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Hong Kong Pharmaceutical Holdings Limited ® Annual Report 2002/2003

On behalf of the Board, I hereby present to shareholders the annual
report of the Group for the year ended 31 March 2003.

BUSINESS REVIEW AND PROSPECTS

Business Review

During the year 2003, the management of the Group continued
to focus on the rationalisation of existing operations, and actively
conducted the market research and formulation of business plan
for the development of its pharmaceutical distribution business
in the PRC.

Following its successful acquisition of Guizhou Ensure Chain
Pharmacy Co., Ltd. (“Ensure”), the Group became the first
foreign company engaged in pharmaceutical distribution in China.
Being the largest pharmaceutical retail enterprise in Guizhou,
Ensure has 75 pharmacy chain stores each with a retailing area
ranging from 80 sq. m. to 100 sq. m. before the acquisition. Since
becoming member of the Group, Ensure has reshaped its vision
and business strategies, focusing and re-formulate its model with
the objectives of maximising revenue and increase of market
share. During the year, three pharmaceutical mega-stores with a
retailing area of 300-800 sq. m. were added to the chain. On top
of prescription and non-prescription drugs, more daily necessities,
cosmetics and healthcare products were put on shelf. This has
effectively boosted the turnover of Ensure and consolidated its
leading position in the pharmaceutical retail market in Guizhou.
The opening of mega stores will be Ensure’s major means of

organic expansion in the short term.

Subsequent to the end of this financial year, the Group signed a
term sheet with Super-Pharm (Israel) Limited of Israel on 12
June 2003 in relation to the proposed strategic partnership
arrangement for the development of chain pharmacy business in
China. The Group allied with Super-Pharm (Israel) Limited, a
prestigious pharmacy retail enterprise in the world, in order that
its business management and competitiveness in the focused
sector of pharmaceutical distribution could be enhanced by the
introduction of advanced business models and management
concepts into pharmaceutical retailing industry in China.

As Yangzhou Genetic Engineering Ltd. (“Yangzhou Genetic”)
would take a long time to generate profits and the disposal of
interest in this company could help the Group focus on its
pharmaceutical distribution business, the Group signed an
agreement in relation to the disposal of 34.43% shareholding
interest in Yangzhou Genetic to Jiangsu Lianhuan Pharmaceutical
Co., Ltd. at a cash consideration of RMB7 million on 26
November 2003.
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Prospects

Leveraging on its early entry to the market, the Group is
expanding the pharmaceutical distribution, as one of its key
strategies, with the support from the PRC government’s active
rationalisation and integration of pharmaceutical enterprises. The
Group focuses its efforts on seeking strategic collaborations with
internationally renowned enterprises in the pharmaceutical
distribution industry, as well as introduction of advanced
management concepts and business models in order to enhance
its management standards and competitive strengths. Through
acquisitions of leading pharmaceutical distribution projects in
Southern, Eastern and South-western China, increase of the
number of pharmacy mega-stores, and selectively recruitment of
promising franchisees, the Group aims to quickly expand its
pharmaceutical distribution business across the country in a bid
to become one of China’s leading enterprises in the
pharmaceutical industry. Supported and fuelled by the rapid
developments of its retail networks, the Group’s pharmaceutical
distribution business in China will provide significant impetus
to the sales growth in the future financial period.

While boosting the development of our pharmaceutical
distribution in China, the effort will be continuously made to
expand the retail network of Chinese drugs and health food for
Nam Pei Hong of the Group in Hong Kong. The Group will
strengthen the cooperation in product and management between
the distribution networks of Nam Pei Hong in Hong Kong and
China to enhance the synergy effect.

For the research and development, production and sale of biotech
drugs, Shanghai Hua Xin High Biotechnology Inc., the subsidiary,
will further boost the marketing of four existing pharmaceutical
products, namely Interlukin-2, IFN, GM-CSF and IFN (water
injection). In the meantime, the Group will devote to collaboration
in the fields of technology as well as products and market
development with renowned biotech enterprises from Europe and
the US; meanwhilst explore opportunities for geographical
expansion in the biotech drug markets in developing countries in
South America, India and South-east Asia.

The management of the Group firmly believes that the
pharmaceutical industry is one of the most promising industries
in China. The Group will strive to expand and enhance the scale
and management of its distribution network, and continuously
launch advanced-biotech drugs, thus bringing good health and
quality living to the public and bestow best return to our
shareholders.

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

SUN Hiu Lu
Chairman
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