probability of an outflow occurs so that outflow is
probable, they will then be recognised as a provision.

A contingent asset is a possible asset that arises from
past events and whose existence will be confirmed only
by the occurrence or non-occurrence of one or more
uncertain events not wholly within the control of the
Group.
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NOTES TO THE ACCOUNTS (continued)

(RIRBEBEERNZ &5t RAIGER)
(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

1

FESFHBER @

(a)

(r)

RRARREARE (&)

KAREETEHER - BE
J7A T B A B4 7 b o R AE AR
B HeE B EERT
BB B - LLE X
= RELREE °

SBEE

452 08 7K S B 2 79 5 BT 75 4R
& AEBDREEEBH
BEREREERELR
6 88 5 5 B R4 B R B 3R
EHRH LS -

AROERANIEREER MR
X o ﬁ%ﬁiﬁ%f%@%li
BE HEIR 78

WoskoE —JL@HjDiTEﬁ
RREERE M ARIEAR
@Fﬁ ST - DEBERE
LREMIABERE - BEX
HEXHBEEREABRTEER
XNHEZIENOFE -

ERMER DA RE - HER
DIEREFPHAEBRZE -

|+
i

R ERERHBER AR
“ESESC-FEH

1

Principal accounting policies (continued)

(a)

r

Contingent liabilities and contingent assets
(continued)

Contingent assets are not recognised but are disclosed
in the notes to the accounts when an inflow of economic
benefits is probable. When inflow is virtually certain, an
asset is recognised.

Segment reporting

In accordance with the Group’s internal financial
reporting the Group has determined that business
segments be presented as the primary reporting format
and geographical as the secondary reporting format.

Unallocated costs represent corporate expenses.
Segment assets consist primarily of fixed assets,
construction-in-progress, inventories, receivables, export
value added tax recoverable, operating cash and exclude
items such as income tax recoverable. Segment liabilities
comprise operating liabilities and exclude items such as
taxation payable. Capital expenditure comprises
additions to fixed assets and construction-in-progress.

In respect of geographical segment reporting, sales are
based on the country in which the customers are located.
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NOTES TO THE ACCOUNTS (continued)
(RIZEZE B EERA G RAIGE)

(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

2  Turnover, revenue and segmental

information

The Group is principally engaged in the development, production
and sales of pharmaceutical products including bulk

pharmaceuticals, preparations (e.g. tablets and injections),

chemicals and other products. Revenues recognised during the

year are as follows:

—EE=F —ETF
2003 2002
AR¥TFiT AREFT
RMB’000 RMB’000
BER — EREERA Turnover — sales of goods 1,341,788 1,173,550
Al A Other revenues
B WA Interest income 5,950 12,527
e WA Rental income 2,026 2,052
RERHEE A Sales of scrap materials 28 772
A& B A Dividend income from investments 781 931
e & WA Technical service income 22 289
8,807 16,571
@A Total revenues 1,350,595 1,190,121
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NOTES TO THE ACCOUNTS (continued)

(RIRBEBEERNZ &5t RAIGER)
(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

2 EBEXE -WH=ERSBEH 2  Turnover, revenue and segmental

(#) information (continued)
REERXEBHERBERTRELE Analysis of the Group’s segment information for the year by
HEERZ5) 0T business segment and geographical location of customers are

set out as follows:

(i) XBEoWEH (i) By business segment
t 1 533 2T _F(FE5)
2003 2002 (Restated)
BARE Hith 8 Zaxk it &8
Pharm- Pharm-
aceutical Other aceutical Other
business operations Group  business  operations Group

ARBTT ABRFT ARBTR ARETT ARETIT ARETIL
RMB’000 RMB’000  RMB'000 RMB'000 RMB'000  RMB'000

R LON Segment revenues 1,349,814 781 1,350,595 1,189,190 931 1,190,121
PEEE Segment results 71,571 4,354 75,925 94,937 931 95,868
AHEE Segment assets 1,996,191 81,467 2,077,658 1,854,129 55,353 1,909,482
#ENEER  Associated Company — — 24,831 - - -
APEEE Unallocated assets - - 3,576 - - 5,762
BEE Total assets 2,106,065 1,915,244
AHEE Segment liabilities (658,938) —  (658,938) (496,327) - (496,327)
APRARE Unallocated liabilities - - (4,383) - - (2,565)
aafk Total liabilties (663,321) (498,892)
BARY Capital expenditure 249,727 - 249,727 217,389 - 217,389
e Depreciation 79,733 - 79,733 74,024 - 74,024
R FTE R ER B AR A R
20 —ee=%H
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NOTES TO THE ACCOUNTS (continued)

(IRIZEBBEBRNZ Bat RAIHE)
(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

EXT WaRSBEH 2  Turnover, revenue and segmental

(4)

(i)

information (continued)

EEREHESBEH (ii) By geographical location of customers
ZEBUA SEEE
Segment revenues Segment results
—EBBE=-f —TT-_F “BEBEZHE _—TT_F
2003 2002 2003 2002

ARHFET ARBTT ARBFET ARETT
RMB’000  RMB’000  RMB’000  RMB’000

e PRC
(BIEEB) (including Hong Kong) 920,673 772,756 242,910 223,058
BOM Europe 185,065 169,844 37,208 43,798
EM Americas 160,921 170,369 25,785 36,249
EMBER Others 83,936 77,152 20,664 23,882
1,350,595 1,190,121 326,567 326,987
R D BERAR Unallocated costs (250,642) (231,119)
EEFE Operating profit 75,925 95,868
NEEBIBIO% 2 BEEHA Over 99% of the Group’s assets are located in the
RAE - People’s Republic of China.
Shandong Xinhua Pharmaceutical Company Limited
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NOTES TO THE ACCOUNTS (continued)

(RIRBEBEERNZ &5t RAIGER)
(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

3 REERN 3  Operating profit
LERMETARMKRTIIIEE - Operating profit is stated after crediting and charging the
following:
—BE=F —_TT_F
2003 2002
ARBTT AR TFT
RMB’000 RMB’000
A Crediting
HEETEEERE Gain on disposal of fixed assets 1,303 1,753
BT E A Government subsidies on export
WOERL S A sales proceeds received — 1,462
BEEHER Write back of provision for slow-
REFEMER moving and obsolete inventories 80 46
BERERERAT Unrealised gain on trading investments 3,573 -
Hkk Charging
EEREEER Advertising and promotion expenses 84,895 76,999
ZEEN B © Auditors’ remuneration 1,238 1,000
BEIRAN (TEREEER Staff costs (excluding directors’ and
E=Me) (FI:E9) supervisors’ emoluments) (note 9) 127,926 131,604
EEEERE Depreciation 79,733 74,024
T 8 Amortisation of technical know-how 780 —
fE 5 Rk Net exchange loss 1,191 641
T RIEF Operating lease rentals on land
i and buildings 1,319 1,406
RIZREH Provision for bad and doubtful debts 2,937 10,557
HERREER Repairs and maintenance expenses 25,541 34,952
s M KA Research and development costs 12,307 18,611
o 2 4 2 AR (0 AT
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NOTES TO THE ACCOUNTS (continued)

(IRIZEBBEBRNZ Bat RAIHE)
(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

HBEEH 4  Finance costs
—EE=F —EEF
2003 2002
AR¥TFiT AREFT
RMB’000 RMB’000
IRITERF B Interest on bank loans 14,824 14,651
AEIREHF B Interest on discounted bills — 498
B BUT 3 RA Less: government subsidies (806) (277)
14,018 14,872
Rm\ 5 Taxation
—EE=F —ETF
2003 2002
ABR¥TFIT ARBEFT
RMB’000 RMB’000
REFEBm RN H The amount of taxation charged
ZHIEMAT to the consolidated profit and
loss account represents:
PRI X ATEH PRC enterprise income tax
— ZNH (5% (a) - current (note (a)) 8,382 12,559
R FE T I8 Deferred taxation 1,818 823
10,200 13,382
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NOTES TO THE ACCOUNTS (continued)

(RIRBEBEERNZ &5t RAIGER)
(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

5

94

R\ »

(@)

BRI L B S 18 T B A% 36 P
EHH S - AR R RER
AEIEMeE - YREE
—EE=F+-A=+—H
IEFEER - R15%H T R4
MEEMER (CZTT =
15%) o IHBER_TT=F
1% - BSF RSTE T RS
PIERFEZEHE -

BRARRRISN - REE 2 HAf
FRAMR BT _FER-
L= FERBUWARIZ3%
B ETER -

REBBE_ZTZT_R=-F
T-F+-_A=1+—HILMW
1 & 51 47 [ 3 40 i 2R B Uig A
AN EANEE - KA
N B BN E TR

R ERER D BR AR
“ESESC-FEH

5

Taxation (continued)

(a)

Pursuant to the approval documents from the tax bureau
of Zibo City, the Company is qualified as a high-
technology enterprise and subject to PRC enterprise
income tax rate of 15% for the year ended 31st
December 2003 (2002: 15%). This treatment will be
subjected to annual reviews by the tax bureau of Zibo
City in future years after 2003.

Other than the Company, the companies within the
Group are subject to PRC enterprise tax at the rate of
33% on its taxable income for the years ended 31st
December 2002 and 2003.

No provision for Hong Kong profits tax has been made
in the accounts as the Group has no income assessable
to Hong Kong profits tax for the years ended 31st
December 2002 and 2003.
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NOTES TO THE ACCOUNTS (continued)

(IRIZEBBEBRNZ Bat RAIHE)
(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

5 Taxation (continued)

(c) The amount of taxation on the Group’s profit before
taxation differs from the theoretical amount that would
arise using the taxation rate of the home country of the

Company as follows:

SARRABER ZRERELBTA
ANR¥B52 420,0007T (ZTE 4 -
AER# 67,191,0007T) °

—ET=F —EE-F
2003 2002
ARBFIT AERM¥TFT
RMB’000 RMB’000
B 75 Al & Profit before taxation 61,907 80,996
B ER3B% (ZEE —F Calculated at a tax rate
33%) FHE 2 B 1E of 33% (2002: 33%) 20,429 26,729
PR R R 2 Effect of preferential tax rate
in the PRC (11,143) (14,579)
OLIE L ds-giw Expenses not deductible
for tax purposes 914 1,232
MBS Tax charges 10,200 13,382
B R EE{G 2T 6  Profit attributable to shareholders

The profit attributable to shareholders is dealt with in the
accounts of the Company to the extent of RMB52,420,000

(2002: RMB67,191,000).
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NOTES TO THE ACCOUNTS (continued)

(RIRBEBEERNZ &5t RAIGER)
(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

7 KR 7 Dividends
—EE=F —EEF
2003 2002
AR®TFTT ARBFoT
RMB’000 RMB’000
BORAHRKR S — FRARM0.047T  Final, proposed of RMB0.04
—TE-F : AR®0.067T) (2002: RMBO0.06) per share
$:307,312,8300% on 307,312,830
— =TT~ : 307,312,8300%) (2002: 307,312,830) A shares
A%)Suso 000,000/% and 150,000,000
—TE £ : 150,000,0000%) (2002: 150,000,000) H shares
HixET & 18,293 27,439

At a meeting held on 26th March 2004, the directors declared
a final dividend of RMB0.04 per share (approximately

R-ETZNMFE=A -+ HET2
g% - EFEEM1%307,312,830/%
AR X150,000,000/% HA% » & 3 R
IR B B AR0.047T (T E B
0.03747T + ARREH) o L IBHEIKARX

HK$0.0374 per share including income tax for A shares) on
307,312,830 A shares and 150,000,000 H shares. This
proposed dividend is not reflected as a dividend payable in these

BILAAAE B 5 (RIS -
ERRBE-TTNEL A=+
— B FESIEEERNSE -

sERET

BREARFZBBERNER ZRRE
FE(REFI A REES1,794,0005T (=5
ZHF (g EY) - AR®67,558,000
7)) RIRFRE BITRD 2 NEFE
9 #80457,312,8300% (ZEZT =4 :
457,312,8300%) &

= TEM_TT=F+—
+—HIEM m¢ﬁ HRAE

RESEZERNEBR - i
BRAEFEREEVE -

X F& o B
of B [

R ERER D BR AR
“ESESC-FEH

accounts, but will be reflected as an appropriation of retained
earnings for the year ending 31st December 2004.

Earnings per share

The calculation of basic earnings per share is based on the
Group’s profit attributable to shareholders of RMB51,794,000
(2002 (Restated): RMB67,558,000) and based on the weighted
average of 457,312,830 (2002: 457,312,830) shares in issue
during the year.

There was no dilution effect on the basic earnings per share for
the year ended 31st December 2003 and 2002 as there were
no dilutive shares outstanding during the years ended 31st
December 2003 and 2002.
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NOTES TO THE ACCOUNTS (continued)
(RIZEZE B EERA G RAIGE)

(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

9

Staff costs (excluding directors’ and
supervisors’ remuneration)

—EE=F e S

2003 2002

AR®FIT AREFT

RMB’000 RMB’000

FITE Salaries and wages 87,453 91,439

BTRAMEETERM Staff welfare and other benefits 21,096 21,748
R — Retirement costs -

REHEKRETE B 5E) defined contribution plans (note) 19,377 18,417

127,926 131,604

Bt :

AEESEMFBATRARIKTE  BF2
HREABE FALENTREZFHS - 1
AIRORBE ([ 8 5EK23% (ZTT =
F:28%) c FABEABAKRANERAAR
#2730 (ZEZ=F « ARM2,1007T) ©
XAHEE RN BN B AR E £ B BaRR
Nk o

A R THEERNZRBIEE RN ERARE
T AR EELLPINERIER o it )7 BUHF
HatE R AEAZMAARRZED
R IGR R E EMER » Bt - B EX
Bt oh - REBMI EEEREEXTER
KFBERETRKEEF -

Note:

As stipulated by the regulations of the PRC, the Group participates in basic
defined contribution pension scheme organised by the local municipal
governments, whereby it is required to pay contributions at the rate of 23%
(2002: 23%) on the total salaries, bonuses and allowances (the “relevant income”)
paid to the Group’s staff in the previous year. The monthly relevant income per
head of a staff is subject to a cap of RMB2,730 (2002: RMB2,100). Contributions
to this retirement scheme are charged to the profit and loss account as and
when incurred.

All employees are entitled to retirement benefits equal to a fixed proportion of
their salary at their normal retirement age. The local municipal government
undertakes to assume the retirement benefits obligations of all existing and future
retired staff of the Group. Accordingly, the Group has no other material obligation
for payment of retirement and other post-retirement benefits of employees other
than the contribution described above.
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NOTES TO THE ACCOUNTS (continued)

(RIRBEBEERNZ &5t RAIGER)
(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

10

98

EERESHS 10

@ FAXKEREZERESEX

Directors’ and Supervisors’ emoluments

(@) The aggregate amounts of emoluments payable to the

N2 e @EENT - directors and supervisors of the Company during the
year are as follows:
—EZT=F —FEETF
2003 2002
AR¥TFIT ARETFIT
RMB’000 RMB’000
we Fees — —
E e Other emoluments

— EARF e K2 — Basic salaries and allowances 747 753
— fe4L — Bonuses 2,223 1,926
— RIREH — Retirement benefits 163 157
3,133 2,836

AFEEZzERGE 2N
B GBI ERNITEED
AER#160,0007T K F £ £
B (ZEZT-F: AR
90,00075) °

)  FARTHERR2EEM

Basic salaries and allowances disclosed above include
allowances of RMB160,000 (2002: RMB:90,000) paid
to independent non-executive directors.

(b) The number of directors and supervisors whose

BEEAHNT emoluments fell within the following bands:
FHITEE
RiTES Non- executive Ex
Executive directors directors Supervisors
8PS _—TT-_F CZPPSHE _—TT-F ZPPSHE _—TT-F
2003 2002 2003 2002 2003 2002
TEARE Nito
1,060,000 RMB1,060,000
(ERE%  (equivalent to
1,000,000)  Hong Kong
Dollar 1,000,000) 6 6 4 3 5 5

BE_TT_FR-_TT=
Ft-A=t—HLFE"
REEFHEEHEMNS -

R ERER D BR AR
“ESESC-FEH

No directors or supervisors waived their emoluments in
respect of the years ended 31st December 2002 and
2003.
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NOTES TO THE ACCOUNTS (continued)

(IRIZEBBEBRNZ Bat RAIHE)
(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

Directors’ and Supervisors’ emoluments

(continued)

(©) The five individuals whose emoluments were the highest
in the Group for the years ended 31st December 2002
and 2003 are executive directors of the Company whose

emoluments are reflected in the analysis presented

above.

Fi il 11 Technical know-how
FRERETAF
Group and Company
—EE=F —ZEE
2003 2002
AR¥TFiT AR FIT
RMB’000 RMB’000
m—A—H At 1st January — —
& Addition 5,000 —
B Amortisation (780) -
R+-—A=+—H At 31st December 4,220 —
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NOTES TO THE ACCOUNTS (continued)

(RIRBEBEERNZ &5t RAIGER)
(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

12 BEESEE 12 Fixed assets
X5H
Group
K% 1
Rl
Plant,
TitfE R machinery, RE
Land use BEY and Motor 1y
rights Buildings  equipment vehicles Total
ARBTRT ARBTT AR®TT AR®FTT AR%FT
RMB'000 RMB'000 RMB'000 RMB'000 RMB'000
BfE Valuation
RZZE=F At 1st January 2003 77,201 229,641 611,240 17,699 935,781
—A—A
REETIREA Transferred from
(5£13) construction-in-
progress (note 13) - 83,239 162,441 1,217 246,897
NE Additions 226 464 29,436 200 30,326
He Disposals (515) (136) (9,474) (677) (10,802)
R-ZT=F At 31st December
tzAzt-e W o812 313208 798843 18439 1202002
ZEWE Accumulated depreciation
R-ZE=F At 1st January
A—H 2003 9,231 99,058 248,173 6,049 362,511
KEERE Charge for the year 1,664 11,710 61,324 5,035 79,733
He Disposals - (136) (8,671) (488) (9,295)
R-ZT=F At 31st December
tzAzt-e W 10805 1108 00820 1056 432000
REFE Net book value
RZEE=F At 31st December
+=-A=1+-H 2003
(M 5E12(e) (note 12(e)) 66,017 202,576 492,817 7,843 769,253
RZEE-F At 31st December
+-A=+—-H 2002 67,970 130,583 363,067 11,650 573,270
100 IR ERZER DB R A A

—ET=5%54
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NOTES TO THE ACCOUNTS (continued)

(REBEZEEBRNLZ

EATRAIGR)

(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

12 Fixed assets (continued)

3
Company
BE - @S
R s
Plant,
L machinery, RE
Land use BEY and Motor et
rights Buildings  equipment vehicles Total
ARBTFT AR®TT AR®TT ARYTT ARETT
RMB'000 RMB'000 RMB'000 RMB'000 RMB'000
EfE Valuation
RZEE=F At 1st January 76,975 229,641 610,525 17,699 934,840
—HA—H 2003
AEEIREA Transferred from
(3£13) construction-in-
progress (note 13) — 83,239 162,441 1,217 246,897
ANE Additions 266 464 27,925 200 28,855
& Disposals (329) (136) (9,474) 677) (10,616)
RZEE=F At 31st December
TZA=T-H 2008 76912 813208 91417 18439 1199976
ZEWE Accumulated depreciation
RZTE=F At 1st January
—R—H 2003 9,231 99,058 247,972 6,049 362,310
KEEHE Charge for the year 1,664 11,710 61,147 5,035 79,556
HE Disposals - (136) (8,671) (488) (9,295)
RZEE=F At 31st December
TZA=T-H 2008 108% 110632 300448 10596 432571
REFAE Net book value
RZEE=F At 31st December
+-A=1+-H 2003
(BfEE12(e) (note 12(e)) 66,017 202,576 490,969 7,843 767,405
R-ET-F At 31st December
+-A=+—H 2002 67,744 130,583 362,553 11,650 572,530
Shandong Xinhua Pharmaceutical Company Limited 1 01
Annual Report 2003



ik B B

%I (#&)

NOTES TO THE ACCOUNTS (continued)

(RIRBEBEERNZ &5t RAIGER)
(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

12 EBEEEE &

102

(@)

REBRARRZBREE
YIIRL AR B o AR E R AR
AAIZEEFEARARE
48,163,0007T # T {5 FE 4
RSIETMER I HmEEBA
®F - BES0F - AN
NEZANBREE -

REERAQANEEFE
B ARB,207,0007TH) i
EA%E - THREEMERLT
HMERBAET - AH27
F O OHEZZ=ZTF+=A
tt8-

AEEBZEMFEAARE
222,0007T #) + {5 A #E 7R
m“ﬁml%imaﬁ%%
BT BES0FE H-ZTZT

—#+—B=-+=-H#:t

sets
= o
7t

REFERDTNRENE SR
BMERSMBRAR LT -
RARNEEEEE LR —
ANEF+-ZRAR=+—H#H
AP B S s AD LL SR& 5RD
BN EEE K AME
EEGE - EFEEAAR
#6,420,0007T ° EEANE]
METEEER—NLAREN
A=+HH—BZ(4@ER -
FEAFTAITER A RIEA
FHEEHNGHE - RNER
BEAAREE22,625,000
TT o MEAEGIGETREY
BHE-TZT=F+=-A=+
—RAIEFEENNTEER
BANRE242 0007 (Z2E
—fF: AR®1,341,000
7o) °

R ERERHBER AR
“ESESC-FEH

12 Fixed assets (continued)

(a)

All buildings of the Group and the Company are located
in the PRC. Land use right of the Group and the
Company with net book value of RMB48,163,000 were
granted by the State Land Administration Bureau of Zibo
City for a period of 50 years from 8th March 1996.

Land use right of the Group and the Company with net
book value of RMB6,207,000 was granted by the State
Land Administration Bureau of Zibo City for a period of
27 years to 27th December 2030.

Land use right of the group with net book value of
RMB222,000 were granted by the State Land
Administration bureau of Zibo City for a period of 50
years from 22nd November 2002.

In the preparation of the listing of the Company’s shares
on The Stock Exchange of Hong Kong Limited, the
Company’s fixed assets were firstly revalued as at 31st
December 1995 by Shandong Certified Public
Accountants, a firm of valuers registered in the PRC on
a depreciated replacement cost basis as part of its
restructuring. The revaluation surplus was
RMB6,420,000. Another separate revaluation was
carried out on the Company’s fixed assets as at 30th
September 1996, by Chesterton Petty Limited, an
independent valuer, on an open market value basis. This
has resulted in a further revaluation surplus of
RMB22,625,000 to the Company. The adoption of the
above two revaluations in the accounts has resulted in
an additional depreciation charge of RMB242,000 (2002:
RMB1,341,000) in respect of the year ended 31st
December 2003.
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12 Fixed assets (continued)

MAEERARFZEEER ©)
BE VAR AN BB R AT E A
R ZFEEZEEESD

ik B B

EI (#&)

NOTES TO THE ACCOUNTS (continued)

(IRIZEBBEBRNZ Bat RAIHE)
(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

Had the fixed assets of the Group and the Company

been carried at cost less accumulated depreciation, the

carrying value of such assets in the accounts would have

RIE A - been approximately:
r 340 EANH
Group Company
—ET=F & Z8T=§F —TT-
2003 2002 2003 2002
AR¥TFIT ARMTrT ARWFT ARETT
RMB'000  RMB'000  RMB'000 RMB'000
+ b fE R Land use rights 65,676 67,629 65,676 67,629
Y Buildings 198,626 125,555 198,626 125,555
BE - #Es R Plant, machinery and
B equipment 483,487 362,327 481,639 361,813
A Motor vehicles 7,357 11,164 7,357 11,164
755,146 566,675 753,298 566,161
R_ZEE=F+_A=+— (d) At 31st December 2003, all fixed assets of the Company

B RNARRAKEZMAE
BEEETHARAEFR
WEEERAEEERE -
HRE[REER-TT=F
TZA=t—RBZKREFE
TEEBAZR  EFARE
EEERN_ZZT=F+_A
—t—HAZEmFEEER
FHRRERNE B Z A4l

B1E -

and the Group were revalued by the directors on a

depreciated replacement cost basis. Since there are no

material differences between the revaluated amount and
the net book value at 31st December 2003, the directors
are of the opinion that the net book value of fixed assets

at 31st December 2003 fairly reflected their recoverable

amount at that time.

Shandong Xinhua Pharmaceutical Company Limited 1 03
Annual Report 2003
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NOTES TO THE ACCOUNTS (continued)

(RIRBEBEERNZ &5t RAIGER)
(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

13

104

EEIE 13 Construction-in-progress
EEERFLT
Group and Company
—EB=F —TE_F
2003 2002
AR#TFT AREF T
RMB’000 RMB’000
Rn—A—H At 1st January 163,299 91,163
& Additions 214,401 178,404
ETETEEE (GE12) Transferred to fixed assets (note 12) (246,897) (104,089)
HETAREIIHET Capital expenditure for common
EREEMNEREZ facilities of staff charged
&AM H (7E23) against statutory public welfare
reserve fund (note 23) — (2,179)
R+Z—HA=+—8 At 31st December 130,803 163,299

ERIRER _TT=Ft+_A=
T ALEZEERARENESR
V- BB REEREBAEAENF
i o

EAEER_ZT_FERHRE
BARERIRENER -

ERIESEEEREBMAAPEIL
REMETH I HERE TS A
R #30,000,0007T (ZEZT=F:A
FR#24,000,0007T) °

R ERER D BR AR
“ESESC-FEH

Construction-in-progress comprises expenditures

incurred on buildings, plants and machinery not yet

commissioned at 31st December 2003.

For the years ended 31st December 2003 and 2002, no
loans were borrowed for financing construction-in-

progress.

Included in construction-in-progress, RMB30,000,000
(2002: RMB24,000,000) represents prepayment for
purchase of land use rights of two pieces of land in Zibo,

Shandong, the PRC.
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NOTES TO THE ACCOUNTS (continued)
(RIZEZE B EERA G RAIGE)
(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)
MELRRE 14 Investments in subsidiaries
b 3/
Company
—EB=F —EETF
2003 2002
AR¥ETIT AR T
RMB’000 RMB’000
LT AR - REAE Unlisted investments, at cost 11,054 6,457
RZZEZE=F+A=+—HB2ZH The details of the subsidiaries at 31st December 2003 are as
BARWT : follows:
3
BRIER
Rk E M i HEi ER
Country of TEXBR BEXHE BEER
incorporation EEmE Particulars of ~ Effective
AR and kind of Principal activities registered interest
Name legal entity and place of operation capital held
ENHERRALE HE R BEEEY K AR #600,0007T *52.8%
ARAA BEREMFAT BEAmMTE
Dezhou Xinhua Tai Kang People’s Republic Retail sales of medicine RMB600,000 *52.8%
Drug Store of China (the “PRC”), and medical products
Company Limited limited company in the PRC
REMEREE FE R BELEY K AR #900,0007T *46.6%
AR2A BEREMFAT BERAmMTE
Dong Ying Xinhua PRC, Retail sales of medicine RMB900,000 *46.6%
Drug Store limited company and medical products
Company Limited in the PRC
WO EREE HE R BEEEEY K AR #300,0007T *48.4%
AR2A BEREMFAT BEAmMTE
Wei Fang Xinhua PRC, Retail sales of medicine RMB300,000 “48.4%
Drug Store limited company and medical products
Company Limited in the PRC
Shandong Xinhua Pharmaceutical Company Limited
o ’ Ani\lual Reporyt I2()|03 1 05
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NOTES TO THE ACCOUNTS (continued)

(RIRBEBEERNZ &5t RAIGER)
(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

14

106

MEBATKE & 14 Investments in subsidiaries (continued)
H=i
BRIER
RiBEM A i 1
Country of FEXBR BFiE HAEG
incorporation e Particulars of  Effective
AR and kind of Principal activities registered interest
Name legal entity and place of operation capital held
B EREEE hE - RAREEEEY R AR #2,000,0007T 88%
(&#H) BRARA AREERA BERmTE
Zibo Xinhua PRC, Retail sales of medicine RMB2,000,000 88%
Pharmacy (Chain) limited company and medical products
Company Limited in the PRC
BT B R A B hE - NAREEEE AR #2,000,0007T 90%
BARAF BEREMAT TR
Zibo Xinhua Pharmaceutical ~ PRC, Design of medical RMB2,000,000 90%
Design Institute limited company production projects
Company Limited in the PRC
MEHME=MET RE PP B4 ER PR %71500,0007T 70%
AR2A BEREAAT
Zibo Xinhua PRC, Production of medical US$500,000 70%
Sanhe Chemical limited company intermediates in the PRC
Company Limited
R ERE =E REUNE 2 EY K B 7t1,000,0007T 70%
(BOM) BRR A BEREERA BERmTE
Shandong Xinhua Germany, Trading of medicine EUR1,000,000 70%
Pharmaceutical limited company and medical products

(Europe) GmbH

in Europe

mARRRERE 2B

R ERER D BR AR
“ESESC-FEH

Shares held indirectly by the Company
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NOTES TO THE ACCOUNTS (continued)

(IRIZEBBEBRNZ Bat RAIHE)
(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

15 BEAFER 15 Interest in an associated company
*EE
Group
—ET=F —EET_F
2003 2002
AR®TFiT ARKFIT
RMB’000 RMB’000
FEIEFEE Share of net assets 24,831 —
b /N
Company
—EE=F —ETTF
2003 2002
AR®TFIiT ARKFIT
RMB’000 RMB’000
JEETM ARG - K AE Unlisted investment, at cost 24,831 —
RZEE=F+A=1+—HB 25 The details of the associated company at 31st December 2003
/NI N are as follows:
i
RIBEXR
RiBEM 3 BER
Country of FEXBR BFEE HEHEG
incorporation EEE Particulars of  Effective
AR and kind of Principal activities registered interest
Name legal entity and place of operation capital held
TR EE - FE - RAEEEZEY K %716,000,0007C 50%
ERllGE:S BREAEAR EERD
BREAERA
SINO-USA Zibo PRC, Production of medicine and USD6,000,000 50%
Xinhua-Perrigo limited company medical products
Pharmaceutical in the PRC
Company Limited
Shandong Xinhua Ph tical C Limited
e nual Report 2003 > 107
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NOTES TO THE ACCOUNTS (continued)

(RIRBEBEERNZ &5t RAIGER)
(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

15

16

108

BEQviEa »

MEHE - AN efEEREEA
RIRARRHEERGHNERE LA
HRAMEK 2 EE AR HEZEK
ARPREAEESEYRBEERSD - N
—ZEE=F+=-A=+—H ZE
BRRAZMENEHEZERRFARIE
NEK - ZeE T zEMRER
& A 56,000,000 7T © ER AL
JEE ¥ 43,000,000F 7T © (H AR
o AARRNFRIREHZEERAZ
BRITEERITEN  EERA

SABDRATBEAF -

"E

15 Interest in an associated company

(continued)

SINO-USA Zibo Xinhua-Perrigo Pharmaceutical Company

Limited is a joint venture between the Company and Perrigo

International, Inc for the production of medicine and medical
products in the PRC. As at 31st December 2003, the joint
venture’s production plant was under construction and did not

have commercial operations. The registered capital and paid-
up capital of the joint venture is USD6,000,000, of which the
Company contributed USD3,000,000 for its 50% share. The
directors regard the joint venture as an associated company as

the company only exercises signicant influence in its

management.

16 Investment securities

FEERXALT
Group and Company
ot -4 3 —TE_F
2003 2002
AR¥FT ARMBTF T
RMB’000 RMB’000
JEEM ARG - KA Unlisted investments, at cost 55,277 55,277

R ERER D BR AR
“ESESC-FEH
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NOTES TO THE ACCOUNTS (continued)

(IRIZEBBEBRNZ Bat RAIHE)
(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

&8 17 Inventories
x5H LT
Group Company
BB —TT-_F ZEBZHF _—TTC
2003 2002 2003 2002
ARWFIT ARKTT AR®FIT ARETIT
RMB'000 RMB'000  RMB'000 RMB'000
R R Raw materials 25,763 23,991 25,763 23,991
EER Work-in-progress 84,278 76,872 84,278 76,872
E K m Finished goods 130,306 109,728 123,882 104,125
R Consumables 10,191 8,043 10,191 8,043
250,538 218,634 244,114 213,031

R-BE=F+-A=+—H8" K
AERFEYRECASBERARA
FEMNEAREBES H£ARK9,097,000
TL(ZEEZF « ARM11,837,000
JT) °

PR M3t B ok B R 48

RZEZ=F+-_A=+—H &
WEER R EZBMERETOT ¢

At 31st December 2003, the amount of inventories of the Group
and the Company that are carried at net realisable value
amounted to RMB9,097,000 (2002: RMB11,837,000).

18 Trade and bills receivables

At 31st December 2003, the ageing analysis of the trade and
bills receivables were as follows:

.3 E. /N

Group Company
ZEE-F 2T -F ZBB=ZE _—TT_-F
2003 2002 2003 2002
AR¥TIT AR¥TrT ARWFRT ARETT
RMB'000 RMB'000 RMB'000 RMB'000
—F LR Within one year 282,790 245366 282,740 245,366
—FE_F One to two years 12,300 13,268 12,300 13,268
—HFE=F Two to three years 5,127 2,724 5,127 2,724
300,217 261,358 300,167 261,358

AEBERARBZHOHE 2 &2
B AMERE SR R B AT
HE - EEBEZHMERIIZCKR
RHHAET  ERHBOUNERPZ
BRAERRIIRITERERE -

The Group’s and the Company’s turnover from export sales is

on letter of credit or documents against payment. The remaining

balances of turnover are on open account terms which are

partially covered by customers’ stand-by letter of credit or bank

guarantees.

Shandong Xinhua Pharmaceutical Company Limited
Annual Report 2003
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NOTES TO THE ACCOUNTS (continued)

(RIRBEBEERNZ &5t RAIGER)
(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

19

20

21

110

Bl E &2k AFTIRR

eI B B PR AR A R R IB R KR -
|mA B MEIETENBBNNIE -
R-ZTTE=%F+_-A=+—08 " itt
EREREEIRBHOARE
27,050,0007C (ZEZ=F : ARK
20,695,0007T) ° EEER D &
IR R AR (00 i LT K2 A< () = 8 f
BARFUE - RN-_EE=F+_-A4
=+—H8  EREEERATRIE
TR ENEEERAFTRES
E B AR FEE -

19 Amount due from immediate holding
company

The amount due from immediate holding company is unsecured,
interest-free and has no fixed terms of repayment. Out of the
total balance at 31st December 2003, approximately
RMB27,050,000 (2002: RMB20,695,000) was trading in nature.
The immediate holding company has undertaken to settle and
receive all amounts due to and due from the fellow subsidiaries.
As at 31st December 2003, the amount due from immediate
holding company represents the net balance due to/from the
immediate holding company and the fellow subsidiaries.

RERE 20 Trading investments
FEERFLT
Group and Company
—EB=F —TET_F
2003 2002
AR®TFTT ARBFT
RMB’000 RMB’000
BEAIINETIRE - ZWE Listed investments outside
Hong Kong, at market value 34,751 —

FEfIR&R R RS

R-BE=F+-A=+—H &
HERREROER AT

21 Trade and bills payables

At 31st December 2003, the ageing analysis of the trade and
bills payables were as follows:

F5H FoF
Group Company
ZEB=F T2 _F ZBEZF _—_TT—
2003 2002 2003 2002

ARBFRE ARETT AR®TET ARETT
RMB'000  RMB'000  RMB'000  RMB'000

—F AR Within one year 233,507 103,537 228,685 98,141
—FEF One to two years 580 1,705 423 1,705
—FEZF Two to three years 523 304 523 304
Bim=F Over three years 2,937 3,442 2,937 3,442

237,547 108,988 232,568 103,592

R ERER D BR AR
“ESESC-FEH
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NOTES TO THE ACCOUNTS (continued)

(IRIZEBBEBRNZ Bat RAIHE)
(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

22 KXE 22 Share capital
FEERELF
Group and Company
—EE=F —EE-F
2003 2002
AR¥TFiT AREFT
RMB’000 RMB’000
ETE AR Registered
307,312,830/ 307,312,830
(ZZEZ -4 : 307,312,8300%) (2002: 307,312,830)
AR EFIEEEARE1.007T A Shares of RMB1.00 each 307,313 307,313
150,000,0000% 150,000,000
(ZZEZ =4 : 150,000,0000%) (2002: 150,000,000)
HIE F A EE A R¥1.007T H Shares of RMB1.00 each 150,000 150,000
457,313 457,313
BT RERERAE Issued and fully paid
307,312,830/% 307,312,830
—ZEET —4F : 307,312,8300%) (2002: 307,312,830)
AR IR EEARE1.007T A Shares of RMB1.00 each
DA divided into:
Bl State shares 214,440 214,440
R AR Legal person shares 16,720 16,720
& A % Individual shares 76,153 76,153
307,313 307,313
150,000,0000% 150,000,000
—ZTZT 4 : 150,000,0000%) (2002: 150,000,000)
HAS F RS E A R ¥1.007T H Shares of RMB1.00 each 150,000 150,000
457,313 457,313
Shandong Xinhua Pharmaceutical Company Limited 1 1 1

Annual Report 2003
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NOTES TO THE ACCOUNTS (continued)

(RIRBEBEERNZ &5t RAIGER)
(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

23 fEf® 23 Reserves
*T5%H
Group
RirREE
(E(b) BEFLEE HHES BE rEEN
Share  (i(b)) (B(c) EfitE (E(d))
premium  Capital Reserve Asset EREHE Retained
account  reserve funds revaluation Exchange earnings e
(note (b)) (note (b)) (note(c)) reserve  reserve (note (d)) Total

ARBFL ARBTE ARBMTT ARBMTT ARBMTT ARBTT ARBTT
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB'000 RMB’000

RZZE=F-A—0 WAZR
At 1st January 2003, as previously reported 466,618 78,642 148,906 29,045 — 233,909 957,120
S RAE 125 (BB TR

Effect on adoption of SSAP12 (revised) — —

(3,195) - 2,439 (756)

R-TE=F-H—H KEJ|

As at 1st January 2003, as restated 466,618 78,642 148,906 25,850 - 236,348 956,364

KEERT

Profit for the year — — — - - 51,794 51,794

“EZR_ERRABRE

2002 Final dividend paid — — — - - (27,439)  (27,439)
ERER

Exchange differences - - - - 744 - 744

BAREES (o)

Transfer to reserve funds (note ¢) — — 10,519 — — (10,519) —

R-FF=F+-A=+-R
At 31st December 2003 466,618 78,642 159,425 25,850 744 250,184 981,463

HER

Representing:

DA RFLE

Company and subsidiaries

R-ZTZF+-A=t+—BzR#E

Reserves at 31st December 2003 466,618 78,642 159,425 25,850 744 231,891 963,170
“EEZEREARERE

2003 Final dividend proposed — — — — — 18,293 18,293

R-EE=F+_"F=1—H
At 31st December 2003 466,618 78,642 159,425 25,850 744 250,184 981,463

IR FTERBER D HR A A
112)) —gz=zsu
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NOTES TO THE ACCOUNTS (continued)

(IRIZEBBEBRNZ Bat RAIHE)
(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

23 f#Efm @) 23 Reserves (continued)
EHE
Group
B ERE
(B((b) BFLHE REES BE REEN
Share  (&(b)) (B(c) Efifkin (§(d))
premium  Capital Reserve Asset [ERZE#E Retained
account  reserve funds revaluation Exchange earnings e
(note (b)) (note (b)) (note(c)) reserve  reserve (note (d)) Total

ABRBTFRL ARBFL ARBFL ARBFL ARBTL ARBMTL ARBFL
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB'000 RMB’000

R-ZEZ-F—A—H WHER

At 1st January 2002, as previously reported 466,618 78,642 133,852 29,045 — 219,346 927,503
S RRAIE 125 (BB T2
Effect on adoption of SSAP12 (revised) — - - (3,195) — 3,262 67

RZZEL-F—H—H L&

As at 1st January 2002, as restated 466,618 78,642 133,852 25,850 - 222,608 927,570

KERRF

Profit for the year - - - - — 67,558 67,558

“ZZ-ERRABRE

2001 Final dividend paid - - - - - (36,585)  (36,585)
BARBER(FC)

Transfer to reserve funds (note ¢) - — 17,233 — - (17,233) —

BISBRAHRME EA NS (513)
Capital expenditure for common
facilities of staff (Note 13) - — 2,179) — - - (2,179)

RZFE-_F+=-A=+—H
At 31st December 2002 466,618 78,642 148,906 25,850 — 236,348 956,364

HER

Representing:

DA RTFE

Company and subsidiaries

RZZEE_F+_A=1t—-HZHE

Reserves at 31st December 2002 466,618 78,642 148,906 25,850 — 208,909 928,925
T -FRERBEE
2002 Final dividend proposed - — — — - 27,439 27,439

RZFE-_F+=-A=+—H
At 31st December 2002 466,618 78,642 148,906 25,850 — 236,348 956,364

Shandong Xinhua Pharmaceutical Company Limited 1 1 3
Annual Report 2003
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NOTES TO THE ACCOUNTS (continued)

(RIRBEBEERNZ &5t RAIGER)
(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

23

114

153 K€ 23 Reserves (continued)
b /N
Company
RirREE
(B((b) #BAFLESE REEES BE REE2H
Share (& (b)) (&(c)) EfhifklE (§(d)) Lt
premium Capital Reserve Asset Retained
account reserve funds revaluation earnings
(note (b)) (note (b)) (note (c)) reserve (note (d)) Total
ABBTET ARBTT ARBTT ARETT AR®TT AR¥TT
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
RZZE=F-A—0 WAZR
At 1st January 2003, as previously reported 466,618 78,642 148,698 29,045 232,641 955,644
EREHERS 125 (KB N2
Effect on adoption of SSAP12 (revised) — — — (3,195) 2,439 (756)
R-TE=F-H—H KEJ|
As at 1st January 2003, as restated 466,618 78,642 148,698 25,850 235,080 954,888
KEERT
Profit for the year — - — - 52,420 52,420
“EZR_EERABRE
2002 Final dividend paid — - — - (27,439) (27,439)
BARBRES (o)
Transfer to reserve funds (note ¢) — - 10,519 - (10,519) —
R-EE=F+-F=1+—H
At 31st December 2003 466,618 78,642 159,217 25,850 249,542 979,869
HER
Representing:
NGNS NG
Company and subsidiaries
RZZEE=F+ZA=+—H2R
Reserves at 31st December 2003 466,618 78,642 159,217 25,850 231,249 961,576
“EEZEREARERE
2003 Final dividend proposed — — — — 18,293 18,293
R-EE=F+-F=1+—H
At 31st December 2003 466,618 78,642 159,217 25,850 249,542 979,869

R ERERHBER AR

—EE=F5H
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NOTES TO THE ACCOUNTS (continued)
(RIFEEZBIRNZ &5t IR A2

(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

153 K€ 23 Reserves (continued)
b 3/
Company
B ERE
(B((b) #BAFLESE REiEES BE REEH
Share (& (b)) (&(c)) Efifk0E (§(d)) Lt
premium Capital Reserve Asset Retained
account reserve funds revaluation earnings
(note (b)) (note (b)) (note (c)) reserve (note (d)) Total
ARBTT AEBTT ARMTT ARMTT AR¥TT ARE®TT
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
RZZZ_F-A—0 WAZER
At 1st January 2002, as previously reported 466,618 78,642 133,686 29,045 218,403 926,394
EREHENZ125 (KB N E
Effect on adoption of SSAP12 (revised) — — - (3,195) 3,262 67
R-TE_F—-H—H KEJ|
As at 1st January 2002, as restated 466,618 78,642 133,686 25,850 221,665 926,461
KEERF
Profit for the year - - — - 67,191 67,191
“ZZ-ERRABRE
2001 Final dividend paid - - - - (36,585) (36,585)
BARERES (Fo)
Transfer to reserve funds (note ¢) — — 17,191 — (17,191) —
BISRBRNRBIEREXH (513)
Capital expenditure for common
facilities of staff (Note 13) — — (2,179) - — (2,179)
R-BE-_F+-A=+—-H
At 31st December 2002 466,618 78,642 148,698 25,850 235,080 954,888
HER
Representing:
DA RTFE
Company and subsidiaries
RZZEEZF+ZA=+—HzRE
Reserves at 31st December 2002 466,618 78,642 148,698 25,850 207,641 927,449
“ETCERERBRE
2002 Final dividend proposed — — - — 27,439 27,439
RZZBE_F+-_A=+—H
At 31st December 2002 466,618 78,642 148,698 25,850 235,080 954,888
Shandong Xinhua Pharmaceutical Company Limited 1 1 5
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NOTES TO THE ACCOUNTS (continued)
(RIZ BB LRI &5t RAIGE)

(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

23 &fm =)

@ REFEEEERREAT
MARER ((ARER) -
B BiE BRI T 2R
P

(1) EEREEE

(2 REBRBEREF10%
FErEABAES -
EETAEBAESS
FEAME XD
50% @ Al AT IR
By

@ BEBRHEREMNERE
10%EEAEARSE

@) REARBCRMNBRERK
BB CEERRA
e R

6  RERB TR -

REVDEERBATE
EMEERGEELZE
MERRPESE
1w il 2 o BDE E AR
B 2 bR B 1& & F &

st

ﬁo
) BERREEREODRER

BARBEETEREART
A B CRBESEDHAE
RAREREE HERER
P B AN 25 o B i B
RRBITHRERHES X
EMRETHREER - RE
TEERESR  EARRE
Ko B ) 4 B Bl R BE AR 48 0
A

R ERERHBER AR

116 ) —se=z=5

(a)

23 Reserves (continued)

Pursuant to the relevant PRC regulations and the
Company'’s Articles of Association (the “Articles”), profit
after taxation shall be appropriated in the following order:

(1 make up accumulated losses;

2) transfer 10% of the profit after tax to the statutory
surplus reserve. When the balance of the
statutory surplus reserve reaches 50% of the
registered capital, such transfers need not be
made;

3) transfer 5% to 10% of the profit after tax to the
statutory public welfare reserve;

4) transfer to the discretionary surplus reserve an
amount approved by the shareholders in general
meetings; and

(5) distribute dividends to shareholders.

The amount transferred to the statutory surplus
reserve and statutory public welfare reserve shall
be based on the profit after taxation in the
statutory accounts prepared in accordance with
the PRC accounting standards.

Capital reserve and share premium account

Capital reserve comprises mainly surplus between the
appraised value of assets and value of shares issued
when the Company was converted from a state-owned
enterprise to a joint stock limited company. Share
premium account arose from issues of shares net of
issuing expenses. According to relevant PRC regulations,
capital reserve and share premium account can only be
used to increase share capital.
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NOTES TO THE ACCOUNTS (continued)

(IRIZEBBEBRNZ Bat RAIHE)
(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

23 f#Efm @) 23 Reserves (continued)
() REES (0) Reserve funds
xEH
Group
BERR ETELSS EEES
LEe (& (i) LEe
(§(i))  Statutory (& (i)
Statutory public Discretionary
surplus welfare surplus
reserve reserve reserve e
(note (i) (note (ii)) (note (iii)) Total
ARBTFT ARBTT AR®TT ARETT
RMB’000 RMB’000 RMB’000 RMB’000
RZZEE=F—-A—H At 1st January 2003 64,128 27,440 57,338 148,906
BHBRAT Transfer from profit and
loss account 4,208 2,103 4,208 10,519
R-ZEZ=F+-A=+—H At 31st December 2003 68,336 29,543 61,546 159,425
R_EE_F—-A—H At 1st January 2002 57,224 26,167 50,461 133,852
ERBEmET Transfer from profit and
loss account 6,904 3,452 6,877 17,233
ETSBEMER Capital expenditure for
ZEAREZ common facilities of staff - 2,179) - 2,179)
RZZZE-F+-A=+—H At 31st December 2002 64,128 27,440 57,338 148,906
Shandong Xinhua Pharmaceutical Company Limited 1 1 7
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NOTES TO THE ACCOUNTS (continued)

(RIRBEBEERNZ &5t RAIGER)
(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

23

118

w2 23 Reserves (continued)
(©) HEES (B) () Reserve funds (continued)
b /0|
Company
EERR EELRS gEERR
LEe (& (ii)) LEe
(§(i))  Statutory (& (iii))
Statutory public Discretionary
surplus welfare surplus
reserve reserve reserve aE
(note (i) (note (ii)) (note (iii)) Total
ARBTT ARBTT ARMTT ARETT
RMB’000 RMB’000 RMB’000 RMB’000
RZZEE=F—-A—H At 1st January 2003 63,990 27,370 57,338 148,698
BHBERAT Transfer from profit and
loss account 4,208 2,103 4,208 10,519
RZEE=F+ZFA=+—H At 31st December 2003 68,198 29,473 61,546 159,217
R-EE-F—F—H At 1st January 2002 57,114 26,111 50,461 133,686
BREGRT Transfer from profit and
loss account 6,876 3,438 6,877 17,191
ET&BEMNEE Capital expenditure for
ZEXRMEZ common facilities of staff - (2,179) - (2,179)
R-ZZEZ-F+-A=+—H At 31st December 2002 63,990 27,370 57,338 148,698

R ERER D BR AR
“ESESC-FEH
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ik B Bt & o)

NOTES TO THE ACCOUNTS (continued)
(RIZEZE B EERA G RAIGE)

(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

23 Reserves (continued)

©

Reserve funds (continued)

Notes:

(i)

(ii)

(i)

Statutory surplus reserve

The Group is required in each year to transfer 10% of the profit
after taxation as reported under the PRC statutory accounts
to the statutory surplus reserve until the balance reaches 50%
of the registered share capital. This reserve can be used to
make up any losses incurred or to increase share capital.
Except for the reduction of losses incurred, any other usage
should not result in this reserve balance falling below 25% of
the registered capital.

Statutory public welfare reserve

The Group is required in each year to transfer 5% to 10% of
the profit after taxation as reported under the PRC statutory
accounts to the statutory public welfare reserve. This reserve
is restricted to capital expenditure for employees’ collective
welfare facilities which are owned by the Company. Except in
liquidation, the statutory public welfare reserve is not available
for distribution to shareholders.

Discretionary surplus reserve

The discretionary surplus reserve can be set up by means of
appropriation from the retained earnings or transfer from
statutory public welfare reserve. Subject to approval by
shareholders in general meetings, the reserve can be used to
reduce any losses incurred and to increase share capital. Any
transfers to the reserve also require the approval of
shareholders in general meetings.

Shandong Xinhua Pharmaceutical Company Limited
Annual Report 2003
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NOTES TO THE ACCOUNTS (continued)

(RIRBEBEERNZ &5t RAIGER)
(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

24 RIEMRIA 24 Deferred taxation
XEEREAF
Group and Company

—EE=F —EFE
2003 2002
AR¥TiT AREFT
RMB’000 RMB’000
Rn—H—H At 1st January 2,565 1,742
EEZERNR Charge to profit and loss account 1,818 823
wt+t-—A=+—H At 31st December 4,383 2,565

REBRRARFRNELEHIBEF The movement in deferred tax liabilities of the Group and the Company

ZEEmT during the year is as follows:
LLEd ] Hitt et
Accounting provisions Others Total
ZEP=F _TT_F ZBPSHF _ITT_F ZBPZHF _TT_F
2003 2002 2003 2002 2003 2002

ARBFET ARFETT ARBTET ARETT ARBFET ARETT
RMB’000  RMB'000  RMB’000  RMB'000  RMB’000  RMB'000

W—HA—H
At 1st January 1,831 810 734 932 2,565 1,742
EEZENR/(RE)
Charged / (credited)
to profit and loss account 1,355 1,021 463 (198) 1,818 823

RT=A=+-8
At 31st December 3,186 1,831 1,197 734 4,383 2,565

WEHERERGERAA
120 ) —g2==28
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NOTES TO THE ACCOUNTS (continued)

(IRIZEBBEBRNZ Bat RAIHE)
(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

MITER 25 Bank loans
R-TEE=F+_-_A=+—H =&« At 31st December 2003, the Group’s and the Company’s bank
EERARE ZRITER T EEIE loans were unsecured and repayable as follows:
BERWBRIATEHIER
RHBRITER EHIRITER
Long-term bank loans Short-term bank loans
ZSB=F _TT_F ZBBZHF _TIT_
2003 2002 2003 2002

ARBFRE ARETT AR®TFET ARETT
RMB'000  RMB'000  RMB'000  RMB'000

—FN Within one year — 150,000 174,156 190,000
B _F In the second year 200,000 — — —
200,000 150,000 174,156 190,000
Shandong Xinhua Pharmaceutical Company Limited 1 21
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NOTES TO THE ACCOUNTS (continued)

(RIRBEBEERNZ &5t RAIGER)
(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

(a) HWERIREEIFDHZR

statement

26 FEHE&RERME 26 Notes to the consolidated cash flow

(a) Reconciliation of operating profit to net cash

SPEHIREE generated from operations
—BE=F —ETT_-F
2003 2002
ARBTFT ARBTFT
RMB’000 RMB’000
BR 1% B 22 7 Profit before taxation 61,907 80,996
ETEENE Depreciation 79,733 74,024
¥ 90 4 55 Amortisation of technical know-how 780 -
HERBTEEE K Gain on disposal of fixed assets (1,303) (1,753)
ESRARERET Unrealised gain on investments
in trading securities (3,573) -
A2 WA Interest income (5,950) (12,527)
FE X H Interest expenses 14,018 14,872
HEREKA Dividend income from investments (781) (931)
BEECEEA Operating profit before
ZISE BT working capital changes 144,831 154,681
FEEM Increase in inventories (31,904) (23,085)
YRR R ER Increase in trade and bill receivables,
HihEWFIE « 7 other receivables, deposits and
B RIB R AR E prepayments, export value added
H O 3 (B 75 R tax recoverable (15,950) (20,227)
ERRREE - Hi e Increase in trade and bills payables,
FIERERTE A other payables and accrued charges 128,455 38,093
JE i3 R A R SRIEE BN Increase in amount due from immediate
holding company (6,772) (7,145)
REFHEEZRLFHE Net cash generated from operations 218,660 142,317

R ERER D BR AR
“ESESC-FEH
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NOTES TO THE ACCOUNTS (continued)

(IRIZEBBEBRNZ Bat RAIHE)
(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

26 FEHERERME 26 Notes to the consolidated cash flow
statement (continued)

(b) FARMTEEH QK (b) Analysis of changes in financing during the year
BF (BERBEARE)
fEfth 8 Share capital PEBRRER RITER
Dividend payable including premium Minority interests Bank loans
S$ESF ~TI-F $PSE -TT-F SPESE STI-F SPPIE SITF
2003 2002 2003 2002 2003 2002 2003 2002

ARBTRE AERTL ARBTFR ARETT ARBTLT ARETT ARBFT AEETT
RMB’000 RMB'000 RMB’000 RMB'000 RMB’000 RMB'000 RMB’000 RMB'000

—A—H
At 1st January — — 923,931 923,931 2,675 499 340,000 332,100
PEBRRIER R
Minority shareholders’

share of (losses)/profits — - — — (87) 56 — —
LHRRRER
Investments from

minority shareholders — - — - 1,551 2,120 — -
MERTER
New bank loans — - — — — - 404,156 329,100
BRRTER
Repayment of bank loans - - - - - —  (370,000) (321,200)
BERRE
Dividends declared 27,439 36,585 — - — - — -
BRRRE
Dividends paid (27,439)  (36,585) — - — — - -
EHER

Exchange difference — — — - (171) - — -

R+—A=+—H
At 31st December — - 923,931 923,931 3,968 2,675 374,156 340,000

27 WMITER 27 Banking facilities

RZEE=F+A=+—H K The Group’s and the Company’s banking facilities of
SBRANTZBITEE  BEA RMB250,000,000 were guaranteed by immediate holding
2 #250,000,0007T B B # AR A 7 company. As at 31st December 2003, RMB200,000,000 of such
BR - ARASEERAAGDEEF banking facilities were utilised by the Company and the Group
AR #200,000,0007T 2 fER (ZF (2002: RMB210,000,000).

T4 : AR¥%210,000,0007T) °

Shandong Xinhua Pharmaceutical Company Limited 1 23
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NOTES TO THE ACCOUNTS (continued)
(RIZ BB LRI &5t RAIGE)

(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

28 KiE
(a) BEEE

0] FREIRRETFEEE
R HE

R-ZET=F+_A
=t—B A&EEZ
EREREERYRE
REHERTIER
BEBRTEEEZ AR
BEARMAENT :

(a)

28 Commitments

Capital commitments

(i)

Commitments for construction-in-progress and
fixed assets

At 31st December 2003, the Group had the
following capital commitments principally related
to the construction-in-progress and purchase of
fixed assets in respect of buildings and
production facilities which were not provided for
in the accounts:

—EZT=HF —ETF

2003 2002

AR®FT AREFT

RMB’000 RMB’000

BENBERBE Contracted but not provided for 12,920 62,220
BHEEERELD Authorised by the directors

but not contracted 149,700 303,500

162,620 365,720

(ii) H b A HE

BIRE— g QA
70% % 1 1) B 2N 14
BreBBARARK
2,081,000 (Z 2 Z
- £ A R
5,794,0007T) ° JhEE
BEARNEBZERKA
PR 45 = 22 ) -

BERMABARE
1,715,0007T °

R ERER D BR AR

124 )) —zz=xxy

Other commitments

The Group had capital commitment of
RMB2,081,000 to invest in a joint venture with
70% equity interests as at 31st December 2003
(2002: RMB5,794,000). The joint venture will be
engaged in production of medical intermediates
in the PRC.

At 31st December 2003, the Group had capital
commitment of RMB1,715,000 to acquire
technical know-how in production of medical
intermediates.



ik B Bt & o)

NOTES TO THE ACCOUNTS (continued)

(IRIZEBBEBRNZ Bat RAIHE)
(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

28 &Kik#) 28 Commitments (continued)
(b) HEEHEXRE (b) Commitments under operating leases
(i) R-ZEZE=F+_H (i) At 31st December 2003, the Group had future
=+—H FTEERE aggregate minimum lease payments under non-
BARREE 2 &2 cancellable operating leases as follows:
EMRARREZ RN 2 &
REENREBEN
T -
T RiEF
Land and buildings
—ET=F§ —EE-F
2003 2002
ARETIT ARKFIT
RMB’000 RMB’000
—FR Not later than one year 973 1,324
FEERFNA Later than one year and
not later than five years 1,522 2,521
BBRFEE Later than five years 172 265
2,667 4,110
(ii) RZEZE=F+_A (ii) At 31st December 2003, the future minimum
=+—H8  XEER rental payments receivable under non-cancellable
BEARHUE 2 &M leases are as follows:
E R AR RE 2 &
EEERBERLEMN
B
T RIEF
Land and buildings
—EB=F —EET_F
2003 2002
ARETIT ARMTF T
RMB’000 RMB’000
—FR Not later than one year 311 1,764
Shandong Xinhua Pharmaceutical Company Limited
Annual Report 2003 1 25
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NOTES TO THE ACCOUNTS (continued)

(RIRBEBEERNZ &5t RAIGER)
(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

29 AREALERS

(@)

126

AEBELREXBLER

29 Related party transactions

(a)

Significant related party transactions, which were

ET2EREEEATR carried out in the normal course of the Group’s
SEEMT business are as follows:
—EB=HF —EE_F
2003 2002
AR®TFTT ARBFT
RMB’000 RMB’000
HSRERARNME QT Fellow subsidiaries:
— HERN M REME — Sale of finished goods and
raw materials 30,769 24,337
— REREVE — Purchase of raw materials 62,807 75,726
— HelA — Rental income 1,355 1,630
— ¥ B EETCRE — Payment of labour and
other services 6,900 12,156
AR N T Associated company
— HEXRE — Sale of equipment 2,362 —

EERA LRSS TIRNAE
BM—REBKBERIEZEH
TTEMIEFI TR E K E
ERRBEHLNZERSH
R R M ST o

RAFERN  ARRIZHE
ERARRBERAHNARE
4,254,0007L (ZEZE=F ¢
AR #5,806,0007T) @ ME
BEERARIAREAARINE
BRAEN - BHEZETT=
F+-A=+—H B@R
DERANBEARARY
6,821,0007C (ZEZE =4 :
AR#6,874,000) ° th F 5K
B RERF - SR B RE
BEERBE -

R ERER D BR AR
“ESESC-FEH

The Directors are of the opinion that the above
transactions were conducted in the ordinary and usual
course of business of the Group at price and terms
determined according to relevant industry practice and
in accordance with the terms of the agreements
governing such transactions.

During the year, the Company paid certain expenses on
behalf of its immediate holding company totalling
RMB4,254,000 (2002: RMB5,806,000), which were
charged back to the immediate holding company on a
cost reimbursement basis. As at 31st December 2003,
the amount due from the immediate holding company
in connection with such transactions amounted to
RMB6,821,000 (2002: RMB6,874,000) which is
unsecured, interest-free and has no fixed term of
repayment.
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EERARDAZBERERAA R
— RN IR OB E B RE
ARF — HERAFEREARK
EAF

AEERECR - ZTWF=A_
TARHEREREZESB -

Ultimate holding company

The directors of the Company regard Xinhua Lukang
Pharmaceutical Group Corporation, a State-owned limited
liability company established in the PRC, as being the ultimate
holding company.

Approval of accounts

The accounts were approved by the board of directors on 26
March 2004.




