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1A800AU 148,706,950.96 98.11
1-2Aé 148,410.61 0.10
2-3Ae 171,058.01 0.11
3AG00ET  2,543,042.38 1.68
151,569,461.96 100.00
5.4F4EGOMEO:T
5.4.1°T2¢Ey
0E Aa B0 33 Ey
e T +EAY (%)
1A800AU 82,798,841.92  78.57
1-2Aé  4,947,294.97 4.70
2-3A&  3,092,844.72 2.93
3AG00ET 14,543,569.50  13.80 1
105,382,551.11  100.00 2

FURCEYORC - . THONTC TAAGU¥T»ECTA:

we T» A0 3K %)
EyDCTALIOAE - ODTPL«EY; 55,435,
OD»aC l+EARTULEY, 11,888,

- 35,133,655.63  777,426.37
B0 Ao Ey
»UOEXYit | %y T +EAY(%)  »uOEXYt,
10,282,573.58  271,861,369.77 87.83 13,593,068.49
660,307.55  17,938,009.07  5.80 1,793,800.91
917,279.29  10,994,479.97  3.55 5,497,239.99
5,966,436.21 8,747,027.18  2.82 8,747,027.18
17,826,596.63  309,540,885.99  100.00 29,631,136.57
T O0E Aa AU EY
57,059.02 1A&00AU O1E0»3¢T
04,388.49 1A800AU O!EO»5:T
33,232.00 1A&00AU O!EO»¢T
59,641.92 2--3Aé O1EO»3¢T
40,543.58 1A800AU O!EO»B¢T

-YUALE «p¥THpA TTTiE

KU
»UOEXYE e T
7,435,347.55  143,668,046.33
14,841.06 159,905.84
85,529.01 301,868.66

2,543,042.38
10,078,760.00

2,720,238.19
146,850,059.02

KU
»UOEXYE e T
4,139,942.10  66,591,191.62
494,729.50  16,098,670.71
1,546,422.36 3,802,757.84
4,543,569.50  17,117,042.77
0,724,663.46  103,609,662.94
0 OF Aa AU EY
548.00  1AG00AU -CA30xTUA”
731.93  1--2Aé  -CA30xIUA”
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Ao By
+EAY (%)  »pOEXY,
97.83 7,183,402.31
0.11 15,990.58
0.21 150,934.33
1.85 2,720,238.19
100.00 10,070,565.41
Ao By
+EAY (%)  »pOEXY
64.27 3,329,559.58
15.54 1,609,867.07
3.67 1,901,378.92
16.52 17,117,042.77
100.00 23,957,848.34
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Oa-EOOAEXETY TAOPTP1«EY% 6,659,902.84
ETO£AOXEERYEOPDA 1,804,578.73
ETO£UUO»°E°(°é 500,000.00

5.4.2A 1«E¥%

0E Aa B0 33 Ey AU Ao By
e T +EAY(%)  »pOEXV, vy T +EAY (%)
1A800AU 132,960,989.03 89.64 6,648,049.45  169,848,722.21 92.36
1-2Aé 3,155,047.37 2.13 315,504.74 637,829.77  0.35
2-3Ae 1,632,356.92 1.10 816,178.46 1,303,940.37  0.70

3A800ET 10,575,209.50 7.13 10,575,20
148,323,602.82 100.00 18,354,94
5.50a_T0E:T

0E Aa KU 36 Ey
Wy T +EAY (%)
1 AeOOAU 11,684,351.10  99.99 51,8
1-2Aé 590.19 0.01 1,0
2-3Aé - -
3AE00ET 25.00 -

11,684,966.29  100.00 52,8
FUAGC - ¢ TCoTAAGU¥T»ECTA:

w T Ao sk vy T
OPTUEEARO@PDETOLED - 0PD 15,319,215.99
ETO£+!3Ex8E %01a0PDA 12,000,000.00
ETOUEDY:0+00é+ EXETODTP1«EY:  8,000,000.00
3+0YED3+°2EXET1a003§ 5,560,000.00

O£ AT00»2430006+10DTP1«E%  4,896,000.00

FUACOR , TOE TODTP30+%1 «EY5%O0ETLE - YPALE «
5.601E02110,T

T A EU3BEY

OB0UE® - u»t 183,081.70

5.7 @»0%° @»BpgtilUxyt

T A EU 36 By

%y T ug¥i0xt |

0-2AAT 24,939,380.76  6,434,714.29
0020k - 16,895,408.24 563,794.59
2(;3EL - 27,889,803.24  2,809,097.16

T 1p%0102AAT - -

1--2A&6  -CA30xIUA”
1A00A0  -CA30xTUA”
1A00AU - CA30xTUA”
FURCRAENO ' EQ: TODTP30+Y L «EYSUO0ETLE - YUALET«pu¥ T»>pA TIT{ £

9.50 12,114,320.97 6.59
2.15 183,904,813.32 100.00

U Ao
o T
08,303.37
13,322.76

2,186.51
28,367.52
52,180.16

0E Aa
1A800A0
1460040
1460040
1A800A0
1460040

¥ TPAGTITIE

EORGEY
165,590.

£U

Ey
+EAY (%)
98.02
1.92
0.01
0.05
100.00

AU EY

Oa, f»0¢ T

Oa, f»8:T

O, »6¢T

Oa, f»0¢ T

Oa, f»8:T

46

Ao

o T

70,138,88
64,705,34
225,448,48
649,12

3.74
9.88
4.37
7.17
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g 0xyit |
7,042,333.54
1,059,306.33
3,166,151.25

»UOEXYet
8,492,436.11
63,782.98
651,970.19
12,114,320.97
21,322,510.25
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cA &ENE- - - 3,371,533.88
°ux°TY 136,813.06 - 186,030.35
HTOPOXOAL - 9,379.24 - 119,919.59

69,870,784.54  9,807,606.04 364,619,328.98

11,267,791.12

EVES” @»GEUACEY+ERUSOEY06%04 . 2241, 002 Ty WEUDAREEECT2E - TTEUAXOLEYAT - TTEOBHOAE286, 953,444 . 5502 £

5.8 "yl -NOA
1T A KU 306 By +YEU06Y:0 +YEUTTU KU A0 By
+£10-NOA 318,102.94 294,770.14 370,099.04 242,774.04
-¢%a - 5,883,087.83  4,586,948.55  1,296,139.28
EU36” yuOe UngITE®  117,059.18  3,160,544.92  2,463,472.06 814,132.04
EAEQ 207,058.95 2,769,371.70 2,006,101.7 970,328.86
642,221.07 12,107,774.59  9,426,621.44  3,323,374.22

ETES y1~ - NOA+%£U06%OEY0D°UA  +YAUDAAEEECT2¢+ +1 - TTSUAXOL«EYAT - T TépARU36EY4,031,128.5202, " 0TgE1" y1~ - NOAEUACEY+EAU

30Ey06%:04. 1717 i £
5.93of0IxE
5.9.1°T2¢Ey

T A

K0 36 Ey s £0 06 %0

%ot %Gbpx%i,

3ofULEE"TIxE 54,201,852.50 10,842,454.56 33,999,962.89 2,506,651.
12,750.00
54,562,744.93 10,842,454.56 34,012,712.89 2,694,328.

3ofU0RE TxE 360,892.43 -

(1)3cfU2EE " T%E

+¥% KU %6 EU KU Ao Ey
13T YOyt
85,695,163.66 10,842,454.56
185,966.00 -

85,881,129.66 10,842,454.56

73
.43
16

187,676

CULER£TTXE
+» 1 xE p¥ T» A0 3F  1EA+A+0  1EA+EyA; OUE+EAy AU Ao Ey
»2A2ETTA -"EEXE 163,350  <5% 835,200.00
ED°UO»pé -"EE1E 514,800  <5%  2,670,000.00
HUO»E3E - -"EE1E 200,448  <5% 580,000.00
3nls-A20T -"EEXE 500,000  <5% 700,000.00
101G00E™ -CEEIE 1,012,1411F <5%  2,000,000.00
DAEAYC -EEE 1,620  <5% 11,116.44
150Y0é%- -EE1E 1,500  <5% 15,411.00
- A0 -UEE1E 34,3121  <5% 295,472.20
Ap2"3CUOAT -"EEE 143,000  <5% 419,991.00
EeAULE-Y -"EE1E 50,0001  <5% 107,850.00
EOOYTo™"AAOu -"EE2E  1,000,0001EF  <5%  1,080,000.00
8,715,040.64
CURAEQLEE TYxE
+» 19 xE p¥ T» AQ 3£ EU A0 By  Ova» TxEp¥T»
x¢2axE+YEAY
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ETOf+ "+ Ul +£%; OAE-ODTP1«EY

++uAC 1 +EOEOT0DTP1«EY:
ETOo£+ ! 3Ex8E %01a0PDA
%1 0pbD

Of I OnE 1«E¥
0PLAPUOSC 1 +E - 4hOyOD TP «EY,
0PLAUUO»C ! +E° 520D TP «EY,
AT -TTEDT2AARE - 1«EY,
ETo£0£+EAGYp380AE0AR0238
OECE»EOETA» OAL - 1«EY,

AT -TTéAOxEERYEOPDA
IbCa20k - TUEUL«EY,

ETo£0£+EAGYp38AT »2AA2AAROa3S

OTHGEPOPL«EY:
1oAAAAPDEC

AT -TTEEOT«-022;

¢OLEE " TIXE2TTT

£ [ TXEP¥T»A03E
ETo£303C+E0UODTPL«EY,
ETO£0A+” pAEPOpL«EY:
EToLY1Y " £ARC ) +E°4&38
ETOLAT - TTEOPTP1«EY,

10Aé
10Aé
10Aeé
10Aé

¢USEUTTXEYOOUXY:t

++UAC 1 +EOEOT0DTPL«EY:

(2) 3ofUOGE " TTxE

OBE 00Aa EU3BEY
Az O AdT¢
1 4E 4,100.00 -
A°EgORE~  4,000.00 -
ucAlORE~  61,000.00 -

Ogua0®E~ 180,000.00 -
xj 0% "EORE ™ - -

249,100.00 111,792

T T0EUTP

KU 36
EVO£+” + Ul +£%jOA-0DTP«EY, 8,387,739.25
2,454,715.31
10,842,454.56

8,387,739.

2,454,715

15,867,340.
15,880,000.
10,000,000.
9,500,000.
4,145,554
1,600,000.
850,956.
560,000.

443,792

300,000.

288,836

153,000.
150,000.
97,948.
14,258.

70,694,142

3OEYHANT
416,680
2,427,207
200,000
4,265,781
7,309,669

.93
.05
.00
.29
.27

Ey

Ou

11,900.00

850.00

.43 12,750.00

25
.31
80
00
00
00
72
00
75
00
.84
00
.30
00
00
66
20
.83

2,751,165.85

42.

26

1

75%
45%
64%
<5%
<5%
95%
49%
80%
50%
40%
45%
<5%
6%
51%
50%
10%
00%

EU3BEY
375,012.84
2,184,486.34
191,666.67

+¥£006Y%0

4,265,781.29

+E006%0

+E006%0

AdT¢

4,265,781.29

+EUYOEU

+%EUYGEU

Az Op

4,100.00

180,000.00

AdTe

+HEUTTU

41,668.10
242,720.72
20,000.00
426,578.13
730,966.95

K ko Ey
8,387,739.25
2,454,715.31

10,842 ,454.56

11

31
61

FUAGEY
333,344.74
941,765.62
171,666.67
839,203.16
285,980.19

EUAGEY

Az Ou
4,000.00
72,900.00

850.00

AdTe

184,100.00 3,576.43 77,750.00 108,216.00
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5.9.2A, 1«E¥%

A U 306 Ey +% 0 06 %0  +% AU %6 EU k0 Ao Ey

%3T YOOUXYet HOTT YOOpXYet
3ofULEE TYxE  193,501,378.85 10,842,454.56 85,345,655.03 41,818,165.98 237,028,867.90 10,842,454.56
30fU0GE " TTxE 346,892.43 - 850.00 187,676.43 160,066.00 -

193,848,271.28 10,842,454.56 85,346,505.03 42,005,842.41 237,188,933.90 10,842,454.56

(1)3cfULEE " TTxE

CULEE+TXE
+» I xE p¥ T» AD 3F  1EF+Aa+d  EA+EyA; OvlExEAy AU Ao By
»2A2ETTA -"EEE 163,350  <5% 835,200.00
ED°UO»pé -"EEXE 514,800  <5%  2,670,000.00
HUO»ESE - -"EELE 200,448  <5% 580,000.00
3gl-A20T -"EEE 500,000  <5% 700,000.00
10100aE™ -"EE1E 1,012,141F  <5%  2,000,000.00
PAEAsG -"EE1E 1,6201F  <5% 11,116.44
150Y0&Y- -"EE1E 1,5001E  <5% 15,411.00
- %A+0é -EE1E 34,3121F  <5% 295,472.20
7,107,199.64
CUEAEOLEE " TTE
+ 17 xE p¥ T» Ad 3£ EU Ao By OVit» TTXEP¥T»
x¢2axE+Y+EAY
ETo£303C+E0u0P TP «EY: 14,846,403.07 100%
ETo£0z¢ - TTOUOPTPL«EY,: 1,925,945 .54 80%
ETO£, RUUE;» x2£-ODTb1«EY, 9,404,306.55 90%
ETO£C ! +E»UDUOPTPL«EY,: 2,006,610.38 100%
ETO£»2C 1 TA» OAK- 0DTPL«EY, 7,068,114.89 90%
ETof  £ELT@+EOPODTPL«EY: 43,889,813.85 75%
ETo£1AAXAT» CA0DTPL«EY 8,794,401.27 70%
ETOLEQYTTA%IOAK - ODTPL«EY, 11,795,098.06 95%
ETOET 10, £+£%; 0AE - ODTPL«EY, 1,417,751.58 90%
ETO£0A+" HAEPOpL«EY: -109,995.81 100%
ETO£0DC ! OF+EAAYpODTPL«EY, 592,602.83 90%
0PLAPUO»C ! +ENOEUOD TP «EY, 15,093,316.49 95%
ETO£C ! +E»(DOROT 0D TDL«EY, 3,254,277.27 51%
ETOLAT - TT€0PTP1«EY: 43,147,672.21 22.94%
ETO£+!3Ex8E %01a0PDA 15,867,340.80 42 .64%
Y 00 15,880,000.00 <5%
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Of ["OnE 1«E¥% 10,000,000.00 <5%
OPLAUUO»C }£E - %OYOD TP L «EY, 9,500,000.00 95%
0PLAUUOSC ! £E° 520D TPL«EY, 4,145,554.72 49%
06CE»EOLTA» OAE - 1«E¥: 560,000.00 40%
ETO£+"+ UT +£%; OAL - ODTPL«EY, 8,387,739.25 75%
++UAC I +EOEOT0DTPL«EY: 2,454,715.31 45%

229,921,668.26

¢USREUTIXEYOOUxYet

KU 356 Ey HE006%0  +%EOUSED AU Ao Ey
ETO£+" + Ul +£%;0A%-0DTP1«EY 8,387,739.25 - - 8,387,739.25
++UAC 1 +EOROT0DTP1«EY: 2,454,715.31 - - 2,454,715.31
10,842,454.56 - - 10,842,454.56
(2) 30fUORE"TTxE
ORE~00Aa EU3GEY +YE006%0 +YEYBEU EUACEY
Az Op  AdTe Az Op  Adle Az Ou AoTe Az Op AdTe
1(8E 4,100.00 - - - 4,100.00 - - -
A°Eg0RE~  3,000.00 - - - - - 3,000.00 -
HcAlOBE~  48,000.00 - - - - - 48,000.00 -
OguadeE~  180,000.00 - - - 180,000.00 - - -
xjO-1% EQORE ™ - - 850.00 - - - 850.00 -

235,100.00 111,792.43 850.00 184,100.00 3,576.43 51,850.00 108,216.00

5.10117 "xE20

119 xE20%EU06%.00DE~° IO-DAAEEECT2¢+ "+ 1 - TTSUAXOLEYAT - TTEPAEU3GEY , Fa0P1 T "xE200-0uT2123,053, 1649002, AU%EOU

]
%ET229,053,057.7802; £117 XE2U0DE-0D2, - 0 - ¢ TYONx+T20gDD%e ¢ TUAUONCTTER - ¢ TYEALAX=Y,04 5681002 £
5.1100% "1a3]

13| AG3E EU3GEY +YEU06Y:0 +YEUxaEELTY " xE20Ey FAEQVGEUEY EUACEY
Cl+E°8Fi» 1031  11,806,451.14  303,334.00 983,017.42  11,126,767.72
LRYACIDYAG2Ge3T  1,015,160.07 1,015,160.07
DA% "0°1ax {0~ 2,456,014.28 2,456,014.28
1A~ - TAY 103] 3,857,039.57  489,665.00 4,346,704.57
2T T 16,020,465.07 333,498.00  15,686,967.07
» x++ETPAD20k£-TTA; 8,208,602.01 14,308,129.99 22,516,732.00
°x ECI+FAC2UTTA;  1,492,896.93 2,974,650.52 4,467,547.45
AUESA - °4C 131 1,020,880.11 1,020,880.11 -

- 1Y ADi1a3] 17,115,190.90 17,115,190.90 -
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3pya, A0i1e31 11,060,919.33 783,243.73  10,277,675.60

A£YROPPA 1,390,960.00 1,390,960.00

2-%5;2- ¢ j ¢ 1AATERED 1,636,843.47 4,100.00 1,632,743.47

41201031 458,323.91 25,410.00 432,913.91

Div0»a-0°A 8,161,599.50 7,174,185.11 987,414.39 -

EA”"A- -(°A 1,644,249.50 113,727.71 1,530,521.79 -

AT-1TéxUpé 590,130.00 2,350.00 587,780.00 -

Tapg- 0°A 760,879.00 760,879.00

EEY--0°A 953,088.43 142,399.43 810,689.00 -

Yo UERE 1,216,567.67 216,567.67 1,000,000.00

Eé+ A¥1o3] 1,949,008.44 1,782,008.44 167,000.00 -

FaE0AaPC1e31  5,173,211.13  17,376,697.48 3,987,887.87 8,577,030.62 9,984,990.12
51,050,720.31  82,390,237.14  31,584,707.24 14,760,194.95  87,096,055.26

1070.61%; £
5.12TpPTxE2(

00 Aa O-Evad T KU 30 Ey +YE006%:0 U1 TG KU Ao Ey
E1+8E10AE" 3,490,000.00 3,245,333.28 - 174,500.04  3,070,833.24
3jugEL0AE" 26,005,302.65 14,837,494.37 10,268,319.05 478,187.05 24,627,626.37
-¢TYEX0AE™ 1,015,000.00 - 1,015,000.00 17,476.16 997,523.84

30,510,302.65 18,082,827.65 11,283,319.05 670,163.25 28,695,983.45
ETESTPDTXE20+%£U06%0EY0D°UA " +%EUDAAEEECT2C - TTSPAXOLEYAT - TTEpAEU3SEY £
5.13;2°1-N
KU 30 Ey +YEU06Y%:0 T TG EU Ao Ey
3,807,195.82 7,703,511.31 4,830,043.63  6,680,663.50
ETES¢2°1 - N+EUOoYOEYOD° UA " +IEUPAAEEECT2¢ - TTSUAXOL«EYAT - TTEUAEU3BEY643,328.8502, “ 018EL; 2°1 - NEUAOEY+ERU3BEY06407
5.47%{£
5.1430f0"y1~ -NOA

T A KU 36 By +YEU06Y:0 % EU T T KU Ao By
x°pb - 1120,637.81 18,508,743.26  3,234,571.80 15,394,809.27
- 1Y, AOT 2,498,863.82 - 468,292.65  2,030,571.17
°aC"-N - 1,547,162.86 232,074.42  1,315,088.44
Eivp-N - 767,035.36 153,407.20 613,628.16
11qxE20, AAVO§36  243,088.80 291,600.00 70,628.28 464,060.52
TApg1o0A-N 159,000.12 - 26,499.96 132,500.16
ka  Ed 1,942,445.78  4,423,943.00 1,604,883.52  4,761,505.26

4,964,036.33 25,538,484.48 5,790,357.83 24,712,162.98
ETE630£0”y1~ - NOA+IEU06YOEYOD° UA "DAAEEECT2¢ - TTSUAXOL«EYAT - TTépAEU36EY14,075,723.9902, " 0T0E130£0" yi~ - NOAZUACEY+E
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EU36Ey06%03. 98+ £
5.1571AU%;T

1he ¢ TO0AA KU 36 Ey EU Ao Ey
HONO%es T 9,000,000.00 25,000,000.00
PEXERS; T 99,800,000.00 380,170,000.00
PAOAE; T 79,993,000.00 282,141,000.00
188,793,000.00 687,311,000.00

ETE6EUACUONCY:e; TUALONCTIT2L«E%T»OUETOLEDHACA3, (401 aCa” "CAA- 12959438 - ¢ , | A3§- s EATAX+Y,04,5681002 £
ETEGEUACPELEY S, TOPE-316,370,000.0002ECOEETOL1a00AAEOXUL«EXTALOUELEESS4,800,000.0002ECOEOCDU (Y TA)LE - YODTPL«EYIA
1QuE+E; 9,000,000.0002ECOEETOLOAYALE - YODTPL«EUTALOUELE £

5.160} , TE£%Y

T A KU 306 Ey KU AO By
ET0p3DY0»ak+ 3,830,010.89  8,889,514.50
OgDD3DTO»aE+ - 3,400,000.00

3,830,010.89  12,289,514.50
ETEGO! , NE+%YAUACEY+EAU3GEY06Y02 . 21+1£-0+02ECA | L«E¥Y:° AEEECT2¢pAX01 «EYLAAXATOTERYTAUAOOOY00 ! , TE+%4YENOAT £
FUAGEYOD T30+« EYS%O0ETLE - YUALE [« ¥ THpA¢ TIT £
5.170}, 10E.T
KU 36 Ey KU Ao Ey

69,920,031.29 84,649,465.81
FURCEYODTP30+Y1 «EYSUOOETLE - YUATE T« ¥ oA TTT £

KU 36 Ey EU Ao Ey

529,104.25 18,771,106.61
ETE6OaEQOE; TEUACEY+EEU3EEY06:034 . 4821, 0+ 02 Tu+EUDAAEEECT2¢ - TTSUAXOLEYAT - TT€06%0AE11,598,950. 7702 £
FUAGEYODTP30+Y1«EYS%O0ETLE - YUALE [« ¥ THpA TITH £
5.190 M»E°%d

E° %3 00 Aa KU 30 Ey KU Ao By
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EOYEE" & Cralft +TYC»alft +1 _¥xCE U3 14£0

CHINA FIRST PENCIL CO., LTD.
(established in the People®s Republic of China with limited liability)

Financial Statements
For the year ended 31 December 1999

AUDITORS™ REPORT
TO THE SHAREHOLDERS OF CHINA FIRST PENCIL CO., LTD.
(established in the People™s Republic of China with limited liability)

We have audited the accompanying consolidated balance sheet of China First Pencil Co., Ltd. (“'the
Company'™) and its subsidiaries (“'the Group™) as at 31 December 1999 and the related statements of
income, cash flows and changes in equity for the year then ended which have been prepared in
accordance with International Accounting Standards.

RESPECTIVE RESPONSIBILITIES OF DIRECTORS AND AUDITORS

The directors of the Company are responsible for the preparation of financial statements which give
a true and fair view. In preparing financial statements which give a true and fair view it is
fundamental that appropriate accounting policies are selected and applied consistently.

It is our responsibility to form an independent opinion, based on our audit, on those statements and
to report our opinion to you.

BASIS OF OPINION

We conducted our audit in accordance with Statements of Auditing Standards issued by the Hong Kong
Society of Accountants. An audit includes examination, on a test basis, of evidence relevant to
the amounts and disclosures in the financial statements. It also includes an assessment of the
significant estimates and judgements made by the directors in the preparation of the financial
statements, and of whether the accounting policies are appropriate to the Group®s circumstances,
consistently applied and adequately disclosed.

We planned and performed our audit so as to obtain all the information and explanations which we
considered necessary in order to provide us with sufficient evidence to give reasonable assurance

as to whether the financial statements are free from material misstatement. In forming our opinion
we also evaluated the overall adequacy of the presentation of information in the financial statements.
We believe that our audit provides a reasonable basis for our opinion.
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OPINION
In our opinion, the consolidated financial statements give a true and fair view, in all material
respects, of the state of affairs of the Group as at 31 December 1999 and of its loss and cash

flows for the year then ended and have been properly prepared in accordance with International
Accounting Standards.

Hong Kong, 20 April 2000 Certified Public Accountants

CHINA FIRST PENCIL CO., LTD.

CONSOLIDATED INCOME STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 1999

Notes 1999 1998

RMB RMB
Turnover 3 906,498,325 271,419,968
Cost of sales (749,673,345) (190,517,576)
Gross profit 156,824,980 80,902,392
Other revenues 4 9,510,468 42,862,843
Selling expenses (42,666,553) (8,784,717)
Administrative expenses (103,440,780) (48,411,467)
Profit from operations 5 20,228,115 66,569,051
Finance cost 6 (40,507,447) (5,359,404)
Share of profits/(losses) of associates 1,367,341 (2,174,786)
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(Loss)/profit before taxation

Taxation

(Loss)/profit after taxation

Minority interests

Net (loss)/profit for the year

(Loss)/earnings per share

Basic
Diluted

The accompanying notes form an integral part of these financial statements.

CHINA FIRST PENCIL CO., LTD.

CONSOLIDATED BALANCE SHEET
AS AT 31 DECEMBER 1999

Non-current assets

Property, plant and equipment
Construction in progress
Interests in associates

Long term investments
Deferred taxation

Goodwill

Current assets

Inventories

Loans and advances

Accounts receivable

Other receivables and prepayments
Short term investments

7(a)

Notes

10
11
12
13
14

15
22

16

(18,911,991)

(2,768,392)

(21,680, 383)

(5,487,084)

(27,167,467)

(0.12)
(0.11)

1999
RMB

272,042,160
71,129,891
24,985,049
43,772,071

3,172,654
10,913,823

426,015,648

357,999,024
79,908,231
274,175,958
72,523,515
7,304,069

(30]

59,034,861

(4,331,176)

54,703,685

(3,806,534)

50,897,151

0.26
0.20

1998
RMB

112,090,256
46,819,555
2,087,949
53,990,607
3,595,614
7,377,904

225,961,885

68,885,614
101,658,234
191,956,257

46,725,463

3,057,617
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Deposits with banks
Cash and bank balances

Current liabilities

Bank and other loans

Bills payable

Accounts payable

Advances from customers
Other payables and accruals
Taxation

Net current assets

Non-current liabilities
Bank and other loans

Minority interests
Net assets

Capital and reserves
Share capital

Share premium
Reserves

(Accumulated losses)/retained profits

Director Director

The accompanying notes form an integral part of these financial statements.

CHINA FIRST PENCIL CO., LTD.

17,22

7(b)

17

18
19
20

30,223,546
174,763,483

996,897,826
724,451,390
12,089,515
74,219,244
22,677,377
53,024,882
2,128,094

888,590,502

108,307,324

7,000,000
85,109,566
442,213,406
251,779,396
126,275,580
86,865,645

(22,707,215)

442,213,406

(31]

25,661,860
120,920,421

558,865,466
198,033,000
3,379,868
50,215,520
634,876
39,039,678
4,237,017

295,539,959

263,325,507

800,000

19,106,519

469,380,873

193,676,458

145,643,226

90,970,215

39,090,974

469,380,873
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CONSOLIDATED CASH FLOW STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 1999

Net cash inflow/(outflow) from operating activities

Investing activities

Proceeds from disposal of property, plant and equipment
Purchase of property, plant and equipment

Additions to construction in progress

Increase in long term investments

Additions to pre-operating expenses

Acquisition of a subsidiary

Acquisition of an associate

Capital contribution to an associate

Proceeds from disposal of a subsidiary (iv)

Proceeds from disposal of an associate
Decrease/(increase) in loans and advances

Acquisition of short term investments

Proceeds from sales of short term investments
(Increase)/decrease in deposits with banks

Interest received

Dividends received

Compensation on property development project received

Net cash (outflow)/inflow from investing
activities

Financing

New bank and other loans

Repayment of bank and other loans

Capital contribution from minority shareholders
Dividends paid to minority shareholders
Dividends paid

Net cash inflow from financing activities

Notes 1999
RMB
() 22,518,690

310,477

(21,569,098)
(57,002,407)

(7.,308,363)

Gii) 14,107,910

6,500,003
(2,009,755)
3,061,200
(4,561,686)
3,454,304
2,117,198

(62,900,217)

730,651,390

(648,152,000)
15,011,903
(3,286,704)

94,224,589

(32]

1998
RMB

(37,884,174)

226,349
(5,323,957)
(8,490,452)

(1,106,003)
(14,500,000)
(3,378,983)
3,861,001
914,450
(33,872,497)
1,515,000
43,188,022
9,233,411
2,435,229
90,000,000

84,701,570

100,983,678
(58,942,378)
427,500

(19,367, 646)

23,101,154
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Increase in cash and cash equivalents

Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

CHINA FIRST PENCIL CO., LTD.

CONSOLIDATED CASH FLOW STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 1999
Notes:

(i)Reconciliation of (loss)/profit before taxation to net cash inflow/(outflow) from operating activities:

(Loss)/profit before taxation

Adjustment for:

Share of (profits)/losses of associates

Depreciation

Dividend income

Interest income

Interest expense

Amortisation of pre-operating expenses

Write off of pre-operating expenses

Amortisation of goodwill

Loss on disposal of property, plant and equipment

Loss on deemed disposal of a subsidiary

Write off of construction in progress

Write off of long term investment

Compensation surplus related to Dong Han
Yang Road Project

Profit on disposal of a subsidiary

Profit on disposal of an associate

Provision for permanent diminution in value
of investment in a subsidiary

Provision for permanent diminution in value
of investment in an associate

Provision for unrealised loss on

)

(33]

53,843,062

120,920,421

174,763,483

69,918,550

51,001,871

120,920,421

1999
RMB

(18,911,991)

(1,367,341)
21,580,120
(2,117,198)
(3,454,304)
43,449,295

1,361,883
432,074
128,114

4,062,822

3,058,185

6,142,515

1998
RMB

59,034,861

2,174,786
9,488,343

(2,764,358)

(5,989,151)
10,582,236
869,005
2,363,275
955,027
643,152

316,772

(35,353,723)
(1,857,404)
(3,519,332)

2,245,224

5,833,698
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short term investments
Provision for unrealised loss on
loans and advances written back
Loss/(profit) on disposal of short term
investments

Changes in working capital

(Increase)/decrease in amounts due from
associates

Increase in inventories

Increase in accounts receivable

Decrease/(increase) in other receivables
and prepayments

Increase/(decrease) in bills payable

Increase in accounts payable

Increase in advances from customers, other
payables and accruals

Interest paid

Income taxes paid

Net cash inflow/(outflow) from operating activities

CHINA FIRST PENCIL CO., LTD.

CONSOLIDATED CASH FLOW STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 1999

Notes:

(i) Major non-cash transactions

() Cost of property development project
transferred from property, plant and
equipment to the income statement

(b Cost of property development project

transferred from construction in
progress to the income statement

(34]

55,

(9,196,010)
(39,582, 687)
(9,255,543)

42,
8’
5’

11,

(38,469,691)
(4,454, 355)

22,

1999
RMB

777,426

176,417

318,017

313,350
709,647
605,755

530,207

518,690

1,250,084

(200,920)
(1,500,000)
44,571,575
10,451,459
(8,446,695)
(86,506, 278)
(16,271,148)
(2,186,366)
23,662,773
12,757,593
(12,148,637)

(3,768, 450)

(37,884,174)

1998
RMB

6,675,771

47,970,506
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©) During the year, the Group acquired a subsidiary, Shanghai Lao Feng Xiang Co., Ltd. at
a consideration of RMB68,900,000, of which RMB53,650,000 was settled in cash.
The remaining consideration of RMB15,250,000 was financed by Shanghai Light Industry (Holding)
Company ("'SLI'), a major shareholder of the Company.

(iif) Acquisition of a subsidiary

The fair value of net assets acquired and cash inflow on acquisition were as follows:

1999 1998
RMB RMB

Net assets acquired
Property, plant and equipment 110,474,356 -
Construction in progress 21,601,872 -
Long term investments 4,187,550 -
Inventories 249,530,723 -
Accounts receivable 72,964,158 -
Other receivables and prepayments 68,111,402 -
Short term investments 6,071,740 -
Cash and bank balances 67,757,910 -
Short term bank loans (450,119,000) -
Accounts payable (18,397,969) -
Advances from customers (281,997) -
Other payables and accruals (19,235,897) -
Minority interests (49,204,593) -

63,460,255 -
Goodwill 5,439,745 -

68,900,000 -
Satisfied by:
Cash 53,650,000 -
Advances from SLI 15,250,000 -

68,900,000 -

Cash flows on acquisition, net of cash acquired:
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Cash consideration paid (53,650,000) -
Cash and bank balances acquired 67,757,910 -
Net cash inflow on acquisition of a subsidiary 14,107,910 -

CHINA FIRST PENCIL CO., LTD.

CONSOLIDATED CASH FLOW STATEMENT

FOR THE YEAR ENDED 31 DECEMBER 1999

Notes:

(iv) Disposal of a subsidiary

In 1998, the Company disposed its equity interest in Shanghai Huayuan Taxi Service Co., Ltd.
The fair value of net assets disposed and cash inflow on disposal were as follows:

1999 1998

RMB RMB
Net assets disposed of
Property, plant and equipment - 1,415,617
Accounts receivables - 286,927
Other receivables and prepayments - 3,519,445
Cash and bank balances - 1,160,999
Other payables - (418,955)
Minority interests - (2,466,940)
Reserves released upon disposal - (332,497)
Gain on disposal of a subsidiary - 1,857,404

- 5,022,000

Satisfied by:
Cash - 5,022,000
Cash flows on disposal, net of cash disposed of:
Cash consideration received - 5,022,000
Cash and bank balances disposed of - (1,160,999)
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Net cash inflow on disposal of a subsidiary

) Cash and cash equivalents

3,861,001

Cash and cash equivalents represent short-term highly liquid investments which are

readily convertible into known amounts of cash.

Cash and cash equivalents included

in the consolidated cash flow statement comprise the following balance sheet amounts:

Deposits with banks
Cash and bank balances

Less:
over three months

CHINA FIRST PENCIL CO., LTD.

CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

Time deposits with maturity

FOR THE YEAR ENDED 31 DECEMBER 1999

Balance at 31 December 1997

Net profit for 1998

Share
capital
RMB

193,676,458

1999
RMB

30,223,546
174,763,483

204,987,029

(30,223,546)

174,763,483

Share
premium
RMB

145,643,226

[37]

1998
RMB

25,661,860
120,920,421

146,582,281

(25,661,860)

120,920,421

Reserves
RMB

79,161,527

Retained

profits/

(accumulated

losses) Total

RMB RMB

335,008 418,816,219
50,897,151 50,897,151
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Appropriation to reserves - - 12,141,185 (12,141,185) -

Release of reserves on disposal

of a subsidiary - - (332,497) - (332,497)
Balance at 31 December 1998 193,676,458 145,643,226 90,970,215 39,090,974 469,380,873
Bonus issue of shares 58,102,938 (19,367,646) - (38,735,292) -

Net loss for 1999 - - - (27,167,467) (27,167,467)

Reversal of prior years”

appropriation - - (11,059,574) 11,059,574 -
Appropriation to reserves - - 6,955,004 (6,955,004) -
Balance at 31 December 1999 251,779,396 126,275,580 86,865,645 (22,707,215) 442,213,406

The accompanying notes form an integral part of these financial statements.

1. BASIS OF PREPARATION

The financial statements of the Group have been prepared in accordance with International Accounting

Standards ("1AS"). The Group also prepares a set of financial statements which comply with the
People®s Republic of China ("PRC") accounting regulations. A reconciliation of the Group"s results
and shareholders®™ equity under IAS and PRC accounting regulations is presented in Note 29.

2. PRINCIPAL ACCOUNTING POLICIES

€)) Basis of consolidation

The consolidated financial statements of the Group incorporate the financial statements of the Company
and all operating subsidiaries that are controlled by the Company. Where an entity either began or
ceased to be controlled by the Company during the year, the results are included only from the date

control commenced or up to the date control ceased.

All material intra-group transactions and balances have been eliminated. A list of the Company®s
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subsidiaries are set out in Note 21.

() Property, plant and equipment

Property, plant and equipment are stated at cost less accumulated depreciation. The cost of an asset
comprises its purchase price and any directly attributable costs of bringing the asset to its present
working condition and location for its intended use. Expenditure incurred after assets have been put
into operation, such as repairs and maintenance and overhaul costs, is normally charged to the income
statement in the period in which it is incurred. In situations where it can be clearly demonstrated
that the expenditure has resulted in an increase in the future economic benefits expected to be obtained
from the use of the asset, the expenditure is capitalised as an additional cost of the asset. When
assets are sold or retired, their cost and accumulated depreciation are eliminated from the financial
statements and any gain or loss resulting from their disposal is included in the income statement.

Depreciation is provided to write off the cost of the assets, after taking into account their estimated
residual values of 5% to 10% of cost, over their estimated useful lives on a straight line basis. The

rates of depreciation used are based on the following estimated useful lives:

Land use rights over the remaining terms of the rights

Buildings 20 years
Plant and machinery 10 years
Equipment and motor vehicles 5 years

No depreciation is provided on construction in progress until the asset is completed and is ready for
its intended use.

2. PRINCIPAL ACCOUNTING POLICIES - Continued

(©) Construction in progress

Construction in progress represents factory buildings, plant and machinery and other assets under
construction and is stated at cost. Cost comprises direct costs of construction as well as interest
charges during the period of construction, installation and testing and certain exchange differences
on any related borrowed funds. Capitalisation of interest charges ceases when substantially all the
activities necessary to prepare the asset for its intended use are complete. Construction in progress
is transferred to property, plant and equipment when it is completed and ready for its intended use,
notwithstanding any delays in the issue of the relevant commissioning certificates by the appropriate
PRC authorities.

(39]



CHINA FIRST PENCIL CO.,LTD

() Subsidiaries

A subsidiary is a company over which the Company has the power to govern its financial and operating
policies so as to obtain benefits from its activities, notwithstanding its equity interest in that company.

(e) Associates

An associate is a company, other than a subsidiary, in which the Group has a long term equity interest of
not less than 20% and the Group actively participates in management policy decisions through representation
on the board of directors. The consolidated income statement includes the Group®s share of results of its
associates for the year. In the consolidated balance sheet, investments in associates are stated at the
Group®s share of associates” net assets together with any premium paid on acquisition in so far as it has
not already been written off or amortised.

) Investments

Unlisted investments held on a long term basis are stated at cost less provision for permanent diminution
in value, if any.

Short term listed investments are stated at the lower of cost, computed using first-in-first-out method,
and market value at the balance sheet date.

Dividend income from investments is accounted for on the basis of dividends received and receivable during

the year.
2. PRINCIPAL ACCOUNTING POLICIES - Continued
() Pre-operating expenses

Pre-operating expenses pertain to cost incurred in the period prior to the commencement of operations.
Prior to the adoption of IAS 38 "Intangible Assets", the expenses are charged to the income statement,
on a straight line basis, over a period of five years commencing from the date of operations. After

the adoption of this accounting policy, such expenses are charged to the income statements as incurred.

IAS 38 is effective for accounting periods beginning on or after 1 July 1999 such that pre-operating

expenses can no longer be deferred and amortised. The Group chose an early adoption of this accounting
policy in 1998 and expensed off all the unamortised pre-operating expenses in the income statement in
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that year.

h) Goodwill arising on consolidation

Goodwill arising on consolidation represents the excess of the purchase consideration over the fair
value ascribed to the separable net assets at the date of acquisition of the subsidiaries. Goodwill
is recognised as an asset and is amortised on a straight line basis over 10 years from the date of
acquisition.

The unamortised balance of goodwill is reviewed annually. Where the balance exceeds the value of
expected future benefits, the difference is charged to the income statement.

) Inventories

Inventories are stated at the lower of cost and net realisable value. Cost of raw materials includes
cost of purchases computed using the weighted average method; cost of work-in-progress and finished
goods includes cost of materials, direct labour and an appropriate proportion of production overheads,
that have been incurred in bringing the inventories to their present location and condition. Net
realisable value is determined by reference to the sales proceeds of items sold in the ordinary course
of business after the balance sheet date or to directors” estimates based on prevailing market conditions.
a) Foreign currencies

The Group maintains its books and accounting records in Renminbi. Foreign currency transactions during
the year are converted into Renminbi at the exchange rates ruling at the transaction dates. Monetary
assets and liabilities denominated in foreign currencies at the balance sheet date are translated into
Renminbi at the market rates of exchange ruling at that date. All exchange differences are dealt with
in the income statement.

2. PRINCIPAL ACCOUNTING POLICIES - Continued

« Revenue recognition

Revenue from goods sold are recognised when title of goods sold has passed to the purchasers, which is
usually at the time of delivery.

Revenue from sales of properties is recognised only when all of the following conditions are met:

) the construction of the property has been substantially completed;
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(i) contract for sales of property has been executed;

(iii) consideration has been fully paid by the purchaser; and

(iv) confirmation of satisfaction has been issued by the purchaser.

Interest income is accrued on a time basis on the principal outstanding at the applicable interest rate.
Dividend income from investments is recognised when the right to receive payment has been established.
) Deferred taxation

Deferred taxation is provided, using the liability method, for all temporary differences arising between
the tax bases of assets and liabilities and their carrying values for financial reporting purpose, which
will result in taxable or deductible amounts in future years. Deferred tax assets are recognised only
to the extent that future taxable profits will be available against which the deductible temporary
difference can be utilised.

(m) Retirement scheme costs

The contributions payable by the Group to a defined contribution plan are charged to the income statement
in the year in which they are incurred.

() Operating leases

An operating lease is a lease in which substantially all the rewards and risks of ownership of an asset
remain with the lessor.

Rental payments under operating leases are charged to the income statement on a straight line basis over
the term of the respective leases.

3. TURNOVER

Turnover represents the invoiced value of goods sold to customers net of value added tax and other sales
tax and trade discounts.

The turnover of the Group is detailed in Note 25.

4. OTHER REVENUES

[42]



CHINA FIRST PENCIL CO.,LTD

1999 1998
RMB RMB
Compensation surplus related to Dong Han
Yang Road Project - 35,353,723
Management fee ©O) 6,000,000 -
Compensation from a property development company (i) 1,848,939 -
Interest from advances to related companies 4,000,000 4,964,101
Dividend income 2,117,198 2,764,358
Profit on trading of listed securities 313,827 -
(Loss)/profit on disposal of short term investments (176,417) 1,500,000
Provision for unrealised loss on short term investments (777,426) (1,250,084)
Provision for unrealised loss on loans and advances written back - 200,920
Refund of valued added tax 1,485,728 710,506
Profit on sales of surplus materials 845,623 634,960
Write off of long term investment (3,058,185) -
Provision for permanent diminution in value of
investment in a subsidiary (6,142,515) (2,245,224)
Provision for permanent diminution in value of
investment in an associate - (5,833,698)
Profit on disposal of a subsidiary - 1,857,404
Profit on disposal of an associate - 3,519,332
Others 3,053,696 686,545
9,510,468 42,862,843
(i) This represents fee received from SLI for the management of a subsidiary of SLI on its behalf.

(i) During the year, a subsidiary of the Company purchased certain apartments from a property
development company. Compensation was received from this company due to the fact that some of these
apartments did not meet certain required standard.

5. PROFIT FROM OPERATIONS

Profit from operations is stated after charging:
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Cost of inventories sold
including:
Depreciation
Depreciation
Amortisation of goodwill
Staff costs
Amortisation of pre-operating expenses
Write off of pre-operating expenses
Write off of construction in progress

Loss on disposal of property, plant and equipment

Exchange losses

and after crediting:

Compensation surplus related to Dong Han
Yang Road Project

Profit on disposal of a subsidiary

Profit on disposal of an associate

Provision for unrealised loss on loans
and advances written back

Profit on disposal of short term investments

6_FINANCE COST

Interest expenses
Less: Amount capitalised as construction
in progress

Interest income
Others

1999
RMB

749,673,345

11,116,519
21,580,120

1,361,883
49,153,591

4,062,822
432,074
205,919

1999
RMB

43,570,507

(121,212)

43,449,295

(3,454,304)
512,456

[44]

1998
RMB

190,517,576

6,751,798
9,488,343
955,027
27,721,638
869,005
2,363,275
316,772
643,152
310,085

35,353,723
1,857,404
3,519,332

200,920
1,500,000

1998
RMB

11,816,943

(1,234,707)

10,582,236

(5,989,151)
766,319
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40,507,447 5,359,404
7. TAXATION
() Taxation in the consolidated income statement represents:
1999 1998
RMB RMB
Provision for PRC income tax for the year 2,345,432 5,830,539
Deferred taxation (Note 13) 422,960 (1,499,363)
2,768,392 4,331,176

Provision for PRC income tax is calculated based on the estimated assessable profits of the year
determined in accordance with the relevant tax rules and regulations applicable in the PRC. The
Company is subject to income tax at the rate of 15%.

The income tax rates applicable to subsidiaries range from 15% to 33%.

(b Taxation in the consolidated balance sheet represents:
1999 1998
RMB RMB
Provision for PRC income tax for the year 2,345,432 5,830,539

Balance of provision for PRC income tax

in respect of previous years 4,237,017 2,174,928
Payments made during the year (4,454,355) (3,768,450)
2,128,094 4,237,017
©) A reconciliation of the expected tax with the actual tax expenses is presented below:
1999 1998
RMB RMB
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(Loss)/profit before share of profits/losses of

associates and taxation (20,279,332) 61,209,647
Statutory/applicable tax rate 15% 15%
Expected PRC (tax credit)/taxation (3,041,900) 9,181,447
Non-deductible prior year adjustments under PRC tax law 9,016,510 -

Tax exemption of subsidiaries (3,249,308) (2,710,785)
Tax reduction of a subsidiary (166,931) (1,039,661)
Non-taxable dividend income (317,580) (414,654)
Gain on disposal of an associate not recognised

under PRC accounting regulations - (527,900)
Other non deductible/(non-taxable) items 527,601 (157,271)
Actual tax provision in income statement 2,768,392 4,331,176
8. (LOSS)/EARNINGS PER SHARE

The calculation of basic (loss)/earnings per share is based on the net loss attributable to shareholders
for the year of RMB27,167,467 (1998: profit of RMB50,897,151) and the weighted average number of shares
of 235,064,852 shares (1998: 193,676,458 shares) in issue during the year.

The calculation of diluted (loss)/earnings per share is based on the net loss attributable to shareholders
for the year of RMB27,167,467 (1998: profit of RMB50,897,151) and the number of shares outstanding as at
the balance sheet date of 251,779,396 shares (1998: 251,779,396 shares after adjusting for the effect of
bonus issue in 1999).

9. PROPERTY, PLANT AND EQUIPMENT
Land use Plant, machinery
rights and equipment and
buildings motor vehicles Total
RMB RMB RMB
Cost
At 1 January 1999 76,122,096 79,214,982 155,337,078
Additions during the year 18,252,996 3,316,102 21,569,098
Transferred from construction
in progress (Note 10) 46,856,794 3,374,327 50,231,121
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Acquisition of a subsidiary 36,858,809 102,563,624 139,422,433
Disposals - (1,605,857) (1,605,857)
At 31 December 1999 178,090,695 186,863,178 364,953,873
Accumulated depreciation

At 1 January 1999 12,498,069 30,748,753 43,246,822
Charge for the year 7,842,342 13,737,778 21,580,120
Acquisition of a subsidiary 5,814,236 23,133,841 28,948,077
Written back on disposals - (863,306) (863,306)
At 31 December 1999 26,154,647 66,757,066 92,911,713
Net book value

At 31 December 1999 151,936,048 120,106,112 272,042,160
At 31 December 1998 63,624,027 48,466,229 112,090,256

All of the Group®s land use rights and buildings are located in the PRC. The Group has been
granted the rights to use the land, on which the Group®s buildings are constructed, by the
relevant PRC authorities.

9. PROPERTY, PLANT AND EQUIPMENT - Continued

In 1999, certain land use rights and buildings of the Group have been pledged to a bank to
secure bank loans granted to the Group. The net book value of assets pledged as at 31 December 1999
amounted to RMB22,078,727 (Note 17).

As at 31 December 1999, the title documents of land and building with a total net book value
of RMB1.4 million have not been obtained by the Group. The directors do not expect any problems in
obtaining the title documents.

10. CONSTRUCTION IN PROGRESS
1999 1998
RMB RMB
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Balance at 1 January
Additions:
Acquisition of a subsidiary
Others

Transfer to property, plant and equipment (Note 9)
Transfer to cost of property development project
Write off of construction in progress

Balance at 31 December

9. CONSTRUCTION IN PROGRESS - Continued

46,819,555

21,601,872
57,002,407

125,423,834
(50,231,121)

(4,062,822)

71,129,891

Details of construction in progress at 31 December 1999 are as follows:

Date of Estimated date 1999
Project commencement of completion RMB
Property development March 1993 December 2000 15,686,967
project at Dong Han
Yang Road
Timber panel softening November 1996 June 2000 11,354,648
treatment project
Jingiao cosmetic October 1996 June 2000 19,981,714
workshop
Increased production capacity
of high-tech graphite January 1998 December 2000 2,015,160
Apartments in Gao Miao January 1998 December 2000 2,546,014
Furnace development project January 1998 December 2000 4,346,704
Factory extension project January 1999 December 2000 1,541,028

[48]

88,675,979

9,725,159
98,401,138
(3,294,305)

(47,970, 506)

(316,772)

46,819,555

1998
RMB

16,020,465

10,806,451

8,208,602

1,015,160

2,546,014

3,857,039
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Electrical power supply
project January 1999
Coal gas project in Gao Miao January 1999
Furnace and crafting December 1999
machine for

platinum metallurgy

Mould centre November 1999

Decoration of jewellery November 1999

shops

Other projects

11. INTERESTS IN ASSOCIATES

December 2000

December 2000

June 2000

June 2000

February 2000

Details of interests in associates are as follows:

Share of net assets
Goodwi ll
Amortisation of goodwill

Provision for permanent diminution in value of
investment in an associate

Amount due from an associate
Amounts due to associates

1999
RMB

22,790,920

22,790,920

(5,833,698)

16,957,222

9,469,988
(1,442,161)

8,027,827

[49]

1,649,931

1,020,880

1,623,743

1,390,960

1,688,879

6,283,263

71,129,891

1998
RMB

8,808,204
829,246

(145,119)
9,492,331

(5,833,698)

3,658,633

(1,570,684)

(1,570,684)

4,365,824

46,819,555
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24,985,049 2,087,949

The amounts due from/(to) associates are unsecured, interest free and have no fixed repayment terms.

Set out below are details of the Company®s associates as at 31 December 1999:

Place of Group®s
establishment Particulars of effective Principal
Name of company and operation paid in capital holding activity
Wuihai Stationery PRC RMB1,400,000 40% Ceased operation
Enterprise Ltd.
Nordedeutsche Germany DEM1,000,000 45% Manufacture and selling
Bleistiftfabrik GmbH of pencils and related

products - operation
not yet commenced

Luhua Aluminium PRC RMB830,477 26.61% Processing of pencil
Associated Factory spareparts
of Shanghai Yibeide
Industrial Corp.

Shanghai Bao Cheng PRC RMB34,000,000 42.65%  Processing of
Diamond Processing jewellery products
Centre Co., Ltd.

11. INTERESTS IN ASSOCIATES - Continued

As at 31 December 1998 and 1999, the Company has a 49% equity interest in China No. 1 Pencil Benbu
Co., Ltd. ("CNBC'™). CNBC is accounted for as an associate in the financial statements of 1998.

The directors of the Company are of the opinion that the Company does not participate in management
policy decision and is unable to exercise significant influence over CNBC. Accordingly, the Company®s
interest in CNBC is accounted for as a long term investment with effect from 1 January 1999 (Note 12).

In 1998, the Company has made a provision of RMB5,833,698 for permanent diminution in value of its
investment in Nordedeutsche Bleistiftfabrik GmbH.
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As at 31 December 1999, the Group had no material contingent liabilities or capital commitments arising
from its interests in associates.

12_LONG TERM INVESTMENTS

1999 1998
RMB RMB
Government bonds 171,966 346,892
Unlisted investments:
Equity investments in financial institutions 25,880,000 25,880,000
Others 9,696,850 7,121,200
Interests in subsidiaries 16,410,994 8,387,739
Interest in an associate - 14,500,000
52,159,810 56,235,831
Provision for permanent diminution in value of
investment in subsidiary (8,387,739) (2,245,224)
43,772,071 53,990,607

During the year, the Group established a wholly-owned subsidiary, China First Pencil Fang Zheng
Co., Ltd., which has not commenced operation as at the balance sheet date.

During the year, a subsidiary entered into an agreement with a PRC party to establish Shanghai Lao
Feng Xiang Gift Accessories Co., Ltd. ("LFXGA™), in which the subsidiary owns a 80% equity interest.

LFXGA has not commenced operation as at the balance sheet date.

A subsidiary, Shanghai Baby Children Health Articles Co., Ltd. (BCHA™), has not commenced operation
as at the balance sheet date.

As the above three subsidiaries are not material in the context of these financial statements, they
are not consolidated.

12. LONG TERM INVESTMENTS - Continued

In 1998, legal documents regarding the establishment of Shanghai Bao Cheng Diamond Processing Centre
Co., Ltd. ("SBCD™) have not yet been completed and SBCD has not yet commenced operation. Accordingly,
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the Company®s investment in SBCD was accounted for as a long term investment in that year. In 1999,
SBCD was formally established and has commenced operations. Accordingly, it is accounted for as an
associate.

During the year, the Company made an additional provision for permanent diminution in value of its
investment in BCHA, amounting to RMB6,142,515 (1998:RMB2,245,224).

As mentioned in Note 11, the Company®s interest in CNBC is accounted for as a long term investment
with effect from 1 January 1999. CNBC has experienced significant losses over the past years and the
Company has had no management role in CNBC. Accordingly, the Company plans to withdraw its investment
in CNBC. During the year, the Company wrote off the carrying value of its investment in CNBC amounting
to RMB3,058,185.

13. DEFERRED TAXATION

Deferred taxation represents mainly the net accumulated tax effects of provision for bad and doubtful
debts, provision for obsolete inventories, provision for depreciation and write off of pre-operating
expenses. Movements during the year comprise:

1999 1998

RMB RMB
Balance at 1 January 3,595,614 2,096,251
Transfer (to)/from income statement (Note 7(a)) (422,960) 1,499,363
Balance at 31 December 3,172,654 3,595,614

There is no significant deferred taxation liability not provided for in the financial statements.

14. GOODWILL
1999 1998
RMB RMB
Goodwill on acquisition of subsidiaries 14,160,769 8,721,024
Less:  Accumulated amortisation (2,705,003) (1,343,120)
Share of goodwill by minority shareholders
upon the deemed disposal of a subsidiary (541,943) -
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Movements of goodwill are as follows:
Balance at 1 January
Addition during the year
Less: Amortisation for the year
Share of goodwill by minority shareholders

upon the deemed disposal of a subsidiary

Balance at 31 December

15. INVENTORIES

Raw materials
Work in progress
Finished goods

16. SHORT TERM INVESTMENTS

Short term investments comprise:

Government bonds

Listed investments
Provision for unrealised loss on short term investments

10,913,823

7,377,904
5,439,745
(1,361,883)

(541,943)

10,913,823

1999
RMB

120,697,090
32,730,028

204,571,906

357,999,024

1999
RMB

192,300

7,889,195

(777,426)

7,111,769

7,304,069

(53]

7,377,904

8,250,006

(872,102)

7,377,904

1998
RMB

18,738,458
27,682,828

22,464,328

68,885,614

1998
RMB

4,307,701

(1,250,084)

3,057,617

3,057,617
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Market value of listed investments 7,111,769 3,057,617

17. BANK AND OTHER LOANS

Bank and other loans are repayable as follows:

1999 1998
RMB RMB
After 1 year but within 2 years - unsecured 4,000,000 800,000
After 2 years but within 5 years - unsecured 3,000,000 -
7,000,000 800,000

Within 1 year:
Secured 25,000,000 9,000,000

Unsecured 699,451,390 189,033,000
724,451,390 198,033,000
Total 731,451,390 198,833,000

Bank and other loans bear interest at fixed rates ranging from 2.83% to 8.00% (1998: 6.93% to 9.90%)
per annum. In 1999, the secured bank loans are secured by the pledge of certain land use rights and
buildings of the Group with a net book value of RMB22,078,727 as at 31 December 1999 (Note 9). In 1998,
the secured bank loans are secured by the pledge of long term investment of the Group with a cost of
RMB10 million.

Bank loans amounting to RMB403,370,000 (1998: RMB36,500,000) are guaranteed by companies controlled by
SLI.

18. SHARE CAPITAL
1999 1998
RMB RMB
131,728,036 (1998: 101,329,258) A shares
of RMB1 each 131,728,036 101,329,258
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120,051,360 (1998: 92,347,200) B shares

of RMB1 each 120,051,360 92,347,200

251,779,396 193,676,458

Pursuant to a resolution passed at the directors® meeting held on 15 April 1999, bonus shares were
issued on the following basis:

€)) issued out of share premium, on the basis of 1 share for every 10 shares held (Note 19); and
(b issued out of retained profits, on the basis of 2 shares for every 10 shares held.

All the A and B shares rank pari passu in all respects.

19. SHARE PREMIUM

Movements of share premium are set out below:

1999 1998
RMB RMB
Balance at 1 January 145,643,226 145,643,226
Reduction on issuance of bonus shares (Note 18) (19,367,646) -

Balance at 31 December 126,275,580 145,643,226

20. RESERVES
Statutory
public
Statutory welfare General
reserve fund reserve Total
RMB RMB RMB RMB
Balance at 1 January 1999 44,521,819 30,364,735 16,083,661 90,970,215
Reversal of prior years”
appropriation (7,311,159) (3,748,415) - (11,059,574)
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Transfer from retained profits 4,239,288 2,715,716 - 6,955,004

Balance at 31 December 1999 41,449,948 29,332,036 16,083,661 86,865,645

Transfers from retained profits to statutory reserve, statutory public welfare fund and general
reserve were made in accordance with the relevant rules and regulations and the articles of
association of the Company and its subsidiaries and were approved by the respective boards of
directors. The transfer to general reserve needs to be approved by the shareholders in the
annual general meetings of the respective companies.

Statutory reserve

The Company and its subsidiaries are required to transfer at least 10% of their profits after taxation,
as determined under the PRC accounting regulations, to the statutory reserve until the reserve balance
reaches 50% of their respective registered capital. The transfer to this reserve must be made before

the distribution of dividends to shareholders.

Statutory reserve can be used to make good previous years® losses, if any, and may be converted into
share capital by the issue of new shares to shareholders in proportion to their existing shareholdings.

20. RESERVES - Continued

Statutory public welfare fund

The Company and its subsidiaries are required to transfer 5% to 10% of their profits after taxation,

as determined under the PRC accounting regulations, to the statutory public welfare fund. The transfer

to this fund must be made before the distribution of dividends to shareholders. Statutory public welfare
fund can only be used for the collective welfare of the Company®s and its subsidiaries” employees such as
the construction of staff quarters. This fund is non-distributable other than in liquidation.

General reserve

The Company,with approval from its shareholders,can make transfer from retained profits to general reserve.

The usage of the general reserve is to be determined by the shareholders.

21. SUBSIDIARIES
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Particulars of the Company®"s subsidiaries, all of which are limited companies established and operating
in the PRC, at 31 December 1999 are as follows:

Percentage of

Name of company equity interest held Principal activity

Direct Indirect

Shanghai Great Wall Pencil Co., Ltd. 100% - Production of pencils

Shanghai First Writing Instrument 75% - Production of pencils
Co., Ltd.

Shanghai Goddess Cosmetic Co., 90% 7.5% Production of cosmetic
Ltd. pencils

Shanghai Pencil Machinery Co., 100% - Production of pencil
Ltd. making machinery

Yikai Real Estate Development 80% 20% Real estate management
Co., Ltd.

Shanghai Yibeide Industrial Corp. 100% - Production of pencil

spareparts

Shanghai Hua Qian Stationery 90% - Trading of stationery
Commercial Store Ltd.

Shanghai Glamor Chemistry 70% - Production of paints

Co., Ltd.

21. SUBSIDIARIES - Continued

Name of company

Shanghai Shen Jia Teaching
Supplies Co., Ltd.

Percentage of
equity interest held

Direct Indirect

95% -

[57]
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Yuepu Factory of Shanghai No. 1
Pencil Spareparts Co., Ltd.

Shanghai Baby Children Health
Articles Co., Ltd.
Shanghai Cheerful Health Articles

Co., Ltd.

Shanghai No. 1 Pencil Yan Shou
Co., Ltd.

Shanghai Pencil Making
Spareparts Co., Ltd.

Shanghai Zhong Qian Trading
Co., Ltd.

Shanghai Jia Ding Fumin Pencil
Plate Factory

Shanghai Pencil Machinery
Manufacturing Co., Ltd.

China First Pencil Fang Zheng

Co. Ltd.

Shanghai Lao Feng Xiang Co., Ltd.

Shanghai Lao Feng Xiang Jewellery

Co., Ltd.

Shanghai Lao Feng Xiang Jewellery
Research Centre Co., Ltd.

21. SUBSIDIARIES - Continued

- 50%
75% -
90% 9%
95% 5%
90% -
- 81%
- 95%
51% -
95% 5%

29.9% 15.4%
- 44.1%
- 44.3%

(58]

Production of pencil
spareparts

Production of infant"s
nappy - operation not
yet commenced

Production of infant"s
nappy

Production of wood
boards

Production of pencil
spareparts

Trading of stationery

Production of pencil

spareparts

Production of pencil
making machinery

Production of pencils -
operation not yet
commenced

Processing and retail
of gold and jewellery

Processing and retail
of gold and jewellery
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Percentage of

Name of company equity interest held Principal activity
Direct Indirect
Shanghai Lao Feng Xiang Nan Hui - 40.8% Retail of gold and
Jewellery Shop Co., Ltd. jewellery products
Shanghai Lao Feng Xiang An Jin - 45.3% Repair of jewellery
Jewellery Equipment Repairing equipment
Co., Ltd.
Shanghai Lao Feng Xiang Construction - 40.8% Interior decoration
& Decoration Co., Ltd.
Shanghai Feng Xiang Hotel Co., Ltd. - 40.8% Operation of a hotel
Shanghai Lao Feng Xiang Jiang Ying - 40.8% Retail of gold and
Jewellery Shop Co., Ltd. jewellery products
Shanghai Jing Yuan Industrial Co. - 45.3% General trading
Shanghai Lao Feng Xiang Tai Yuan - 36.2% Retail of gold and
Jewellery Shop Co., Ltd. jJewellery products
Shanghai Lao Feng Xiang Fen Xian - 40.8% Retail of gold and
Jewellery Shop Co., Ltd. jJewellery products
Shanghai Lao Feng Xiang Gift - 36.2% Manufacture of jewellery
Accessories Co., Ltd. accessories - operation

not yet commenced

During the year, changes in the Group®s interests in certain of its subsidiaries are as follows:

() The Group established two new subsidiaries, they are Shanghai Pencil Machinery Manufacturing
Co., Ltd. and China First Pencil Fang Zheng Co., Ltd.

() The Group acquired a 50.3% equity interest in Shanghai Lao Feng Xiang Co., Ltd. ("LFX'™) at
the beginning of the year.

©) Following an additional capital contribution made by a minority shareholder of LFX in August
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1999, the Group®s effective interest in LFX was reduced from 50.3% to 45.3%. This was accounted for
as a deemed disposal of interest in LFX. The Company is able to govern the financial and operating
policies of LFX under an agreement with another major shareholder, SLI. Accordingly, LFX"s financial
statements are consolidated with the Company®s in 1999.

22. RELATED PARTY TRANSACTIONS

The Company®s major shareholder is SLI. The directors consider that transactions with SLI or entities
controlled by SLI are related party transactions.

€)) Bank and other loans

Other loans represent loans amounting to RMB33,340,390 (1998:RMB Nil) borrowed from a company controlled
by SLI. These loans are unsecured, bear interest at rates ranging from 2.83% to 5.98% per annum and are
repayable within one year.

() Loans and advances

These represent loans made to companies controlled by SLI of RMB79,908,231 (1998: RMB95,907,935) and
advances to SLI of RMB Nil (1998: RMB5,750,299).

Loans to companies controlled by SLI are unsecured, bear interest at rates ranging from 7.5% to 18% per
annum (1998: 8.33% to 18% per annum), of which RMB27,244,460 are repayable within one year and
RMB52,663,771 have no fixed repayment terms.

(©) Contingent liabilities

(i) Guarantees

As at 31 December 1999, the Company had issued corporate guarantees for a total of RMB65 million
(1998: RMB20 million) to third party banks in favour of companies controlled by SLI.

(i) Discounted bills

As at 31 December 1999, the Company had bills drawn on China No.l Pencil Industrial & Commercial United
Corp. ("CPIC™) and discounted with banks amounting to RMB26 million (1998: RMB35.5 million).
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() Material contracts

On 12 December 1992, upon the establishment of CPIC, the Company entered into a distribution agreement
with CPIC.
in PRC, except for Shanghai.

Under the agreement, CPIC is the sole distribution agent for products produced by the Company

23. COMMITMENTS

() Capital commitments

As at 31 December 1999, the Group had the following capital commitments not provided for in
the financial statements:

1999 1998
RMB RMB
In respect of property development and
purchase of plant and machinery
Contracted for 20,017,258 300,000
Authorised but not contracted for - 30,721,400
In respect of investment in a subsidiary
Contracted for - 68,900,000
20,017,258 99,921,400

(b Operating lease commitments

As at 31 December 1999, future minimum lease payments of the Group under non-cancellable operating
leases in respect of land and buildings are as follows:

1999 1998
RMB RMB
In 2000 9,296,541 686,542
From 2001 to 2004 36,740,295 2,883,472
From 2005 onwards 60,143,549 9,004,187
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106,180,385 12,574,201

24. CONTINGENT LIABILITIES

Except for contingent liabilities disclosed in Note 22(c) above, the Group had no other contingent
liabilities outstanding at 31 December 1999.

25. INDUSTRY SEGMENT INFORMATION
The activities of the Group include the following:
Pencils Property Jewellery Others Total

1999 1998 1999 1998 1999 1998 1999 1998 1999 1998
(RVB*000) (RMB®000) (RMB000) (RMB*000) (RMB*000) (RMB"000) (RMB*000) (RMB*000) (RMB"000) (RMB*000)

Turnover 236,763 255,951 180 211 643,104 - 26,451 15,258 906,498 271,420
Profit/(loss)

before

taxation (26,663) 22,105 (122) 35,431 4,817 - 3,056 1,499 (18,912) 59,035

Assets 744,616 747,258 1,106 2,659 639,669

37,522 34,910 1,422,913 784,827

Pencils: the manufacture and sale of wooden, mechanical and cosmetic pencils;
Property: the development and sale of properties as well as property management;
Jewellery: the processing and retailing of gold and jewellery products;

Others: the manufacture and sale of pencil making machinery and paints, infant"s nappy, the operation
of a hotel, and interior decoration.

26. RETIREMENT BENEFITS FOR EMPLOYEES

As a statutory requirement, the Company and its subsidiaries have to contribute 25.5% of basic salary
to a governmental agency as retirement benefits of employees. Upon retirement of the employees, the
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governmental agency will pay the retirement benefits to the employees. During the year, total expenses
charged to the income statement for the retirement benefits of employees amounted to RMB4,983,986
(1998: RMB4,332,790).

27. FINANCIAL ASSETS AND LIABILITIES

Financial assets of the Group include long term investments, loans and advances, accounts receivable,
short term investments, deposits with banks and cash. Financial liabilities of the Group include bank
and other loans, bills payable and accounts payable.

€)) Credit risk

Deposits and cash are placed principally with a group of banks with good credit ratings. Credit risk on
accounts receivable has been accounted for in the financial statements as accounts receivable are shown
net of provision for bad and doubtful debts.

() Fair value

The fair values of the financial assets and liabilities are not materially different from their carrying
values in the financial statements.

28. COMPARATIVE FIGURES

In the current year, the Company has adopted, for the first time, IAS 1 "Presentation of Financial
Statements".

IAS 1 is concerned with the presentation and disclosure of financial information. The presentation in
the current year®s financial statements has been modified in order to conform with the requirements of
this standard. Comparative amounts have been restated in order to achieve a consistent presentation.
In particular, additional analyses of income and expenses have been presented.

In addition, the description of various components in the financial statements and the terminology used
has been updated to reflect the terminology of the new standard. None of the amendments outlined above
has affected the results for the current or prior periods.

29. IMPACT OF IAS ADJUSTMENTS ON NET PROFIT/LOSS FOR THE YEAR AND SHAREHOLDERS® EQUITY
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The books and records of the Group are prepared in accordance with the PRC accounting regulations
applicable to joint stock limited companies, the general financial principles and accounting standards
in the PRC. The effects
of these differences on the net profit/loss for the year ended 31 December 1999 and the shareholders*®

These accounting principles differ in certain significant respects from IAS.

equity at that date are summarised as follows:

Net profit/(loss)

for the year Shareholders® equity

As determined pursuant to
PRC accounting regulations

Exchange differences arising
as a result of the translation
of monetary assets and
liabilities using swap centre
rates instead of official rates
at 31 December 1993

Difference in unrealised
profit on inventories and
property, plant and
equipment arising from
different basis of calculation

Write back of unrealised
profit on inventories of
associates

Difference in basis of
equity accounting for share
of net profits of associates

Over/(under) provision for
bad and doubtful debts

Difference in accounting for
goodwi ll

1999
RMB

13,751,789

4,519

3,435,374

(824,271)

1998
RMB

50,043,911

(4,225,627)

(1,514,660)

18,515,000

3,519,332

(7,466,258)

(670, 638)
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1999
RMB

449,501,594

241,305

241,045

2,492,280

3,556,743

1998
RMB

487,859,599

236,786

583,677

(7,808,909)
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Over/(under) provision of
depreciation charge for

property, plant and equipment - 88,712 (1,846,233) (1,846,233)
Write off of deferred assets
and pre-operating expenses (3,600,239) (2,200,301) (9,059,888) (2,584,009)
29. IMPACT OF 1AS ADJUSTMENTS ON NET PROFIT/LOSS FOT THE YEAR AND SHAREHOLDERS® EQUITY - Continued

Net profit/(loss)

for the year Shareholders® equity

1999 1998 1999 1998
RMB RMB RMB RMB
Written back of unrealised
loss on short term loans
and advances - 200,920 - -
Difference in basis of
inventory costing - (279,773) - -
Reversal of self created
intangible assets 170,000 226,667 (6,553,333) (6,723,333)
Under-accrual of expenses - (1,200,000) (1,200,000) (1,200,000)
Difference in treatment of
prior year adjustments (40,628,567) (5,514,737) - -
Difference in accounting
for minority interests 2,804,920 206,462 3,483,819 (996,920)
Difference in basis of
consolidation 221,908 1,834 2,147,859 1,925,951
Provision for obsolete
inventories - - (3,500,000) (3,500,000)
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Write off of long term
investments

Loss on disposals of property,
plant and equipment

Guarantee return to local
government treated as
administrative expenses
under IAS

Provision for deferred tax

Others

As restated in conformity
with IAS

(1,473,692)

(102,646)

(380, 488)

(422,960)

(123,114)

(27,167,467)

30. APPROVAL OF FINANCIAL STATEMENTS

These financial statements were approved by the

(333,056)

1,499,363

50,897,151

(1,276,179)

(102,646)

4,215,154

(128,114)

442,213,406

4,638,114

469,380,873

Board of Directors on 20 April 2000.
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