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Audited Financial Statements
Shanghai Sanmao Textile Co., Ltd.

(Incorporated in the People™s Republic of China with limited liability)
31 December 1999
ERNST & YOUNG

HONG  KONG
Shanghai Sanmao Textile Co., Ltd.

Report of the auditors

To the members
Shanghai Sanmao Textile Co., Ltd.
(Incorporated in the People®s Republic of China with limited liability)

We have audited the accompanying consolidated balance sheet of Shanghai Sanmao Textile Co., Ltd. (the "Company
") and its subsidiaries (the "Group™) as of 31 December 1999, and the related consolidated income statement an
d cash flow statement for the year then ended. These financial statements are the responsibility of the Compa
ny"s management. Our responsibility is to express our opinion on these financial statements based on our audi
t.
We conducted our audit in accordance with International Standards on Auditing. Those Standards require that w
e plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and dis
closures in the financial statements. An audit also includes assessing the accounting principles used and sig
nificant estimates made by management, as well as evaluating the overall financial statement presentation. We
believe that our audit provides a reasonable basis for our opinion.

In our opinion, the consolidated financial statements give a true and fair view of the financial position of t
he Group as of 31 December 1999 and of the results of its operations and its cash flows for the year then ende

d in accordance with International Accounting Standards.

Hong Kong
28 March 2000

Consolidated Income Statement
For the Year Ended 31 December 1999
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Revenue 3
Cost of sales

Gross profit

Other revenue 4
Distribution costs
Administrative costs

Profit from operating activities

Finance costs

Share of profit less loss of associated
companies

Profit before tax and minority interests 5

Tax expense
Minority interests, net of taxes

Net profit for the year 19/26

Earnings per share 7

1999
Notes Rmb"000

280,048
(241,256)

38,792
79,046
(1,927)
(61,038)

54,873
(18,804)

3,754
39,823
(4,809)

179

35,193

Rmb0.235

1998
Rmb*000

309,417
(260,990)

48,427
39,317
(3,400)
(51,852)

32,492
(20,525)

3,026
14,993
(5,630)

1,206

10,569

Rmb0.084

The only component of a statement of recognised gains and losses is the net profit for the year ended 31 Decem

ber 1999. Accordingly, no separate statement of recognised gains and losses is prepared.

The accounting policies and explanatory notes on pages 5 through 36 form an integral part of the financial sta

tements.
Consolidated Balance Sheet
31 December 1999

ASSETS

Non-current assets
Property, plant and equipment 8

1999
Notes Rmb"000

166,117

(33]
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Construction in progress

Interests in associated companies 9
Long term investments 10

Goodwill 11

Intangible assets 12

Long term prepayments 13

Due from a related company 17

Current assets

Cash and bank balances
Time deposits

Short term investments 14
Accounts receivable, net

Inventories 15
Prepayments and other receivables 16
Due from related companies 17

Total assets

EQUITY AND LIABILITIES
Equity

Share capital 18
Reserves 19
Total equity

Minority interests
Non-current liabilities

Interest-bearing loans and borrowings 20
Non-interests-bearing loans and borrowings 21

Current liabilities

27,856
37,673
38,704
1,855
8,651
652
20,873

302,381
94,309
16,974
5,581
85,571
157,476
77,491
30,192

467,594

769,975

149,547
310,649

460,196

11,306

61,200

1,553

62,753
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12,506
46,445
29,411
10,519
9,751
1,798

311,697

71,837
60,000
397
79,713
143,932
38,569
30,526

424,974

736,671

149,547
275,781

425,328

11,488

3,300

1,553

4,853
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Interest-bearing loans and borrowings 20 197,090 210,746
Bills payable 2,190 8,378
Accounts payable 15,764 28,318
Accruals and other payables 16,872 43,595
Taxation 3,139 3,143
Dividends payable 665 822
235,720 295,002
Total equity and liabilities 769,975 736,671

The accounting policies and explanatory notes on pages 5 through 36 form an integral part of the financial sta
tements.

Consolidated Cash Flow Statement

For the Year Ended 31 December 1999

1999 1998
Notes Rmb*000 Rmb*000
Net cash outflow from operating activities 28(a) (89,898) (61,628)
Cash flows from investing activities
Purchases of property, plant and equipment and
construction in progress (27,407) (8,555)
Acquisition of subsidiaries - (2,525)
Disposal of subsidiaries 28(c) 20,104 (1,130)
Increase in investments in associated companies - (3,630)
Increase in short term investment (4,980) -
Decrease/(increase) in amounts due from associated companies 16,250 (6,336)
Increase in amounts due to associated companies 4,213 64
Decrease/(increase) in time deposit with original ma-
turity over three months 43,026 (60,000)
Proceeds from disposal of long term investments 429 187
Proceeds from disposal of property, plant and equipment 1,568 356
Deposit received from disposal of investments in an ass-
ociated company 11,457 -
Bank interest received 3,966 4,704
Returns from other investments 2,837 3,703
Guaranteed profit received from a related company - 4,800
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Dividend income received from associated companies 608 -
Increase in long term investments (5,074) (2,932)
Net cash generated from/(utilised in) investing activities 66,997 (71,294)
Net cash outflow before financing activities (22,901) (132,922)

Cash flows from financing activities

New short term bank loans 28(b) 195,286 254,632
New long term bank loans 28(b) 61,200 -
Repayment of bank loans 28(b) (294,972) (234,702)
Dividends paid to minority shareholders of

subsidiaries 28(b) (€)) (670)
Dividends paid to shareholders (157) (6,602)
Proceeds from issue of "A" shares - 156,000
Expenses on issue of "A" shares - (4,520)
Interest income on application monies received on issue of "A" shares - 8,931
Net cash (utilised in)/generated from financing activities (38,646) 173,069
(Decrease)/increase in cash and cash equivalents (61,547) 40,147
Cash and cash equivalents at beginning of year 66,307 26,160
Cash and cash equivalents at end of year 4,760 66,307
Analysis of balances of cash and cash equivalents
Cash and bank balances 94,309 71,837
Bills payable with maturity less than three months (549) (710)
Short term loans with maturity less than three months (89,000) (4,820)

4,760 66,307

The accounting policies and explanatory notes on pages 5 through 36 form an integral part of the financial sta
tements.

Notes to Financial Statements
31 December 1999
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1. Corporate information

Shanghai Sanmao Textile Co., Ltd. (the "Company') was reorganised in the People®s Republic of China (t
he "PRC'") on 28 September 1993 as a joint stock limited company in accordance with the Shanghai Municipality P
rovisional Regulations for Joint Stock Limited Companies. On the same date, it took over, but with retroactiv
e effect from 1 September 1993, the business"s assets and liabilities of Shanghai Worsted Mill No.3 (the "Mill
"), a state-owned enterprise engaged in the manufacture and sale of textile products.

During 1998, pursuant to a special notice and approval from China Securities Supervision and Administr
ative Committee, on 20 July 1998, the Group undertook a restructuring exercise whereby certain of the Company*®
S non-revenue generating assets were disposed of to a related company, Shanghai Textile No.2 (Group) Co., a su
bsidiary of the Company"s major shareholder who owns 36% equity interest in the Company after the new issue of

40 million "A" shares, in exchange for a subsidiary company owned by Shanghai Textile No.2 (Group) Co.

Subsequent to the restructuring exercise and upon approval by the relevant government authorities, the
Company increased its share capital on 30 July 1998 by issuing 40 million "A" shares of par value of Rmbl eac
h at a subscription price of Rmb3.9 per share. The total cash consideration, before deducting the related exp
enses incurred in the issuance of new shares, amounted to Rmb156,000,000. Upon issuance of the additional "A"
shares, the Company"s share capital was increased to Rmb149,547,130 as at 31 December 1998.

The registered office of the Company is located at No.1150 Xuchang Road, Shanghai of the PRC. The Gro
up operates in the PRC and employed 1,575 employees as of 31 December 1999 (1998: 1,774 employees).

2. Summary of significant accounting policies

Basis of presentation

The consolidated financial statements have been prepared in accordance with International Accounting S
tandards ("IAS™) issued by the International Accounting Standards Committee ("l1ASC"), interpretations issued b
y the Standing Interpretations Committee of the IASC and applicable requirements of the PRC law. The consolid
ated financial statements have been prepared on a historical cost basis.

Notes to Financial Statements
31 December 1999

2. Summary of significant accounting policies

Basis of presentation (continued)
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The Company maintains its books and prepares its statutory financial statements in accordance with the
relevant accounting principles and financial regulations applicable to joint stock limited companies establis
hed by the Ministry of Finance of the People”s Republic of China (PRC"™). The subsidiaries maintain their boo
ks and prepare their financial statements in accordance with the relevant accounting regulations applicable to
enterprises established in the PRC. The accounting policies and bases adopted in the preparation of the stat
utory financial statements differ in certain material respects from IAS. The material differences arising fro
m restating the results of operations and financial position to comply with IAS have been adjusted in these fi
nancial statements, but will not be recorded in the accounting records of the Company and its subsidiaries. T
he major adjustments made to conform with IAS included the following:

€)) basis of consolidation;
(b adjustments to the carrying value of long term investments; and
©) adjustments in accordance with prudence concept.

The net impact of these IAS adjustments is set out in note 26.

Basis of consolidation

The consolidated financial statements include the audited financial statements of the Company and its
subsidiaries (the "Group'™) for the year ended 31 December 1999. The results of subsidiaries acquired or dispo
sed of during the year are consolidated from or to their effective dates of acquisition or disposal, respectiv
ely. All significant intercompany transactions and balances within the Group have been eliminated in the prep
aration of the consolidated financial statements.

Certain subsidiaries have been excluded from consolidation as these subsidiaries are not material to t
he net assets and the results of operations of the Group. The Group®s investments in unconsolidated subsidiar
ies are stated at cost less any provisions for permanent diminutions in values deemed necessary by the directo
rs, and are included as unlisted investments under long term investments account.

Subsidiaries
A subsidiary is a company over which the Company has the power to govern its financial and operating p
olicies so as to obtain benefit from its activities.

Notes to Financial Statements
31 December 1999
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2. Summary of significant accounting policies (continued)

Associated companies

An associated company is a company, not being a subsidiary, in which the Group has a long term interes
t of not less than 20% of the equity voting rights and over which the Group is in a position to exercise signi
ficant influence.

The Group®s share of the post-acquisition results and reserves of associated companies is included in
the consolidated income statement and consolidated reserves, respectively. The Group®s investments in associa
ted companies are stated in the consolidated balance sheet at the Group®s share of net assets under the equity

method of accounting less any provisions for permanent diminutions in values deemed necessary by the director
S.

Goodwill

Goodwill arising on consolidation of subsidiaries represents the excess of the purchase consideration
paid over the fair values ascribed to the net underlying assets acquired and is amortised using the straight-I
ine basis over five years. On disposal of subsidiaries, the relevant portion of attributable goodwill previou
sly amortised is written back and included in the calculation of the gain or loss on disposal.

Related parties

Parties are considered to be related if one party has the ability, directly or indirectly, to control
the other party or exercise significant influence over the other party in making financial and operating decis

ions.

Property, plant and equipment

Property, plant and equipment are stated at cost less accumulated depreciation. Depreciation is provid
ed using the straight-line method over the estimated useful lives of the assets, after taking into account the
ir estimated residual values. The estimated useful lives of the assets are as follows:

Buildings 6 to 40 years
Plant and machinery 7 to 28 years
Electronic equipment, motor vehicles and other fixed assets 5 to 22 years

Depreciation of property, plant and equipment acquired from the predecessor company pursuant to the re

organisation in 1993 is calculated on a straight-line basis to write off the cost of such assets over the esti
mated remaining useful lives thereof, after taking into account the condition of these assets when they were a
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cquired by the Company.
Notes to Financial Statements
31 December 1999

2. Summary of significant accounting policies (continued)

Property, plant and equipment (continued)

The carrying amounts are reviewed periodically in order to assess whether they are recorded in excess
of their recoverable amounts, and where carrying amounts exceed the estimated recoverable amounts, assets are
written down to their recoverable amounts. In determining the recoverable amounts of items of property, plant

and equipment, expected future cash flows have not been discounted to their present values.

Subsequent expenditure relating to property, plant and equipment that has already been recognised is a
dded to the carrying amounts of the assets when it is probable that future economic benefits, in excess of the
originally assessed standard of performance of the existing assets, will flow to the enterprise. All other re
storation cost will be recognised as an expense in the period in which it is incurred.

Construction in progress

Construction in progress comprises factories, office buildings, plant and machinery under construction
including the related furniture, fixtures and equipment and is stated at cost. The cost of construction also
includes interest expense on related borrowings during the period of construction, installation and testing.
Construction in progress is transferred to property, plant and equipment when it is ready for its intended us

e.

No provision for depreciation is made on construction in progress until such time as the relevant asse
ts are completed and are ready for their intended use.

Intangible assets

Intangible assets represent the rights-to-use of staff quarters and land-use-rights. The rights-to-u
se of staff quarters and land-use-rights are stated at cost less accumulated amortisation and are amortised ov
er 10 years and 50 years, respectively, on the straight-line basis.

Long term prepayments

Long term prepayments, except value-added-tax (“VAT™) on opening inventories which is used to offset o
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utput VAT payable over a period of five years, mainly include payments to the local utility authorities for th
e increased capacity on the usage of water and electricity. These long term prepayments are stated at cost le
ss accumulated amortisation. According to the estimated useful life of each assets, these prepayments are amo
rtised over 5 to 10 years.

Notes to Financial Statements

31 December 1999

2. Summary of significant accounting policies (continued)

Investments

Short term investments are stated at the lower of cost and market value on a portfolio basis.

Investments held on a long term basis are stated at cost less provisions for any permanent diminutions
in values deemed necessary by the directors of the Company, on an individual investment basis.

The Group has investments in joint ventures with equity interest owned by the Group of less than 20% a
s set out in note 10. Such investments are stated at cost less provisions for permanent diminutions in values

deemed necessary by the directors of the Company.

Income from other investments are dealt with in the income statement to the extent of dividends income
received and receivable during the year.

Operating leases

Leases where substantially all the rewards and risks of ownership of assets remain with the lessor are
accounted for as operating leases. Rentals applicable to such operating leases are charged to the income sta
tement on the straight-line basis over the lease terms.

Inventories

Inventories are stated at the lower of cost, calculated using the weighted average method, and net rea
lisable value. The cost of work in progress and finished goods comprises direct materials, direct labour and a
n attributable proportion of production overheads. Net realisable value is determined on the basis of estimat

ed net selling prices less further costs expected to be incurred to completion and disposal.

Taxation
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PRC income tax is provided at rates applicable to enterprises in the PRC on the income for financial reporting
purposes, adjusted for income and expense items which are not assessable or deductible for income tax purpose
s based on existing PRC income tax legislation, practices and interpretations thereof.

Deferred taxation is provided, using the liability method, for all temporary differences between the tax base
of assets and liabilities and their carrying values for financial reporting purposes. Currently enacted tax r
ates are used to determine deferred income tax.

Notes to Financial Statements
31 December 1999

2. Summary of significant accounting policies (continued)

Foreign currency transactions

The Group®s financial records are maintained and the financial statements are stated in Renminbi (“'Rmb

Foreign currency transactions are recorded at the approximate rates of exchange quoted by the People®s
Bank of China ruling at the transaction dates. Monetary assets and liabilities denominated in foreign currenc
ies at the balance sheet date are translated at the approximate rates of exchange ruling at that date. Exchan
ge differences are dealt with in the income statement.

Retirement benefits scheme

Retirement benefits in the form of contributions under defined contribution retirement plans to regist
ered insurance companies are charged to income statement as incurred.

Revenue recognition

Revenue is recognised when it is probable that the economic benefits will flow to the Group and when t
he revenue can be measured reliably, on the following bases:

€)) on the sale of goods, when the significant risks and rewards of ownership have been transferred to the
buyer, provided that the Group maintains neither managerial involvement to the degree usually associated with

ownership, nor effective control over the goods sold;

() rental income, on a time proportion basis over the lease terms;
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©) interest income, on a time proportion basis, taking into account the principal outstanding and the eff
ective interest rate applicable; and

(D) dividends and investment income, when the shareholders® right to receive payment is established.

Cash and cash equivalents

Cash and cash equivalents represent short term highly liquid investments which are readily convertible
into known amounts of cash and which were within three months of maturity when acquired, less advance from ba
nks repayable within three months from the date of the advance.
Notes to Financial Statements
31 December 1999

3. Revenue

The Group principally derives its revenue from the manufacture and sale of textile products. Revenue
represents the total invoiced value of goods supplied to customers, net of returns and allowances, and after d
educting various types of revenue taxes amounting to Rmb380,000 (1998: Rmbl,625,000), calculated in accordance

with the relevant PRC tax rules and regulations.

4. Other revenue

1999 1998
Notes  Rmb"000 Rmb*000

Income from related party transactions
Gain on disposal of a subsidiary in exchange

for certain operating assets and liabilities 25(a) 30,173 -
Gain on disposal of a subsidiary 25(b) 12,547 -
Gain on disposal of an associated company 25(b) 19,082 -
Guaranteed profits received from a

related company - 4,800
Operating costs absorbed by a

related company - 6,670
Gain on disposal of unlisted corporate

shares - 3,600
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Income from non-related party transactions

Interest income on application monies
received on issue of "A" shares

Investment income

Interest income

Consultancy fee income
Others

Notes to Financial Statements
31 December 1999

5. Profit before tax and minority interests

61,802

8,563
5,729

1,900
1,052

17,244

79,046

Profit before tax and minority interests is arrived at after charging the following:

Interest expense

Depreciation

Amortisation of goodwill

Amortisation of intangible assets
Amortisation of long term prepayments
Contributions to statutory pension scheme
Operating lease rentals

Loss on disposal of long term investments
Loss on disposal of short term investments
(Gain)/loss on disposal of fixed assets
Provision for bad and doubtful debts

Provision for obsolete and slow-moving inventories

1999

Rmb*000

18,470
17,930
2,554
950
127
8,582
505

(312)
1,489
10,529

1998
Rmb*000

20,347
19,507
2,253
772
102
7,772
1,296
166
287

19
4,986
4,047

15,070

8,931
5,980
5,575

2,120
1,641

24,247

39,317
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Provision to write inventories down to net realisable

value - 2,200
Provision for diminutions in values of long
term investments 600 1,300
Write-back of provision for diminutions in values of
short term investments (204) -
Write-back of provision for diminutions in values
of long term investments - (1,787)
6. Tax expenses
1999 1998
Rmb*000 Rmb*000
Group 4,354 5,243
Associated company 455 387
4,809 5,630

Pursuant to a notice issued by the Shanghai Finance and Tax Bureau on 26 June 1998 (“‘the Notice'), the
Company is subject to Enterprise Income Tax ("EIT") at a rate of 33% on its taxable income and that the Compa
ny is entitled to a refund of income tax paid in excess of 15% of the Company®s taxable income. Consequently,
for the financial years ended 31 December 1998 and 1999, the Company computed its EIT based on an effective r
ate of 15% on the Company®"s taxable income. As certain consolidated subsidiaries enjoy preferential EIT polic
y, consolidated subsidiaries of the Company are subject to EIT either at a rate of 15% or 33% on their taxable
income.
Notes to Financial Statements
31 December 1999

6. Tax expenses (continued)

The income tax refund in respect of the current year EIT was received shortly after the year end. In the opin
ion of the directors, EIT refunds were received without recourse. As a result of the State Council®s newly re
leased directive numbered Guo Fa [2000] 2 in respect of correcting the tax refund policies adopted by local go
vernments with effect from 1 January 2000, the Company sought clarification and advice from the relevant gover
nment authorities as to whether the Company may continue to enjoy the tax refund.

Should the aforementioned directive be applicable to the entitlement of the Company®s existing prefere
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ntial tax treatment, then according to the directive, the Company may seek the assistance of local government
authorities in making an application to the relevant national authorities to enable the Company to continue to
enjoy the relevant financial subsidies. However, there is no assurance that the application will be approved

The reconciliation between tax expense and the product of accounting profit in the accompanying consol
idated income statement multiplied by the applicable tax rate of 15% is as follows:

1999 1998
Rmb*000 Rmb*000
Accounting profit in the accompanying consolidated
income statements 39,823 14,993
Tax at the effective tax rate of 15% 5,973 2,249
Over provision in previous year (1,391) -
Tax effect of income and expense items which are
not assessable or deductible for income tax purposes 176 3,256
Effect of different tax rates for certain associated
companies and consolidated subsidiaries 51 125
Current tax expense 4,809 5,630

Notes to Financial Statements
31 December 1999

7. Earnings per share

The calculation of earnings per share for the year ended 31 December 1999 is based on the net profit a
ttributable to shareholders for the year of Rmb35,193,000 (1998: Rmb10,569,000) and 149,547,130 "A"™ and "B" sh
ares in issue during the year (1998: weighted average of 126,423,842 "A"™ and "B" shares).

8. Property, plant and equipment

Electronic
equipment,
motor vehicles
Plant and and other
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Buildings machinery fixed assets Total
Rmb*000 Rmb*000 Rmb*000 Rmb*000
Cost:
At 1 January 1999 128,567 181,881 14,007 324,455
Additions 9,122 2,593 200 11,915
Arising from exchange
of assets - note 28(c) - 21,614 3,356 24,970
Arising from disposal of
subsidiaries - note 28(c) (47,759) (47,782) (1,295) (96,836)
Disposals (162) (3,098) (763) (4,023)
At 31 December 1999 89,768 155,208 15,505 260,481
Accumulated depreciation:
At 1 January 1999 36,219 80,467 6,502 123,188
Provided for the year 4,596 12,249 1,085 17,930
Arising from exchange
of assets - note 28(c) - 12,141 1,235 13,376
Arising from disposal of
subsidiaries - note 28(c) (25,600) (31,341) (631) (57,572)
Disposals €) (2,045) (426) (2,558)
At 31 December 1999 15,128 71,471 7,765 94,364
Net book value:
At 31 December 1999 74,640 83,737 7,740 166,117
At 31 December 1998 92,348 101,414 7,505 201,267

As at 31 December 1999, certain buildings with a net book value of Rmb5,208,198 (1998: Rmb 37,613,335)
have been pledged to secure bank loans.
Notes to Financial Statements
31 December 1999

9. Interests in associated companies

1999 1998
Rmb*000 Rmb*000
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Unlisted investments, at cost 33,367 24,367
Share of net post-acquisition profit less losses 5,247 2,556
Due from associated companies 3,771 20,021
Due to associated companies (4,469) (256)
37,916 46,688
Provision for diminutions in values (243) (243)
37,673 46,445

The balances with associated companies are unsecured, interest-free and have no fixed terms of repayme

nt.
Particulars of the associated companies, which were established in the PRC, are as follows:
Percentage of
equity
Date of attributable
Name establishment to the Group Principal activities
Shanghai Sanlian Textile and Dye Co. 5 May 1993 50% Manufacturing of
textile products
Shanghai Asahi Men®s Suits Co., Ltd. 16 June 1995 50% Manufacturing and
trading of suits and
clothes ironing
Shanghai Huali Organic Pigment Factory 28 April 1993 31% Manufacturing and
trading of organic pigments

Shanghai Shenquan Garment Co., Ltd. 11 August 1993 47.5% Manufacturing and

trading of dresses and
clothes

Shanghai No.2 Worsted Textile Ace
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Industrial Co., Ltd. 12 September 1999 42% Manufacturing of textile
products

As disclosed in note 25 (b), during the year, Shanghai Shansheng Commercial Co., Ltd., in which the Gr
oup had 45% interest, was disposed of to Shanghai Hua Yu Wool & Jute (Group) Co., Ltd., a related party to the
Company, for a consideration of Rmb22,787,000. The gain on disposal of this associated company amounted to R
mb19,082,000.
Notes to Financial Statements
31 December 1999

9. Interests in associated companies (continued)

In the opinion of the directors, adequate provision for diminution in value has been made in respect o
f the above investments.

10. Long term investments
1999 1998
Rmb*000 Rmb*000
Unlisted investments, at cost:
Investments in joint venture companies 16,710 5,810
PRC government bonds 201 555
Unlisted corporate "A"™ shares 13,388 13,353
Other unlisted investments 10,305 10,993
40,604 30,711
Provision for diminutions in values (1,900) (1,300)
38,704 29,411

Particulars of the principal joint venture companies, which were all established and operated in the PRC, are
as follows:

Name Date of Company*s
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establishment Registered capital contribution Principal activities

Shanghai World Best 9 April 1993 US$3,000,000 Rmb2,543,544 International
International Trade trading
Development Co., Ltd.

Shanghai Xinde
Business Development Co., Ltd. 21 April 1993 Rmb30,180,000 Rmb600,000 Wholesale and
retail of
construction
materials

Shanghai Spring Bamboo

Enterprise Development

Company 24 April 1998 Rmb12,000,000 Rmb1,200,000 Manufacturing and
trading of textile
products

Shanghai Hualun Printing

& Dyeing Co., Ltd. 30 August 1999 Rmb40,000,000  Rmb5,000,000 Manufacturing and
trading of textile
products

Shanghai Double Dragon

High Technology

Development Co., Ltd. 29 June 1999 Rmb100,000,000 Rmb6,000,000 Manufacturing and
trading of biological
and high-tech
materials

In the opinion of the directors, adequate provision for diminution in value has been made in respect of the ab
ove investments.

Notes to Financial Statements
31 December 1999

11. Goodwill
1999
Rmb*000
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Cost:
At 1 January 1999 12,772
Arising from disposal of a subsidiary (10,182)
At 31 December 1999 2,590

Accumulated amortisation:

At 1 January 1999 2,253
Charge for the year 2,554
Arising from disposal of a subsidiary (4,072)
At 31 December 1999 735

Net book value:

At 31 December 1999 1,855
At 31 December 1998 10,519
12. Intangible assets

Rights-to-use of Land-use-

staff quarters rights Total
Rmb*000 Rmb*000 Rmb*000
Cost:
At 1 January 1999 6,630 5,643 12,273
Arising from disposal of a subsidiary - (295) (295)
At 31 December 1999 6,630 5,348 11,978
Accumulated amortisation:
At 1 January 1999 1,645 877 2,522
Charge for the year 763 187 950
Arising from disposal of a subsidiary - (145) (145)
At 31 December 1999 2,408 919 3,327
Net book value:
At 31 December 1999 4,222 4,429 8,651
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At 31 December 1998 4,985 4,766 9,751
Notes to Financial Statements
31 December 1999

13. Long term prepayments
Deemed input Other
VAT on opening long term
inventories prepayments Total
Rmb*"000 Rmb*000 Rmb*000
Cost:
At 1 January 1999 3,627 1,203 4,830
Arising from disposal of
subsidiaries (1,358) - (1,358)
At 31 December 1999 2,269 1,203 3,472
Accumulated utilisation/amortisation:
At 1 January 1999 2,608 424 3,032
Utilisation/charge for the year 1,019 127 1,146
Arising from disposal of
subsidiaries (1,358) - (1,358)
At 31 December 1999 2,269 551 2,820
Net book value:
At 31 December 1999 - 652 652
At 31 December 1998 1,019 779 1,798

Effective from 1 January 1994, a new VAT system was introduced in the PRC. In accordance with the dir
ectives issued by the relevant government authorities, a deemed input VAT amount calculated based on the value
of the opening inventory should be excluded from the carrying value of the opening inventory at 1 January 199
4 and should be transferred from the opening inventory balance as at that date to long term prepayments.

In May 1995, a new directive was issued jointly by the Ministry of Finance and the State Tax Bureau re
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garding the VAT on opening inventories. According to the new directive, the deemed input VAT amount can be us

ed to offset output VAT payable over a period of five years.
e used each year for offsetting output VAT payable.

In general, 20% of the VAT deferred assets can b

During the year ended 31 December 1999, as approved by the Shanghai Tax Bureau, Rmb1,019,000 of the de

emed input VAT on opening inventories was utilised to offset VAT liability.

As at 31 December 1999, the deemed input VAT on opening inventories was fully utilised.

Notes to Financial Statements
31 December 1999

14. Short term investments

Marketable securities

Market value

15. Inventories

Raw materials
Work in progress
Finished goods

Less: Provision for inventory obsolescence

16. Prepayments and other receivables
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1999
Rmb*000

5,581

5,581

1999
Rmb*000

42,251
30,312

108,268

180,831
(23,355)

157,476

1999

1998
Rmb*000

397

397

1998
Rmb*000

25,512
36,242

106,575

168,329
(24,397)

143,932

1998



SHANGHAI SANMAO TEXTILE CO.,LTD

Rmb*000 Rmb*000
Loan receivables 800 800
Prepayments 10,485 5,357
Other receivables 66,206 32,412

77,491 38,569

Loan receivable of Rmb800,000 (1998: Rmb800,000) represent loans to a third party by the Company throu
gh the Industrial and Commercial Bank of China and are guaranteed by a third party, Shanghai Electrical Engine
ering Co., Ltd. and bear interest at rates ranging from 5.1% to 7.7% (1998: 5.1% to 7.7%) per annum.

Notes to Financial Statements
31 December 1999

17. Due from related companies
1999 1998
Notes  Rmb"000 Rmb*000
Due from Shanghai Hua Yu
Wool & Jute (Group) Co., Ltd. 17(a) 30,065 30,526
Due from other related companies 17(b) 21,000
51,065 30,526
Less: Portion classified as long term receivable (20,873) -
30,192 30,526

€)) Shanghai Hua Yu Wool & Jute (Group) Co., Ltd., was formerly known as Shanghai Textile No.2 (Group) Co.
Further details of the related party transactions between the Group and Shanghai Hua Yu Wool & Jute (Group)
Co., Ltd. and the outstanding balance arising therefrom are set out in note 25 to the financial statements.

As at 31 December 1999, the balances due from Shanghai Hua Yu Wool & Jute (Group) Co., Ltd. represented:
Interest rate

Nature of balance Date of repayment per annum Notes 1999 1998
Rmb*"000 Rmb*000
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Absorption of operating cost 31 August 1999
Acquisition of a subsidiary 31 December 1999
and an associated company

Outstanding consideration in 24 December 2001
respect of disposals of
- a subsidiary - an associated company

8.4%
8.4%

Interest-free

Trade receivable Under normal commercial credit terms Interest-free

Interest receivable

25(b)
25(b)

9,543
11,330
20,873

7,429
1,763

30,065

6,670
14,120

20,790

8,311

1,425

30,526

The outstanding consideration receivable from Shanghai Hua Yu Wool & Jute (Group) Co., Ltd. in the amo

unt of Rmb20,873,000 has been classified as a long term receivable.

(b) The amounts due from other related companies are unsecured, interest-free and are repayable on 29 Apri

1 2000.
Notes to Financial Statements
31 December 1999

18. Share capital

At 31 December 1999, the registered and issued share capital of the Company was as follows:

Number of shares
1999 1998

"A" shares of par value Rmbl
each issued to :
State government of the PRC 53,997,130

PRC corporate investors 8,250,000
PRC individual investors 51,000,000
113,247,130

"B" shares of par value Rmbl
each issued to foreign

Share capital

1999
Rmb*000

53,997,130
8,250,000
51,000,000

113,247,130
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1998
Rmb*000

53,997
8,250
51,000

113,247

53,997
8,250
51,000
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investors 36,300,000 36,300,000 36,300 36,300

149,547,130 149,547,130 149,547 149,547

The "A"™ and "B" shares carry equal rights with respect to the distribution of the Company®s assets and
profits and rank pari passu in all other respects.

The "A" shares may only be held by State government and PRC investors and the "B" shares may only be h
eld by foreign investors.

19. Reserves
Statutory Discre-
Statutory public tionary
Capital surplus welfare surplus Retained
reserve reserve fund reserve profits Total
Rmb*000 Rmb"000 Rmb*000 Rmb*000 Rmb*000 Rmb*000
At 1 January 1999 238,181 12,307 6,697 11,037 7,559 275,781
Net profit for the year - - - - 35,193 35,193
Transfer to reserves -
1998 net profit - - 1,883 - (1,883) -
1999 net profit - 4,196 - - (4,196) -
Arising from disposal
of a subsidiary - (325) - - - (325)
At 31 December 1999 238,181 16,178 8,580 11,037 36,673 310,649

Reserves retained by:
Company and
subsidiaries 238,181 16,178 8,580 11,037 31,426 305,402
Associated companies
- - - - 5,247 5,247

238,181 16,178 8,580 11,037 36,673 310,649

Notes to Financial Statements
31 December 1999
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19. Reserves (continued)

In accordance with the relevant PRC regulations and the Company®s articles of association, the Company
is required to allocate 10% of its profit after taxation, as determined in accordance with the PRC accounting
standards and regulations applicable to the Company, to the statutory surplus reserve until such reserve reac

hes 50% of the registered capital of the Company. Subject to certain restrictions set out in the relevant PRC
regulations and the Company®"s articles of association, the statutory surplus reserve may be distributed to sh
areholders in the form of scrip dividends.

In accordance with the Company Law of the PRC, the Company is required to transfer 5% to 10% of its pr
ofit after tax, as determined in accordance with the PRC accounting standards and regulations applicable to th
e Company, to a statutory public welfare fund ("PWF) which is a non-distributable reserve other than in the e
vent of the liquidation of the Company. PWF must be used for capital expenditure on staff welfare facilities
and these facilities will remain the property of the Company. When the PWF is utilised, an amount equal to th
e lower of cost of the assets and the balance of the PWF will be transferred from the PWF to the discretionary

surplus reserve. On disposal of the relevant assets, the original transfers from the PWF are reversed.

During 1999, a subsidiary company, Shanghai Chunming Textile Co., was disposed of to Shanghai Hua Yu W
ool & Jute (Group) Co., Ltd., and the related statutory surplus reserve amounted to Rmb325,000 was transferred
out accordingly.

For the fiscal year of 1998, an appropriation of 5% of the Company"s profit after tax, amounting to Rm
b1,883,164, to the statutory public welfare fund was approved by the shareholders in the annual general meetin
g held on 28 May 1999.

Subsequent to the balance sheet date and subject to the shareholders®™ approval in the forthcoming annu
al general meeting, the directors recommended an appropriation of 5% of the Company®s profit after tax to the
statutory public welfare fund and a bonus issue of one and a fifth shares for every ten existing shares held b
y shareholders of "A" and "B" shares of the Company.

The above recommendations have not been incorporated in the financial statements.

Notes to Financial Statements
31 December 1999

20. Interest-bearing loans and borrowings

1999 1998
Rmb*000 Rmb*000
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Bank loans:
Secured 4,850 14,450
Guaranteed 253,440 199,596
258,290 214,046
Bank loans repayable:
Within one year 197,090 210,746
In the second year 1,200 3,300
In the third to fifth years, inclusive 60,000 -
258,290 214,046
Portion classified as current liabilities (197,090) (210,746)
Long term portion 61,200 3,300

All the bank loans are denominated in Rmb and bear interest at rates ranging from 6.14% to 9.70% (1998
: 5.49% to 18%) per annum. Bank loans amounting to Rmb4,850,000 (1998: Rmbl4,450,000) is secured by the build
ings of the Company with a net book value of Rmb5,208,198 (1998: Rmb37,613,335). Of the guaranteed bank loans
, Rmb154,700,000 (1998: Rmb145,940,000) were cross-guaranteed by related parties.

21. Non-interest-bearing loans and borrowings
1999 1998
Note Rmb*000 Rmb*000
Government loan 22 1,107 1,107
Amount due to Shanghai Textile
Holding (Group) Company 446 446
1,553 1,553

The amount due to Shanghai Textile Holding (Group) Company is unsecured, interest-free and has no fixe
d terms of repayment.
Notes to Financial Statements
31 December 1999
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22. Government loan

As part of the reorganisation, the management of certain facilities, including the staff canteen and t
he child care centre, was assigned by the Shanghai State-owned Asset Administrative Bureau to the Company for
the benefit of the employees. A corresponding long term government loan in respect of these assets was taken
up by the Company. The loan is unsecured, interest-free and has no fixed terms of repayment.

23. Retirement benefits

In accordance with the regulations of the Shanghai Municipal Government, the Group is required to cont
ribute employee retirement benefits to the Labour Department of the Shanghai Municipal People®s Government. T
he contributions are calculated based on 25.5% (1998: 25.5%) of the salaries of the existing employees of the
Group.

24. Dividends

Dividends to "A"™ shareholders are payable in Renminbi (“'Rmb™).

Dividends to "B" shareholders are payable in United States dollars (USD). The rate of conversion betw
een USD and Rmb to be applied is the Rmb to USD weekly weighted average conversion rate quoted by the People®s
Bank of China for the calendar week immediately prior to the date of the announcement of the dividends.

According to the relevant regulations in the PRC, distributable profits available for appropriation as
dividends is the lower of the amount determined under PRC accounting standards and the amount determined unde
r International Accounting Standards.

25. Related party transactions

Shanghai Textile Holding (Group) Company has a controlling interest in the Company because it owns 36%
equity interest in the Company and was the major shareholder of the Company as at 31 December 1999.

Shanghai Hua Yu Wool & Jute (Group) Co., Ltd. (“Hua Yu'), formerly known as Shanghai Textile No.2 (Gro
up) Co., is considered to be a related party of the Company as both companies are under the common control of
Shanghai Textile Holding (Group) Company.

Notes to Financial Statements
31 December 1999
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25. Related party transactions (continued)

During the year, the Group had significant related party transactions as follows:

Name of company Nature of transactions

Unconsolidated subsidiaries:

Shanghai Sanmao Textile Co. Ltd. Sale of woolen products
- Dalian Company Purchases of woolen products
Shanghai Sandie Clothes Co. Sale of woolen products

Purchases of woolen products

Associated companies:

Shanghai Sanlian Textile and Dye Co. Processing fee paid
Sale of raw materials

Shanghai Shenquan Garment Co.,Ltd. Interest income
Shanghai No.2 Worsted Textile Ace Processing fee paid
Industrial Co., Ltd. Sale of woolen products

Purchases of woolen products

Sale of raw materials

Purchases of raw materials
Other related parties:

Shanghai Hua Yu Wool & Jute Exchange for a subsidiary in 1998 ()

(Group) Co., Ltd. and subsequently
disposed of in 1999

Acquisition of a subsidiary

Disposals of a subsidiary and (b)

[60]

1999
Rmb*000

2,215
566

1,993
2,926

1,522

188

2,167
4,732
8,004
1,386
1,747

51,090

41,873

1998

Rmb*000

2,509

920
4,811

51,163

9,250
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an associated company

Sale of woolen products
-Sales value

-Average gross profit
margin

Acquisition of an associated company ©)

Guaranteed profits received

Absorption of operating

costs incurred

by a newly acquired subsidiary

Purchases of corporate shares

Interest income

Sale of raw materials, at cost

Purchases of raw materials

Processing fee income

Processing fee paid

Shanghai Textile Finance Disposal of corporate shares

& Technology Investment
Company Profit from disposal of
corporate shares

Shanghai Sansheng Commercial Co., Ltd.
Interest income

Notes to Financial Statements

31 December 1999

Purchases of raw materials

25. Related party transactions (continued)
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12,600

1,763

104

2,762

1,724

350
859

14,226

30%

3,630

4,800

6,670

3,000

1,425

5,853

17,144

773

1,427

6,600

3,600
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€)) On 29 December 1999, upon approval by the Ministry of Finance, the Company disposed of its interest in
Shanghai Chunming Textile Co. (“Chunming'), a wholly-owned subsidiary of the Company, to Hua Yu in exchange f
or certain operating assets and liabilities of Shanghai First Mill Factory ("SFMF'"). According to the assets
valuation performed by Shanghai Orient Certified Appraisers (""SOCA™) on 31 October 1999, the consideration for
the exchange of Chunming for the operating assets and liabilities of SFMF was agreed at Rmb51,090,000 and thi
s resulted in a gain on disposal of Chunming of Rmb30,173,000.

The consideration for the disposal of Chunming approximates to its original cost of acquisition and co
nsequently, the net gain on disposal primarily represents losses incurred by Chunming from the date of acquisi
tion to its disposal and the amortisation of goodwill on consolidation of Chunming.

(b On 24 December 1999, the Company entered into agreements with Hua Yu for the disposals of 100% owned s
ubsidiary, Shanghai Xinxin Commerce Co. ("Xinxin"™) and a 45.2% owned associated company, Shanghai Sansheng Com
mercial Co., Ltd. ("Sansheng') to Hua Yu. According to the agreements, considerations for the disposals of Xi
nxin and Sansheng amounted to Rmb19,086,000 and 22,787,000, respectively. Furthermore, it was stipulated that
50% of the consideration was paid by Hua Yu before the year ended 31 December 1999 and the remaining balance

is repayable on 24 December 2001. Accordingly, Rmb21,000,000 was paid by Hua Yu and the outstanding balance r
eceivable from Hua Yu as at 31 December 1999 amounted to Rmb20,873,000.

The foregoing transactions are summarised as follows:

Disposal of

Disposal of an associated
a subsidiary company Total
Rmb*000 Rmb*000 Rmb*000
Considerations 19,086 22,787 41,873
Deposits received (9,543) (11,457) (21,000)
Amount due from a related
company (note (17)) 9,543 11,330 20,873

The gains on disposal of the subsidiary and an associated company were Rmb12,547,000 and Rmb19,082,000
, respectively.
Notes to Financial Statements
31 December 1999

[62]



SHANGHAI SANMAO TEXTILE CO.,LTD

25. Related party transactions (continued)

(©) On 23 November 1999, the Company entered into an agreement with Shanghai Taideng Investment Administra
tion Co., Ltd. ("STIA") and acquired a 46% interest in Shanghai No. 2 Worsted Textile Ace Industrial Co., Ltd.

("ACE™). ACE was incorporated on 12 September 1999 as a limited company and the registered capital of ACE wa
s Rmb15,000,000. Its principal activities are the manufacture and sale of textile products. The consideratio
n for acquiring the 46% interest in ACE was Rmb6,900,000, which was determined based on 46% of the registered
capital of ACE.

Subsequent to the transfer of interest from STIA, ACE increased its registered capital from Rmbl5,000,
000 to Rmb30,000,000. The Company increased its investment in ACE by Rmb5,700,000 and the total interests held
by the Company in ACE as at 31 December 1999 amounted to Rmb12,600,000, representing a 42% interest in ACE.

The entire consideration for acquiring ACE of Rmb12,600,000 was settled by Hua Yu and was offset again
st the amount due from Hua Yu (note 28(d)(ii)).

(d) In the opinion of the directors, transactions with the related parties, other than those disclosed in
note 25(a) to 25(c) above, were conducted on an arms-length basis and were under normal course of business.

©) As at 31 December 1999, cross-guarantee given to banks in connection with facilities granted to associ
ated companies and other related parties aggregately amounted to Rmb155,698,000 (1998: Rmb96,950,000).

26. Impact of IAS on net profit for the year and net assets
Net profit for the year Net assets
1999 1998 1999 1998
Rmb*000 Rmb*000 Rmb*000 Rmb*000

As reported in the statutory audited
financial statements of the Group
prepared in accordance with the

relevant PRC accounting regulations 40,987 31,721 480,859 442,573
Cumulative IAS adjustments, net (5,794) (21,152) (20,663) (17,245)
As restated in these financial statements 35,193 10,569 460,196 425,328

Notes to Financial Statements
31 December 1999
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27. Principal subsidiaries

As of 31 December 1999, the Group had the following subsidiaries which were all

established in the PRC:

Name

Consolidated
subsidiaries:

Date of
establishment

Shanghai Sanmao Textile Co., Ltd. - Guangzhou SB Co. 17 June 1994

Shanghai Sanmao Textile Co., Ltd. - Wuhan Sandie Co. 23 June 1995

Taicang Sanlei Woolen Industrial Co.
extile products

Shanghai Sandie Woolen Goods Sales Co.

Shanghai Sanxin Industrial and Trading Co.
extile products

Wujiang Shenwu Woolen Industrial Co.
extile products

Shanghai Textile No.2 (Group) Co.,
Donggou sub-factory
T woolen textile

Consolidated subsidiaries disposed of:

Shanghai Chunming Textile Co. - note 25(a)
lesale and retail of textile and clothing

Shanghai Xinxin Commerce Co. - note 25(b)

19 September 1995

23 August 1996

17 September 1992

29 April 1993

18 September 1993

18 August 1994

8 September 1993

[64]

Percentage of

equity

attributable
to the Group Principal activities

100%

100%

100%

94%

70%

55%

55%

100%

100%
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Trading of textile products

Manufacturing and trading of t
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The subsidiaries disposed of during the year contributed operating losses in the aggregate amounts of
Rmb16,832,000 to the Group"s profit after taxation.
Notes to Financial Statements
31 December 1999

27. Principal subsidiaries (continued)

Percentage of

equity
Name Date of attributable

establishment to the Group Principal activities

Principal activities
Unconsolidated subsidiaries:
Shanghai Sanya Co. 18 January 1994 100% General trading
Shanghai Sanmao Textile Co.,
Ltd. - Dalian Company 13 November 1997 100% Trading of textile products
Shanghai Sandie Clothes Co. 15 August 1997 90% Manufacturing and trading

of textile products

Shanghai Sandie Advertisement &
Decoration Co., Ltd. 23 November 1995 80% Design and advertising
services

Shanghai Sanmao Textile Co., Ltd.- Sandie Clothes Co
22 December 1994 56% Manufacturing and trading
of textile products
Notes to Financial Statements
31 December 1999

28. Notes to the consolidated cash flow statement
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€)) Cash flows from operating activities

Profit before tax and minority interests

Adjustments for:

Depreciation

Amortisation of goodwill

Amortisation of intangible assets

Amortisation of long term prepayments

Interest expense

Loss on disposal of long term investments

Loss on disposal of short term investments

Gain on disposal of an associate company

(Gain)/loss on disposal of subsidiaries

(Gain)/loss on disposal of fixed assets

Provision for diminution in value of long term
investments

Write-back of provision for diminution in value
of short term investments

Write-back of provision for diminution in value
of long term investments

Operating costs absorbed by a related company

Guaranteed profits received from a related company

Interest income on application monies received
on issue of "A"™ share

Gain on disposal of unlisted corporate shares

Investment income

Investment income in an associated company

Interest income

Operating profit before working capital changes:
Decrease in accounts receivable
Decrease in inventories
Increase in prepayments and other

receivables
Increase in amount due from related

[66]

1999
Rmb*000

39,823

17,930
2,554
950
127
18,470

(19,082)
(42,720)
(312)

600

(204)

(8,563)
(3,299)
(5,729)

545
2,938
11,041

(29,623)
(20,539)

1998
Rmb*000

14,993

19,507
2,253
772
102
20,347
166
287

605
19

1,300

(1,787)
(6,670)
(4,800)

(8,931)
(3,600)
(5,980)
(2,639)
(5,575)

20,369
1,109
28,481

(5,909)
(23,856)
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companies
Decrease in bills payable (6,027) (15,677)
Decrease in accounts payable (11,050) (44,184)
Decrease in accruals and other payables (13,199) (1,956)
Cash utilised in operations: (65,914) (41,623)
Interest paid (19,626) (17,910)
Income tax paid (4,358) (2,095)
Net cash outflow from operating activities (89,898) (61,628)
Notes to Financial Statements
31 December 1999
28. Notes to the consolidated cash flow statement (continued)
() Analysis of changes in financing activities during the year
Capital
Capital reserve Bank loans
Rmb*000 Rmb*"000 Rmb*000
At 1 January 1999 149,547 238,181 209,226
On disposal of subsidiary
companies (note c) - - (1,450)
Net cash outflow from financing - - (38,486)
Dividends paid to minority
shareholders of subsidiaries - - -
Loss attributable to minority
interests - - -
At 31 December 1999 149,547 238,181 169,290
©) Effect of the disposal of subsidiaries on the consolidated cash flow statement
Rmb*"000

Net assets disposed of :

[67]
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Rmb*000
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Property, plant and equipment, net 39,264
Goodwilll 6,110
Intangible assets, net 150
Accounts receivable, net 1,340
Inventories, net 8,428
Prepayments and other receivables 19,051
Cash and bank balances 743
Long term investment 192
Accounts payable (1,959)
Accruals and other payables (13,994)
Short term loan (22,020)
Tax payable (9,849)
27,456
Gain on disposal of subsidiaries 42,720
70,176

Notes to Financial Statements
31 December 1999

28. Notes to the consolidated cash flow statement (continued)

Satisfied by:

(©) Effect of the disposal of subsidiaries on the consolidated cash flow statement (continued)

Satisfied by:

Rmb*000
Exchange for operating assets and liabilities

Cash 11,304
Inventories 33,013
Accounts receivable 10,136
Other receivables 5,648
Property, plant and equipment, net 11,594
Short term loan (20,570)
Accruals and other liabilities (35)

51,090
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Cash consideration 19,086

70,176

Analysis of the net inflow of cash and cash equivalents in respect of disposal of subsidiaries :

Cash exchanged in 11,304
Cash consideration received 9,543
Cash and bank balances disposed of (743)
20,104
(D) Major non-cash transactions
O) During the year, the Company disposed of 100% equity interest in Shanghai Chunming Textile Co. for a c

onsideration of Rmb51,090,000. The consideration for the disposal of Chunming was satisfied by transfers of c
ertain operating assets and liabilities, excluding the cash in the amount of Rmbl1,304,000, from Shanghai Firs
t Mill Factory, as set out below:-

Rmb*000
Inventories 33,013
Accounts receivable 10,136
Other receivables 5,648
Property, plant and equipment, net 11,594
Short term loan (20,570)
Accruals and other liabilities (35)
39,786
Notes to Financial Statements
31 December 1999
28. Notes to the consolidated cash flow statement (continued)

(d) Major non-cash transactions (continued)
(i) During the year, the Company acquired 42% interest in Shanghai No. 2 Worsted Textile Ace Industrial Co

., Ltd. for a total consideration of Rmbl2,600,000. The consideration was paid up by Shanghai Hua Yu Wool & J
ute (Group) Co., Ltd., and was offset against the amount due from Shanghai Hua Yu Wool & Jute (Group) Co., Ltd
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. (note 25(c)).-

29. Segmental information

The Group®s revenue and profit were mainly derived from the manufacture and sale of woolen fabrics and
the principal assets employed by the Group are located in the People®s Republic of China, accordingly, no seg
mented analysis by business and geographical segment is provided for the year.

30. Contingent liabilities

At the balance sheet date, contingent liabilities not provided for in the financial statements were as

follows:
1999 1998
Rmb*000 Rmb*000
Bills discounted 2,000 3,710
Guarantee given to banks in connection with
facilities granted to:-
Associated companies 5,600 6,550
Related parties 150,098 90,400
Third parties - 400
157,698 101,060
Notes to Financial Statements
31 December 1999
31. Commitments
1999 1998
Rmb*000 Rmb*000
Capital commitments:
Contracted for 3,615 4,441

Lease commitments:
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Future minimum commitments payable under
non-redeemable operating leases for land
and buildings are as follows:

Within one year 190 1,123
In the second to fifth years, inclusive 517 1,750
After five years 5,006 5,822
5,713 8,695
32. Financial instruments

Financial assets of the Group include cash and bank balances, time deposits, short term investments, a
ccounts receivable, loan receivables, prepayments and other receivables and the amount due from a related comp
any. Financial liabilities of the Group include bank loans, bills payable, accounts payable, accruals and oth
er payables and dividends payable.

Interest rate risk

The interest rates and terms of repayment of the bank loans of the Group are disclosed in note 20.

Credit risk

Cash at bank and in hand

Substantial amounts of the Group®s cash and bank balances are deposited with the Bank of China, the In
dustrial and Commercial Bank of China, Bank of Communications, Shanghai Pudong Development Bank, China Constru
ction Bank and Bank of Shanghai.

Accounts receivable

The Group does not have a significant exposure to any individual customer or counterpart. The major c
oncentrations of credit risk arise from exposures to a substantial number of accounts receivable operating in
one geographical region, ie, the PRC.

Notes to Financial Statements
31 December 1999
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32. Financial instruments (continued)

Fair value

The fair values of cash and bank balances, time deposits, short term investments, accounts receivable,

loan receivables, prepayments and other receivables, the amount due from a related company, bills payable, ac

counts payable, accruals and other payables and dividends payable are not materially different from their carr
ying amounts.

The carrying values of short term bank loans are estimated to approximate their fair values based on t
he nature or short term maturity of these instruments.

The fair values of long term bank loans, as estimated by applying a discounted cash flow using current
market interest rates for similar financial instruments, approximate their carrying values.

Fair value estimates are made at a specific point in time and are based on relevant market information
and information about the financial instruments. These estimates are subjective in nature and involve uncert
ainties and matters of significant judgement and therefore cannot be determined with precision. Changes in as
sumptions could significantly affect the estimates.

33. Subsequent event

Pursuant to an agreement (‘'the Agreement'™) entered into between the Company and Shanghai First Mill Fa
ctory on 28 December 1999, a company (“'New Company') with a registered capital of Rmb55,000,000 will be incorp
orated by the Company and Shanghai First Mill Factory. Under the Agreement, capital will be contributed by th
e Company by way of fixed assets and current assets, totalling Rmb49,500,000, and represents 90% of the regist
ered capital of the New Company. Shanghai First Mill Factory will contribute Rmb5,500,000 in cash as investme
nt capital, representing 10% of the registered capital of the New Company.

On 28 January 2000, certain fixed assets, inventories and bills receivable with respective carrying values of
Rmb11,590,000, Rmb33,010,000 and Rmb4,900,000 were contributed by the Company as investment capital for incorp
oration of the New Company, namely, Shanghai Shengyi Mill Co., Ltd. The capital contributed by the Company an
d Shanghai First Mill Factory have been verified by a certified public accountant registered in the PRC. Cons
equently, Shanghai Shengyi Mill Co., Ltd. became a 90% owned subsidiary of the Company.

34. Comparative amounts
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Certain comparative amounts have been reclassified to conform with the current year®s presentation.
Notes to Financial Statements
31 December 1999

35. Approval of the financial statements

The financial statements were approved by the board of directors on 28 March 2000.
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