=] | — Y = §
FeBE&ax
CONSOLIDATED PROFIT AND LOSS ACCOUNT
(RIEEEZ RN a1 IR A 472

(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

(BE-FEMEF=A=1—BILFE)
(FOR THE YEAR ENDED 31ST DECEMBER 2004)

—ZTMmE —EE=F

2004 2003

Kzt AR¥TFIT AREFTL

Note RMB’000 RMB’000

o o Turnover 2 1,524,409 1,341,788

EmiHE KA Cost of goods sold (1,267,109) (1,027,855)
& 5 F A Gross profit 257,300 313,933
Hab A Other revenues 2 11,617 8,807

HEE R Selling expenses (156,367) (135,813)

EEER Administrative expenses (123,502) (110,738)

Hip g =5 Other operating expenses (24,078) (269)
K (B8R /B Operating (loss)/profit 3 (35,030) 75,925
B ER Finance costs 4 (15,384) (14,018)
e (LB = A R 518 Share of loss of an associated company (1,938) —
PR AT (B518) /& F (Loss)/profit before taxation (52,352) 61,907
HIa Taxation 5 (1,119) (10,200)
iz (B18) /&R (Loss)/profit after taxation (53,471) 51,707
DR R Minority interests 986 87
IR ER FE (L (B518) /& F (Loss)/profit attributable to shareholders 6 (52,485) 51,794
gy Dividends 7 — 18,293
Bk (B8) /87 (Loss)/earnings per share 8  ABRWI (RMB0.115) ARMTRMB0.113
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FEeERERRBAR

CONSOLIDATED BALANCE SHEET
(REBBEERNZ B RARR

(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

(ZEFEmME+—_A=+—H)
(AS AT 31ST DECEMBER 2004)

—ETME —TT=F
2004 2003
HiaE ARBTFIT AREFT
Note RMB’000 RMB’000
ERBEE Non-current assets
i Technical know-how 11 3,440 4,220
ME - BEM& Property, plant and equipment 12 768,745 769,253
EREIRE Construction-in-progress 13 221,164 130,803
RN s Interest in an associated company 15 22,893 24,831
"E Investment securities 16 171,833 55,277
1188075 984,364
MEEE Current assets
®E Inventories 17 300,253 250,538
FEUBR T K Z 4% Trade and bills receivables 18 324,338 300,217
Hip e « e Other receivables, deposits
SSELNER and prepayments 61,471 53,326
A3 B 1 O E R 2R Export value-added-tax recoverable 2,814 30,946
el 5 £ Amount due from immediate
PR A RISRIE holding company 19 41,467 34,341
BEERE Trading investments 20 58,551 34,751
AR Bl Fr 5 H 2K Income tax recoverable 538 3,576
Be MBI ERES Cash and bank balances 337,933 413,986
__ 1,127,365 1121681
mEEE Current liabilities
ERNERREE Trade and bills payables 21 307,769 237,547
H{h & 1~ 5RIE Other payables and
RERER accrued charges 77,627 47,235
RHRITER Short-term bank loans
BER - unsecured 25 306,285 174,156
RERTER2 —F Current portion of long-term
WEEERE  EFH bank loans - unsecured 25 250,000 —
. 9a1e8l . 468938
mEEEFE Net current assets 185,684 662,743
BEERRBEE Total assets less current liabilities 1,373,759 1,647,127
BARR Financed by:
H\&ZIK Share capital 22 457,313 457,313
1 Reserves 23 912,009 963,170
BRRE Proposed final dividend 23 = 18,293
P BR A Shareholders’ funds 1,369,322 1,438,776
DERR Minority interests 4,284 3,968
FRBEE Non-current liabilities
EIERT I8 Deferred taxation 24 153 4,383
RERITER - Long term bank loans
Eig i - unsecured 25 = 200,000
1,373,759 1,647,127
BEEEREK On behalf of the Board
BimiR = He Duanshi Guo Qin
EBExE BE Director Director
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EERR=R

BALANCE SHEET

(RIEZBEEBRAN &t RAIGRER)
(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

(—EEmE+—_A=+—H)

(AS AT 31ST DECEMBER 2004)

—EZTME —TT=F
2004 2003
Kzt AR®TFIT ARETF T
Note RMB’000 RMB’000
FERBEE Non-current assets
g Technical know-how 11 3,440 4,220
M - BWE REE Property, plant and equipment 12 767,209 767,405
EREIRE Construction-in-progress 13 221,164 130,803
MBARIRE Investments in subsidiaries 14 14,443 11,054
AN Interest in an associated company 15 24,831 24,831
"E Investment securities 16 171,777 55,277
___ 1,202,864 998,590
MEEE Current assets
FE Inventories 17 277,130 244114
FERER T R R IR Trade and bills receivables 18 311,879 300,167
H b e MR Other receivables, deposits
e MIBEFHE and prepayments 87,787 54,087
ALREIH OEEFBK  Export value-added-tax recoverable 2,814 30,946
U B B Amount due from immediate
NGBS holding company 19 41,467 34,341
BEERE Trading investments 20 58,551 34,751
AR Bl FTE R X Income tax recoverable 538 3,576
P& MIRITERES Cash and bank balances 323,546 399,368
__ 1,108,712 . 1,101,350
mEEE Current liabilities
ERERERREE Trade and bills payables 21 301,043 232,568
H{h & 1~ 5RIE Other payables and
RESER accrued charges 81,055 46,651
RHRTER Short-term bank loans
IR - unsecured 25 306,285 174,156
RERTERZ Current portion of
—FNEEERSE long-term bank loans
Eig i - unsecured 25 250,000 =
_____938,383 488375
MEVAEFE Net current assets 165,329 647,975
BEERLDERE Total assets less current liabilities 1,368,193 1,641,565
BRI Financed by:
&N Share capital 22 457,313 457,313
1 Reserves 23 910,727 961,576
BRRE Proposed final dividend 23 = 18,293
&g Shareholders’ fund 1,368,040 1,437,182
FRBEE Non-current liabilities
EREBRE Deferred taxation 24 153 4,383
RERITER Long-term bank loans
A - unsecured 25 — 200,000
1,368,193 1,641,565
ExeRK On behalf of the Board
B ihig BE He Duanshi Guo Qin
EBEE BE Director Director
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— . =3 =
FEERED X
CONSOLIDATED STATEMENT OF CHANGES IN EQUITY
(RIEBEEZERAN EFTRAIGR)
(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)
(BE=—FTEMNF+—A=+—HIFE)
(FOR THE YEAR ENDED 31ST DECEMBER 2004)

—ZTMmE —TE=F
2004 2003
Mt st AR¥TFT ARBTFT
Note RMB’000 RMB’000
R—HA—HZ##z - Total equity as at 1st January,
LR A 2 as previously reported 1,438,776 1,414,433
BRI EF 1255 Effect on adoption of
(&1&3]) &3 SSAP12 (revised) — (756)
Kn—HA—H As at 1st January,
1R 5 as restated 1,438,776 1,413,677
B B Dividends 23 (18,293) (27,439)
REE (BB /&F  (Loss)/profit for the year 23 (52,485) 51,794
BREBINE QT
I W R Exchange differences 23 1,324 744
W+=—A=+—8
< B Total equity as at 31st December 1,369,322 1,438,776
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e ER

CONSOLIDATED CASH FLOW STATEMENT
(RIEEEEBRMZ B R AR

(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)
(BE-FEMEF=A=1—BILFE)

(FOR THE YEAR ENDED 31ST DECEMBER 2004)

—ZZTMmE —TE=F
2004 2003
[t 5 AR¥TIT AREFTL
Note RMB’000 RMB’000
BERE 7R EFH Net cash generated from operations 26(a) 107,961 218,660
TR PRC income tax paid (2,311) (6,196)
REEE 2 Net cash inflow from
BemAFeE operating activities 105,650 212,464
REEE Investing activities
BB E Bl Purchase of technical know-how — (5,000)
BEME  BE Purchase of property,
&L plant and equipment (25,205) (30,326)
HEWE  BE Proceeds on disposal of property,
K& plant and equipment 4,348 2,810
T EETIZFUE Payment for construction-in-progress (156,849) (214,401)
W BB A A Investment in an associated company — (24,831)
SRR E Payment for trading investments (70,000) (31,178)
FEEPSEIE S Disposal of trading investments 39,099 =
TRRBEE Payment for investment securities (130,056) =
W ER SR 1T 7.8 Bank interest received 5,212 5,950
W B I& & FILE Interest income received from
an investment security 2,817 —
WEIR & IR 2 Dividend income received
from investments 467 781
BREEE 2 Net cash outflow
BemtF8 from investing activites (330,267) (296,195)
BENEERI 2 Net cash outflow
F e FE before financing (224,517) (83,731)
BEHEE Financing activities 26(b)
FERITER New bank loans 232,129 404,156
EEFITER Repayment of bank loans (50,000) (370,000)
DR Investments from a
KER minority shareholder 12 1,551
PiE:di oS! Dividends paid (18,293) (27,439)
FAFE Interest paid (15,384) (14,018)
BEZ2RETWA/ Net cash inflow/
() F58 (outflow) from financing 148464 (5,750)
RekRe Decrease in cash
EEWRL and cash equivalents (76,053) (89,481)
—H—BZzHE&k Cash and cash
BEeEEY equivalents at 1st January 413,986 503,467
+-R=+—8B2 Cash and cash equivalents
RekReEEY at 31st December 337,933 413,986
RekBfes Analysis of the balances of cash
BN and cash equivalents
Be REBAFRER Cash and bank balances 337,933 413,986
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RINEMAT

(@)

WREE

AERE DIRREB ARG
RAIRBA G AR R
ZIRERH - fRB LRIRE
ERAERERE - EET
ME - BEREEIRAF
BIR (R T XEFEBER) -

B EFMASERME T
2R REMEFT BB B
HAER AR E B %A
(BB BREER]) -
YW —_ZEERF—HF—HK
ﬁfﬁ?ﬁﬁ‘* ' %.ﬁifixﬁl °
ﬁ%ﬁ%%ﬁ%%t ==
WE+—A=T—HILFE
MIRE - BERZEFBEE
W EER B 2 &
ETE  BHERIBEAME
® R B M2 SR BB W 5
MEER| @D H KBS
RGN ERKERZE -

& B B
NOTES TO THE ACCOUNTS
(RIEE B EERN 2 Bt BRI

(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

1 Principal accounting policies

The principal accounting policies adopted in the preparation of

these accounts are set out below:

(@)

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 Institute of Certified Public Accountants
(“HKICPA”). They have been prepared under the
historical cost convention except that, as disclosed in
the accounting policies below, property, plant and
equipment are stated at valuation.

HKICPA has issued a number of new and revised Hong
Kong Financial Reporting Standards and Hong Kong
Accounting Standards (“new HKFRSs”) which are
effective for accounting periods beginning on or after
1st January 2005. The Group has not early adopted
these new HKFRSs in the accounts for the year ended
31st December 2004. The Group has already
commenced an assessment of the impact of these new
HKFRSs but is not yet in a position to state whether
these new HKFRSs would have a significant impact on
its results of operations and financial position.
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NOTES TO THE ACCOUNTS (continued)
(REBEZEERRNZ &5 IRAIKGER)

(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

1 FEEHBEE & 1
(b) £HEEER
() mEERE

RirAMRE BHEILUER
MEHRERMHBRA
A ([RRAFE) REM
B ([REE))#&
BEHZE+T-R=1—
BlEZ®RAE - M8
REEARRFEE K
IR B B R
18 BREESMB R
BERE  RESIM
BMEEEAZHMN
B JHEEEEEH
EBEXRZHBEEE L
NE - FEREAR
BRI ZERR 5 M &
HREEFERATY
8 o

DH IR FE SN
BRERENB AR ZE
LRENEEFET
BB e

EARBIZEERE
BEA - HEBREN
RE AR A EFNER AL
BEEHBALR - KR A
75 P B A ) 2 R B IR
B R W B A
BE o

Principal accounting policies (continued)

(b)

Group accounting

0)

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)
(IR1E B8 ZiEIRNZ &5 IR AIAmEY)

(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

1

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.

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)
(REBEZEERRNZ &5 IRAIKGER)

(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

1 EFEEFHEREK® 1

(c) EREE
(i) R AT
BARMM AT EF
BRI WAEZE
BN BB204F 2 Al fE

P - A
M MIERRT S - i
HEEBITSETE
fily

(ii) i 7% Je 7 25 K AR

TR AN B B R
RBEREHE ° BrIFsE
WEAREPEMRK
MZzATERBERR
K% Em - MTEE
IRBE) ~ RAE] T
A RBEREAHER
{38 F 7% & EE T BE B ER
&N - FABERAERE
R —ZESEBRAX
o BEARASXEZ
RBEKRATEEER
HIRERREE

d) D% BEREME

T30 MR E (B R AT
BiE R REtRERBESR -
M B 35 7305 Th 1R & b (6 R
FRABEREEFH - 1A
PRENHBERE - HE@
1819 7 37 1t 2 B 0B = 7T
YmEEE -

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.
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NOTES TO THE ACCOUNTS (continued)
(IR1E B8 ZiEIRNZ &5 IR AIAmEY)

(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

1

Principal accounting policies (continued)

(d)

Property, plant and equipment (continued)

Other fixed assets are stated at revalued amount less
accumulated depreciation and accumulated impairment
losses and 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

Pursuant to a resolution passed by the board of directors
of the Group, during the year, the directors reassessed
the estimated residual values of individual items of
property, plant and equipment, after taking into account
the current business environment, condition and the
expected pattern of economic benefits from the
respective assets, and approved to revise the accounting
estimates accordingly. The revised accounting estimates
on the residual value of an item of property, plant and
equipment is 5% of the original cost of the asset. The
aggregate effect of the changes is that depreciation
charge for the year has been decreased by
approximately RMB9,102,000 and the Group’s loss
attributable to shareholders for the year has been
decreased by approximately RMB9,102,000.

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

The gain or loss on disposal of property, plant and
equipment 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)

(RIEZBEEBRAN &t RAIGRER)
(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

1

FESIHBER @

(e)

()

E=RIE

R TR AR REHR
BEEIR - -KABEMA
BEXREZEEY B
R eR e — B & R &K
R ARKEHHR 2 &
2 RRMAASREEZ
BRABFRHNANEXL - B&E
MEERELERBEHEN
HELEEEM  ABRAE
AR -

HEHR

REHERERBEEZR
feRkEHREE FhHEARR
REZHEE - HEFBEEHN
B B 2 B R Z (E ] 82
Be&  RNEEHANER
EHEEERP S -

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)
(IR1E B8 ZiEIRNZ &5 IR AIAmEY)

(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

1

Principal accounting policies (continued)

(9)

Investments in securities

(i)

(if

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)

(RIEZBEEBRAN &t RAIGRER)
(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

1

FESIHBER @

(h)

(i)

()
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1

Principal accounting policies (continued)

(h)

(i)

@)

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.

Impairment of assets

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.
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NOTES TO THE ACCOUNTS (continued)
(IR1E B8 ZiEIRNZ &5 IR AIAmEY)

(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

1

Principal accounting policies (continued)

(k)

()

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.

Deferred taxation is provided on temporary differences
arising on investments in subsidiaries and associates,
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.

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
property, plant and equipment 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 sheets 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.
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NOTES TO THE ACCOUNTS (continued)

(RIEZBEEBRAN &t RAIGRER)
(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

1

FESIHBER @

(m)

(n)

(0)
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1

Principal accounting policies (continued)

(m)

(n)

(0)

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 and deposits held at call with
banks.

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

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.
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NOTES TO THE ACCOUNTS (continued)
(IR1E B8 ZiEIRNZ &5 IR AIAmEY)

(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

1

Principal accounting policies (continued)

(P)

(@)

(r)

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.

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

(iv) Operating lease rental income is recognised on
a straight-line basis.

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% (2003: 23%) of the total
salaries, bonuses and allowances paid to the Group’s
staff 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.

—zEmesr  T1
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NOTES TO THE ACCOUNTS (continued)

(RIEZBEEBRAN &t RAIGRER)
(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

1

FESIHBER @
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1

Principal accounting policies (continued)

()

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 segments as the secondary reporting
format.

Unallocated costs represent corporate expenses.
Segment assets consist primarily of property, plant and
equipment, construction-in-progress, investment
securities, inventories, receivables, trading investments,
export value added tax recoverable, operating cash and
exclude items such as interest in an associated company
and income tax recoverable. Segment liabilities comprise
operating liabilities and exclude items such as taxation
payable. Capital expenditure comprises additions to
property, plant and equipment 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)

(RIBEEEEBEIRNZ &5t R
(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:

—ZSETmE —TT=4F

2004 2003

ARWFIT AREF T

RMB’000 RMB’000

BT - ERIEERA Turnover - sales of goods 1,524,409 1,341,788
E bz A Other revenues

RITH B A Bank interest income 5,212 5,950

& F) B A Interest income from an investment security 2,817 —

HE WA Rental income 1,559 2,026

FERHEE WA Sales of scrap materials 1,562 28

1% B A Dividend income from investments 467 781

RilTeE R E IR A Technical service income — 22

11,617 8,807

@UgA Total revenues 1,536,026 1,350,595

—TzEmEsR T3
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NOTES TO THE ACCOUNTS (continued)

(RIEZBEEBRAN &t RAIGRER)
(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

2 BRE WaEsBEH 2  Turnover, revenue and segmental

(#&) information (continued)
RNEBIRET 5 20 R R P & Analysis of the Group’s segment information for the year by
HEERZF) T — business segment and geographical location of customers is

set out as follows:

(i) XBGoBEH 0) By business segment
—22mE “ZT=F
2004 2003
ERRE Rt 0 EpEk Eit 1]
Pharm - Pharm -
aceutical Other aceutical Other
business operations Group  business  operations Group

ARRTLT ARRTT ARRTR ARETT ARETLT ARETT
RMB'000  RMB'000  RMB'000 RMB'000  RMB'000  RMB'000

AHHA Segment revenues 1,532,742 3,284 1536026 1,349,814 781 1,350,595
PEE Segment results (17,713)  (17,317) (35,030) 71,571 4,354 75,925
HBER Finance costs (15,384) (14,018)
ElhE e Share of loss of an

NG| 2 associated company (1,938) —
BRHAT(B8)/  (Loss)/profit

B before taxation (52,352) 61,907
#E Taxation (1,129) (10,200)
B (BR)/  (Loss)/profit

B after taxation (53,471) 51,707
DHREES  Minority interests 986 87
R (Loss)/profit attributable

(B18)/2F to shareholders (52,485) 51,794
PEE Segment assets 2,056,952 235057 2,292,009 1,996,191 81467 2,077,658
BENFIER  Associated company 22,893 — 22,893 24,831 — 24,831
AOREE Unallocated assets = = 538 — — 3,576
BEE Total assets 2,315,440 2,106,065
PHEE Segment liabilities (941,681) —  (941,681) (658,938) = (658,938)
RAORAR Unallocated liabilities — — (153) — — (4,383)
BEfE Total liabiltties (941,834) (663,321)
YNGR Capital expenditure 182,054 — 182,054 249,727 — 249,727
e Depreciation 89,989 = 89,989 79,733 = 79,733

74 IR FTE RS2 AR A A

Shandong Xinhua Pharmaceutical Company Limited



2

ik B B &E o

NOTES TO THE ACCOUNTS (continued)
(IR1E B8 ZiEIRNZ &5 IR AIAmEY)

(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

EXRE -LRRoBEH 2

()

(i)

Turnover, revenue and segmental
information (continued)

EEREHESBEH By geographical location of customers
BB SBER
Segment revenues Segment results

2004 2003 2004 2003

ZEBEME —TT= —EZIME —EZ%-
RMB’000 RMB’000 RMB’000 RMB’000
ARBFT ARETT ARBTT AREFTT
B (B3EE)  PRC (including Hong Kong) 997,700 920,673 169,945 242,910
BN Europe 214,827 185,065 27,626 37,208
| Americas 219,917 160,921 20,473 25,785
EMBER Others 103,582 83,936 27,628 20,664
1,536,026 1,350,595 245,672 326,567
A BCAKA Unallocated costs (280,702) (250,642)
S (B18)/AE  Operating (loss)/profit (35,030) 75,925

REEEBI% 2 B EHN
MR - AR EZSIEE
MEARX B MR D FE

¥ o

Over 99% of the Group’s assets are located in the
People’s Republic of China (“PRC”) and therefore the
analysis of segment assets and capital expenditure is
not presented.
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NOTES TO THE ACCOUNTS (continued)

(RIEZBEEBRANZ &t RAIFRER)
(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

3 RBE(GBR /AR 3 Operating (loss)/profit
& (B1E) /8RB A RMER T3 Operating (loss)/profit is stated after crediting and charging the
HE : following:
—ZTmE —TT=F
2004 2003
ARBTFT AREFT
RMB’000 RMB’000
A Crediting
HENE  BE Gain on disposal of property,
RN plant and equipment 2,136 1,303
EE&é R Realised gain on trading investments 4,348 —
BEREREZREA Unrealised gain on trading investments = 3,573
ﬁi‘@/%t HEREFEMER Write back of provision for slow-moving
and obsolete inventories — 80
MR Charging
BEREBER Advertising and promotion expenses 72,228 84,895
B 85 Amortisation of technical know-how 780 780
ZER & Auditors’ remuneration 1,328 1,238
nE - BMERXENE Depreciation 89,989 79,733
ERN=SES Net exchange loss 1,319 1,191
TREFLERE Operating lease rentals on land and buildings 1,114 1,319
RERER Provision for bad and doubtful debts 15,993 2,937
KR E Provision for impairment in
BERE (M16) an investment security (note 16) 12,000 =
HERREER Repairs and maintenance expenses 28,985 25,541
M3 R FEERA Research and development costs 9,607 12,307
BIRA(TREESR Staff costs (excluding directors’
ﬁb?%é) (GEL) and supervisors’” emoluments) (note 9) 122,731 127,926
BERERERER Unrealised loss on trading investments 11,449 =
Hﬂﬁ%ﬁWﬁITﬁ%ﬂﬁ Write-down of inventories to net realisable value 121 =
REREMH Write-off of an investment security 1,500 =
76 IR FTE RS2 AR A A
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NOTES TO THE ACCOUNTS (continued)

(RIBEEEEBEIRNZ &5t R
(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

MBEH 4  Finance costs
—ETmE —TT=fF
2004 2003
AR®FT ARMFT
RMB’000 RMB’000
RITERFE Interest on bank loans 15,384 14,824
B BT ARG Less: government subsidies — (806)
15,384 14,018
3R] 5  Taxation
REFEBERAZH2RIBAT ¢ The amount of taxation charged to the consolidated profit and
loss account represents:
—ETmE —TT=fF
2004 2003
AR®FT ARMFT
RMB’000 RMB’000
B ST AR PRC enterprise income tax
— A58 (% (a)) — current (note (a)) 1,865 8,382
— UAIFE DR ERE — under-provision in prior year 3,484 =
ERER IR (FE24) Deferred taxation (note 24) (4,230) 1,818
1,119 10,200
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NOTES TO THE ACCOUNTS (continued)

(RIEZBEEBRAN &t RAIGRER)
(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

RE

(@)

AN A EL— 7R Al ) R A
T T8 T 1 8T 5 1l 22 25 B 3
EIE  BEERTELEE
fB[1994] Bl 7 25151 5% CBE i
=0 T FR 1 1 3 A ) 28 A R U
BEERHEENB) - 1
20024F BB 1T BT 15 B Bl &
15% MR - WESE
TEEPFIRETE © HE20045F #E -
REMAE IRk
ERSERTER15% '
BEIINCEFMEERRE
#33% + W E TEE B 756
FIER -

AEBZEMFRAR_-F
TNFEER-_TT=FER
& FR 5 A B9 33 9% 485 4 R
EEMREH

AREHE-TTOR=F
T=£+-A=+—ALM
1B 514 2 3 4 78 SR BT A
BRNERFSH - SR
PO 4 1S B

5

Taxation (continued)

(a)

The Company and a subsidiary are located in the high-
technology economic zone of Zibo City and are entitled
to preferential PRC enterprise income tax rate of 15%
from year 2002, according to Guo Shui Fa No. 151 “The
notice of applying favourable tax policies for the new
and high technology companies” issued by State
Administration of Taxation. The companies have obtained
the relevant approvals from the local tax bureau. From
year 2004, the operating results of the companies
derived from business conducted in the high-technology
economic zone are subject to a preferential income tax
rate of 15% while the business conducted outside the
high-technology economic zone are subject to an
income tax rate of 33%. This has been filed with the
local tax bureau as a record.

Other companies within the Group are subject to income
tax at the rate of 33% on their taxable income for the
years ended 31st December 2004 and 20083.

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 2004 and 2008.
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NOTES TO THE ACCOUNTS (continued)
(IR1E B8 ZiEIRNZ &5 IR AIAmEY)
(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

5 Taxation (continued)

(c) The amount of taxation on the Group’s (loss)/profit before
taxation differs from the theoretical amount that would
arise using the taxation rate of the PRC as follows:

R ¢
—ZENE —2E=F
2004 2003
AR¥FT AREFT
RMB’000 RMB’000
BREA (B18) /& A (Loss)/profit before taxation (52,352) 61,907
B %33%(ZTZE=F : Calculated at a tax rate
33%) A EZHE of 33% (2003: 33%) (17,276) 20,429
RETET Xz 72 Effect of preferential tax rate in the PRC (2,165) (11,143)
FEEBBA Income not subject to taxation (235) —
AANH 2 2 Expenses not deductible for tax purposes 10,970 914
AERBREER Unrecognised tax losses 1,081 =
AT EE DR &R Under-provision in prior year 3,484 =
AR EREMEEL Increase in opening net deferred tax
BB EEE liabilities resulting from an
EEE 2 380 (i EE24) increase in tax rate (note 24) 5,260 —
PIEX H Tax charges 1,119 10,200
BERFEL (BB18) /2 F) 6  (Loss)/profit attributable to shareholders

SFARRAREER B 2 BEREE (B1E)/
BN A ARB50,849,0007T (=2
=4 : AR#¥52 420,0007T) °

The loss attributable to shareholders is dealt with in the accounts
of the Company to the extent of RMB50,849,000 (2003: profit
of RMB52,420,000).
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NOTES TO THE ACCOUNTS (continued)

(RIEZBEEBRANZ &t RAIFRER)
(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

7 KR 7  Dividends
k- 11} 3 —TE=E
2004 2003
ARBTFT AREFT
RMB’000 RMB’000
RERERS - BRARBE T Final, proposed of RMBNil
(ZEE=F: AR¥0.047T)#£307,312,830/8  (2003: RMB0.04) per share on
(ZZZ =4 :307,312,830/%) Ak 307,312,830 (2003: 307,312,830)
%2.150,000,0004% A shares and 150,000,000
(ZZZ =% : 150,000,0008%) HAX 51 & (2003: 150,000,000) H shares — 18,293
8 BWBR(GH) /AR 8 (Loss)/earnings per share

FIREAN (BE) /B2 IBEAEE The calculation of basic (loss)/earnings per share is based on

2 PR FE(L 518 A R #52,485,0007T the Group’s loss attributable to shareholders of RMB52,485,000
ZTET=ZF  ABFMARE (2003: profit of RMB51,794,000) and based on the weighted

51,794,0007T) R IZFE A E 1T average of 457,312,830 (2003: 457,312,830) shares in issue

2 INEF 5 80457,312,8300% (== during the year.

T =4 : 457,312,8300%) 5t H -

HE-ZZTNFM_ZTZ=F1+= There was no dilution effect on the basic (loss)/earnings per
A=+— Eluzﬂﬂlir 887 share for the year ended 31st December 2004 and 2003 as
BRSPS E L B R T AR - At there were no dilutive shares outstanding during the years ended

BREHERBANENEELE 31st December 2004 and 2003.
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NOTES TO THE ACCOUNTS (continued)
(IR1E B8 ZiEIRNZ &5 IR AIAmEY)

(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

9

Staff costs (excluding directors’ and
supervisors’ remuneration)

—ZEZT|mE T =4F

2004 2003

ABR¥FIT ABREFT

RMB’000 RMB’000

T & Salaries and wages 83,674 87,453

B T e & & 2L Staff welfare and other benefits 20,379 21,096
BIRKA - RE Retirement costs - defined

G2 (B 5E) contribution plans (note) 18,678 19,377

122,731 127,926

i -

AEE2EMH BRI ARNTE  BF2
HEFEABE—FASENTFREZE S - &
ARORBE ([ A]) 8 5ERI23% (Z 2T =
F:28%) c FABAABRARANLRAAR
37T (ZEE=F : ARM2,7307T) °
X AHEE RN BB AR E £ B Bk
Nk ©

FiE B TR EERN RS I E RN ERARE
T &R ETE L PIER AR o it )7 B
HaE RN B RBEARMAAREZERD
IRORFI AR AREOE B V4R F - Bk » B EX
Bt e oh - REBMIEREREE TR
KRR E MR RRAEBF] ©

Note:

As stipulated by the regulations of the PRC, the Group participates in a basic
defined contribution pension scheme organised by the local municipal
government, whereby it is required to pay contributions at the rate of 23% (2003:
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 RMB3,117 (2003: RMB2,730). 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)

(RIEZBEEBRANZ &t RAIFRER)
(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

10 EFERESEHML 10 Directors’ and Supervisors’ emoluments
@ FRAREKEREEFRESE (@)  The aggregate amounts of emoluments payable to the
N2 MEREEMT ¢ directors and supervisors of the Company during the
year are as follows:
—TZTHE ZTE=F
2004 2003
AR®TFTT ARETFT
RMB’000 RMB’000
Gk Fees — —
H B2 Other emoluments
—E XN e KRR — Basic salaries and allowances 644 747
—1E4L - Bonuses 814 2,223
—RIREF — Retirement benefits 62 163
1,520 3,138
A LRI 2 EETEALBIE Directors’ bonuses disclosed above include
XM EBIIFERITESTZA RMB200,000 (2003: RMB160,000) paid to the
R #200,000 7£(2003 : AR independent non-executive directors.
%160,0007T) °
(b) FIASA BN 2% Rl 2 E 5 AN (o)  The number of directors and supervisors whose
EEAHOT : emoluments fell within the following bands:
RITES EUTEE Ex
Executive directors Non-executive directors Supervisors
ZEENE ~—TT-F ZBENE ~—TT-F ZBENE _—TT=F
2004 2003 2004 2003 2004 2003
ZEAR®E Nito
1,060,000t  RMB1,060,000
(SB%  (equivalent to
1,000,0007t) Hong Kong
Dollar 1,000,000) 6 6 4 4 5 5
HE_TZNFR-_TT= No directors or supervisors waived their emoluments in
FTZA=T—HILHFE - respect of the years ended 31st December 2004 and
BEESZLEEHENS - 2003.
82 IR FTE RS2 AR A A
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NOTES TO THE ACCOUNTS (continued)

(RIBEEEEBEIRNZ &5t R
(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

10 Directors’ and Supervisors’ emoluments

(c) The five individuals whose emoluments were the highest
in the Group for the years ended 31st December 2004
and 2003 are executive directors of the Company whose
emoluments are reflected in the analysis presented
above.

11 Bl 11 Technical know-how
EERERELTF

Group and Company
—ETHEF —ET=F
2004 2003
ARETiT ARKFIT
RMB’000 RMB’000
K—A—H At 1st January 4,220 —
30 Addition — 5,000
s Amortisation (780) (780)
R+=ZA=+—H At 31st December 3,440 4,220
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NOTES TO THE ACCOUNTS (continued)

(RIEZBEEBRAN &t RAIGRER)
(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

12 Y% BEREM 12 Property, plant and equipment
X5E
Group
RE 8BS
Rk s
TibfE R Plant,
Land machinery, RE
use BEY and Motor e
rights Buildings  equipment vehicles Total
ARBTT AR®TT ARBTT ARMTT ARETT
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
Bf(E Valuation
R-ZTZME—F—H At 1st January 2004 76,912 313,208 793,643 18,439 1,202,202
AEETIREA Transferred from
(3£13) construction-in-
progress (note 13) — 15,088 51,400 — 66,488
NE Additions 4,360 2,576 16,866 1,403 25,205
heE Disposals — (261) (16,007) (2,250) (18,518)
R-ZETNF At 31st December
+-A=+—H 2004 81,272 330,611 845,902 17,592 1,275,377
ZRME Accumulated depreciation
RZTTME At 1st January
—A—H 2004 10,895 110,632 300,826 10,596 432,949
AEEHE Charge for the year 1,826 13,336 72,019 2,808 89,989
e Disposals — (253) (13,936) (2,117) (16,306)
R-ZETNF At 31st December
+-A=+—H 2004 12,721 123,715 358,909 11,287 506,632
REFE Net book value
RZTEWME At 31st December 2004
+=A=+—-8 (note 12(c) and (d))
(i &E12(c) K (d) 68,551 206,896 486,993 6,305 768,745
RZZE=F At 31st December 2003
+-A=+—H (note 12(c) and (d))
(HfEE12(0) Ra(d)) 66,017 202,576 492 817 7,843 769,253
84 Ly 3R 2 B EE AR {7 PR A A
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NOTES TO THE ACCOUNTS (continued)

(RIBEEEEBEIRNZ &5t R
(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

12 Y% BERJE 2 12 Property, plant and equipment (continued)
3N
Company
RE - #S
)44 |
IibfE R Plant,
Land machinery, RE
use BEY and Motor e
rights Buildings  equipment vehicles Total
ARBTT AR®TT AR®TT AR%TT ARETT
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
Bf(E Valuation
RZTEMEFE At 1st January
—A—H 2004 76,912 313,208 791,417 18,439 1,199,976
AEETIREA Transferred from
(713) construction-in-
progress (note 13) — 15,088 51,400 — 66,488
NE Additions 4,360 2,359 16,417 1,336 24,472
HE Disposals — (255) (16,007) (2,250) (18,512)
RZZZMF At 31st December
+-A=+—-H 2004 81,272 330,400 843,227 17,5625 1,272,424
2ENE Accumulated depreciation
RZZZMF At 1st January
—A—H 2004 10,895 110,632 300,448 10,596 432,571
KEEHE Charge for the year 1,826 12,613 71,714 2,797 88,950
HeE Disposals — (253) (13,936) (2,17) (16,306)
i At 31st December
+-A=+—-H 2004 12,721 122,992 358,226 11,276 505,215
RESE Net book value
RZZEENF At 31st December
+=-A=1+-H 2004
(Bt5E12(c) K2 (d)) (note 12(c) and (d)) 68,551 207,408 485,001 6,249 767,209
R-ZZ=F At 31st December
+=-A=+—-H 2003
(K zE12(c) R (d)) (note 12(c) and (d)) 66,017 202,576 490,969 7,843 767,405
—zznsER 85
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NOTES TO THE ACCOUNTS (continued)

(RIFZBE

IR 2 &5 IR A2

(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

12

xR -BERXRE 2

(@)

REERARRZFAKE
SRR - AEER K
AARIZEEFEAARE
56,274,0007T & 4= {5 FA #&
EREEBMRER T HERR
FTiRT  AHE50%F — N
AANE=ZA/N\BiRE

REERARD A HREFE
A ARBT7,309,0007CH) b
fEA%E - THREEMERLT
HMEBEBRET  BHI29
F HE_ZT=ZTF+_A
n =

AEEZEEFEAARE
217,0007T K £ b {5 FA #E 71
m“ﬁml%ima@%%
BT BH50E H=F

E¢+*ﬂ:+:aﬁﬁ

st
= o
A

REBARRANRENE R
MEXZMAERAR LT -
RATIHYE - BB RZE
BAR—ANEF+=_A=
+— B F A B s E AT L
BRI BRI EEE
BRANHELEVE(RE - BT
EAAR%6,420,0007T ° E
BRADNRIMNYZE - BE KK
ER—hNAANFENLA=1H
B— B ([HERD - £EAIE
BiTBR AR EARAMES
HHE -RXEREES
AR #22,625,0007T ° 1@
BHEBEIRREBEE T
TENFE+=—A=+—HILF
FﬁmmﬁEE%#AE%
457,000 (ZEZE=F :
/\EV%QQ,OOOE)

12 Property, plant and equipment (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 RMB56,274,000 was
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 RMB7,309,000 was granted by the State
Land Administration Bureau of Zibo City for a period of
29 years to 27th December 2030.

Land use right of the Group with net book value of
RMB217,000 was 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 property, plant and equipment 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 property, plant and
equipment 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
RMB457,000 (2003: RMB242,000) in respect of the year
ended 31st December 2004.
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NOTES TO THE ACCOUNTS (continued)
(IR1E B8 ZiEIRNZ &5 IR AIAmEY)

(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

12 Property, plant and equipment (continued)

(©

Had the property, plant and equipment of the Group and
the Company been carried at cost less accumulated
depreciation, the carrying value of such property, plant
and equipment in the accounts would have been
approximately:

F5H FAF
Group Company
2004 2003 2004 2003
—ETME —TT=-F “EEME —TIT=F
RMB’000  RMB’000  RMB’000 RMB’000
ARWFT AREFrT ARBFTFT ARKTFT
o HbfE A Land use rights 68,210 65,676 68,210 65,676
EEY) Buildings 203,638 198,626 203,638 198,626
ME - Hes Plant, machinery
e and equipment 485,410 483,487 483,930 481,639
qE Motor vehicles 5,819 7,357 5,763 7,357
763,077 755,146 761,541 753,298

R-BEOFE+_A=1+—
B RNRARRAKEZAAE
YME - BERREHHRAR
AESRTEEENAEE
fEfAE - ARER/EER =
ZENF+_A=+—BZ
FHFEYESAZER &
ERRYME - BB RRER
—EEME+-—A=1+—H
ZREVFHED B F i iR
HRERZAHEEE -

At 31st December 2004, all property, plant and
equipment of the Company 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 2004, the directors are of the opinion that
the net book value of property, plant and equipment at
31st December 2004 fairly reflected their recoverable
amount at that time.
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NOTES TO THE ACCOUNTS (continued)

(RIEZBEEBRAN &t RAIGRER)
(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

13 #EEIE 13 Construction-in-progress
FERARELT

Group and Company
—ZTZTHE —TE=F
2004 2003
AR¥TiT ARETFT
RMB’000 RMB’000
Rn—A—H At 1st January 130,803 163,299
30 Additions 156,849 214,401

EEYE - HE Transferred to property,

= (FE12) plant and equipment (note 12) (66,488) (246,897)
R+=—A=+—8H At 31st December 221,164 130,803

ERIRER _ZTTWF+ A=
T HLEEZEYMARENERE
Y- BB REEREBAEENF
X EBERFER-_ZZE=ZFEANY
REEREZIRENER -

FEEIRDEBEMBBA AT EL
REKMEMMLHEREZTE A
R 34,383,000t (ZZEZ=%F:
A R #30,000,0007T) °

Construction-in-progress comprises expenditures incurred on
buildings, plants and machinery not yet commissioned at 31st
December 2004. For the years ended 31st December 2004
and 2003, no loans were borrowed for financing construction-
in-progress.

Included in construction-in-progress, RMB34,383,000 (2003:
RMB30,000,000) 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)

(RIBEEEEBEIRNZ &5t R
(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

14 MEBLAFRSE 14 Investments in subsidiaries
b 3N
Company
—_ETmE —TT=fF
2004 2003
AR¥FT AR¥EFT
RMB’000 RMB’000
JEET ARG - BEKAE Unlisted investments, at cost 17,793 11,054
A ORE R Less: Provision for impairment (3,350) —
14,443 11,054

RZZEEMF+_A=+—H2H The details of the subsidiaries at 31st December 2004 are as
BARMT : follows:
30
RIER
Rk TE i fir 1 1
Country of FTEEBR BEHE HAHER
incorporation wEn Particulars of ~ Effective
DEEE and kind of Principal activities registered interest
Name legal entity and place of operation capital held
EMAERRAEE hE - BREEDA PR Bl & B | AR #600,0007T 152.8%
BARAA EEARTE
Dezhou Xinhua Tai PRC, limited Retail sales of medicine RMB600,000 152.8%
Kang Drug Store company and medical products
Company Limited in the PRC
REMEREE hE - EREEDA NGIETECE—E 27D AR #900,0007T 146.6%
BARAA EEARTE
Dong Ying Xinhua PRC, limited Retail sales of medicine RMB900,000 146.6%
Drug Store company and medical products
Company Limited in the PRC
IR E S e AREERA BOM AR & 2 R Bt 1,000,0007% 70%
(BUM) B2 E %*?%u“ g5
Shandong Xinhua Germany, limited Trading of medicine and EUR1,000,000 70%
Pharmaceutical company medical products in
(Europe) GmbH Europe
—zzpssR 89
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NOTES TO THE ACCOUNTS (continued)

(RIEZBEEBRAN &t RAIGRER)
(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

14 MEBLATFERSE &) 14 Investments in subsidiaries (continued)
HE
RIER
Rk E £ Hm 13
Country of FERBR BEHE HEHER
incorporation REE Particulars of  Effective
AR and kind of Principal activities registered interest
Name legal entity and place of operation capital held
IWRHEEE hE - EREEAQH RAREEEY R AR #5,000,0007T 99.8%
E5ERAF BERmES
Shangdong Xinhua PRC, limited Trading of medicine and RMB5,000,000 99.8%
Medical Trading company medical products in the
Company Limited PRC
HOTEER hE - BEREELQH RAREEEY R AR #300,0007T 148.4%
BERARRQA BERmTE
Wei Fang Xinhua PRC, limited Retail sales of medicine RMB300,000 148.4%
Drug Store company and medical products
Company Limited in the PRC
B EABEE hE - EREEAQH RAREEEY R AR #2,000,0007T 88%
(EH) AR AA BZAmTE
Zibo Xinhua PRC, limited Retail sales of medicine RMB2,000,000 88%
Pharmacy (Chain) company and medical products
Company Limited in the PRC
B R R hE - EREELQH RAREEEE AR #2,000,0007T 90%
Fitbi AR A A TRENE:
Zibo Xinhua PRC, limited Design of medical RMB2,000,000 90%
Pharmaceutical company production projects in
Design Institute the PRC
Company Limited
B R E = hE - EREEAQH NP BAEER SRR %71.500,0007C 70%
tIERRA
Zibo Xinhua Sanhe PRC, limited Production of medical US$500,000 70%
Chemical company intermediates in
Company Limited the PRC
1 BARREERE 2RH 1 Shares held indirectly by the Company
90 IR E R SR (5 B R A 7
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NOTES TO THE ACCOUNTS (continued)

(RIBEEEEBEIRNZ &5t R
(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

15 HMEBLFHES 15 Interest in an associated company
XEKE
Group
—ZEZT|mE —ET=F
2004 2003
AR¥TFiT AREF T
RMB’000 RMB’000
JEBIEFEE Share of net assets 22,893 24,831
CIN
Company
—gemE -—TI=F
2004 2003
AR¥TFiT AREF T
RMB’000 RMB’000
JEET ARG @ BEKAE Unlisted investment, at cost 24,831 24,831

RZEZNMF+_A=1+—HZH The details of the associated company at 31st December 2004
BRRIMAT are as follows:
=
BX 3L B =R
B R TE i 61 ETEXBR i i BB
Country of EEWE BXHEE HEBHES
incorporation Principal activities Particulars of Effective
NGRS and kind of and place of registered  interest
Name legal entity operation capital held
SEIBRTE — i NP BEEEZEY N % 71.6,000,0007T 50%
ERISE:Y-" BREERT EZEAm
EREFELNT
SINO-USA Zibo PRC, limited Production of medicine USD6,000,000 50%
Xinhua-Perrigo company and medical products

Pharmaceutical

in the PRC

Company Limited
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NOTES TO THE ACCOUNTS (continued)
(REBEZEERRNZ &5 IRAIKGER)

(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

15 BEATER ») 15

MIEE —RARRERREER
AN FHEERFMEERAF
HEAMEK 2 EE AR HEZEK
RN AEEY R BERMR - %
EERRACEMEBREERR
6,000,000% 7T « HRAREE)FEE
#%3,000,0003 7T - 16 AKX HE o
RATREEHZE SRR 2 EBIT
FERCEES)  EEZRB%EE

RATIEERT]

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. 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 significant influence in its management.

16 #¥H 16 Investment securities
A5H . 3/
Group Company
2004 2003 2004 2003
—EEME —TT-—F _EBEME ~—TT=4F
RMB’000  RMB’000  RMB’000 RMB’000
ARBTFT ARETT ARWFIT ARYFr
FELETRE Unlisted investments,
%A A E (KT 5T (@) at cost (Note (a)) 183,833 55,277 183,777 55,277
B OREREE Less: Provision for
(Bt 3£ (b)) impairment (Note (b)) (12,000) — (12,000) —
171,833 55,277 171,777 55,277
92 IR ERER D HR A A
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NOTES TO THE ACCOUNTS (continued)
(IR1E B8 ZiEIRNZ &5 IR AIAmEY)

(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

16 ¥E »®) 16 Investment securities (continued)
Kt - Notes:
(a) 2004F7H  AREIHRE1.3B L2 (a) In July 2004, the Company invested RMB 130,000,000 in an equity
mESEHETEREGRAR(ES acquisition trust fund plan organised by Qingdao Hisyn Trust &
) ARYIEEREEEFR AR Investment Co., Ltd. ("Qingdao Hisyn") for Shenzhen Hengye Investment
(ME%AR]) KE—RNPEEES Development Co., Ltd. ("Hengye Company") to acquire equity interests
BEEE an YA R T A% AL A AR BE W B TE B in a company engaging in pharmaceutical manufacturing business in
EEE S8l c WEAREEGIKE the PRC. Under the arrangement, Hengye undertakes to pledge the
AR iER S S RIRHE2EER - equity interests acquired to Qingdao Hisyn in full amount. The Company
ARRESESREEELRELR agrees that Qingdao Hisyn uses the above equity interests so pledged
BEZANBE - M Ll ERa R iEE to repay the trust fund principal and interest to the Company in the
BAARM ST MK 55T event that Hengye Company was in default of repayment. The trust
BETERH=F  MERFKELHZ fund plan is for a term of three years and the return to the Company is
RERESHE% ° at a rate of approximately 5% per annual on the investment amount.
(b) RZTZTNE+=_A=+—H ' 27 (b) As at 31st December 2004, the Company held an investment in Tian
BERRABELFEREERAR (—RIE Tong Securities Company Limited, an unlisted securities trading
FHREEAR) 2 RE NS HK A company, at a cost of RMB30,000,000. The securities trading company
BARKS,0008 T - %A R IEEE is facing financial difficulties. As such, the Company's directors made
BIBUEH - RIBT IS ERFZIEER a provision of RMB 12,000,000 for impairment of the investment for
BERER  ARESANLBARETIR the year ended 31st December 2004. The directors are of the opinion
T ARKEA 2008 TR RERE - D that the provision is made base on their best estimation with reference
AEFRRULBESMMUREGER to the market situation and circumstances of the securities trading
EH &R (A5 o company.
17 &8 17 Inventories
FEE ENF
Group Company
2004 2003 2004 2003
—EENME —TE2-F ZEEME _—TT=
RMB’000 RMB’000 RMB’000 RMB’000
ARBTIT AR¥TrTr ARBFT ARETrT
R Raw materials 40,725 25,763 40,725 25,763
EE G Work-in-progress 88,885 84,278 88,885 84,278
2= X mm Finished goods 161,285 130,306 138,162 123,882
FEA @ Consumables 9,358 10,191 9,358 10,191
300,253 250,538 277,130 244,114

KRBT FE+—F=+—H - JATA]
B FETRCASRBRAARGFE
WEEEES £ AR3,611,0007T
—ZT=F : AR¥9,097,0007T) °

At 31st December 2004, the amount of inventories of the Group

and the Company that are carried at net realisable value
amounted to RMB3,611,000 (2003: RMB9,097,000).
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NOTES TO THE ACCOUNTS (continued)

(RIEZBEEBRAN &t RAIGRER)
(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

18 BERRRE 18 Trade and bills receivables
R-_EENMF+_—_A=+—0H " E At 31st December 2004, the ageing analysis of the trade and
IR R ZBERR ST - bills receivables is as follows:

xEKE . 3/
Group Company
2004 2003 2004 2003
—EENE —_TT-—F —BENE _TT-=%F
RMB’000 RMB’000 RMB’000 RMB’000
ARBTT AREFT AR¥TIT ARKTT
—F AR Within one year 303,801 282,790 291,342 282,740
—HEE T One to two years 16,170 12,300 16,170 12,300
CEEE = Two to three years 4,367 5,127 4,367 5,127
324,338 300,217 311,879 300,167
REBRAARZHAHEEZEE The Group’s and the Company’s turnover from export sales is
BN ERAES N R E R EST on letter of credit or documents against payment. The remaining
SHE - X B AR AIRRTER balances of turnover are on open account terms which are
REGERET  EFBOURFZ partially covered by customers’ stand-by letter of credit or bank
HARERFE R RITERIERE © guarantees.
19 EWREEEREATREA 19 Amount due from immediate holding
company
FEUR B B PR AR A B SRIE 2 AR The amount due from immediate holding company is unsecured,
T B R M IR S H EARFA o interest-free and has no fixed terms of repayment. Out of the
NZETZNE+_HA=+—0H - it total balance at 31st December 2004, approximately
EREBREESIRBEBHARE RMB27,328,000 (2003: RMB27,050,000) was trading in nature.
27,328,0007T (ZZEZT=F: ARK The immediate holding company has undertaken to settle and
27,050,0007T) ° EHEIER A RlAE G receive all amounts due to and due from the fellow subsidiaries.
1EE T2 AR R 130 Lt e 8 1< () = 28 f As at 31st December 2004, the amount due from immediate
BABRIE R-_ZEZTWF+A holding company represents the net balance due from and to
=+—H EREZEZERARIIEA the immediate holding company and the fellow subsidiaries.
TR ENEEERA R RES
BB AR ZFE o
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NOTES TO THE ACCOUNTS (continued)

(RIBEEEEBEIRNZ &5t R
(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

EEfE 20 Trading investments
FRERFLT
Group and Company
—EETNF —EE=
2004 2003
AR¥TFT ARBETFT
RMB’000 RMB’000
BB ETHIRE - Listed investments outside
EmhE Hong Kong, at market value 58,551 34,751
EERRRE 21 Trade and bills payables
R-ZTETNF+-_A=+—H & At 31st December 2004, the ageing analysis of the trade and
NERREZBNRRSTAT : bills payables is as follows:
FHEE FAF
Group Company
2004 2003 2004 2003

ZTENE —TT-F ZBBHNE —TT=F
RMB’000  RMB’000  RMB'000  RMB’000
ARBFRET ARETT ARMTFET ARETT

—FE PR Within one year 302,789 233,507 296,223 228,685
—FEF One to two years 855 580 802 423
—FE=F Two to three years 579 523 521 523
BiE=F Over three years 3,546 2,937 3,497 2,937

307,769 237,547 301,043 232,568
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NOTES TO THE ACCOUNTS (continued)

(RIEZBEEBRAN &t RAIGRER)

(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

22 BE 22 Share capital
EEEREAT
Group and Company
—EZTmE —EE=F
2004 2003
AR¥TiT AREF T
RMB’000 RMB’000
VA TE AR Registered
307,312,8300% 307,312,830
(Z=Z =4 : 307,312,830/%) (2003: 307,312,830)
Al SR EE A RE1.007T A Shares of RMB1.00 each 307,313 307,313
150,000,0000% 150,000,000
(ZZEZ =4 : 150,000,0000%) (2003: 150,000,000)
HIZ & I (E A R E1.007T H Shares of RMB1.00 each 150,000 150,000
457,313 457,313
BETRBERKRAE Issued and fully paid
307,312,8300% 307,312,830
(Z=Z =4 : 307,312,830/%) (2003: 307,312,830)
AR =R EE A Shares of RMB1.00 each
ARBA.00TH A : divided into:
B = A% State shares 214,440 214,440
B AR Legal person shares 16,720 16,720
(EPN3 Individual shares 76,153 76,153
307,313 307,313
150,000,0000% 150,000,000
(ZZEZ =4 : 150,000,0000%) (2003: 150,000,000)
HIZ &I E A R E1.007T H Shares of RMB1.00 each 150,000 150,000
457,313 457,313
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NOTES TO THE ACCOUNTS (continued)

(RIBEEEEBEIRNZ &5t R

(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

23 Reserves

B fn
BRE
(#(b))
Share

premium
account
(note (b))

£
NG
(#(b))
Capital
reserve
(note (b))

ARBTFT ARBTFT

REES
(% (c))

Reserve

funds revaluation Exchange

(note (c))

*5E
Group

RE
413 ]

Asset

reserve

EREE #EEN
Retained ot
reserve earnings Total

ARBTT ARBTT ARBTT ARBTT ARBFT

RMB’'000 RMB’'000 RMB’000 RMB’'000 RMB’'000 RMB’000 RMB’000
RZZEMFE—-HA—H
As at 1st January 2004 466,618 78,642 159,425 25,850 744 250,184 981,463
“ZE=FERAHKRE
2003 Final dividend paid — — — — — (18,293)  (18,293)
KERER
Loss for the year — — — — — (52,485)  (52,485)
EHER
Exchange difference — — — — 1,324 — 1,324
RZETNF+=A=1+—H
At 31st December 2004 466,618 78,642 159,425 25,850 2,068 179,406 912,009
AR -
Representing:
RAIRFRANZZEZNE
TZA=T—HZzHEE
Company and subsidiaries 466,618 78,642 159,425 25,850 2,068 181,344 913,947
kNG
Associated Company — — — — — (1,938) (1,938)
RZETNF+=A=1+—H
Reserves at 31st December 2004 466,618 78,642 159,425 25,850 2,068 179,406 912,009

—TEmEsR 97
Annual Report 2004



ik B B &E o)

NOTES TO THE ACCOUNTS (continued)

(RIEZBEEBRAN &t RAIGRER)
(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

23 f#fe ®) 23 Reserves (continued)
*5%H
Group
B {7
RIRE B%F
(&(h)) LEe GHES BE
Share  (E(b)) (BE(c) EffE
premium  Capital  Reserve Asset EREE RKEED
account  reserve funds revaluation Exchange Retained e
(note (b)) (note (b)) (note(c)) reserve  reserve earnings Total
ABBTT ARBTT ARBTT ARBTT ARBTT ARBTT AEBTT
RMB’000 RMB’000 RMB’000 RMB’'000 RMB’000 RMB’000 RMB’000
RZZT=F—-H—H WAIZR
At 1st January 2003, as previously reported 466,618 78,642 148,906 29,045 — 233,909 957,120
ST RAE 125 (BB T2
Effect on adoption of SSAP12 (revised) — — — (3,195) — 2,439 (756)
R_ZE=F-A—H KEJ|
As at 1st January 2003, as restated 466,618 78,642 148,906 25,850 — 236,348 956,364
“EE-FERRERE
2002 Final dividend paid — — — — — (27,439)  (27,439)
KEEBMN
Profit for the year — — — — — 51,794 51,794
EHER
Exchange differences — — — — 744 — 744
BARBES (F(C)
Transfer to reserve funds (note (c)) — — 10,5619 — — (10,519) —
R-ZEE=F+-F=1+—H
At 31st December 2003 466,618 78,642 159,425 25,850 744 250,184 981,463
HER
Representing:
RARFARR-ZZ=F
TZRA=t—HzHf&E
Company and subsidiaries
Reserves at 31st December 2003 466,618 78,642 159,425 25,850 744 231,891 963,170
“ER-EREARERE
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
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NOTES TO THE ACCOUNTS (continued)
(IR1E B8 ZiEIRNZ &5 IR AIAmEY)

(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

154 K69 23 Reserves (continued)
4T
Company
K& RIE
(#(b) EFLESE EiRE S BE
Share (#(b)) (&(c)) Efhiftln
premium Capital Reserve Asset  HERF
account reserve funds  revaluation Retained o3
(note (b)) (note (b)) (note (c)) reserve earnings Total
ARBTT AR®TT ARBTT AR®TT AE¥TT AEETT
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
RZZZENFE—HA—H
As at 1st January 2004 466,618 78,642 159,217 25,850 249,642 979,869
“ZE=FERAEKRE
2003 Final dividend paid — — — — (18,293) (18,293)
KEEEE
Loss for the year — — — — (50,849) (50,849)
RZZEZWE+=RA=+—H
At 31st December 2004 466,618 78,642 159,217 25,850 180,400 910,727
HER
Representing:
RZZZENE
+-AZt-AzER
Reserves at 31st December 2004 466,618 78,642 169,217 25,850 180,400 910,727
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NOTES TO THE ACCOUNTS (continued)

(RIEZBEEBRAN &t RAIGRER)
(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

23 f#fe ®) 23 Reserves (continued)
/N
Company
Bin&RE
(B(h) #BAFLESE EiRES BE
Share (B (b)) (E(c)) B R
premium Capital Reserve Asset E&FET
account reserve funds  revaluation Retained -3
(note (b)) (note (b)) (note (c)) reserve earnings Total
AEBTT AEBTT AEBTT ARMTT AR®TT ARE¥TT

RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
R-FT=F-A—A WH2H
At 1st January 2003, as previously reported 466,618 78,642 148,698 29,045 232,641 955,644
EREFERF125 (BB M2
Effect on adoption of SSAP12 (revised) — — — (3,195) 2,439 (756)
R_ZE=F-A—H KEJ|
As at 1st January 2003, as restated 466,618 78,642 148,698 25,850 235,080 954,888
“EEEERAEKRE
2002 Final dividend paid — — — — (27,439) (27,439)
AEEZ AT
Profit for the year — — — — 52,420 52,420
BAREES (F(0)
Transfer to reserve funds (note (c)) — — 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:
RIZER=F+_A=+—-B2HHE
Reserves at 31st December 2003 466,618 78,642 159,217 25,850 231,249 961,576
“ET=FREABRE
2003 Final dividend proposed — — — — 18,293 18,293
R-ZE=F+_A=t—H
At 31st December 2003 466,618 78,642 159,217 25,850 249,542 979,869
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NOTES TO THE ACCOUNTS (continued)
(IR1E B8 ZiEIRNZ &5 IR AIAmEY)

(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

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;

) 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)

(RIEZBEEBRAN &t RAIGRER)
(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

23 fEE &)

23 Reserves (continued)

) FEE: (©) Reserve funds
*5E
Group
EERR EELRS gEERR
LEE (& (i) LES
(@)  Statutory (EE(ii))
Statutory public Discretionary
surplus welfare surplus
reserve reserve reserve -3
(note (i) (note (ii)) (note (iii)) Total
ARBTT ARBTET AR®TT AR®TT
RMB’000 RMB’000 RMB’000 RMB’000
RZTEMFE-A—ARK At 1st January 2004 and
“EENEF A=+ 31st December 2004 68,336 29,543 61,546 159,425
R-ZEET=F—H—H At 1st January 2003 64,128 27,440 57,338 148,906
BREEBHER Transfer from profit
and loss account 4,208 2,103 4,208 10,519
RZFZ=F+-A=+—H At31st December 2003 68,336 29,543 61,546 159,425
/N
Company
EERR EELRS EERR
LEE (& (i) LEE
(@)  Statutory (& (i)
Statutory public Discretionary
surplus welfare surplus
reserve reserve reserve -3
(note (i) (note (ii)) (note (iii)) Total
ARBTT ARBTET AR®TT AR®TT
RMB’000 RMB’000 RMB’000 RMB’000
R-ZEEMNE—F—HR At 1st January 2004 and
“EENEF A=+ 31st December 2004 68,198 29,473 61,546 159,217
R-ZEE=F—H—H At 1st January 2003 63,990 27,370 57,338 148,698
BEREBEGR Transfer from profit
and loss account 4,208 2,103 4,208 10,519
RZEZ=F+-A=1+—H At31st December 2003 68,198 29,478 61,546 159,217
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NOTES TO THE ACCOUNTS (continued)
(IR1E B8 ZiEIRNZ &5 IR AIAmEY)

(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

23 Reserves (continued)

(©

Reserve funds (continued)

Notes:

(i)

(ii)

(il

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.
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NOTES TO THE ACCOUNTS (continued)

(RIEZBEEBRAN &t RAIGRER)
(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

24 SRIEIRIA 24 Deferred taxation
EEERELF
Group and Company
—ETHE —TE=F
2004 2003
AR#TFT AR®FT
RMB’000 RMB’000
R—HA—H At 1st January 4,383 2,565
FEERE GFA) /B (B1FE5) (Credit)/charge to profit
and loss account (note 5) (4,230) 1,818
Rt+t-—A=+—H At 31st December 153 4,383
REERARRFANRELERIE (B The movement in deferred tax (assets)/liabilities of the Group
E)/BEZEFHMT and the Company during the year is as follows:
B ER B Hth it
Accounting provisions Tax loses Others Total
ZEEME —ST-F “SEME —TT-F “SEMNE —ST-F “SEME —TT-F
2004 2003 2004 2003 2004 2003 2004 2003
ABBTT AREETT ARBTT ARETT ARBTRT ARETT ARBTFT AREFT
RMB’000 RMB’000 RMB'000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
n—H—H
At 1st January 3,186 1,831 — — 1,197 734 4,383 2,565
AR ERRMmEE
ZHNELEHEAE
FEZEM
Increase in opening
deferred tax liabilities
resulting from
change in tax rate 3,824 — — — 1,436 — 5,260 —
REHE GIA)/ Mk
Current year’s taxation
(credit)/charge (4,1712) 1,355 (3,519) — (1,800) 463 (9,490) 1,818
EBRHER GIA) Ak
(Credit)/charged to
profit and loss account (347) 121 (3,519) — (364) 463 (4,230) 1,818
Rt=A=t-8
At 31st December 2,839 3,186 (3,519) — 833 1,197 153 4,383
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NOTES TO THE ACCOUNTS (continued)

(RIBEEEEBEIRNZ &5t R
(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

MITER 25 Bank loans
R-ZBEZFNFE+_—_A=+—H K At 31st December 2004, the Group’s and the Company’s bank
SEEAR ﬂZfEﬁ%%ﬂ(E?ﬂiﬁﬁ loans were unsecured and repayable as follows:
BRI AR TFHER
REARITER FEHASRITER
Long-term bank loans Short-term bank loans
2004 2003 2004 2003
ZEZTME —TT-F ZEEME —ZTT=F

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

F—FNR Within one year 250,000 — 306,285 174,156
$F In the second year — 200,000 — —

250,000 200,000 306,285 174,156
AEBNARFR _ZEZNF+ = At 31st December 2004 and 2003, the long-term bank loans
A=+— EI& TE=F+=_H= of the Group and the Company were guaranteed by the
T —HRNRBRITERSHEEE immediate holding company (note 27).

BARER (BIFE27) ©
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NOTES TO THE ACCOUNTS (continued)

(RIEZBEEBRAN &t RAIGRER)
(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

26 IHEBEREX 26 Consolidated cash flow statement
BE(BR) /RFRESE (@) Reconciliation of operating (loss)/profit to net
BZBEBHEHIER cash generated from operations

—ZEMmE —ET=F
2004 2003
ARBTFT ARBFT
RMB’000 RMB’000
Br¥iA (B518) /& F Operating (loss)/profit (35,030) 75,925
NE - BERREBTE Depreciation 89,989 79,733
Bt 85 Amortisation of technical know-how 780 780
HEWE - BE R&mls Gain on disposal of property,
plant and equipment (2,136) (1,3083)
BEEREZRAET Realised gain on sale of
trading investments (4,348) —
BEREREREE/ (BF) Unrealised loss/(gain) on
trading investments 11,449 (8273
REEERERE Provision for impairment in
an investment security 12,000 —
RHEIS & 5H Write-off of an investment security 1,500 —
RITH S HA Bank interest income (5,212) (5,950)
BEFE WA Interest income from an
investment security (2,817) —
RERBWA Dividend income from investments (467) (781)
BEES PR 2 KERF Operating profit before working
capital changes 65,708 144,831
FEE Increase in inventories (49,715) (31,904)
FEWBEF R 215 « HpEUFIA -+ Increase in trade and bills receivables,
Be  BARERTED other receivables, deposits and
O (B 7% 5L AN prepayments, export value added
tax recoverable (1,933) (15,950)
JE Wi B /A ISR IEE BN Increase in amount due from
immediate holding company (7,126) (6,772)
FERMBRT R ZE - HEMFIE  Increase in trade and bills payables,
K FEET & F3E N other payables and accrued charges 101,027 128,455
REFRDEE RS FHE Net cash generated from operations 107,961 218,660
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NOTES TO THE ACCOUNTS (continued)

(RIBEEEEBEIRNZ &5t R
(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

26 IEBREREX D 26 Consolidated cash flow statement
(continued)
(b) FEAMREEHSN (b)  Analysis of changes in financing during the year
EfEe PBBRRER HITHR
Dividend payable Minority interests Bank loans
ZPBmE _TT=-F ZPBMFE _TT=F ZPBME _TIT=F
2004 2003 2004 2003 2004 2003

ARBFR ARETT ARBFR ARKTT ARBFT ARETIL
RMB'000  RMB'000  RMB’000  RMB'000  RMB'000  RMB’000

m—HA—H
At 1st January — — 3,968 2,675 374,156 340,000
LERREEBR
Minority shareholders’

share of losses — — (986) (87) — —
ERDERRRER
Investments from a

minority shareholder — — 12 1,551 — —
Bl D BRRIRER
Capital contribution receivable

from a minority shareholder — — 1,690 = = =
MERITER
New bank loans — — — — 232,129 404,156
BRRITER
Repayment of bank loans — — — — (50,000) (370,000)
ERRE
Dividends declared 18,293 27,439 — — = =
ERARE
Dividends paid (18,293) (27,439) — — — =
ERER
Exchange difference — — (400) (171) — —

W+=-A=+—8
At 31st December — — 4,284 3,968 556,285 374,156
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NOTES TO THE ACCOUNTS (continued)

(RIEZBEEBRAN &t RAIGRER)
(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

27 MIIER 27 Banking facilities
RZZBZMFE+_HA=+—H " XK The Group’s and the Company’s banking facilities of
SERARAZRITEESR - #E RMB250,000,000 were guaranteed by the immediate holding
AR #250,000,0007c A EEIERA company. As at 31st December 2004, RMB250,000,000 of such
AR AP AEERAAG 2 banking facilities were utilised by the Company and the Group
S ARE 250,000,000 2 &7 (= (2003: RMB200,000,000).
TT=%: AR%200,000,0007T) °
28 ik 28 Commitments
(@ BFIE (a) Capital commitments
0] EREIRERYE B () Commitments for construction-in-progress and
B R EAE property, plant and equipment
R-_ZEZWNFE+_—H At 31st December 2004, the Group had the
=+—H  AEE=E following capital commitments principally related
EREEEED RE to construction-in-progress and purchase of
EXENEEIER property, plant and equipment in respect of
BEWE  BERRK buildings and production facilities which were not
18 2 R B AN provided for in the accounts:
O :
—ETmE —TE=F
2004 2003
AR¥FT AREFT
RMB’000 RMB’000
25 4B KRB Contracted but not provided for 30,345 12,920
EHAEEREL Authorised by the directors
but not contracted 101,500 149,700
131,845 162,620
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NOTES TO THE ACCOUNTS (continued)

(RIBEEEEBEIRNZ &5t R
(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

28 Commitments (continued)

(a) Capital commitments (continued)
(i) Other commitments

The Group had capital commitment of
RMB2,253,000 to invest in a joint venture with
70% equity interest as at 31st December 2004
(20083: RMB2,081,000). The joint venture is
engaged in trading of medicine and medical
products in Europe.

At 31st December 2004, the Group had capital
commitment of RMB1,715,000 to acquire
technical know-how in production of medical
intermediates (2003: RMB1,715,000).

(b) Commitments under operating leases

(i) At 31st December 2004, the Group had future
aggregate minimum lease payments under non-
cancellable operating leases as follows:

TihRi&F

Land and buildings
—ZSTHE —EE=F
2004 2003
AR %TFiT ARKFIT
RMB’000 RMB’000
F—FNR Not later than one year 846 973

FEFERFN Later than one year and

not later than five years 889 1,522
B8 F & Later than five years 79 172
1,814 2,667
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NOTES TO THE ACCOUNTS (continued)

(RIEZBEEBRANZ &t RAIFRER)
(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

28 i ©) 28 Commitments (continued)
(b)y WEWRBRRE (&) (b) Commitments under operating leases (continued)
(i) R-_ZEENFE+_H (ii) At 31st December 2004, the future minimum
=+—H  A&ER rental payments receivable under non-cancellable
BRAIEGE 2 &7l leases are as follows:
E MR R RIE 2 &
K 76 & 7 I8 48 58 10
™
*EME
Land and buildings
—SEME —EET=F
2004 2003
AR#TT ARBETFT
RMB’000 RMB’000
F—FN Not later than one year 1,629 311
FFEEFRFA Later than one year and
not later than five years 70 —
1,699 311
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NOTES TO THE ACCOUNTS (continued)

(RIBEEEEBEIRNZ &5t R
(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

29 Related party transactions

BrETEKTFE19 MM sF27 3 55 (a) Apart from those disclosed in notes 19 and 27 above,
MBEBEEALTRSZIN A& the other significant related party transactions, which
| 75 B IF 3 56 75 #0 [ A were carried out in the normal course of the Group’s
TXERBREATRZSE business are as follows:
BE :
—ZETmEF —ET=F
2004 2003
AR¥TFT ARBETFT
RMB’000 RMB’000
HSEERATNMEAT Fellow subsidiaries:
—HERR @M R E GE () — Sale of finished goods
and raw materials (note(i)) 28,716 30,769
—RERME GE () — Purchase of raw materials (note(i)) 66,403 62,807
—REME  BERZEGE () - Purchase of property,
plant and equipment (notefii)) 9,512 —
— WA GE ) - Rental income (note(i) 1,506 1,355
— S8 REMRE GE () — Payment of labour and
other services (note(i)) 2,257 6,900
kiR /NETIE Associated company:
—HE A& GE (i) — Sale of equipment (note(ii)) = 2,362
0) BEERA LIRS 0) The Directors are of the opinion that the above
Ti BB — R ER transactions were conducted in the ordinary and
B IRE BETED usual course of business of the Group at price
B HIATAE B B8 0 and terms determined according to relevant
1%¥K&$EF%UZ%Z§ industry practice and in accordance with the
2 5 B h s IR kM terms of the agreements governing such
1T ° transactions.
(ii) BEEZSTINE LR (ii) These transactions were conducted at price and
RIE BB A FEFR M terms agreed by both parties.
HET ©
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NOTES TO THE ACCOUNTS (continued)

(RIEZBEEBRANZ &t RAIFRER)
(PREPARED UNDER HONG KONG GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

29 BFREAXTES @ 29 Related party transactions (continued)

(b) RAEAFERN KRR ZEHE (b) During the year, the Company paid certain expenses on
ERATRBERANARE behalf of its immediate holding company totalling
21,921,000 (ZEE = F; RMB21,921,000 (2003: RMB4,254,000), which were
AE#4,254,0007T) @ ME charged back to the immediate holding company on a cost
BB ARAEARARNE reimbursement basis. As at 31st December 2004, the
BERAEMN - HE_ZTZTM amount due from the immediate holding company in
F+-A=+—H A@BRK connection with such transactions amounted to
BDERNBEAEARE RMB13,953,000 (2003: RMB6,821,000) which is
13,953,000t (ZEZE =4 unsecured, interest-free and has no fixed terms of
AER#6,821,0007T) ° 5 repayment (note 19).

RIBTEEER - EF 2R
MIETEE B8 (M) -

30 mEERAT 30 Ultimate holding company
EERA/ARDAZERERARR The directors of the Company regard Xinhua Lukang
— X BEFEREK I AEEERE Pharmaceutical Group Corporation, a State-owned limited
TR A - MEBNMEXEBERE liability company established in the PRC, as being the ultimate
(ES/NETI holding company.

31 REBEBA 31 Approval of accounts
AREEEBER-_EZERAF=A= The accounts were approved by the board of directors on 24th
THEHESFSREA - March 2005.
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