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BUSINESS REVIEW

In March 2001, the Group completed its acquisition of
57% interest in Shanghai Hua Xin High Biotechnology
Inc. (“Hua Xin”). Subsequent to the acquisition, the
Group undertook measures to optimize and rationalize
the research, production and sales of Hua Xin, while
expediting introduction of new medicine and expansion
of retail outlets to a fuller extent, and strengthening its
management team. The said business rationalization is
significantly improving the fundamentals of Hua Xin and
had laid a solid foundation for its future development.

Pursuant to the requirements of the State Drug
Administration (“SDA”), Hua Xin’s drug production permits
were required to regain approval and confirmation of the
relevant state departments upon relocation to GMP
factory premises. This had hindered the pace of
commercialization of Hua Xin’s new medicine varieties
during the Period.

The Group continued its active exploration of new
markets and business opportunities, and focused on
business transformation by acquiring Chinese high
biotechnology medicine projects and pharmaceutical
retail networks with market dominance, in order to
secure growth and to maximise shareholders’ value.
During the report period, marked progress was made in
respect of project acquisition according to existing
schedules.

In April 2001, the Group and Yangzhou University jointly
established a transgenic pharmaceutical research and
development centre-Yang Zhou Genetic Engineering Ltd.,
financial results of which have been consolidated into
the Group’s interim results for the Period. The centre
has two high tech research laboratories with recognition
by the local provincial government, covering the field of
molecular cloning and animal embryo testing, renowned
in the province for their pioneering research and
development of transgenic drugs comparable to
international standards. The management of the Group
firmly believes that the co-existence of transgenic
pharmaceutical research and development centre and
Hua Xin can lead to synergistical benefits, which will, in
turn, further enhance the competitive strengths of the
Group in production as well as research and development
of biomedical products.

In anticipation of the incentive available to foreign
investment in the development of western region of
China, the Group announced in August 2001 its acquisition
of a 51% interest in E/M — B EHHEBR QR Gui
Zhou Ensure Chain Pharmacy Company Limited (“Ensure”)
at a consideration of HK$15,254,400. The acquisition
would represent penetration into the pharmaceutical
distribution segments that have previously been inaccessible
to foreign companies. Ensure was one of the first 41
pharmaceutical chain retail enterprises that were granted
the trans-provincial operating right and approved in
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terms of GSP inspection and acceptance by SDA.
Currently, Ensure is operating 61 chain stores in Guizhou
and Hubei. Upon completion of acquisition of Ensure,
the Group would become one of the major pharmaceutical
enterprises with retail networks both in Hong Kong and
China. The Group aims to expand its distribution outlets
to 1000 in the next three years. The management
believes that, greater opportunities and rate of growth
will ensue following China’s imminent accession to the
WTO, a pharmaceutical enterprise with structured retail
network will be in good stead to take advantage of
these opportunities and development potential.

PROSPECTS

Following the completion of major acquisitions, the
Group has been successful in its strategic transformation
into a modern high biotechnology medicine conglomerates
with retail operations both in Hong Kong and China,
while focusing on research and development, production,
and sales of high biotechnology medicine.

In the second half of the year, Hua Xin will introduce two
new national category Il drugs, namely GM-CSF and IFN
(water injection) to its existing portfolio of national
category | drug, Interleukin-2; and national category Il
drug, Interferon a-2b. The management believes that
given the completion of business integration, introduction
of new products and expansion of retail networks, Hua
Xin will rapidly enhance its competitiveness in the
Chinese biomedicine market, which will, in turn, significantly
increase its sales revenue and profitability in the future.

Amid the rapid expansion of its drug retail networks in
China, Ensure will further provide impetus to the growth
in sales of the Group in the coming years.

The management of the Group believes that biomedicine
is one of the industries that offer greatest development
potential in the new millennium. In the ensuing future,
the Group will continue to undergo organic integration to
consolidate and upgrade the quality of its existing
investments and resources, overcome its weaknesses
and build upon its strengths both internally and in the
market. We expect to continue and accelerate the
consolidation and expansion of its existing biomedicine
and drugs retail network in the PRC, and committed to
the development and introduction of new owner-patented
biomedicine for treating a broad range of the world’s
most serious diseases. The Group’s commitment to
excellence in clinical development, developing quality
products, delivering healthy and quality lives to the
public at large is as important to us as our financial
success.

On behalf of the Board of Directors, | express my utmost
gratitude to all our shareholders and customers for their
understanding, support and to our staff for their contribution
during the Period.
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FINANCIAL ANALYSIS

The unaudited turnover of the Group for the six months
ended 30 September 2001 was approximately HK$27.4
million, representing 98% increase over that of the
corresponding period last year. The significant increase
in turnover mainly came from the expansion in the
number of retail shops, from 10 in 2000 to 16 in 2001
and the reward from the Group’s continuing effort in
rationalizing and strengthening its existing retail network
has led to the overall improvement of sales performance
of the Group and of individual retail outlets in Hong
Kong, the average sales per retail shop has risen by
15% compared to that of corresponding period last year.

Despite continued adverse economic and trading conditions
in Hong Kong, the overall gross profit margin of the
Group’s retail businesses has been maintained at 40%.

The rental income from the investment properties in
Hong Kong and the PRC remains a stable source of
income for the Group. It has reduced by approximately
13% compared to the same corresponding period last
year, the small decrease is the result of rent reduction in
response to the prevailing rental market conditions.

Since becoming a member of the Group, Hua Xin’s
turnover contribution represents approximately 10% of
the Group’s turnover for the interim period. Though
sustained loss for the interim period, we believe its
financial performance for the second half of the year to
be significantly improved as the bulk of its sales orders
received in the first interim period are to be met and
reflected in greater turnover and profitability in the
second half of the financial year.

The loss reported by the Group for the interim period is
mainly attributable to the increase in distribution costs
as a direct result of the rationalization and expansion of
its retail networks both in Hong Kong and the PRC, as
well as the increased level of legal and professional
costs relating to the acquisition and integration of newly
acquired assets and investments. The management
believes that the financial performance of the Group
would be significantly improved when the level of these
expenditure is to reduce and reaches a more cost
efficient level when the benefits of a structured, expanded
and strategic retail distribution networks and economies
of scale are achieved.

15




MEBE SR Y BEIR
R-ZBE-—FHA-—TEH AREEE—

FERALBREREATRRERMUASRR0.1
7B T KB 7% 3£ 77130,000,0000% T A% - 82k
BHOBRAEBNRAEBRER - HMES
AEBHEBELE -

;N%Eﬁﬂbﬁﬁ%%ﬁaﬁkﬁ%ﬁiﬂ&zﬁﬁmwg
RGN ABEERNTIZRERARINES -
WERNRIERDEE (RREEEZIEERT
NI RERE LM EPIAE) L - 3E7
BEEEMEABRETERESAEENEE
LR (BEE REE)BENE BT
—E A=+—HB#®MO0.47 THTRZE_Z
—FNAA=1+H®H0.44 -

BEEEH
 E_TT-FAA=1TRH HFEE

40,150,000 T e AEB 2 E TIREWER
Y —RBRITIEAE—RIBTERREITTIRER

TZABEREZ ARG - NEEZEFEKR
BERNDUNBE_ZZ-FhALA=THRARF

fE{53,000,0008 T2 A KB 2 EWMEE
B - EARNEEEHBEALTH— 2o Mm%
TTE TE)\Z—IWHXTTJ%EMHennabun
Management Inc.E & —F=RA=+
—H E?ﬁf?ﬁﬁﬁ$4.32%f’|5ﬁﬁﬂ CHRZEE
—E R AEMRE -

EE RS

BHE-_TZ-—FNA=1TH FxEEHERYD
227 2HEE - ETRBEAKNB109%ES -
BEZHMEBREFERHBERIEL - K
SETERMBREGTENIEHRERTES -

rEEREEZME k”ﬁ&quiU(\ﬂéﬁ%Hx%)
DM EREE  BFEATEEETE
% o

16

Hong Kong Pharmaceutical Holdings Limited Interim Report 2001

LIQUIDITY AND FINANCIAL RESOURCES

On 27 April 2001, the Group issued 130 million new
shares at the price of HK$0.1 per share pursuant to the
conversion of the creditor convertible note by a creditor
of the Group. The conversion of shares led to the
enlargement of the equity base of the Group thus
attributable to the improvement of the Group’s gearing
ratio.

The Group’s interim results include those of a newly
acquired subsidiary, Yang Zhou Genetic Engineering
Ltd., which results in the increase of non-current assets
in the form of research laboratories under construction
in progress and technical know-how. Both the increase
of non-current assets and the conversion of equity
shares contribute to the improvement of the Group’s
gearing ratio (measured as total borrowings/total assets),
measured at 0.44 time as at 30 September 2001
compared to 0.47 time as at 31 March 2001, an
improvement of 7%.

CHARGE OF ASSETS

As at 30 September 2001, the Group’s property investment
with an aggregate carrying value of HK$40,150,000 were
charged to a bank to secure general banking facilities
and convertible note issued to a bank. The Group’s trust
receipts loans were secured by one of the Group’s
investment properties with an aggregate carrying value
of HK$3,000,000 as at 30 September 2001. The convertible
note issued to a creditor as part of the Group’s debt
restructuring arrangement was secured by 4.32%
shareholding in Hennabun Management Inc. as at 31
March 2001 which were released in May 2001.

STAFF AND REMUNERATION

As at 30 September 2001, the Group employed
approximately 242 full time employees, of which
approximately 109 were in the PRC. The remuneration of
employees include salary and discretionary bonus. The
Group also adopted a share option scheme to provide
an incentive to the employees.

The remuneration policy and package, including the
share options, of the Group’s employees are maintained
at market level and reviewed annually by the management.



