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ANALYSIS OF FINANCIAL RESULTS

The Group recorded a turnover of HK$108.3 million for the year
ended 31 March 2003, representing an increase of approximately
52.3% as compared to HK$71.1 million of last year. The increase
has been attributable to the inclusion of the financial results of
Guizhou Ensure Chain Pharmacy Co., Ltd. and its subsidiary
company, # M —H 5 #47 FR /A 7] Guizhou Ensure Medical Co.
Ltd., after becoming members of the Group in March last year,
contributing approximately 43% to this year’s turnover of the
Group. Also, despite prevailing economic downturn and
competitive market conditions in the Hong Kong market, the
Group has been able to sustain its revenue level of the Hong Kong
business segment as a direct result from its continuing effort in
rationalizing and consolidation of its operations. Turnover from
the Hong Kong segment, which includes sales of sum yung
products, provision of Chinese clinical services and rental income
from investment properties, amounted to HK$56.6 million , a
slight reduction of approximately 2% compared to that of last
year at HK$57.9 million. The sustained level of sales from the
Hong Kong business segment together with the outstanding sales
contribution from the newly acquired subsidiaries in Guizhou
have helped to mitigate the impact of the reduction in turnover
of the biotechnological and transgenic products segment in the
PRC on the turnover of the Group.

For the year under review, the loss from operating activities for
the Group increased from HK$17.2 million last year to HK$72.2
million this year, and with net loss from ordinary activities
attributable to shareholders amounted to approximately HK$59.3
million compared to that of last year at HK$19.6 million. The
increase in the losses have been mainly attributable to the
substantial increase in the operating loss in the business segment
of biotechnological and transgenic products in the PRC, which
amounted to approximately HK$38.6 million, and constitute
approximately 53% of the total loss from operating activities of
the Group for the year.

In spite of careful planning, sales strategies and cost cutting
measures implemented by the management, difficult trading
conditions, intense market competition and unexpected delays
in the production and marketing of new drugs were the responsible
factors for the significant decline in the trading and financial
performance and hence the resultant level of operating loss in
the biotechnological and transgenic products segment. In addition,
in the light of its current performance and in order to prepare a
platform for future trading and financial success, the management
of the Group has adopted a prudent approach and considered
appropriate to write down the values of certain of its assets to
reflect their economic value to the Group. This entailed substantial
impairment losses being made against some of its intangible assets
to the tune of approximately HK$16 million. In connection to
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this, the Group has also written off the remaining amount of the
goodwill arose on the acquisition of the biotechnology subsidiary,
namely, Shanghai Hua Xin High Biotechnology Inc. (“Hua Xin”),
amounted to HK$5.1 million. These significant impairment losses
were key factors in the increase in operating loss of the
biotechnological and transgenic products segment in the PRC
and further deteriorated the overall financial performance of the
Group for the year.

Besides the fore-mentioned, the Group has also made significant
impairment losses and provisions on various assets of the Hong
Kong business segment this year. These included provision being
made against an investment, to the tune of HK$3 million, on the
grounds of lack prospect for future return, and revaluation deficit
on investment properties of HK$2 million. Collectively, these
provisions and impairment losses made further added pressure
and increased substantially the operating loss in the Hong Kong
business segment, and hence the overall increase in the loss from
operating activities of the Group this year.

The significant impairment losses and provisions made this year
has directly led to the corresponding increase in the level of other
operating expenses of the Group, from approximately HK$6.3
million last year to approximately HK$45.8 million this year, as
shown on the face of the profit and loss account, and consequently,
the net loss attributable to shareholders for the year increased
from HK19.6 million last year to this year’s HK$59.3 million.

During the year, the management of the Group continues to devote
its effort in the implementation of retrenchment, rationalization
and consolidation of the Group’s operations, particularly, in the
sum yung and pharmaceutical products segment of the Group
since the joining of Guizhou Ensure Chain Pharmacy Co., Ltd.
from the start of the financial year, expanding the Group’s retail
networks covering both Hong Kong and the PRC. Despite
sustaining loss for the year of HK$8.9 million compared to
HKS$7.3 million last year, the operational efficiency and
competitiveness of the retail networks of this business segment
have been enhanced and the benefit of the Group’s efforts in
rationalizing their operations and networks began to pay dividends
and this has been reflected through this year’s relatively small
increase of approximately HK$1.6 million in the operating loss
of the segment.

Through persistent effort of rationalizing existing operations,
pursuit of both new product and market developments in the
business segment of biotechnological and transgenic products,
together with the cautious geographical market expansion
strategies for the sum yung and pharmaceutical products segment
of the Group, management believes that the financial
performance, both liquidity and profitability, of the Group will
be revived and significantly improved in the ensuing year.
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LIQUIDITY, FINANCIAL RESOURCES AND
CAPITAL STRUCTURE

As at 31 March 2003, the Group’s total bank and other borrowings
amounted to HK$157.1 million (2002: HK$154.7 million),
representing an increase of 1.5% as compared to that of last year.
During the year, substantial part of the bank borrowings owing
to one of the creditor banks became immediately due and payable.
Approximately HK$137.6 million (2002: HK$68.5 million) of
the total bank and other borrowings are due within one year and
of which, approximately HK$87.5 million (2002: HK$85.2
million) are secured. In order to improve the financial position
and liquidity, the Group is currently in negotiation with one of
its creditor banks in relation to a debt restructuring plan. In
addition, the Group is in discussions with certain potential
investors with regard to making investments in the Group. The
successful completion of a debt restructuring arrangement with
the creditor bank and new fundings from investors will help
alleviate current liquidity pressure and necessary for future

expansion plans.

The current ratio of the Group decreased from 1 time last year to
0.48 time this year. This is mainly attributable to the bank
borrowings becoming repayable subsequent to the year end as
referred to above and the decrease in current assets resulting from
disposal of short term investment and decrease in cash and bank
balances.

The gearing ratio (total borrowings over total assets) rose from
0.49 time last year to 0.63 time this year. The increase in gearing
ratio has been mainly attributable to the decrease of total assets
as a result of the significant net loss from ordinary activities of
HK$59.3 million incurred for the year.

Approximately HK$64.7 million (2002: HK$57.1 million) of the
total borrowings are denominated in Renminbi and re-translated
accordingly at the appropriate exchange rate at the balance sheet
date. The balance of the borrowings are denominated in Hong
Kong dollars.

In view of the stability of Renminbi, management of the Group
did not consider necessary to hedge against foreign exchange
exposure. During the year, the Group did not engage in the use
of any other financial instruments for hedging purposes and there
is no hedging instrument outstanding at 31 March 2003.
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MATERIAL ACQUISITIONS AND
DISPOSALS

After the completion of acquisition of 51% interest in Ensure on
30 March 2002, the operating results of which had been included
in the Group’s operating results for the year. Apart from this, the
Group did not have any material acquisitions during the year. As
discussed earlier, the Group has contracted to dispose of its
34.43% equity interest in Yangzhou Genetic Engineering Ltd.
subsequent to the year end on 26 November 2003. The disposal
is conducive to the Group’s objective of improving future financial
performance and to preserve resources for other areas of
operations of the Group.

CHARGE OF ASSETS

As at 31 March 2003, certain of the Group’s investment properties
with an aggregate carrying value of HK$38,550,000 were charged
to a bank to secure general banking facilities and convertible
note issued to a bank, and a building of the Group with a carrying
value of approximately HK$45,868,000 was pledged to secure
banking facilities granted to the Group. The Group’s trust receipts
loans were secured by one of the Group’s investment properties
with an aggregate carrying value of HK$2,400,000 as at 31 March
2003. Further details are disclosed in the notes to financial

statements.

STAFF AND REMUNERATION

As at 31 March 2003, the Group employed approximately 603
full time employees, of which approximately 493 were in the
PRC. Total staff costs incurred during the year amounted to
approximately HK$23 million. 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.

CONTINGENT LIABILITIES

Save as disclosed in the notes to financial statements, the Group
did not have any significant contingent liabilities as at 31 March
2003.
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