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OTWE 249,057,104.91 221,039,821.50 28,017,283.41

Auj ¢ - 0DPOPXEAT
pHOU (20uEOEE

020p3EL:

ETAGEy +yheLy ETAGEy +yheLy
CalmOp 519,859,132.85 463,193,639.30 413,867,055.59 366,918,705.89 105,992,077.26 96,274,933.41

R C10AR - AFTY:° EaY»0X

(0») " 20U¢ 9OE2@TupALIgAR - 1%Cé s 6

1j ¢ 20U¢ OFLETupALIGAR - 1,

FOOUAG3E x¢24p00 -
ETO£Cato  01E(Y TA)1«E%  EA”"OPA- 3304

0¢pU%d+E38AOERODTPL«EY,  0&Y-E jAGE®3CAUO°11°A
0¢pU%O+E3S3EETODTP1«EY:  1h-EQE j3EETEDATOCODYT
ET°£0¢DUpcAO»& 140CA+0A

E-TPTyOPTPL«EY, 1%-EOE{ TPTyCaE A-81°A
ETo£0¢DUTORO0R+EODTPL«EYETOLEDIAAEA - 16594
ETo£0¢DUT10£0A2029p38  ETOLEPAT  6A-2160°A
EOOYOCDUOAOUODTPI«EY:  EOOYE®E«A089°A

AT -COCDUOAETAYRODTPL«EY,:

Ladysmith 3370 of South Africa

ETo£0¢DU2ED | °lix° 0D Th1«EY,

0+020uTn
¢2-Ci¢ITxEj¢TUED ¢
E&vEj COEOT

+EAAj CARE -

+EAAj CARE-

UCAO»& TY0CK+

o] BSASTLI. B
+EAaY°AgYpYO1a
ug2a.2-¢

+EAAYCTAUR
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16,623,710.00
39,491,370,57

020pA«AQ

ETA&EY

+YABEY

0B+%AGONETY %-Y%ADOOE»OARDT

EUE "%-02
xQ1«EY)
x01«EY

x01«EY,
x01«EY
0N
x01«EY,

x01«EY,

130DEGON
ODTPL«EY
OPTP1«EY

ODTPL«EY

OPTb1«EY%
Aaoa
0PTPL«EY

0D TP1«EY

OOEEEU

OOEEE(



HERO(GROUP)CO.,LTD

ETOEEDEOT«” "++1«A-2400°A 2EQ;j°ix°°D E«xExO1«E¥  OPTPL«EY: OOEEEU
ET°£0¢D0T0" U3g- ¢,
Eex ODTPL«EY, ETOLEDEOY« "++1«A-2400°A  3g- Eet, E«xExO1«EY; OPTPL«EY OOEEEU
ET°£0CDUEIECODTPI«EY,  ETP£AO0T«Ia, RCA+EECa
°AAEA-185°A628E0 1(HEA3OX E«xExQ1«EY: (0}3] IR = OOEEEU
ETO£°A- £00+T0DTPI«EY:  ETOLEDETA-EVA-226°A O0+TEG2UTUED x01«EY OPTPL«EY OOEEEU
ETO£°£¢ ENTED, 0AA"©
012] [2ER=7 ETOLEDAOY« " ++1«A-2400°A EU,0AA" °EG20 xOL«EY, OPTbL«EY: O0EEEU
ET°£0¢DUpgx00AK - 0D TPL«EY,
ETOLEDAOT«” " ++1«A-2400°A | [V BN x01«EY (0}2] [ER = OOEEEU
ET°£0¢D0" 6%Eue0pThL«EY:

ETO£EPD+TAA- 2671°A£-2673°A 2100j¢xjEp E«xExQ1«EY: (012 [ER = »EOA2y
ETo£0R+EAGYPTD3S ETOLED»OEHA - 726°A OF+EA&YD E«xExO1«EY (0}2] [ER = 1£%0Aa
ET°£0¢D0" 0x0»038 ETo£EDT10¢CAA-50004 “ox0»0 E«xEx01«EY OPTbL«EY 1£Y0An
ET°£, OCUODTP1«EY ETO£EDY%-EOA - 627°A ,ocU E«xEx01«EY 012 [-ERA=7 OOEEEU
ETO£0¢DUOAEUETECODTPL«EYETOLEO«Ta, RCATEECa

°AAEA- 185°A642E0 1(HEA3OX x01«EY; OPTP1«EY, OOEEEU
ETo£0¢DUTO 3 - ¢ Eet, 3g-Eet,
TAEOOPTPL«EY, ETOLEDEOT« " ++1«A- 2400°4 TAEGa%RTUEC x01«E¥ 012 [-ER=7 OOEEEU
ETo£0¢DUED, OAA"°  ETOLEREOY« "++1«A-2400°A FOAUx°4é-pTh x01«EY, OPTbL«EY OOEEEU
°2x°0pTh1«EY,
ETo£0¢DUA30X0DTPI«EY:  ETOLEDAT  6A-2088°A A30x x01«E¥ OPTPL«EY: OOEEEU
ETOL0AEGOE+EOPTP1«EY.  ETOLEDTA%A - 45604 +FAR x01«EY, OPTb1«EY, 0ICi
ET°£C4la3g- (Ee+ ODTPL«EYUETOLEDEOT«EYAOA-84°A  3g. Eet, x01«EY, 0pIpr«E%  OOEEEU

ETOLEDLIODXEZGLUATT Ot»a00» 1 1GXET EU(1995)210A] TLO00EUE ETOECAL D B1E (U TA) LE%T30»¥-GRETOECAL, G1E (U TA) LeELy
OPXE2GARG, " § - BUE Hi-OPLIALEN £

2i ¢ 200¢ GOFLTUPALPAR - hx CRAXE+YY;° Fatay

EOOpADZE Aé36Ey +%AB06Y.0 +YABYGEU AGACEY

ETP£CALo  0rE(Y TA)1«EY 4,199,410,000.00 4,199,410,000.00
0¢pU%d+E38AGERODTPL«EY; 43,240,000.00 43,240,000.00
0¢DUYO+E3§3EETODTPL«EY, 16,198,191.47 16,198,191.47
ET°£0¢DUpcAO»2 140CA-0AE - TPTYODTPL«EY%:  9,164,930.73 9,164,930.73
ETo£0¢DUT0£00A+EODTPLEY: 2,334,898.98 2,334,898.98
ETo£0¢DUT0R00E+EARORYH3S 1,049,659.04 1,049,659.04
EOOYO¢DUOAOODTPL«EY; 10,000,000.00 10,000,000.00
AT -COCDUOA+ETAYRODTPL«EY: 9510AAG2 9510AA02
ETo£0¢DU2E0 °Uix°0DTP1«EY, 8,260,260.64 8,260,260.64
ETe£0¢DUTO 130 - ¢ Ee+_ ODTPL«EY 10,000,000.00 10,000,000.00
ETo£0¢DUETECOPTPL«EY,: 40,000,000.00 40,000,000.00
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ETO£°A- £00+T0DTPL«EY;

ETO£°£¢ EUTED, OAA” °0DTPL«EY:
ET°£0¢DUpgx00A - 0D TPL«EY,
ET°£0¢DU” 6%Eue0DThL«EY
ETo£0£+EAGYDYD3S

ETo£” 0x0»038

ET°£, OCUODTP1«EY
ETo£0¢DU0AEUETEGODTPL«EY,
ETo£0¢DUTO 13- ¢ Eex TAEUODTPL«EY:
ETo£0¢DUED, 0AR” °°2x°0DTh1«EY
ET°£0¢DUA30XOPTPL«EY,:
ETOL0AEGOE+EODTPL«EY,:
EI°£Ca1a3g- (Ee+ OPTD1«EY,

3j¢” ®0U; POELOTPUALPAR - YEUSOLE - Y»OF Ol Fa+a»

FEOOUADZE
1HoqT
140,137,258.00
24,649,336.11
6,487,003.27

ETP£CALo  0rE(Y TA)1«EY
O¢DUO+E38AGEROD TPL«EY,
O¢DUnS+E383EETOPTPL«EY,
ET°£0¢DUpcAO»& 140CA+0A
E-TPTyOPTPL«EY,
ETo£0¢DUTORO0F+EODTPLEY,

4,642,000.00
1,468,117.78
ETo£0¢DUT10£00A+EA202qp38  555,622.34
EOOYO¢DUOAOODTPL«EY; 7,500.000.00
AT -COCDUOE+ETANRODTPL«EY 10,447,301.29
ET°£0¢DUED, OAA” °

°2x°0pTbL«EY,

ETO£0AEGOE+EODTPL«EY,

ET°£C4a1n3g- cEe+ OPIP1«E¥%37,813,013.55 42.73%1,786,986.45

4i¢” 20U Q0L TUPALOAR - i 0x
(1)2E10581T
FEOOUAGZE
ETo£0¢DUT0£00A+EODTPLEY:
O¢DUnS+E383EETOPTPL«EY,
O¢DUd+E38AGEROD TPL«EY,
EI°£Ca1a3g- (Eé+ OPTD1«EY,
Ok

Q) VGEI»GTT

+%£0 - CEQYT

4,442,708.
7,833.
47,127,453.
19,684,148.
71,262,144.

83
04
72
75
34
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HAGYGEUEY

3,660,300.00
10,795,063.16
1,000,000.00
10,000,000.00
4,661,748.46
7,970,900.53
32,000,000.00
1,000,000.00
520,000.00
520,000.00
3,000,000.00
72,745,818.30
117,000,000.00
EUSBEYy  +¥E006YOEY
+EAY %ONT %3IT
52.9£¥ 0.00 0.00
50.5% 0.00 0.00
50.5%  0.00 0.00
50.5% 0.00 0.00
50% 0.00 0.00
50% 0.00 0.00
75% 0.00 0.00
100%  0.00 0.00
520,000.00 0.00
62,245,818.30 0.00
0.00

hehoty

0

140,137,258.00
24,649,336.11
6,487,003.27

4,642,000.00
1,468,117.78

555,622.34

7,500.000.00
10,447,301.29

520,000.00

62,245,818.30
39,600,000.00

3,660,300.
10,795,063.
1,000,000.
10,000,000.
.46

4,661,748

7,970,900.
32,000,000.
1,000,000.

520,000.

520,000.
3,000,000.
72,745,818.
37,820,000.00 79,180,000.

+EAY

52 _9f¥%
50.5%
50.5%

50.5%
50%
50%
75%
100%

100%
85.57%
50.01%

00
16
00
00

53
00
00
00
00
00
30
00
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FEOOUADZE
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O¢DUA+E38AGEROD TPL«EY,
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oY,k
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Ok
Bi¢0}, 0BT
O¢DUO+E38AGEROD TPL«EY,
Ok
Ci¢O}, TE£%Y
ETo£0¢DUT0£00A+EODTPLEY:
ETO£CALoc OrE(Y TA)1«EY
ET°£Cata3g- (Ee+ ODTPL«EY
Ok

Dj¢3akU0! cT
ETO£CALo  0rE(Y TA)1«EY
Ok

(4)T21gA2. 1 410pE+E (%P011999A8120A31E0)

EI°£Ca1a3g- cEe+ OPTD1«EY,
ETo£0¢DUTORO0F+EODTPLEY,
ETo£0¢DU10£00A+EA202p38
Ok

(Th)2»” 20U GOELGTPpALPAR - 1Cé 0

1j¢2»" &0U¢ 9O @TupALrgA2 - %
EOOpADSE

ETOE»29 - ¢ u@2a (% TA)ODTPL«EY

0¢D08+E381«200; AE38

20,397,694.86
11,865,806.60
32,455,933.02

40010
193106
13010
72310

51
71
11
15,

31
31

11
31

4,

49,
49,

OB+IEGON
Aaoa

+%£0- CEQTT
96,399.91
96,031.65

ETEVA®

562,912.

93,726.
646,679.
.41

750,346

053,665.

478,783.
478,783.

050,000.
000,000.

050,000.

424,273.
424,273.
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EOOU

A202£60u
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28
59
98

26

18
18

00
00

00

39
39

+¥EUAO

8,114,341.
.41

1,750,346

818,350.
308,745.
10,991,782.

3,206,962.
3,206,962.

800,000.

800,000.
1,600,000.

49,424,273.
49,424,273.
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01
01
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00
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ETo£0¢pUA2OTTUEUL«EY,
0¢DULO+E3SATYO0DTPL«EY,
ETO£°x%d0E+EOPTPL«EY,:
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ETo£ , OCUL«EY4ER0OY0138

ETof  OCUL«E%ATY TandA2023§
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(1)2E2°55TT
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O¢DUd+E3SATYEOP TPL«EY,
ETC£0¢DUAROTTUE(L«EY;
ETO£°xhd0A+EOD TPL«EY;
ETO£100pO¢DUTA» OAL - ODTP1«EY
Ok

(2)TUEU»BTT

FEOOUADZE
O¢DUO+E3SATYEOP TPL«EY,
ETo£0¢DUA2OTTUEUL«EY,
ETO£°x%30A+EODTPL«EY;
Ok

(3)1gha-uO1EQ €0 1.TTT0ATT
TTA;

ETe£0¢DUAROTTUE(L«EY;
ETo££AC, OCUOPTPL«EY,:
ETO£100pO¢DUTA» OAL - ODTP1«EY
ETOE»29«- ¢ u@2a(% TA)0DTPL«EY
ETo£0¢DUAT#O0P TP «EY,:

OTY.E

Bj¢OEOR+%Y
ET°£0¢DUA2CTTUE L «EY,:

OTY.E

Ci¢O} TOE.T
ET°£0¢DUA2CTTUE L «EY,:

ETo£ , OCUL«EY4ER0Y0138
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Aa02E60p
A202£60p

YU - CEGTT
382,598.29
831,998.32
2,240,598.06
4,507,752.95
7,962,947.62

+Y£0 - CEAT
308,733.28
111,469,790.33
122,372.99
111,900,896.60

ETEUAO

168,693,272.27
17,872,927.14
2,206,968.28
69,400,000.00

258,173,167.69

96,500,000.00
96,500,000.00

1,905,747.51
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+Y£UAO

221,275,647
18,750,126
33,006

3,788,245.
243,847,026.
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70,500,000

4,564,634.
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.00
.49
.88
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.00
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ETO£° x1%30A+EOD TP 1«EY,
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8,932,150.97

10010
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3,00010
15,67910



HERO(GROUP)CO.,LTD

EOYEE" & Cralft +TYC»alft +1 _¥xCE U3 14£0

Hero (Group) Company Limited
(Formerly Shanghai Hero Company Limited)
(Established in the People™s Republic of China with limited liability)
31 December 1999

Report of the international auditors

To the members

Hero (Group) Company Limited

(Formerly Shanghai Hero Company Limited)

(Established in the People®s Republic of China with limited liability)

We have audited the accompanying consolidated balance sheet of Hero (Group) Company Limited (formerly Shanghai

Hero Company Limited, hereinafter the "Company'™) and its subsidiaries (collectively the "Group™) as of 31 Dec
ember 1999, and the related consolidated statements of income and cash flow for the year then ended. These co
nsolidated financial statements are the responsibility of the Group®s management. Our responsibility is to ex
press an opinion on these consolidated financial statements based on our audit.

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 consolidated financial statement
s are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the am
ounts and disclosures in the consolidated financial statements. An audit also includes assessing the accounti
ng principles used and significant estimates made by management, as well as evaluating the overall financial s
tatement 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 cash flows for the year then ended i

n accordance with International Accounting Standards.

Hong Kong
26 April 2000

Notes 1999 1998
Rmb*000 Rmb*000

(35]



HERO(GROUP)CO.,LTD

OPERATING REVENUE

Cost of goods sold 6

Gross profit

Other income, net 7

Selling expenses
General and administrative expenses

PROFIT FROM OPERATING ACTIVITIES

Finance costs 6

Share of profits less losses of associated
companies and contractual joint ventures

PROFIT BEFORE INCOME TAX 6

Income tax expense 8

PROFIT BEFORE MINORITY INTERESTS

Minority interests

NET PROFIT ATTRIBUTABLE
TO SHAREHOLDERS

EARNINGS PER SHARE 9
Notes
ASSETS
Non-Current Assets
Property, plant and equipment 10

470,228

(376,820)

93,408

76,404

(24,098)
(82,493)

63,221

(31,953)

(13,293)

17,975

(12,642)

5,333

343

5,676

Rmb0.019

Rmb*000

284,154

(36]

501,478

(405,201)

96,277

42,624

(19,712)
(71,428)

47,761

(22,203)

(2,964)

22,594

(2,532)

20,062

509

20,571

Rmb0.067

1998
Rmb*000

215,398



HERO(GROUP)CO.,LTD

Construction in progress

Properties under development

Long term prepayments

Goodwill

Interest in an unconsolidated subsidiary
Interests in associates

Interests in contractual joint ventures
Long term investments

Long term receivables

Total Non-Current Assets
Current Assets

Cash and cash equivalents
Trade and other receivables
Due from a fellow subsidiary
Due from a related company
Inventories

Total Current Assets

TOTAL ASSETS

EQUITY AND LIABILITIES
Equity

Share capital

Reserves

Total Equity

Minority interests

Non-Current Liabilities
Bank loans

11
12
13
14

16
17
18
19

20
21
22
23
24

11,300
39,040
1,067
69,622
16,274
474,824
3,044
30,583
38,564

968,472
53,717
249,041
11,760
44,211
183,909

542,638

1,511,110

Notes
Rm

25
26

31(a)

27

[37]

1999
b*000

304,564
319,825

624,389

15,044

76,759

23,935
77,811
3,705
8,550
16,105
461,161
5,736
14,139

826,540

67,241
246,075

7,942
161,617

482,875

1,309,415

1998
Rmb*000

264,839
353,874

618,713

3,046

102,484



HERO(GROUP)CO.,LTD

Medical and other welfare benefits of former
employees of subsidiaries acquired 28

Total Non-Current Liabilities

Current Liabilities

Bank loans 27
Trade and other payables 29
Tax payable

Due to the holding company 30

Total Current Liabilities

TOTAL EQUITY AND LIABILITIES

CASH FLOW FROM OPERATING ACTIVITIES
Profit before income tax
Adjustments for:
Gain on disposal of interest in an associate
Share of profits less losses of associates and
contractual joint ventures
Gain on sale of properties under development
of former employees of subsidiaries acquired
Loss on disposal of property, plant and equipment
Depreciation
Amortisation of long term prepayments
Amortisation of goodwill
Investment income
(Increase)/decrease in trade and other receivables
Decrease in inventories
Increase in amount due from a fellow subsidiary
Increase in amount due from a related company
Decrease in trade and other payables
Income tax paid

22,000
98,759
495,368
238,733
2,268
36,549

772,918

1,511,110

(38]

102,484

330,697

210,653

3,273

40,549

585,172

1,309,415
1999 1998
Rmb"000 Rmb*" 000
17,975 22,594
- (18,003)
13,293 2,964
(38,723) -
(22,000) (14,139)
1,601 622
19,337 16,080
882 711
6,755 1,864
(1,024) (2,803)
(53,890) 37,251
40,478 19,184
(11,760) -
(36,269) (7,942)
(11,232) (49,614)

(13,163) (8,465)



HERO(GROUP)CO.,LTD

NET CASH FLOWS (USED IN)/ FROM
OPERATING ACTIVITIES

Notes

CASH FLOWS FROM INVESTING ACTIVITIES
Investments in associates and contractual
joint ventures
Purchases of property, plant and equipment
Purchases of subsidiaries 31(b)
Increase in construction in progress and
properties under development
Proceeds from sale of properties under development
Proceeds from disposal of interest in an
associate
Proceeds from disposal of interests in
contractual joint ventures
Dividends from associates and contractual
joint ventures
Proceeds from redemption of debentures
Increase in long term investments
Proceeds from sale of investments
Increase in due from an unconsolidated subsidiary
(Increase)/decrease in amount due from associates
Increase/(decrease) in amount due to associates
Decrease in amount due from contractual joint ventures
Increase/(decrease) in amount due to contractual
joint ventures
Increase in long term receivables
NET CASH FLOWS FROM/(USED IN)
INVESTING ACTIVITIES

CASH FLOWS FROM FINANCING ACTIVITIES

New bank loans 31(a)
Repayment of bank loans 31(a)
Dividends paid

(Repayment to)/financing from holding company 31(a)

(39]

(87,940)

1999
Rmb*000

(5,053)
(8,193)
762

(2,883)
78,300

1,141

927
10,118
(455)
(169)
(27,288)
11,922
476

832
(38,564)

21,873

595,713
(539,170)

(4,000)

304

1998
Rmb*000

(9,108)
(4,514)
670

(30,939)

9,851

1,030
1,253
(100)
12,254
(504)
53,364
(107,378)
13,658

(12,833)

(73,296)

604,952
(533,400)
(10,122)
3,239
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NET CASH FLOWS FROM FINANCING
ACTIVITIES

DECREASE IN CASH AND CASH EQUIVALENTS
Cash and cash equivalents at beginning of year

CASH AND CASH EQUIVALENTS
AT END OF YEAR

SHARE CAPITAL

Balance, beginning of year
Bonus shares issued
Balance, end of year

RESERVES

Share premium

Balance, beginning of year
Bonus shares issued
Balance, end of year

Statutory surplus reserve
Balance, beginning of year
Transferred from retained profits
Balance, end of year

General surplus reserve

Balance, beginning of year

Transferred from statutory public welfare fund
Balance, end of year

Statutory public welfare fund

Balance, beginning of year

Transferred from retained profits
Transferred to general surplus reserve
Balance, end of year

Notes

25

26

[40]

1999
Rmb*000

264,839
39,725
304,564

224,197
(39,725)
184,472

44,247
2,795
47,042

11,534
3,435
14,969

14,309
11,780
(3,435)
22,654

52,543

(13,524)

67,241

53,717

1998
Rmb*000

264,839

264,839

224,197

224,197

31,712

12,535

44,247

11,534

11,534

9,331

4,978

14,309

64,669

(8,323)
75,564

67,241
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Undistributed pre-establishment profits
Balance, beginning and end of year 47,592 47,592

Retained profits

Balance, beginning of year 11,995 8,937
Transferred to statutory surplus reserve (2,795) (12,535)
Transferred to statutory public welfare fund (11,780) (4,978)
Net profit for the year 5,676 20,571
Balance, end of year 3,096 11,995
Total reserves 319,825 353,874
Total equity 624,389 618,713
1. CORPORATE INFORMATION

Hero (Group) Company Limited (formerly Shanghai Hero Company Limited, hereinafter the "Company') was e

stablished in the People®s Republic of China (the "PRC'™) on 21 December 1993 as a joint stock limited company.

The holding company of the Company is Shanghai Light Industry Holding (Group) Corp. The registered office o
T the Company is located at No.127 Qi Lian Shan Road, Shanghai, the PRC.

During the year, the principal activities of the Company and its subsidiaries (collectively the "Group
") were the manufacture and sale of pens and other consumer products. The Company is also involved in propert
y construction and maintains a significant investment portfolio.

The Group principally operates in the PRC and employed approximately 4,373 employees as of 31 December
1999.

2. FUNDAMENTAL ACCOUNTING CONCEPT

These consolidated financial statements have been prepared under the going concern concept because the
Company has entered into an Agreement to Co-operate in All Directions dated 1 April 1999 with the Industrial
and Commercial Bank of China, whereby the Industrial and Commercial Bank of China provides banking facilities
amounting to Rmb350 million to the Company for the period from 1 April 1999 to 31 March 2001. The banking fac
ilities can be used for, but is not limited to, the refinancing of bank loans of the Group, as set out in note
27, as and when they fall due.
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3. BASIS OF PRESENTATION

These consolidated financial statements have been prepared in accordance with International Accounting Standar
ds and Interpretations of the Standing Interpretation Committee (collectively "IAS"™) under the historical cost
convention, except for the measurement of long term receivables which are stated at fair value.

The Group maintains its books and prepares its statutory financial statements in accordance with the relevant
accounting principles and financial regulations established by the State Ministry of Finance of the PRC. The
accounting policies and bases adopted in the preparation of the statutory financial statements differ in certa
in material respects from IAS. The material differences arising from restating the results of operation and f
inancial position to comply with IAS have been adjusted in the consolidated financial statements, but will not
be taken up in the accounting records of the Group.

3. BASIS OF PRESENTATION (CONTINUED)

The principal adjustments made in presenting the consolidated financial statements of the Group to conform wit
h 1AS included the following:

€)) accelerated depreciation on property, plant and equipment to reflect their economic useful lives;
() adjustments for inventory valuation;

©) provision for bad and doubtful debts;

(d) adjustments for fair values of financial assets and liabilities; and

(e) adjustments in accordance with prudence concept.

The net impact of these IAS adjustments is included in note 35 to the consolidated financial statement

4. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Foreign currency transactions
The Group®s financial records are maintained and the consolidated financial statements are stated in R

enminbi ("Rmb™).

Foreign currency transactions are recorded at the applicable rates of exchange quoted by the People®s
Bank of China which are deemed to represent the market rates at the transaction dates. Monetary assets and li
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abilities denominated in foreign currencies at the balance sheet date are translated at the market rates at th
at date. All resulting exchange differences arising on settlement or re-statement are recognised in the incom
e statement for the year.

Basis of consolidation

The consolidated financial statements include the financial statements of the Company and its subsidia
ries for the year ended 31 December 1999, except for a subsidiary as set out in note 15. The results of the s
ubsidiaries acquired or disposed of during the year are consolidated from or to their effective dates of acqui
sition or disposal, respectively. All significant intercompany transactions and balances within the Group are
eliminated on consolidation.
4. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Basis of consolidation (continued)

Particulars of the principal subsidiaries of the Company, which are all established and operate in the
PRC, are as follows:

Company Percentage of interest held

Principal activities

Hero Pen Factory 100% Manufacture of pen products
Hero Shanghai Gift and Souvenir Corporation 100% Manufacture of works of art,
pen and watch products
Shanghai Hero Plotter Instrument Corporation 100% Trading of plotters

and pen products

Shanghai Hero Business Corporation 100% Trading of pen products
Shanghai Hero WingSung Business Corporation 100% Trading of pen products
Shanghai Colourful Printing and Packaging Company 100% Printing and manufacture

of packaging materials
Shanghai Hero Modern Cooking Appliances Company Limited 100% Assembling and trading

of cooking appliances

Hero Electric Stationery Company Limited 90% Trading of office equipment
Shanghai Hero Typewriter Factory 100% Manufacture of typewriters

and property development
Shanghai Parts No. 2 Factory 100% Manufacture of stationery
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parts and property development

Shanghai Hero Hotel Company Limited 100% Operation and management
of a hotel
Shanghai AF Company Limited 75% Manufacture of clocks
and watches
Suzhou Hero Real Estate Company Limited 75% Property development
Shanghai Piano Company Limited 100% Manufacture of pianos
and piano products
Shanghai Piano Sales Company Limited 98% Trading of pianos and
piano products
WingSung Pen Company Limited 85.57% Manufacture of pen products
Shanghai WingSung Writing Instrument Company Limited 81.2% Manufacture of pen products
Lai Ka International Trading Company Limited 89% Trading of stationery products
Beijing Hu WingSung Stationery and Sports Company Limited99% Trading of stationery and sporting goo
ds
Shanghai Yong He Stationery Package Works 81.2% Manufacture of packaging materials

Interests in 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 benefits from its activities. A subsidiary is excluded from consolidation if it opera
tes under severe long term restrictions which may impair its ability to transfer funds to the Company.

4. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Interest in an unconsolidated subsidiary
Interest in an unconsolidated subsidiary is stated at cost unless, in the opinion of the directors, th
ere has been permanent diminution in value, when it is written down to a value determined by the directors.

Associates and contractual joint ventures

An associate is a company, not being a subsidiary, in which the Group has a long term interest of not
less than 20% of the equity voting rights and over which it is in a position to exercise significant influence

A contractual joint venture is an interest in a venture between two or more venturers whose rights and obli

gations with respect to the venture are specified in a contractual joint venture agreement which gives the ven
turers joint control over the venture and in which no single venturer is in a position to control unilaterally
the activity of the venture. Results of contractual joint ventures are shared among the venture partners bas
ed on pre-determined ratios rather than in proportion to their equity interest.

The Group®s share of the post-acquisition results and reserves of associates and contractual joint ven
tures are included in the consolidated income statement and consolidated reserves, respectively. The Group®s
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investments in associates and contractual joint ventures are stated in the consolidated balance sheet at the G
roup"s share of net assets under the equity method of accounting less any provisions for permanent diminutions
in values deemed necessary by the directors.

Goodwi Il

Goodwill arising on consolidation of subsidiaries and on acquisition of associates represents the exce
ss purchase consideration paid for subsidiaries/ associates over the fair values ascribed to the net underlyin
g assets acquired. Goodwill is amortised on a straight-line basis over five years, except for goodwill for su
bsidiaries acquired before 1995, which was written off against reserves in the period of acquisition.

4. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Property, plant and equipment

Property, plant and equipment are stated at cost less accumulated depreciation. Generally, depreciati
on of property, plant and equipment is calculated on the straight-line basis to write off the cost of each pro
perty, plant and equipment over its estimated useful life. The estimated useful lives of property, plant and
equipment used for this purpose are as follows:

Buildings 20 to 40 years
Plant, machinery and equipment 10 years
Motor vehicles and lifts 5 years

The carrying amounts of property, plant and equipment are reviewed periodically in order to assess whe
ther they are recorded in excess of their recoverable amounts, and where carrying values exceed these recovera
ble amounts, assets are written down to fair value. In determining the recoverable amounts of items of proper
ty, plant and equipment, expected future cash flows have not been discounted to their present values.

Subsequent expenditures relating to property, plant and equipment that have already been recognised ar
e added to the carrying amounts of the property, plant and equipment when it is probable that future economic
benefits, in excess of the originally assessed standards of performance of the existing property, plant and eq
uipment, will flow to the Company. Any other restoration costs and repairs and maintenance expenses are recog
nised as expenses in the period in which they are incurred.

Construction in progress

Construction in progress represents property, plant and equipment under construction and is stated at
cost. Cost comprises directly attributable costs of constructions as well as interest charge on related borro
wings during the period of construction, installation and testing. The capitalisation of such interest expens
e ceases when the assets under construction are completed and are ready for their intended use.
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No depreciation is provided on construction in progress until the asset is completed and is ready for

its intended use.

Properties under development
Properties under development represent property development projects in the PRC and are stated at cost
Cost comprises payments for acquisition of land use rights, materials, direct labour and other directly att
ributable costs, including interest expense on related borrowed funds during the period of construction.

Deferred pre-operating expenses

Expenses incurred by newly established subsidiaries prior to the commencement of production are capita
lised as deferred pre-operating expenses. Deferred pre-operating expense are amortised over five years on the
straight-line basis commencing from the date of production.

4. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Investments
Investments held on a long term basis are stated at cost less provisions for any permanent diminutions

in values.

Cash and cash equivalents
Cash on hand and in banks and short term deposits which are held to maturity are carried at cost.

Cash and cash equivalents are defined as cash on hand, demand deposits and short term, highly liquid investmen
ts readily convertible to known amounts of cash and subject to insignificant risk of changes in value.

For the purposes of the consolidated cash flow statement, cash and cash equivalents consist of cash on hand an
d deposits in banks.

Inventories
Inventories are valued at the lower of cost and net realisable value. Costs incurred in bringing each
product to their present location and condition are accounted for as follows:

jo Raw materials - purchase cost, freight and other transportation and incidental costs on a weighted average b
asis; and

j@ Finished goods and work-in-progress - cost of direct materials and labour and a proportion of manufacturing
overheads based on normal operating capacity on a weighted average basis.

Net realisable value is the estimated selling prices in the ordinary course of business, less estimate
d costs of completion and the estimated costs necessary to make the sale.
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Operating leases
Leases where substantially all the rewards and risks of ownership of assets remain with the leasing company ar
e accounted for as operating leases. Rentals applicable to such operating leases are charged/credited to the
income statement on the straight-line basis over the lease terms.

Retirement benefits

Obligatory retirement benefits in the form of contributions under defined contribution retirement plan
s to registered insurance companies are charged to the income statement as incurred.
Accommodation benefits

Contributions to an accommodation fund administered by the Public Accumulation Funds Administration Centre are
charged to the income statement as incurred.

4. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Revenue recognition

Revenue is recognised to the extent that it is probable that the economic benefits will flow to the Gr
oup and the revenue can be reliably measured. The following specific recognition criteria must also be met be
fore revenue is recognised:

€)) Sale of goods

Revenue is recognised when the significant risks and rewards of ownership of the goods have passed to
the buyer which coincides with the delivery of goods.

() Interest income

Revenue is recognised as the interest accrues (taking into account the effective yield on the asset) u
nless collectibility is in doubt.

(©) Dividends
Revenue is recognised when the shareholders®™ right to receive payment is established.
Income taxes
Deferred income tax is provided, using the liability method, on all temporary differences at the repor

ting date between the tax base of assets and liabilities and their carrying values for financial reporting pur
poses. Currently enacted tax rates are used to determine deferred taxation.
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Deferred tax assets are recognised for all deductible temporary differences, carry-forward of unused t
ax assets and unused tax losses, to the extent that it is probable that taxable profit will be available again
st which the deductible temporary differences, carry-forward of unused tax assets and unused tax losses can be

utilised.

The carrying amount of deferred tax assets is reviewed at each balance sheet date and reduced to the e
xtent that it is no longer probable (greater than 50%) that sufficient taxable profit will be available to all
ow all or part of the deferred tax asset to be utilised.

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. Parties are also considered to be related if they are subject to common control.

Use of estimates

The preparation of the financial statements in conformity with IAS requires management to make estimat
es and assumptions that affect the amounts reported in the financial statements and accompanying notes. Actua
I results could differ from those estimates.

5. SEGMENTAL INFORMATION

The Group®s operating business are organized and managed separately according to the nature of product

s and services provided, with each segment representing a strategic business unit that offers different produc

ts and serves different markets. The Group"s reportable segment is pen and stationery operation and piano ope

ration. Revenue from segments in the other category is attributable to manufacture and sale of cooking applia

nces and provision of services. Revenues are attributed to geographic areas based on the location of products
sold.

The following tables present revenue and profit information regarding industry segments for the year e
nded 31 December 1999 and certain asset and liability information regarding industry segments as of 31 Decembe
r 1999.

Business segments

Year ended 31 December 1999

Pen and
stationery Piano
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products

Rmb*000
Operating revenue 305,891
Cost of goods sold (255,288)
Gross profit 50,603

Other income, net

Unallocated expenses

Operating profit

Finance costs

Share of profits less losses of
associates and contractual
joint ventures

Profit before income tax

Income tax expense

Profit before minority interests

Minority interests

Net profit attributable to shareholders

Segment assets 1,031,385
Unallocated assets

Total assets

Segment liabilities 774,062
Unallocated liabilities

Total liabilities

Other information:

Capital expenditure 1,036
Depreciation 12,289

5. SEGMENTAL INFORMATION (CONTINUED)

Business segments (continued)

Year ended 31 December 1998

products
Rmb*000

132,907
(97,632)
35,275

234,744

60,648

4,667
6,342

Pen and

stationery Piano

[49]

Others
Rmb*000

31,430
(23,900)
7,530

81,978

24,205

5,373
706

Others

Total
Rmb*000

470,228

(376,820)
93,408
76,404

(106,591)
63,221
(31,953)

(13,293)
17,975
(12,642)
5,333
343
5,676

1,348,107
163,003
1,511,110

858,915

12,762
871,677

11,076
19,337

Total
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Operating revenue

Cost of goods sold

Gross profit

Other income, net

Unallocated expenses

Operating profit

Finance costs

Share of profits less losses of
associates and contractual
joint ventures

Profit before income tax

Income tax expense

Profit before minority interests

Minority interests

Net profit

Segment assets
Unallocated assets
Total assets

Segment liabilities
Unallocated liabilities
Total liabilities

Other information:
Capital expenditure

Depreciation

Geographical segments

Rmb*000

344,058
(288,042)
56,016

attributable to shareholders

858,045

331,538

31,927
10,195

Rmb"000  Rmb"000

114,454 42,966
(87,928) (29,231)
26,526 13,735

226,420 79,177

59,416 282,740

1,283 2,243
4,575 1,310

Rmb*000

501,478
(405,201)
96,277
42,624
(91,140)
47,761
(22,203)

(2,964)
22,594
(2,532)

20,062
509
20,571

1,163,642
145,773
1,309,415

673,694
13,962
687,656

35,453
16,080

The following table presents revenue and expenditure information regarding geographical segments for t

he year ended 31 December 1999 and certain asset and liability information regarding geographical segments as

of 31 December 1999.

Year ended 31 December 1999

The PRC
Rmb*000

Overseas
Rmb*000

[50]
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Operating revenue

Other geographical information
Segment assets
Segment liabilities
Capital expenditure
Depreciation

5. SEGMENTAL INFORMATION (CONTINUED

Geographical segments (continued

Year ended 31 December 1998

Operating revenue

Other geographical information
Segment assets
Segment liabilities
Capital expenditure
Depreciation

The directors are of the opinion

6. PROFIT BEFORE INCOME TAX

Note

Included in the profit before income tax
the following revenue items:

Operating revenue
Other income, net 7

Total revenue

390,665

1,494,836
871,677
11,076
19,337

)

)

The PRC
Rmb*000

422,713

1,293,310
687,656
35,453
16,080

79,563

16,274

Overseas
Rmb " 000

78,765

16,105

470,228

1,511,110
871,677
11,076
19,337

Total
Rmb*000

501,478

1,309,415
687,656
35,453
16,080

that inter segment sales are immaterial.

are
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1999
Rmb*000

470,228
76,404

546,632

1998
Rmb*000

501,478
42,624

544,102



HERO(GROUP)CO.,LTD

Profit before income tax is arrived after
charging/(crediting) the following expenses:

Cost of goods sold 376,820 405,201
Depreciation:

- Buildings 5,256 4,483

- Plant, machinery and equipment 13,202 10,347
- Motor vehicles and lifts 879 1,250
Total depreciation 19,337 16,080
Operating lease rentals:

- Land and buildings 1,558 694

Finance costs

Interest on bank loans 25,624 26,801
Interest capitalised - (6,466)
Interest expense 25,624 20,335
Exchange losses, net 346 132
Bank charges and others 5,983 1,736
31,953 22,203
Amortisation of long term prepayments 882 711
Amortisation of goodwill 6,755 1,864
Provision for bad and doubtful debts 8,070 7,028
Provision for employee welfare and benefits 11,424 11,951
Contributions to statutory retirement plans 10,557 12,317
7. OTHER INCOME, NET
Notes 1999 1998
Rmb*000 Rmb*000

Gain on sale of properties

under development 7(a) 38,723 -
Realised profit on disposal of a property 7(b) 12,314 1,510
Recognition of an income tax refund 7(c) 12,270 -
Income tax exempted 7(d) 6,269 -

Utilisation of medical and other welfare benefits
of former employees of subsidiaries
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acquired - note 28 22,000 14,139
Redundancy payments - note 28 (22,000) (14,139)
Gain on disposal of interest in an associate - 18,003
Commission income from the holding company - 9,697
Loss on disposal of property, plant and equipment (1,601) (622)
Valued-Added Tax (*'VAT") refund 3,552 5,091
Investment income from unlisted investments 1,024 2,803

Interest income from:

- Bank balances 856 898
- Amount due from related companies - 1,688
Others 2,997 3,556
76,404 42,624
€)) Gain on sale of properties under development

Pursuant to an unconditional agreement entered into between the Company and Shanghai ShenHu (Group) Co., Ltd.
(""Shanghai ShenHu'), a third party, dated 16 June 1999, the Company sold the land use right of a patch of land
with a total area of 9,952m2 to Shanghai ShenHu at a consideration of Rmb78,300,000. The cost of the patch o
f land is Rmb39,577,000.

Pursuant to relevant tax law in the PRC and the approval document Hu Cai San (1999) No. 848 issued by Shanghai
Finance and Tax Bureau, revenue from the sale of the land use right is exempted from the various kinds of ta
xes as the transaction constitutes an activity encouraged by the Shanghai municipality for environmental measu
res in the urban area of Shanghai.

() Realised profit on disposal of a property

The amount represented profit attributable to the Group in respect of sale of a property of an associa

te. The property was sold by the Group to the associate in 1997, and the associate sold the property to a thi
rd party during the year.

7. OTHER INCOME, NET (CONTINUED)

(©) Recognition of an income tax refund
Shanghai Hero WingSung Business Corporation (“"Hero WingSung Business'), a wholly-owned subsidiary of the Compa

ny, is the major sales agent of the Group"s pen and related products. It is registered in Waigaoqiao Free Tra
de Zone of Shanghai, the PRC, in 1998 and enjoys various tax concessions equally applicable to companies regi
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stered in Waigaogiao Free Trade Zone.

According to tax regulations of Waigaogqiao Free Trade Zone, income tax amounted to Rmb12,270,000 paid by Hero
WingSung Business will be refunded to Hero WingSung Business. However, there is no assurance that Hero WingSu
ng Business will always enjoy the tax concession.

(D) Income tax exempted

Pursuant to an approval document Hu Cai San (1999) No0.939 issued by Shanghai Finance and Tax Bureau during the

year, revenue in connection with the sale of the property as set out in (b) above is exempted from the vario
us kinds of taxes as the transaction also constitutes an action encouraged by the Shanghai municipality for en
vironmental measures in the urban area of Shanghai. Accordingly, provision for income tax made in 1997 amount
ed to Rmh6,269,000 was reversed and credited to the income statement during the year.

8. TAXATION

Pursuant to relevant PRC tax regulation, the income tax rate applicable to the Company is 33%. The Gr
oup"s principal subsidiaries are subject to tax rates applicable to enterprises in the PRC.

1999 1998
Rmb*000 Rmb*000
Provision for the year:
The Group 12,307 2,179
Associates and contractual joint ventures 335 353
12,642 2,532

No provision for deferred taxation has been made as the effect of all temporary timing differences is
immaterial. A reconciliation of accounting profit and tax expense is as follows:

1999 1998
Rmb*000 Rmb*000
Accounting profit 17,975 22,594
Non-deductible tax losses of consolidated subsidiaries
and associates 63,406 49,089
Profit derived from a subsidiary which is exempted
from income tax - (54,576)
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Profit of the Group subject to income tax

Tax expense at applicable income tax rate of 15%
(1998: 7.5%)
Tax expense at applicable income tax rate of 33%
Tax effect of expenses that are not deductible for
tax purposes

Income tax expense

9. EARNINGS PER SHARE

81,381

12,149

128

365

12,642

17,107

1,283

1,249

2,532

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 Rmb5,676,000 (1998: Rmb20,571,000) and the total number of 304,56
4,482 (1998: 264,838,680) "A"™ and "B" shares in issue, adjusted for the effect of bonus shares issued during t
he year. The effect on earnings per share of 1998 has been adjusted for accordingly.

10. PROPERTY, PLANT AND EQUIPMENT
Buildings
Rmb*000
Cost:
At 1 January 1999 163,711

Arising on acquisition of
subsidiaries and associates 42,186

Additions 5,542

Transferred from construction

in progress 12,635
Disposals (852)
At 31 December 1999 223,222

Accumulated depreciation:
At 1 January 1999 25,137

[55

Plant,
machinery
and
equipment
Rmb*000

118,024

53,424
2,374

2,077
(1,963)
173,936

43,837

]

Motor

vehicles

and lifts Total
Rmb*000 Rmb*000
7,670 289,405
1,517 97,127
277 8,193

- 14,712
(162) (2,977)
9,302 406,460
5,033 74,007
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Arising on acquisition of

subsidiaries and associates 6,200 23,321 817 30,338
Provided for the year 5,256 13,202 879 19,337
Disposals - (1,268) (108) (1,376)
At 31 December 1999 36,593 79,092 6,621 122,306

Net book value:
At 31 December 1999 186,629 94,844 2,681 284,154

At 31 December 1998 138,574 74,187 2,637 215,398

Following the acquisition of subsidiaries in 1999, the Group may apply for property certificates from governme
nt authorities for buildings therein. Buildings could only be sold, transferred or mortgaged if property certi
ficates are obtained. As of 31 December 1999, the net book value of buildings without property certificates a
mounted to Rmb7,272,000.

11. CONSTRUCTION IN PROGRESS
1999 1998
Rmb*000 Rmb*000
At beginning of year 23,935 8,616
Arising on acquisition of subsidiaries
and associates - 593
Additions 2,077 17,353
Transferred to property, plant and equipment (14,712) (2,627)
At end of year 11,300 23,935
12. PROPERTIES UNDER DEVELOPMENT
1999 1998
Rmb*000 Rmb*000
At beginning of year, at cost 77,811 64,225
Additions 806 13,586
Sales (39,577) -
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At end of year, at cost 39,040 77,811
13. LONG TERM PREPAYMENTS
1999 1998
Rmb*000 Rmb*000
Deferred VAT assets - 1,889
Deferred pre-operating expenses 745 1,261
Other long term prepayments 322 555
1,067 3,705
14. GOODWILL
1999 1998
Rmb*000 Rmb*000
At beginning of year 8,550 3,016
Arising on acquisition of subsidiaries
and associates 67,827 7,398
Amortisation (6,755) (1,864)
At end of year 69,622 8,550
15. INTEREST IN AN UNCONSOLIDATED SUBSIDIARY
1999 1998
Rmb*000 Rmb*000
Unlisted investments, at cost 10,447 10,447
Due from an unconsolidated subsidiary 5,827 5,658
16,274 16,105

Particulars of the unconsolidated subsidiary, which is a company registered and operates in South Afri
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ca, are as follows:

Company Percentage of interest held Country of incorporation Principal activity
Hero Pen and Stationery Trading of
Company (Proprietary) 100% South Africa pen products
Limited

Hero Pen and Stationery Company (Proprietary) Limited is excluded from consolidation because, in the o
pinion of the directors, the subsidiary operates under severe long term restrictions which may impair its abil
ity to transfer funds to the Company.

In the opinion of the directors, there has been no permanent diminution in value in the above investme

nt.
16. INTERESTS IN ASSOCIATES
1999 1998
Rmb*000 Rmb " 000
Share of net assets 97,681 92,857
Due from associates 393,907 373,146
Due to associates (16,764) (4,842)
474,824 461,161
16. INTERESTS IN ASSOCIATES (CONTINUED)

Particulars of the principal associates, which are all established and operate in the PRC, are as follows:

Company Percentage of equity interest held Principal activities

Shanghai Hero United Distribution Company 35% Distribution of pen products
bearing the "Hero" and
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"Doctor" trademarks

Shanghai Platinum Pen Co., Ltd. 40% Manufacture of pens, parts
and components

Shanghai Hero Fountain Pen Plant Taopu Joint Operation 50% Manufacture of stainless
steel pen caps, parts

and components

Shanghai Hero Fountain Pen Plant Taopu No.2 Factory 50% Manufacture and processing
of fountain pens, parts

and components

Shanghai Hero Accord Windows and Doors Co., Ltd. 50% Manufacture of windows
and doors
Shanghai Light Industrial Kitchen Fittings Co., Ltd. 50% Manufacture of kitchen
fittings
Shanghai HuaDong Real Estate Co., Ltd. 32.26% Property development
Shanghai Kokuyo Hero Stationery Co., Ltd. 30% Manufacture and trading
of stationery
Shanghai Helios Piano Co., Ltd. 50% Manufacture and trading of
pianos and piano products
Shanghai Sheaffer-WingSung Stationery Co., Ltd. 25% Manufacture and trading of pen
products
Shanghai WingSung Co. Pu Jiang Co., Ltd. 30% Manufacture of pen products
17. INTERESTS IN CONTRACTUAL JOINT VENTURES
1999 1998
Rmb*"000 Rmb*000
Share of net assets 18,501 19,885
Due from contractual joint ventures 2,441 2,917
Due to contractual joint ventures (17,898) (17,066)
3,044 5,736

Particulars of the contractual joint ventures, which are all established and operate in the PRC, are a
s follows:

Company Percentage of equity interest held Principal activities
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Liuhe Iridium Tips Works 30% Manufacture of parts for ball

pens and fountain pens

Shanghai Hero Fountain

Pen Factory Changshu

Associated Works 50.5% Manufacture and processing

of iridium tip pens

and ball pens

Shanghai Hero Fountain

Pen Works Lishui Workshop (D) Manufacture of ball pens

Shanghai Hero Computer &

Drawing Apparatus Wuxi Co., Ltd. ) Manufacture of drawing
apparatus

Shanghai Piano Co., Ltd. Jin Shan 43.48% Manufacture of pianos, parts
and components

Shanghai Piano Co., Ltd. Jia Ding 45% Manufacture of pianos, parts
and components

WingSung Li He Sales Co., Ltd. 40% Trading of pen products

Shanghai Ba Fu Motorbike Maintenance Co. 49% Repair and maintenance of

motorbikes
D) The Group®s capital contribution is in the form of patent, technical transfer and know-how. A cash va

lue is not attached to such contribution.

Profit attributable to the Group is 50.5%.

@) The Group®s capital contribution is in the form of patent, technical transfer, know-how and cash. Cas

h value of Rmb2,757,000 in aggregate is attached to capital contribution in the form of patent, technical tran

sfer and know-how. Profit attributable to the Group is 50.5%.

18. LONG TERM INVESTMENTS

1999
Rmb*000

Unlisted investments, at cost

- Equity
- Debenture
- Others

13,908
16,559
116

1998
Rmb*000

12,883

1,256
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30,583 14,139

In the opinion of the directors, there has been no permanent diminution in value in any of the above i
nvestments.

19. LONG TERM RECEIVABLES

Long term receivables are unsecured, interest-free and are repayable as follows:

Rmb " 000
June 2001 3,500
October 2002 35,064

38,564

The directors estimated the fair value of the long term receivables by discounting future cash flows t
o their present values, to be approximately Rmb38,564,000.

20. CASH AND CASH EQUIVALENTS
1999 1998
Rmb*000 Rmb*000
Cash and bank balances 53,717 61,441
Short term deposits - 5,800
53,717 67,241
21. TRADE AND OTHER RECEIVABLES
1999 1998
Rmb"000 Rmb*000
Trade debtors 116,923 82,174
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22.

23.

24.

25.

Prepayments, deposits and

other receivables 132,118

249,041

DUE FROM A FELLOW SUBSIDIARY

163,901

246,075

The amount due from a fellow subsidiary is unsecured, interest-free and is repayable on demand.

DUE FROM A RELATED COMPANY

The amount due from a related company is unsecured, interest-free and is repayable on demand.

INVENTORIES
1999
Rmb* 000
Raw materials - at cost 62,298
Work in progress - at cost 66,137
Finished goods
- At cost 54,589
- At net realisable value 885
183,909

SHARE CAPITAL

1998
Rmb*000

54,994
61,136

44,753
734

161,617

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

31 December 1999

Number
of shares
"A" shares of par value of
Rmb1.00 each issued to:
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State government of the

PRC 161,157,847 140,137,258

PRC corporate investors 18,825,622 16,370,106

PRC individual investors 27,684,336 24,073,336
207,667,805 207,668 180,580,700 180,581

"B" shares of par value of
Rmb1.00 each issued to
foreign investors 96,896,677 96,896 84,257,980 84,258

304,564 264,839

The State "A" shares are held and registered in the name of Shanghai Light Industry Holding (Group) Co
rp., which exercises the voting rights on behalf of the State government of the PRC.

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

Pursuant to a resolution passed at the annual general meeting of the Company on 28 November 1998, bonu
s shares of 1.5 shares for every 10 shares were approved. Accordingly, 21,020,589, 2,455,516 and 3,611,000 "A
" shares, respectively, were issued to the Shanghai Light Industry Holding (Group) Corp., PRC corporate invest
ors and PRC individual investors and 12,638,697 "B" shares were issued to foreign investors.

26. RESERVES

€)) Statutory surplus reserve

In accordance with the Company Law of the PRC and the Company®s articles of association, the Company is requir
ed to allocate 10% of its profit after tax, as determined in accordance with PRC accounting standards and regu
lations applicable to the Company, to the statutory surplus reserve ("'SSR™) until such reserve reaches 50% of
the registered capital of the Company. Subject to certain restrictions set out in the Company Law of the PRC
and the Company®s articles of association, part of the SSR may be converted to increase share capital, provide

d that the remaining balance after the capitalisation is not less than 25% of the registered capital.

() Statutory public welfare fund
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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 PRC accounting standards and regulations applicable to the Co
mpany, to its statutory public welfare fund ("PWF'™) which is a non-distributable reserve other than in the eve
nt of the liquidation of the Company. PWF must be used for capital expenditure on staff welfare facilities an
d these facilities remain as property of the Company.

When the PWF is utilised, an amount equal to the lower of cost of the assets and the balance of the PW
F is transferred from the PWF to the general surplus reserve. This reserve is non-distributable other than up
on liquidation. On disposal of the relevant assets, the original transfers from the PWF are reversed.
©) Undistributed pre-establishment profits

The Company was established as a joint stock limited company on 21 December 1993 upon the reorganisati
on of Shanghai Hero Industrial Developing Company (the "Former Company'), a State-owned enterprise established

in Shanghai, the PRC.

Pursuant to statutory rules in the PRC, the assets and liabilities and the business of the Former Comp
any were deemed to have been transferred to the Company on 1 December 1993 at revaluation on 31 December 1992
as approved by the Shanghai State Assets Administration Bureau.
26. RESERVES (CONTINUED)

(©) Undistributed pre-establishment profits (continued)

Undistributed pre-establishment profits represent profits of the Former Company for the period from 1
January 1993 to 30 November 1993 as follows:

1999 1998
Rmb*000 Rmb*000
Net profit for the period from 1 January 1993
to 30 November 1993 as reported in the
statutory accounts 41,735 41,735
Impact of IAS adjustments 5,857 5,857
47,592 47,592

As of the date when these consolidated financial statements are approved, the directors are not aware
of any new announcements of government authorities in respect of treatments of the undistributed pre-establish

[64]



HERO(GROUP)CO.,LTD

ment profits.

For the presentation of the current year®s consolidated financial statements, the undistributed pre-establishm
ent profits have been reclassified as a reserve as the directors are of the opinion that the possibility of th
e amount being demanded for payment in the foreseeable future is remote.

(d) Distribution of profits
At 31 December 1999, the distributable retained profits of the Group as determined in accordance with PRC acco
unting standards and regulations applicable to the Group amounted to Rmb74,743,686 (1998: Rmb67,219,177). Acc
ording to the relevant regulations in the PRC, the retained profits available for distribution are the lower o

f the amount determined under PRC accounting standards and the amount determined under IAS.

The directors do not recommend the payment of a dividend for the year ended 31 December 1999.

27. BANK LOANS
1999 1998
Rmb*000 Rmb*000
Balances due:
Within one year 495,368 330,697
In the second year 19,925 7,565
In the third to fifth years, inclusive 56,834 4,119
Beyond five years - 90,800
572,127 433,181
Portion classified as current liabilities (495,368) (330,697)
Long term portion 76,759 102,484

Bank loans denominated in Renminbi amounting to Rmb439,830,000 as of 31 December 1999 bear interest at
rates ranging from 2.79% to 8.784% per annum.

Bank loans denominated in U.S. dollars amounting to Rmb34,773,000 as of 31 December 1999 bear interest
at a rate of 7.125% per annum.

Bank loans amounting to Rmb97,524,000 as of 31 December 1999 are interest-free. The repayment schedul
e of these bank loans are as follows:
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Repayment schedule Principal

Rmb*000
2000 20,765
2001 19,925
2002 20,514
2003 18,160
2004 18,160

97,524

27. BANK LOANS (CONTINUED)

The bank loans are unsecured. Certain of the Group®s bank loans are guaranteed by the following parti
es:

1999 1998
Rmb*000 Rmb*000
Associates and contractual joint ventures
Shanghai Huadong Real Estate Co., Ltd. 62,800 45,800
Shanghai Hero Fountain Pen Works Taopu Joint Operation - 1,470
Shanghai Light Industry Kitchen Equipment Co., Ltd. 19,300 -
82,100 47,270
A fellow subsidiary
China First Pencil Co., Ltd. 65,000 -
Third parties
Shanghai WingSung Co., Ltd. 70,910 20,000
Meilin Aquarius (Group) Co., Ltd. 98,923 9,108
Shanghai Stainless Steel Materials Co., Ltd. 1,500 1,500
Shunfeng Import & Export Co., Ltd. 10,000 -
181,333 30,608
328,433 77,878
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28. MEDICAL AND OTHER WELFARE BENEFITS OF FORMER EMPLOYEES OF SUBSIDIARIES ACQUIRED

Upon the acquisition of subsidiaries from the holding company in previous years and certain subsidiary
undertakings of Shanghai WingSung Co., Ltd. during the year, the Company received subsidies, in the form of r
eduction in considerations paid or cash receipts, for taking over former employees of these subsidiaries acqui
red.

During the year, the Group took over a substantial number of former employees of the subsidiaries acquired. F
ollowing the reshuffle and relocation of all employees of the Group as a whole, including the former employees
of subsidiaries acquired, the Group has taken, and may continue to take, a number of measures which were allo
wed by PRC regulations on the excessive workforce. Employee expenses incurred in connection with measures tak
en to deal with the excessive workforce which originated from the former employees of subsidiaries acquired wh
ich were taken up by the Group are charged against the long term payable account of medical and other welfare
benefits of former employees of subsidiaries acquired until the amount is fully utilised. During the year, the
se employee expenses incurred and charged against the long term payable account of medical and other welfare b
enefits of former employees of subsidiaries acquired amounted to Rmb22 million, which included payments to red
undant employees amounted to Rmb16 million and salaries of the excessive workforce during the year amounted to
Rmb6 million.

The Group™s obligations towards the former employees of the subsidiaries acquired now employed by the Group ar
e the same as those towards other employees of the Group.

29. TRADE AND OTHER PAYABLES
1999 1998
Rmb®000 Rmb*000
Trade creditors 102,603 89,359
Bills payable 23,638 32,223
Other payables and accrued liabilities 112,492 89,071
238,733 210,653
30. DUE TO THE HOLDING COMPANY

The amount due to the holding company is unsecured, interest-free and is repayable on demand.
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31.

@

NOTES TO THE CONSOLIDATED CASH FLOW STAT

Analysis of changes in financing during

Balance at 1 January 1999

Net cash inflow from financing

Arising on acquisition of subsidiaries
- note 31(b)

Losses shared by minority interests

Balance at 31 December 1999

31.

(b)

NOTES TO THE CONSOLIDATED CASH FLOW STATEMENT (CONTINUED)

Purchases of subsidiaries and associates

Net assets acquired:

Property, plant and equipment

Long term prepayments

Construction in progress

Interests in associates

Interests in contractual joint ventures
Long term investments

Cash and bank balances

Trade and other receivables

Inventories

EMENT

the year

Share capital
(including
premium and
capital reserve)
Rmb*000

489,036

489,036

1999
Rmb*000

66,789
133

7,262
294
25,083
762
25,609
62,770

[68]

Due to the
holding
Bank loans company
Rmb*000 Rmb*000
433,181 40,549
56,543 (4,000)
82,403 -
572,127 36,549
1998
Rmb*000
83,242
593
6,567
1,860
1,157
1,670
82,097
58,879

Minority
interests
Rmb " 000

3,046

12,341

(343)

15,044
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Bank loans

Trade and other payables
Tax payable

Minority interests
Goodwill on acquisition

Satisfied by:

Cash

Receivable from Shanghai Fei Tian Investment
Co., Ltd. (“"Shanghai Fei Tian')

Due to the holding company
Trade and other receivables

Future medical and other welfare benefits

of former employees taken up

(82,403)
(39,312)
(51)
(12,341)
67,827

122,422

55,659
22,763

44,000

122,422

(4,405)
(113,796)
@

(100)
7,398

125,160

1,000

113,388
412

10,360

125,160

The subsidiaries acquired during the year generated Rmb7,976,000 from investing activities, and paid R

mb5,652,000 and Rmb4,753,000 for operating activities and financing activities, respectively.

The losses before and after tax of the subsidiaries acquired for the period from 1 September 1999 to 3
1 December 1999 of Rmb3,738,000 have been included in the results of the Group for the year ended 31 December

Analysis of net inflow of cash and cash equivalents in respect of the purchases of subsidiary undertak

1999.

ings:
Cash consideration
Cash and bank balances acquired
Net cash inflow

32. RETIREMENT BENEFITS

1999
Rmb*000

[69]

1998
Rmb*000

(1,000)
1,670
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ent plan.

As stipulated by the PRC State regulations, the Company participates in a defined contribution retirem

All employees are entitled to an annual pension equal to a fixed proportion of the average basic sa

lary amount within the geographical area of their last employment at their retirement date. The Company is re

quired to make contributions to registered insurance companies at a rate of 25.5% of the previous year’s avera

ge basic salaries within the geographical area where the employees are under employment with the Company. The

Company has no obligation for the payment of pension benefits beyond the annual contributions to the register

ed insurance companies as set out above.

33.

34.

COMMITMENTS

1999
Rmb*000
Capital commitments:
Contracted for 39,968
Authorised but not contracted for 35,196
75,164
Commitments for minimum lease payments
under operating leases in respect of land and
buildings expiring within one year 1,453
CONTINGENCIES
1999
Rmb*000

In respect of the Group"s share of the

net deficiency in assets of an associate

with unlimited liabilities 20,721
Guarantees given to banks in connection

with facilities granted to:

Associates and contractual

joint ventures 6,880
Fellow subsidiaries 20,000
Shanghai WingSung Co., Ltd. 10,000
Meilin Aquarius (Group) Co., Ltd. 30,000
Shanghai Violin Works 3,440
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1998
Rmb*000

13,363
71,046

84,409

793

1998
Rmb*000

8,438

57,070
10,000
97,790
25,000
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91,041

35. IMPACT OF IAS ADJUSTMENTS ON NET PROFIT AND NET ASSETS

Net profit for the
year ended 31 December

1999

Rmb*000 Rmb*000 Rmb*000 Rmb®000

As reported in the statutory

accounts of the Group

prepared in accordance with

PRC accounting standards

Impact of IAS adjustments, net

As restated in these consolidated

financial statements

36. HOLDING COMPANY

13,114
(7,438)

5,676

198,298

Net assets as at
31 December

1998 1999 1998
43,174 646,921 642,722
(22,603) (22,532) (24,009)
20,571 624,389 618,713

In the opinion of the directors, the Company®s ultimate
ding (Group) Corp., which is established in the PRC.

37. RELATED PARTY TRANSACTIONS

Transactions with associates and contractual joint ventures.

Sales

Sales to associates
Sales to contractual joint ventures
Sales to a related party

1999
Rmb*000

115,886
10,920
16,400

[71]

holding company is Shanghai Light Industry Hol

1998
Rmb*000

141,370
65,951
13,797



HERO(GROUP)CO.,LTD

143,206 221,118
Purchases
Purchases from associates 26,269 27,946
Purchases from contractual joint ventures 50,073 71,528
76,342 99,474

The terms of the related party transactions are determined by agreements.

Details of balances with a fellow subsidiary, a related company and the holding company are set out in note 22
, note 23 and note 30, respectively.

38. FINANCIAL INSTRUMENTS

Financial assets of the Group include cash and bank balances, time deposits, investments, long term re
ceivables, trade debtors, prepayments, deposits, other receivables, amount due from a fellow subsidiary, amoun
t due from a related company, amount due from an unconsolidated subsidiary, and amounts due from associates an
d contractual joint ventures. Financial liabilities of the Group include bank loans, trade creditors, bills p
ayable, other payables, accrued liabilities, and amounts due to associates, contractual joint ventures and hol
ding company.

Interest rate risk
The Group’s exposure to interest rate risk and the effective interest rates of financial assets and financial
liabilities at the balance sheet date are as follows:

Fixed interest rate maturing in:
Financial instruments Floating interest rate 1 year or less Over 1 year to 5 years More than 5 years
Non-interest bearing Total carrying amount Weighted average effective interest
rate
Rmb*000  Rmb*000 Rmb®"000 Rmb*000 Rmb*000 Rmb®000 %

(i) Financial assets
Cash and cash equivalents 53,717 - - - - 53,717 0.96%
Trade and other receivables - - - - 249,041 249,041 N/A

11,760 11,760 N/A
Due from a related company 44,211 44,211 N/A
Long term investments - - - - 30,583 30,583 N/A

Due from a fellow subsidiary
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Long term receivable - - - - 38,564 38,564 N/A
Total financial assets 53,717 - - - 374,159 427,876

(i) Financial liabilities

Bank loans - 474,603 - - 97,524 572,127 6.4%
Trade and other payables - - - - 238,733 238,733 N/A
Taxation - - - - 2,268 2,268 N/A
Due to the holding company - - - - 36,549 36,549 N/A
Total financial liabilities - 474,603 - - 375,074 849,677

Credit risks
() Cash and bank balances

Substantial amounts of the Group®s cash and bank balances are deposited with the Industrial and Commer
cial Bank of China, Bank of China, Bank of Communications, Shanghai Pudong Development Bank and China Construc
tion Bank.
38. FINANCIAL INSTRUMENTS (CONTINUED)
(b Trade debtors

The Group®s sales to Shanghai Hero United Distribution Company ('SHUDC™), an associate, during the yea
r amounted to Rmb112 million (1998: Rmb138 million) and the amount due from SHUDC as of 31 December 1999 amoun
ted to Rmb366 million (1998: Rmb310 million). Apart from SHUDC, the Group does not have a significant exposur
e to any individual customer or counterpart. The major concentration of credit risk arises from exposures to
a substantial number of trade debtors, including SHUDC, operating in the stationery industry in the PRC.

(©) Prepayments, deposits and other receivables

Prepayments, deposits and other receivables as set out in note 21 included a receivable from a property develo
per amounted to approximately Rmb78.3 million as of 31 December 1999.

(d) Amount due from a fellow subsidiary and amount due from a related company

As of 31 December 1999, the carrying amount of an amount due from Hero Industry Company Limited, a fel
low subsidiary as set out in note 22, amounted to approximately Rmb12 million (1998: Nil).

As of 31 December 1999, the carrying amount of an amount due from Shanghai WingSung United Distribution Compan
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y, a related company as set out in note 23, amounted to approximately Rmb44 million (1998: Rmb8 million).

Contingencies
The Group had contingent liabilities as set out in note 34.

Fair values

The fair values of cash and bank balances, time deposits, investments, long term receivables, trade de
btors, prepayments, deposits, other receivables, amount due from a fellow subsidiary, amount due from a relate
d company, amount due from an unconsolidated subsidiary, amounts due from associates and contractual joint ven
tures, bank loans, trade creditors, bills payable, other payables, and amounts due to associates, contractual
joint ventures and the holding company are not materially different from their carrying amounts.

The carrying values of cash and bank balances, time deposits, trade debtors, amount due form a fellow subsidia
ry, amount due from a related company, trade creditors, bills payable, other payables, amounts due from contra
ctual joint ventures, and amounts due to associates, contractual joint ventures and the holding company are es
timated to approximate their fair values based on the nature or short term maturity of these instruments.

38. FINANCIAL INSTRUMENTS (CONTINUED)

The carrying amount of an amount due from a property developer with principal of Rmb78.3 million has been adju
sted based on its fair value estimated by applying a discounted cash flow using an estimated interest rate. T
he carrying values of the prepayments, deposits and other receivables are estimated to approximate their fair
values based on the nature or short term maturity of these instruments. Accordingly, the carrying amounts of
the amount due from Shanghai ShenHu and the amount due from Shanghai FeiTian are estimated to approximate thei
r fair values.

The fair value of bank loans, estimated by applying a discounted cash flow using current market intere
st rates for similar financial instruments, is estimated at Rmb561,314,000.

The fair values of the long term investments, as set out in note 18, estimated based on the unaudited
financial statements of the investee companies, 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 instrument. These estimates are subjective in nature and involve uncerta

inties and matters of significant judgement and therefore cannot be determined with precision. Changes in ass
umptions could significantly affect the estimates.

39. COMPARATIVE AMOUNTS
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Certain comparative amounts have been reclassified to conform with the current year®s presentation.

40. APPROVAL OF THE CONSOLIDATED FINANCIAL STATEMENTS

The consolidated financial statements were approved by the board of directors on 26 April 2000.
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