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GEM has been established as a market designed to accommodate companies to which a high

investment risk may be attached. In particular, companies may list on GEM with neither a track

record of profitability nor any obligation to forecast future profitability. Furthermore, there may

be risks arising out of the emerging nature of companies listed on GEM and the business sectors

or countries in which the companies operate. Prospective investors should be aware of the

potential risks of investing in such companies and should make the decision to invest only after

due and careful consideration. The greater risk profile and other characteristics of GEM mean

that it is a market more suited to professional and other sophisticated investors.

Given the emerging nature of companies listed on GEM, there is a risk that securities traded

on GEM may be more susceptible to high market volatility than securities traded on the Main

Board and no assurance is given that there will be a liquid market in the securities traded on

GEM.

The principal means of information dissemination on GEM is publication on the GEM

website operated by the Stock Exchange. Listed companies are not generally required to issue

paid announcements in gazetted newspapers. Accordingly, prospective investors should note that

they need to have access to the GEM website in order to obtain up-to-date information on

GEM-listed issuers.
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To the Shareholders and
for information only, optionholders

Dear Sir or Madam,

PROPOSALS FOR
(1) RE-ELECTION OF RETIRING DIRECTORS

AND
(2) GENERAL MANDATES TO ISSUE AND REPURCHASE SHARES

INTRODUCTION

The purpose of this circular is to provide you with information regarding the resolutions to be
proposed at the AGM involving (1) the re-election of retiring Directors and (2) the general mandates
to allot, issue and deal with additional shares of HK$0.1 each in the share capital of the Company (the
“Shares”) and to repurchase Shares.
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(1) RE-ELECTION OF RETIRING DIRECTORS

Pursuant to Article 108 of the Articles, Ms. ZHENG Ting (Executive Director), Prof. CAO Gang

(Independent Non-Executive Director) and Mr. GAO Zong Ze (Independent Non-Executive Director)

shall retire by rotation at the AGM and, being eligible, offer themselves for re-election at the AGM.

Particulars on each of the retiring Directors as required to be disclosed pursuant to Rule 17.50(2)

of the GEM Listing Rules are set out in Appendix II of this circular. Save as disclosed in Appendix

II, there are no other matters that need to be brought to the attention of the Shareholders or other

information that should be disclosed under rule 17.50(2) of the GEM Listing Rules in relation to the

re-election of the retiring Directors.

(2) GENERAL MANDATES TO ISSUE AND REPURCHASE SHARES

At the annual general meeting of the Company held on 13 September 2006, the then Shareholders

passed resolutions granting general mandates to the Directors to allot, issue, and deal with and

repurchase Shares respectively. These general mandates will lapse at the conclusion of the AGM.

Resolutions will therefore be proposed at the AGM to renew the grant of these general mandates. The

relevant resolutions, in summary, are:

• an ordinary resolution to give the Directors a general and unconditional mandate to allot,

issue, and deal with additional securities of the Company (including, inter alia, offers,

agreements, options, warrants or similar rights in respect thereof) not exceeding twenty per

cent. of the aggregate nominal value of the Company’s issued share capital as at the date

of passing the relevant resolution (being 304,444,901 Shares on the basis that the Shares

in issue as at the date of the AGM is 1,522,224,507 Shares) for the period from the close

of the AGM until the conclusion of the next annual general meeting of the Company (or

such earlier period as stated in the resolution) (the “Issue Mandate”);

• an ordinary resolution to give the Directors a general and unconditional mandate to exercise

all the powers of the Company to repurchase such number of Shares not exceeding ten per

cent. of the aggregate nominal value of the Company’s issued share capital as at the date

of passing the relevant resolution for the period from the close of the AGM until the

conclusion of the next annual general meeting of the Company (or such earlier period as

stated in the resolution) (the “Repurchase Mandate”); and

• conditional on the passing of the resolutions to grant the Issue Mandate and the Repurchase

Mandate, an ordinary resolution to authorise the Directors to exercise the powers to allot,

issue, and deal with additional securities under the Issue Mandate by adding those Shares

repurchased by the Company pursuant to the Repurchase Mandate.

The explanatory statement providing the requisite information regarding the Repurchase

Mandate as required to be sent to Shareholders under the GEM Listing Rules is set out in Appendix

I to this circular.
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AGM AND POLL PROCEDURES

The full text of the resolutions in relation to the granting of the Issue Mandate and the

Repurchase Mandate is set out on pages 120 to 123 of the 2006/2007 Annual Report. No Shareholder

is required to abstain from voting on any of the resolutions to be proposed at the AGM. Shareholders

should note that the English text of the proposed resolutions contained in the notice convening the

AGM shall prevail over the Chinese text.

Details of the poll procedures are set out in Appendix III to this circular.

RECOMMENDATION

The Directors consider that the proposed resolutions regarding the re-election of retiring

Directors and the granting of the Issue Mandate and the Repurchase Mandate are in the best interests

of the Company and its Shareholders as a whole. Accordingly, the Directors recommend Shareholders

to vote in favour of the proposed resolutions.

Yours faithfully,

KAM Yuen
Chairman

LETTER FROM THE CHAIRMAN
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This is the explanatory statement required by Rule 13.08 of the GEM Listing Rules to be given

to all Shareholders relating to a resolution to be proposed at the AGM authorising the Repurchase

Mandate.

1. EXERCISE OF THE REPURCHASE MANDATE

Exercise in full of the Repurchase Mandate, on the basis of 1,522,224,507 Shares in issue as at

26 June 2007, the latest practicable date prior to the printing of this circular (the “Latest Practicable

Date”) and assuming no further Shares will be issued or repurchased by the Company before the AGM,

could result in up to 152,222,450 Shares being repurchased by the Company during the period from

the passing of the resolution relating to the Repurchase Mandate up to the earliest of (i) the conclusion

of the next annual general meeting of the Company; (ii) the expiration of the period within which the

next annual general meeting of the Company is required by the Articles or any applicable laws to be

held; and (iii) the revocation, variation or renewal of the Repurchase Mandate by ordinary resolution

of the Shareholders in general meeting.

2. REASONS FOR REPURCHASES

Repurchases of Shares will only be made when the Directors believe that such repurchases will

benefit the Company and the Shareholders as a whole. Such repurchases may, depending on market

conditions and funding arrangements at the time, lead to an enhancement of the net asset value per

Share and/or its earnings per Share.

3. FUNDING OF REPURCHASES

In repurchasing Shares, the Company may only apply funds legally available for such purpose

in accordance with its Articles and the applicable laws of the Cayman Islands.

4. GENERAL

There might be a material adverse impact on the working capital or gearing position of the

Company (as compared with the position disclosed in the latest published audited accounts as

contained in the 2006/2007 Annual Report) in the event that the Repurchase Mandate is exercised in

full. However, the Directors do not propose to exercise the Repurchase Mandate to such an extent as

would, in the circumstances, have a material adverse effect on the working capital requirements of the

Company or on the gearing levels which in the opinion of the Directors are from time to time

appropriate for the Company.

5. DIRECTORS AND CONNECTED PERSONS

As at the Latest Practicable Date, to the best knowledge of the Directors having made all

reasonable enquiries, none of the Directors and their respective associates has a present intention, in

the event that the Repurchase Mandate is approved and exercised, to sell Shares to the Company. No

APPENDIX I EXPLANATORY STATEMENT FOR THE REPURCHASE MANDATE
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connected persons have notified the Company that they have a present intention to sell Shares to the

Company, or have undertaken not to do so, in the event that the Repurchase Mandate is approved and

exercised.

6. UNDERTAKING

The Directors have undertaken to the Stock Exchange that, so far as the same may be applicable,

they will exercise the Repurchase Mandate in accordance with the GEM Listing Rules, the

memorandum of association of the Company and the Articles and the applicable laws of the Cayman

Islands.

7. THE HONG KONG CODE ON TAKEOVERS AND MERGERS

If as a result of a repurchase of Shares, a Shareholder’s proportionate interest in the voting rights

of the Company increases, such increase will be treated as an acquisition for the purposes of the Hong

Kong Code on Takeovers and Mergers (the “Takeovers Code”). As a result, a Shareholder, or a group

of Shareholders acting in concert (within the meaning under the Takeovers Code), depending on the

level of increase in the Shareholder’s interests, could obtain or consolidate control of the Company

and become obliged to make a mandatory offer in accordance with rule 26 of the Takeovers Code.

According to the registers maintained by the Company pursuant to Sections 336 and 352 of the

Securities and Futures Ordinance (the “SFO”), as at the Latest Practicable Date, the following

interests in the Shares and underlying Shares were recorded:

Name of Shareholders No. of Shares

No. of underlying
Shares held under
equity derivatives

Bio Garden Inc. (Note) 433,916,000 —

Mr. KAM Yuen 433,916,000

(corporate interest)

63,206,245

(beneficial owner)

Note: As at the Latest Practicable Date, Bio Garden Inc., a company incorporated in the British Virgin Islands, was

wholly-owned by Mr. KAM Yuen. The corporate interest disclosed under Mr. KAM Yuen represents his deemed

interest in the Shares by virtue of his interest in Bio Garden Inc.

Therefore, as at the Latest Practicable Date, according to the registers maintained by the

Company pursuant to Sections 336 and 352 of the SFO, Bio Garden Inc. and Mr. KAM Yuen (by virtue

of his interest in Bio Garden Inc.) were interested in approximately 28.51% of the existing issued

share capital of the Company. In the event that the Directors exercise in full the Repurchase Mandate

(if so approved), their interests will be increased to approximately 31.67% of the existing issued share

capital of the Company and accordingly, they would be obliged to make a mandatory offer under rule

26 of the Takeovers Code in this respect.
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As at the Latest Practicable Date, Mr. KAM Yuen had beneficial interest in 63,206,245

underlying Shares in respect of an option (the “Kam Share Option”) granted by the Company under

the share option scheme approved by the Shareholders at the extraordinary general meeting held on

30 March 2005 (the “Effective Date”). Pursuant to the terms of the Kam Share Option, up to 20% of

the Kam Share Option may be exercised after 6 months from the Effective Date and up to 60% of the

Kam Share Option may be exercised after 18 months from the Effective Date. Up to 100% of the Kam

Share Option may be exercised after 30 months from the Effective Date, but before the close of

business on the business date immediately preceding 4 March 2015.

In the event that the Directors exercise in full the Repurchase Mandate (if so approved) and on

the basis of 63,206,245 Shares are issued under the Kam Share Option, the total interests of Bio

Garden Inc. and Mr. KAM Yuen in the issued share capital of the Company would be increased from

approximately 28.51% to approximately 34.69% and such increase would give rise to an obligation to

make a mandatory offer under rule 26 of the Takeovers Code.

However, the Directors have no present intention to exercise the Repurchase Mandate to such an

extent as would result in takeover obligations. The Directors will not exercise the Repurchase Mandate

to such an extent that the number of listed Shares in the hands of the public will fall below the

prescribed 25% as determined by the Stock Exchange.

8. SHARES REPURCHASES MADE BY THE COMPANY

No repurchases of Shares have been made by the Company (whether on GEM or otherwise) in

the six months immediately preceding the Latest Practicable Date.

9. SHARE PRICES

The highest and lowest prices at which the Shares were traded on GEM during each of the

previous twelve months up to the Latest Practicable Date were as follows:

Highest Lowest
(HK$) (HK$)

June, 2006 2.400 1.850
July, 2006 2.325 1.970
August, 2006 2.200 1.850
September, 2006 2.150 1.800
October, 2006 2.430 2.000
November, 2006 2.720 2.250
December, 2006 3.360 2.410
January, 2007 3.450 2.830
February, 2007 3.430 2.980
March, 2007 3.540 2.880
April, 2007 3.410 2.900
May, 2007 3.830 3.350
June, 2007 (up to the Latest Practicable Date) 4.800 3.600
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In relation to the re-election of retiring Directors as referred to in item no. 3 of the notice

convening the AGM, Ms. ZHENG Ting, Prof. CAO Gang and Mr. GAO Zong Ze retire by rotation in

accordance with Article 108 of the Articles. All retiring Directors, being eligible, offer themselves for

re-election at the AGM.

The following are the particulars of the above mentioned retiring Directors as required to be

disclosed under rule 17.50(2) of the GEM Listing Rules:

Ms. ZHENG Ting

Ms. ZHENG Ting, aged 34, is an executive Director and a director of certain members of the

Company, namely China Stem Cells Holdings Limited, Beijing Jingjing Medical Equipment Co., Ltd.,

Beijing Jiachenhong Biological Technologies Co., Ltd., Beijing Qijieyuan Pharmaceutical Technology

Development Co., Ltd., Qi Jie Yuan Medicine Holding (HK) Ltd., Shanghai Baisuihang

Pharmaceutical Co., Ltd. and Guangzhou Tianhe Nuoye Biological Technologies Co., Ltd.

( ). Ms. Zheng has extensive experience in finance and corporate

development. She joined the Group in September 2001 and is responsible for the Group’s financial and

internal control systems, as well as major corporate development activities. She graduated from the

Chinese People’s University, the PRC in 1996.

Currently, Ms Zheng does not hold any directorship in other listed companies. She had been a

director of China Medical Technologies, Inc., a company listed on the NASDAQ in the United States,

until 31 May 2006.

Ms. Zheng does not have any relationship with any Directors, senior management or substantial

or controlling Shareholders (as defined in the GEM Listing Rules).

As at the Latest Practicable Date, Ms. Zheng was interested (within the meaning of Part XV of

the SFO) in 2,000,000 underlying Shares in respect of share options granted under the share option

scheme of the Company. Such share options were granted to Ms. Zheng by the Company on 4 March

2005 at an exercise price of HK$1.6 per Share. Ms. Zheng was also interested (within the meaning of

Part XV of the SFO) in 30,000 underlying shares of China Stem Cells Holdings Limited (“CSC”), a

subsidiary of the Company, in respect of share options granted under the share option scheme of CSC.

Such share options were granted to Ms. Zheng by CSC on 21 September 2006 at an exercise price of

HK$450.0 per CSC share.

Ms. Zheng has entered into a service contract with the Company, commencing on 1 April 2005,

which will continue until terminated by either party giving to the other not less than 90 days’ notice

in writing. Subject to Ms. Zheng’s service contract, after her re-election at the AGM, Ms. Zheng will

continue to serve on the Board until she becomes due to retire by rotation again in accordance with

the Articles. Pursuant to Ms. Zheng’s service contract, she is entitled to an annual salary of

HK$650,000 and an annual discretionary bonus of such amount as determined at the sole discretion

of the Company’s board of Directors. A discretionary bonus of HK$2,000,000 for the year ended 31

March 2007 has been approved by the remuneration committee of the Company and paid to Ms. Zheng.
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Prof. CAO Gang

Prof. CAO Gang, aged 62, was appointed as an independent non-executive Director in September

2004. He is also the chairman of the audit committee and a member of the remuneration committee

of the Company. Prof. Cao is a professor of accountancy. He qualified as one of the first group of

registered accountants in the PRC in 1983 and is currently the Vice-president of the Beijing Society

of Accountants.

Prof. Cao is currently an independent director of Beijing Urban & Rural Trade Centre Company

Limited ( ), a joint stock company listed in the PRC. He had been the

chairman of the supervisory committee of Nuoan Fund, listed in the PRC, until April 2007.

Prof. Cao does not have any relationship with any Directors, senior management or substantial

or controlling Shareholders (as defined in the GEM Listing Rules). As at the Latest Practicable Date,

Prof. Cao did not have any interest in the Shares within the meaning of Part XV of the SFO.

Prof. Cao has entered into a service contract with the Company for a term of one year

commencing on 23 September 2004 and will continue thereafter until terminated by either party giving

to the other not less than 30 days’ notice in writing. Subject to Prof. Cao’s service contract, after his

re-election at the AGM, Prof. Cao will continue to serve on the Board until he becomes due to retire

by rotation again in accordance with the Articles. Pursuant to Prof. Cao’s service contract, he is

entitled to an annual director’s fee of HK$60,000. A discretionary bonus in the amount of HK$180,000

was also paid to Prof. Cao for the year ended 31 March 2007.

Mr. GAO Zong Ze

Mr. Gao, aged 67, was appointed as an independent non-executive Director in September 2001.

He is also a member of the audit committee and the chairman of the remuneration committee of the

Company. Mr. Gao is a qualified lawyer in the PRC and is also a National Committee member of

China’s Chinese People’s Political Consultative Conference. Mr. Gao graduated from the Graduate

School of the China Academy of Social Sciences, the PRC in 1981.

Mr. Gao is currently an independent non-executive director of Tianjin Capital Environmental

Protection Company Limited, a company listed on the Shanghai Stock Exchange and the Stock

Exchange, and an independent director of HL Corp (Shenzhen) ( ) which is

listed on the Shenzhen Stock Exchange. Mr. Gao had been an independent non-executive director of

Huaneng Power International, Inc., a company listed on the Stock Exchange, the New York Stock

Exchange and the Shanghai Stock Exchange, until 11 May 2005. He had also been an independent

director of Shanxi Zhangze Power Co., Ltd., a company listed on the Shenzhen Stock Exchange, until

15 July 2006.

Mr. Gao does not have any relationship with any Directors, senior management or substantial or

controlling Shareholders (as defined in the GEM Listing Rules). As at the Latest Practicable Date, Mr.

Gao did not have any interest in the Shares within the meaning of Part XV of the SFO.
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Mr. Gao has entered into a service contract with the Company for a term of one year commencing

on 28 December 2004 and will continue thereafter until terminated by either party giving to the other

not less than 30 days’ notice in writing. Subject to Mr. Gao’s service contract, after his re-election at

the AGM, Mr. Gao will continue to serve on the Board until he becomes due to retire by rotation again

in accordance with the Articles. Pursuant to Mr. Gao’s service contract, he is entitled to an annual

director’s fee of HK$60,000. A discretionary bonus in the amount of HK$380,000 was also paid to Mr.

Gao for the year ended 31 March 2007.

The emoluments of the Directors are determined with reference to the Directors’ duties and

responsibilities, the Company’s performance as well as remuneration benchmark in the industry and

the prevailing market conditions.
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Articles 72, 74 and 75 of the Articles set out the procedures under which a poll may be

demanded.

At any general meeting a resolution put to the vote of the meeting shall be decided on a show

of hands unless a poll is required under the applicable rules of the stock exchange in the Relevant

Territory* or a poll is (before or on the declaration of the result of the show of hands or on the

withdrawal of any other demand for a poll) demanded:

(a) by the chairman of the meeting; or

(b) by at least 5 Shareholders present in person (or, in the case of a Shareholder being a

corporation, by its duly authorised representative) or by proxy for the time being entitled

to vote at the meeting; or

(c) by any Shareholder or Shareholders present in person (or, in the case of a Shareholder being

a corporation, by its duly authorised representative) or by proxy and representing not less

than one-tenth of the total voting rights of all the Shareholders having the right to vote at

the meeting; or

(d) by any Shareholder or Shareholders present in person (or, in the case of a Shareholder being

a corporation, by its duly authorised representative) or by proxy and holding Shares in the

Company conferring a right to vote at the meeting being Shares on which an aggregate sum

has been paid up equal to not less than one-tenth of the total sum paid up on all the Shares

conferring that rights.

If a poll is demanded as aforesaid, it shall (subject as hereinafter provided) be taken in such

manner as the Chairman of the meeting directs. No notice need to be given of a poll not taken

immediately. The result of the poll shall be deemed to be the resolution of the meeting at which the

poll was demanded. The demand for a poll may be withdrawn, with the consent of the chairman, at

any time before the close of the meeting at which the poll was demanded or the taking of the poll,

whichever is the earlier.

Any poll duly demanded on the election of a chairman of a meeting or on any question of

adjournment shall be taken at the meeting and without adjournment.

* Relevant Territory means Hong Kong or such other territory as the Directors may from time to time decide if the

issued ordinary shares are listed on a stock exchange in such territory.
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