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SHANGHAL CHINA INTERNATIONAL
TRAVEL SERVICE COMPANY LIMITED

Report and Consolidated Financial Statements
for the year ended December 31, 1999
(Prepared under International Accounting Standards)

Registered Office:
555 Pudong Road (S), Shanghai, PRC

REPORT AND CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 1999
(Prepared under International Accounting Standards)

DTT(A)001

REPORT OF THE INTERNATIONAL AUDITORS
TO THE HOLDERS OF B SHARES OF SHANGHAI CHINA INTERNATIONAL TRAVEL SERVICE COMPANY LIMITED

We have audited the accompanying consolidated balance sheet of Shanghai China International Travel Service Com
pany Limited and its subsidiaries (collectively referred to as the "Group') as of December 31, 1999 and the re
lated consolidated statements of income, changes in equity, and cash flows for the year then ended. These fin
ancial statements are the responsibility of the Group®s management. Our responsibility is to express an opini
on on these 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 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 December 31, 1999 and of the results of its operations and its cash flows for the year then end
ed in accordance with International Accounting Standards.
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Deloitte Touche Tohmatsu Shanghai CPA

April 13, 1999
CONSOLIDATED INCOME STATEMENT
FOR THE YEAR ENDED DECEMBER 31, 1999
(Prepared under International Accounting Standards)

NOTES 1999 1998
RMB*000 RMB"000

Revenue 5 466,854 408,522
Cost of sales 383,595 320,509
Gross profit 83,259 88,013
Other operating income 7 1,075 1,544
Distribution costs 35,067 34,803
Administrative expenses 42,110 35,344
Profit from operations 8 7,157 19,410
Finance cost 9 (7,771) (7,359)
Loss (income) from associates (1,436) 1,403
Income from other investments 10 4,499 5,295
Gain (loss) on disposal of subsidiaries 11 14,228

Profit before tax 16,677 18,749
Income tax 12 2,906 2,465
Profit after tax 13,771 16,284
Minority interest 1,398 314
Net profit for the year 15,169 16,598

RMB RMB

(29]



SHANGHAI CHINA INTERNATIONAL TRAVEL SERVICE CO.,LTD

Basic earnings per share

See accompanying notes to consolidated financial statements.

CONSOLIDATED BALANCE SHEET
AS AT DECEMBER 31, 1999

14

(Prepared under International Accounting Standards)

ASSETS
Non-current assets

Property, plant and equipment

Properties under development
Other deferred costs
Interests in associates
Other investments
Non-current deposite

Current assets

Inventories

Properties held for sale
Trade and other receivables
Income tax refundable

Other investments

Bank balances and cash

Total assets

EQUITY AND LIABILITIES
Capital and reserves
Share capital

Retained profits

Other reserves

Minority interest

Current liabilities

NOTES

15
16
17
19
20
21

22

20

23
24(b)
24(a)

(30]

0.11

12.31.1999

RMB"000

357,039
14,845
7,023
22,291
58,237
1,700
461,135

2,995
2,546
86,316
35,010
48,706
175,573

636,708

132,557

8,904
246,201
387,662

8,370

0.13

12.31.1998
RMB"000

363,083
14,835
6,189
22,335
58,205
2,300
466,947

5,366
303
75,899
27
10,100
45,076
136,771

603,718

132,557

13,977
242,672
389,206

12,012
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Trade and other payables 114,141
Income tax liabilities 1,303
Dividend payable 13 17,232
Bank loans 25 108,000

240,676
Total equity and liabilities 636,708

See accompanying notes to consolidated financial statements.
CONSOLIDATED STATEMENT OF CHANGES IN EQUITY
FOR THE YEAR ENDED DECEMBER 31, 1999
(Prepared under International Accounting Standards)
Other reserves
Statutory Discre Statutory
Share Capital surplus surplus public welfare

capital surplus reserve reserve reserve
RMB*000 RMB*000 RMB*000 RMB*000  RMB®000

YEAR ENDED
DECEMBER 31, 1998

Balance at Jan 1,1998 120,506 168,482 17,629 24,770 20,667

Capitalization issue 12,051 - - - -

*Transfer - 2,173 - - -

Net profit for the year - - - - -

Appropriations - - 4,498 37 4,423

Balance at December 31,
1998 132,557 170,655 22,127 24,807 25,090

(31]

106,500
96,000
202,500
603,718
Translation
reserve Sub-total
RMB*000 RMB*000
@) 231,541
- 2,173
- 8,958
@) 242,672

Retained

profits
RMB*000

20,561

(12,051)

(2,173)

16,598

(8,958)

13,977

Total
RMB*000

372,608

16,598

389,206
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YEAR ENDED
DECEMBER 31, 1999

Balance at Jan 1,1999 132,557 170,655 22,127 24,807 25,090 @) 242,672 13,977 389,206
Net profit for the year - - - - - - - 15,169 15,169
Appropriations - - 1,721 38 1,644 - 3,403 (20,635) (17,232)
Transfer - - (393) - - - (393) 393 -
Disposal

of subsidiaries - 519 - - - - 519 519
Balance at December

31, 1999 132,557 171,174 23,455 24,845 26,734 @) 246,201 8,904 387,662
* The amounts represents the portion of retained profits of an associate which has been identified as no

n-distributable by the local finance bureau as it is arose from tax refunds in previous years.

See accompanying notes to consolidated financial statements.

CONSOLIDATED CASH FLOW STATEMENT
FOR THE YEAR ENDED DECEMBER 31, 1999
(Prepared under International Accounting Standards)

NOTES 1999
RMB"000
CASH FLOWS INFLOW
FROM OPERATING ACTIVITIES 27 24,870

(32]

1998
RMB"000

43,603
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INVESTING ACTIVITIES
Purchase of property, plant and equipment
Proceeds from disposal of

property, plant and equipment
Expenditure on properties under development
Proceeds from disposal of
Acquisition of interests in associates
Acquisition of short term investments
Proceeds from disposal

of short term investments
Dividends received from associates
Proceeds from disposal of subsidiaries
Interest on government bonds
Other interest received
Dividends from other investment
Acquisition of long term investments

NET CASH (USED IN) FROM INVESTING
ACTIVITIES

FINANCING ACTIVITIES

Interest paid

Dividends paid

Dividends paid to minority shareholders by
subsidiaries

Repayments of borrowings

New borrowings

NET CASH FROM (USED IN)
FINANCING ACTIVITIES

NET INCREASE (DECREASE) IN CASH
AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS AT
BEGINNING OF YEAR

CASH AND CASH EQUIVALENTS AT
END OF YEAR

(33]

(15,841)

1,075
(10)

(800)
(192,310)

167,400
490
10,107
77

986
4,422
32

(24,436)

(7,771)

(1,033)
(213,000)
225,000

3,196

3,630

45,076

48,706

(48,375)

6,803
(904)

(1,960)
(171,300)

210,600

2,925

710
1,112
5,171

4,782

(7,359)

(23,427)

(1,339)
(167,000)
146,000

(53,125)

(4,740)

49,816

45,076
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ANALYSIS OF THE BALANCES OF CASH
AND CASH EQUIVALENTS

Bank balances and cash 48,706 45,076
See accompanying notes to consolidated financial statements.

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

FOR THE YEAR ENDED DECEMBER 31, 1999
(Prepared under International Accounting Standards)

1. GENERAL

Shanghai China International Travel Service Company Limited (“"The Company') was established in the People®s Re
public of China (the "PRC'") on September 24, 1994, as a joint stock company limited by shares.

The Company is controlled and managed by the general manager who is assigned by the State-owned Assets Adminis
tration to run the operation. So the Company does not have an ultimate holding company.

The Company is engaged in travel, ticket agency and other travel related business. The principal activities o
f the subsidiaries and associates are set out in Note 18 and 19, respectively.

The Company and its subsidiaries are hereinafter collectively referred to as "the Group".

2. PRESENTATION OF FINANCIAL STATEMENTS

The Company maintains its accounting records and prepares its statutory financial statements in accordance wit
h the accounting standards and regulations applicable to joint stock company limited by shares of the People®s
Republic of China ("PRC GAAP™).

These consolidated financial statements have been prepared in accordance with International Accounting Standar
ds ("IAS™). The accounting policies and bases adopted in the preparation of the statutory financial statement
s differ in certain respects from IAS. The differences arising from the restatement of the results of operati
ons and the net assets for compliance with IAS are adjusted in the consolidated financial statements but are
not taken up in the accounting records of the Company.

A reconciliation of the Company"s profit and net assets under IAS and PRC GAAP is stated in note 33.

3. ADOPTION OF INTERNATIONAL ACCOUNTING STANDARDS

In current year, the Company has adopted the following International Accounting Standards for the first time.
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IAS 17 (Revised 1997) Leases
IAS 19 (Revised 1998) Employee Benefits

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continued

IAS 17 (Revised 1997) specifies additional disclosures for the Group®s leasing arrangements. Disclosures for
all of the Group™s leasing arrangements have been modified so as to meet the requirements of IAS 17 (Revised 1
997). Comparative amounts have been restated in order to achieve a consistent presentation.

IAS 19 (Revised 1998) specifies the accounting treatment for employee benefits, including retirement benefits
plans. As the Group®s accounting policy for its defined contribution retirement benefit plan was already in |
ine with the requirements of the revised standard, the implementation does not have any effect on the results
for the current or prior periods and no prior year adjustment has been required.

4. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The consolidated financial statements have been prepared under the historical cost convention.

They consolidated financial statements have been prepared in accordance with International Accounting Standard
s (IAS). The principal accounting policies adopted are set out below.

Basis of consolidation

The consolidated financial statements incorporate the financial statements of the Company and enterprises cont
rolled by the Company (its subsidiaries) made up to December 31 each year. Control is achieved where the Comp
any has the power to govern the financial and operating policies of the investee enterprise so as to obtain be
nefits from its activities.

The results of subsidiaries acquired or disposed of during the year are included in the consolidated income st
atement from the effective date of acquisition or up to the effective date of disposal, as appropriate.

When necessary, adjustments are made to the financial statements of subsidiaries to bring the accounting polic
ies used into line with those used by other members of the Group.

All significant inter-company transactions and balances within the Group are eliminated on consolidation.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

FOR THE YEAR ENDED DECEMBER 31, 1999

(Prepared under International Accounting Standards)
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4. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continued

Interests in associates

An associate is an enterprise over which the Group is in a position to exercise significant influence, includi
ng participation in financial and operating policy decisions.

The consolidated income statement includes the Group®s share of the post-acquisition results of its associates
for the year. In the consolidated balance sheet, interests in associates are initially recorded at cost and
are subsequently adjusted for the post-acquisition change in the Group®s share of the net assets of its associ
ates. The carrying amount of such interests is reduced to recognize any decline, other than a temporary decli

ne, in the value of individual investments.

Where the Group transacts with its associates, unrealized profits and losses are eliminated to the extent of t
he Group®s interest in the relevant associate, except where unrealized losses provide evidence of an impairmen
t of the asset transferred.

Revenue recognition

Sales of goods are recognized when goods are delivered and title has passed.

Revenue from services is recognized when services are rendered.

Interest income is accrued on a time basis, by reference to the principal outstanding and at the interest rate
applicable.

Dividend income from investments is recognized when the shareholders® rights to receive payment have been esta
blished.

Rental income, including rental invoiced in advance, from properties under operating leases, is recognized on
a straight-line basis over the term of the relevant lease.

Leasing

Leases are classified as finance leases whenever the terms of the lease transfer substantially all the risks a
nd rewards of ownership to the lessee. All other leases are classified as operating leases.

Rentals payable and receivable under operating leases are charged and credited to the income statement on a st
raight-line basis over the term of the relevant lease.
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4. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continued
Foreign currencies

Transactions in foreign currencies other than Renminbi are initially recorded at the rates of exchange ruling
on the dates of the transactions. Monetary assets and liabilities denominated in such currencies are retransl
ated at the rates ruling on the balance sheet date. Profits and losses arising on exchange are dealt with in
the income statement.

Borrowing costs

Borrowing costs directly attributable to the acquisition, construction or production of qualifying assets, whi
ch are assets that necessarily take a substantial period of time to get ready for their intended use or sale,
are added to the cost of those assets. until such time as the assets are substantially ready for their intend
ed use or sale. Investment income earned on the temporary investment of specific borrowings pending their expe
nditure on qualifying assets is deducted from the cost of those assets.

All other borrowing costs are dealt with in income in the period in which they are incurred.

Retirement benefit costs

Payments to defined contribution retirement benefit plans are charged as an expense as they fall due. Payment
s made to state managed retirement benefit schemes are dealt with as defined contribution plans where the Comp
any"s obligations under the schemes are equivalent to those arising in a defined contribution retirement benef
it plan.

4. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continued
Taxation

The charge for current tax is based on the results for the year as adjusted for items, which are non-assessabl
e or disallowed. It is calculated using tax rates that have been enacted by the balance sheet date.

Deferred tax is accounted for using the balance sheet liability method in respect of temporary differences ari
sing from differences between the carrying amount of assets and liabilities in the financial statements and th
e corresponding tax basis used in the computation of taxable profit. |In principle, deferred tax liabilities a
re recognized for all taxable temporary differences and deferred tax assets are recognized to the extent that

it is probable that taxable profit will be available against which deductible temporary differences can be uti
lized.
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Deferred tax liabilities are recognized for taxable temporary differences arising on investments in subsidiari
es and associates except where the Group is able to control the reversal of the temporary difference and it is
probable that the temporary difference will not reverse in the foreseeable future.

Deferred tax is calculated at the tax rates that are expected to apply to the period when the asset is realize
d or the liability is settled. Deferred tax is charged or credited in the income statement, except when it re
lates to items credited or charged directly to equity, in which case the deferred tax is also dealt with in eq
uity.

Deferred tax assets and liabilities are offset when they relate to income taxes levied by the same taxation au
thority and the Group intends to settle its current tax assets and liabilities on a net basis.

4. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continued

Property, plant and equipment and depreciation

As required by the relevant PRC rules and regulations, a valuation of the assets and liabilities injected into
the Company was carried out as at July 25, 1994 by a PRC professional valuer and the injected assets and liab
ilities were reflected in the financial statements on this basis. This valuation established the deemed cost
of the injected property, plant and equipment on the formation of the Company.

Properties in the course of development for production, rental or administrative purposes or for purposes not
yet determined, are carried at cost, less any provision for impairment considered necessary by the directors.
Cost includes professional fees and borrowing costs capitalized in accordance with the Group®s accounting pol
icy. Depreciation of these assets, on the same basis as other property assets, commences when the assets are
ready for their intended use.

Other items of property, plant and equipment are stated at cost less accumulated depreciation.

Depreciation is charged so as to write off the cost of assets other than properties under construction, over t
heir estimated useful lives, using the straight-line method, on the following rates per annum:

Land without specified lease term Nil

Investment properties 1.9%
Hotel property 8%
Buildings 1.9% - 19%
Machinery 4.5% - 19%
Motor vehicles 8% - 18%
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Other equipment 9.5% -31.7%

When the recoverable amount of an asset has declined below its carrying amount, the carrying amount is reduced
to reflect the decline in value. In determining the recoverable amounts of assets, expected future cash flow
is not discounted to their present value.

The gain or loss arising on disposal or retirement of an asset is determined as the difference between the sal
es proceeds and the carrying amount of the asset and is recognized as income or expense in the year.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continued

Inventories

Inventories are stated at the lower of cost and net realizable value. Cost comprises direct materials and, wh
ere applicable, direct labor costs and those overheads that have been incurred in bringing the inventories to

their present location and condition. Cost is calculated using the weighted average method. Net realizable v
alue represents the estimated selling price less all estimated costs to completion and costs to be incurred in
marketing, selling and distribution.

Financial instruments

Financial assets

The Group®™s principal financial assets are bank balances and cash, trade and other receivables, and other inve
stments.

Trade and other receivables are stated at their nominal value as reduced by appropriate provisions for estimat
ed recoverable amounts.

Other short-term investments are carried at market value at the balance sheet date. Increases or decreases in
the carrying amount of marketable securities are recognized as income or expenses of the period.

Other long term investments, when the Group is not in a position to exercise significant influence or joint co
ntrol, are stated at cost less impairment losses recognized, where the investment®s carrying amount exceeds it
s estimated recoverable amount.

Bank balances and cash are stated at their nominal values.

Financial liabilities
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The Group™s principal financial liabilities are interest-bearing bank borrowings and trade and other payables.

Interest-bearing bank loans are recorded at the proceeds received, net of direct issue costs. Finance charges
, including premiums payable on settlement or redemption, are accounted for on an accrual basis and are added
to the carrying amount of the instrument to the extent that they are not settled in the period in which they a

rise.

Trade and other payables are stated at their nominal values.

5. REVENUE

An analysis of the Group®s revenue is as follows:

1999 1998

RMB*000 RMB*000

Travel agency and related business 428,310 362,110
Property trading and rental income 15,086 18,792
Others 23,458 27,620
Total revenue 466,854 408,522

6. BUSINESS AND GEOGRAPHICAL SEGMENTS

Business segments

For management purposes, the Group is organized into three major operating divisions - travel business, proper
ty and others. The divisions are the basis on which the Group reports its primary segment information.

Principal activities are as follows:

Travel business - tourism, ticket agency and other travel related business
Property - property development, trading and leasing
Others - manufacturing and distribution of coating materials and paging service
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Segment information about these businesses is presented below.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

FOR THE YEAR ENDED DECEMBER 31, 1999

(Prepared under International Accounting Standards)

6. BUSINESS AND GEOGRAPHICAL SEGMENTS - continued

The Group™s revenue, contribution to operating profit and net assets, analyzed by principal activity, as prese
nted in the 1999 financial statements were as follows:

Travel

business Property Others Consolidated

1999 1999 1999 1999

RMB*000 RMB"000 RMB*000 RMB*000
REVENUE
External sales 428,310 15,086 23,458 466,854
RESULT

Segment result 8,483 (2,143) 817 7,157
Finance cost (7,771)
Loss from associates (1,436)
Income from other investments 4,499
Gain on disposal of subsidiaries 14,228
Profit before tax 16,677
Income tax 2,906
Profit after tax 13,771
OTHER INFORMATION
Capital expenditure 4,231 12,810 598 17,639
Depreciation and
amortization 8,759 5,236 1,518 15,513

BALANCE SHEET

Travel
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business Property Others Consolidated
12.31.1999 12.31.1999 12.31.1999 12.31.1999
RMB*000 RMB"000 RMB*000 RMB*000
ASSETS
Segment assets 415,471 185,292 23,034 623,797
Interest in associates 20,331 - 1,960 22,291
Consolidated total assets 646,088
LIABILITIES
Segment and consolidated
total liabilities 159,899 85,206 4,951 250,056
6. BUSINESS AND GEOGRAPHICAL SEGMENTS - continued

The Group"s revenue, contribution to operating profit and net assets, analyzed by principal activity, as prese
nted in the 1998 financial statements were as follows:

Travel
business Property Others Consolidated
1998 1998 1998 1998
RMB*000 RMB*000 RMB*000 RMB*000
REVENUE
External sales 362,110 18,792 27,620 408,522
RESULT
Segment result 11,354 4,568 3,488 19,410
Financial cost 7,359
Income from associates 1,403
Income from other investment 5,295
Profit before tax 18,749
Income tax 2,465
Profit after tax 16,284
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OTHER INFORMATION
Capital expenditure 5,986 42,929 364 49,279
Depreciation and amortization 5,115 5,861 1,694 12,670

BALANCE SHEET

Travel
business Property Others Consolidated
12.31.1998 12.31.1998 12.31.1998 12.31.1998
RMB*000 RMB*000 RMB*000 RMB*000
ASSETS
Segment assets 321,999 232,642 26,742 581,383
Interest in associates 20,375 - 1,960 22,335
Consolidated total assets 603,718
LIABILITIES
Segment and consolidated
total liabilities 88,504 108,296 5,700 202,500

Geographical Segments

All of the Group®s operations and identifiable assets are located in the PRC. Over 90% of the sales revenue a
nd consolidated net profit for the year are derived from the PRC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 1999
(Prepared under International Accounting Standards)

7. OTHER INCOME
1999 1998
RMB 000 RMB*000
Interest income 986 1,112
Others 89 432
1,075 1,544
8. PROFIT FROM OPERATIONS
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Profit from operations have been arrived at after charging:

1999 1998
RMB*000 RMB*000
Staff costs 27,411 30,919
Depreciation and amortization 15,513 12,670
9. FINANCE COST
1999 1998
RMB*000 RMB*000
Interest on borrowings 7,771 8,263
Less: amounts included in the cost
of qualifying assets - (904)
7,771 7,359

No interest was capitalized during the year (1998: interest capitalized arose on the general borrowing pool an
d was calculated at expenditure on qualifying assets.)

10. INCOME FROM OTHER INVESTMENTS
1999 1998
RMB*000 RMB*000
Interest on government bonds 77 710
Dividends from other investments 4,422 4,585
4,499 5,295
11. GAIN ON DISPOSALS OF SUBSIDIARIES
a) On 26 August 1999, the Group entered into a sale agreement to transfer its 70% equity interest in one

subsidiary, Shanghai Dongshen International Travel Trade Co., Ltd. ("'Dongshen™), which carried out the travell
ing agency business. Dongshen subsequently changed its name to "Shanghai Waihang International Service Co., L

td.". The transaction was completed on 30 August 1999, on which date control of Dongshen passed to the acquir
er. The results of the Dongshen for the period from 1 January 1999 to 30 August 1999 have been included in the
consolidated financial statements.
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b) In October 1999, the Group entered into a sale agreement to dispose of another subsidiary, Shanghai Su
nshine Hotel (“Sunshine™), which was engaged in hotel operations. The disposal was effected in order to gener
ate cash flow for the expansion of the group other businesses. The disposal was completed on 30 November 1999
, on which date control of the Sunshine passed to the acquirer. The results of Sunshine for the period of 1 J
anuary 1999 to 30 November 1999 have been included in the consolidated financial statements.

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

FOR THE YEAR ENDED DECEMBER 31, 1999

(Prepared under International Accounting Standards)

The total carrying amounts of the assets and liabilities of Dongshen and Sunshine at the dates of disposal are
as follows:

As at disposal dates 1998

Total

RMB*000
Property, plant and equipment 4,990
Lang term receivables 600
Inventories 246
Trade and other receivables 3,535
Bank balance and cash 1,025
Trade and other payables (6,365)
Attributable goodwill 519

3,339
Gain on disposal 14,228
Total Consideration 17,567
Satisfied by:
Cash (Notes) 11,132
Other payables (5,311)
Deferred consideration 10,620
Interest in associate 1,126
Subtotal 17,567
Net cash inflow arising on disposal
Cash consideration 11,132
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Bank balances and cash disposal of (1,025)

Total 10,107

Notes:The amount included RMB 5,311,000 of cash receipts on behalf of other investors of Sunshine for such a d

isposal.
12. INCOME TAX
1999
RMB*000
The charge comprises:
Income tax for the year:
PRC Income Tax 2,906
Taxation attributable to the Company
and its subsidiaries 2,862
Share of taxation attributable
to associates 44
2,906

1998
RMB*000

2,465

2,302

163
2,465

PRC Income Tax is calculated at 15% of the estimated assessable profit of the Company and all of its wholly ow

ned subsidiaries and at 33% of the estimated assessable profit of other PRC subsidiaries and associated compan

ies for the year.

The charge for the year can be reconciled to the profit per the income statement as follows:

1999
RMB*000 %

Profit before tax 16,677

Tax at the PRC tax

rate of 15% (1998: 15%) 2,502 15.0
Tax effect of income that is

exempted in determining

taxable profit @378) (2.3)
Effect of different tax rates of
subsidiaries and associates 782 4.7

[46]
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18,749
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Tax expense and effective tax
rate for the year 2,906 17.4 2,465 13.1

No provision for deferred taxation has been made in the financial statements because there are no significant
temporary differences at the balance sheet date.

13. DIVIDENDS
1999 1998
RMB"000 RMB*000
Final proposed:
RMB 13 cents (1998: Nil) per share 17,232 -

The directors proposed a final dividend of RMB 13 cents per share. This dividend is subject to approval by sh
areholders at the next Annual General Meeting.

14. EARNINGS PER SHARE

The calculation of the basic earnings per share is based on the following data:

Earnings

1999 1998
RMB*000 RMB*000
Earnings for the purposes of basic earnings
per share (net profit for the year) 15,169 16,598
Number of shares
Weighted average number of ordinary shares for
the purposes of basic earnings per share 132,557 132,557
15. PROPERTY, PLANT AND EQUIPMENT
Investment Hotel Land and Motor Other Construction

properties property buildings Machinery vehicles equipment 1in progress Total
RMB*000 RMB*000  RMB®000 RMB*000 RMB"000 RMB"000 RMB*000 RMB*000
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COST
At Jan 1, 1999 313,445 7,844 25,100
Additions - - -
Transfer 12,810 - 230
Disposals - - (1,220)
Disposal of subsidiaries - (7,844) (1,841)
At December 31, 1999 326,255 - 22,269
DEPRECIATION
At January 1, 1999 8,539 4,641 3,894
Provided for the year 6,107 555 1,578
Eliminated on disposals - - (578)
Eliminated on disposal

of subsidiary - (5,196) (639)
At December 31, 1999 14,646 - 4,255
NET BOOK VALUES
At December 31, 1999 311,609 - 18,014
At December 31, 1998 304,906 3,203 21,206
15. PROPERTY, PLANT AND EQUIPMENT - continued

18,459
679
653

(569)

(1,503)

17,719

8,625

2,066

(414)

(1,212)

9,065

8,654
9,834

19,127 13,971 2,222 400,168
1,869 314 12,979 15,841
- - (13,693) -
(4,146) (404) - (6,339)
(1,027)  (1,977) - (14,192)
15,823 11,904 1,508 395,478
5,069 6,317 - 37,085
3,427 826 - 14,559
(1,985)  (1,026) - (4,003)

(920)  (1,235) - (9,202)
5,591 4,882 - 38,439
10,232 7,022 1,508 357,039
14,058 7,654 2,222 363,083

The Group has pledged certain property, plant and equipment having total net book value of approximately RMB 6
8,406,000 (1998: RMB 24,530,000) to secure short-term bank loans granted to the Group.

As at December 31, 1999 certificates of property ownership for certain properties having total net book values
of approximately RMB 225 million (1998: RMB 215 million) have not yet been obtained.

16. PROPERTIES UNDER DEVELOPMENT

Balance brought forward
Additions
Disposals

1999
RMB*000

14,835
10

[48]

1998
RMB*000

15,438
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Balance carried forward 14,845 14,835

Representing:

Land at cost 1,324 1,324

Relocation and infrastructure costs 3,007 3,007

Development expenditure 10,514 10,504
14,845 14,835

Properties intended for sale 14,845 14,835

Included in properties under development is net interest capitalized of approximately RMB 904,000 (1998: RMB 9
04,000).

The properties under development is temporarily suspended due to current lawsuits with a co-developer of the p
roject see note 32. The progress of the project is dependent on the outcome of the lawsuit. In the opinion of
the Board of directors, there is no permanent diminution in value for this project as the Company is able to r
ecover the total cost incurred at December 31, 1999 from the co-developer or it will continue to develop the p
roject in the near future.

17. OTHER DEFERRED COSTS
1999 1998
RMB*000 RMB*000
At January 1 6,189 -
Additions 1,788 6,540
Amortization (954) (351)
At December 31 7,023 6,189

Other deferred costs represent the prepayment of employees® housing benefit, which is amortized over the perio
d of services to be rendered by the employees.

18. SUBSIDIARIES

Details of the Company"s subsidiaries at 31st December, 1999 are as follows:
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Name of
subsidiary

Shanghai CITS
Advertising
Corporation

Shanghai Tourism
Company Limited

Shanghai Tianji
Information
Transmission
Company Ltd.

Shanghai Winrank
Coating Materials

Registered
capital

RMB 600,000

RMB 10,000,000

RMB 3,000,000

Us$ 1,120,000

Proportion of
ownership interest

100%

100%

60%

51%

Principal
activity

Advertising

Tour guide service

Sales of pagers and
provision of paging
services

Coating materials
production and sales

Co., Ltd.

All the subsidiaries of the Company are registered in the PRC.

19. INTERESTS IN ASSOCIATES
12.31.1999 12.31.1998
RMB*000 RMB*000
Cost of investment 13,275 11,350
Share of post-acquisition profit, net of
dividends received and receivable (note) 9,016 10,985
22,291 22,335

Note: During the year, an associate has capitalized its retained profits as share capital and the Group®s shar
e of this amount is approximately RMB 2,254,000.

Place of
incorporation/ Share/

Name of registration Registered Proportion of Principal

associate and operation capital ownership interest activity
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Shanghai Waihang
International Travel
Service Co., Ltd.

Shanghai One-day Travel Shanghai

Service Co., Ltd.

Shanghai Longmen Shanghai
Hotel

China Oriental Shanghai
International Travel
& Transport Co., Ltd.

Shanghai Tourism Hong Kong

Corporation (Hong Kong)
Ltd.

Shanghai Jindun Communication
Technology Co., Ltd.

20. OTHER INVESTMENTS

Non-current investment

At cost:
At January 1, 1999
Addition

At December 31, 1999

20. OTHER INVESTMENTS -continued

Current investments

Shanghali

Shanghai

Unlisted equity
investments

RMB 3,000,000 30%
RMB 3,000,000 22.86%
RMB 41,000,000 30%
RMB 8,000,000 49%
HK$ 1,000,000 24 .5%
RMB 2,000,000 29.4%
Government
bonds
RMB*000
32
32
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Travel agency

Travel agency

Hotel operation

Travel and cargo
transportation services

Travel agency

Communication

equipment production,
sales and repairing

Club
membership Total
RMB*000 RMB*000
966 58,205
- 32
966 58,237
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Government
bonds
RMB*000
MARKET VALUE
At January 1, 1999 10,100
Additions 192,310
Disposals (167,400)
At December 31, 1999 35,010
21. INVENTORIES
12.31.1999 12.31.1998
RMB*000 RMB*000
Raw materials 2,070 2,113
Finished goods - 502
Trading stock and consumables 925 2,751
2,995 5,366
Carrying amount of inventories carried at
net realisable value 1,247 1,116

22. TRADE AND OTHER RECEIVABLES

The amounts included a quality assurance deposit of Rmb 1,700,000 (1998: RMB 2,300,000) placed in Shanghai Tou
rism Bureau which bears interest at prevailing market rate. The balance may be used by Shanghai Tourism Burea
u to settle complaints raised by the tourists and the total amount will not be refunded until the Company ceas
es its travel business.

23. SHARE CAPITAL

12.31.1999
and
12.31.1998
Registered, issued and fully paid:
66,556,270 State shares and shares held by
other legal person of Rmb 1 each 66,557
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66,000,000 B share of RMB 1 each 66,000
132,557

All the shares rank pari passu with each other in all respects except for that B shares are listed on the Shan
ghai Stock Exchange; and B shares can only be owned by overseas investors. State shares and shares held by ot
her legal person are not listed.

24. OTHER RESERVES

() Other reserves of the Group include statutory surplus reserve, discretionary surplus reserve and statu
tory public welfare reserve, which form part of shareholders® equity.

Statutory surplus reserve / Discretionary surplus reserve

In accordance with relevant PRC Company laws and regulations and the Company®"s Articles of Association, the Co
mpany is required to appropriate 10% of its profit after taxation reported in its PRC statutory financial stat
ements to the statutory surplus reserve. Allocation to a discretionary surplus reserve shall be approved by t
he shareholders in general meeting.

The appropriation of statutory surplus reserve need not be made if the balance of the statutory surplus reserv
e has reached 50% of the Company"s registered capital. Surplus reserves may be used to make up losses or for
conversion into share capital. The Company may, upon the approval by a resolution of shareholders® general me
eting, convert its surplus reserves into share capital by issuing new shares to existing shareholders in propo
rtion to their original shareholding or by increasing the nominal value of each share. However, when converti
ng the Company"s statutory surplus reserve into share capital, the amount of such reserve remaining unconverte
d must not be less than 25% of the registered capital.

24. OTHER RESERVES - continued

Statutory public welfare reserve

In accordance with relevant PRC laws and regulations and the Company®s Articles of Association, the Company is
required to appropriate 5% to 10% of the profit after tax as reported in its PRC statutory financial statemen

ts to the statutory public welfare reserve. The statutory public welfare reserve shall only be applied for ca

pital expenditure related to provision of collective welfare for staff and workers and these welfare facilitie

s remain as property of the Group.

The statutory public welfare reserve is non-distributable. When the public welfare reserve is utilized, an am
ount equal to the cost of the assets acquired is transferred to discretionary surplus reserve. On disposal of
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the relevant assets, the original transfers from the reserve are reversed.

() Basis for profit distribution

In accordance with the Company"s articles of association, profit available for distribution to shareholders sh
ould be based on the lower of the amount determined under the PRC accounting standards and regulations and the
amount determined under IAS after deduction of the current year"s appropriation to the statutory reserves. T
he retained profits carried forward available for distribution to shareholders as at December 31, 1999 was RMB
8,904,000.

25. BANK LOANS
12.31.1999 12.31.1998
RMB"000 RMB"000
Short term bank loans 108,000 92,000
10.98% secured bank loan, repayable in 1999 - 4,000
108,000 96,000

The short-term bank loans are dominated in RMB and with a weighted average interest rate at 6.42% (1998: 7.12%
) per annum.

Short-term bank loan of RMB 59,000,000 (1998: RMB 4,000,000) are secured by pledged of property, plant and equ
ipment of the Group, see note 15.

The directors consider that the fair value of the bank loans approximates their carrying value.

26. FINANCIAL LIABILITIES

Trade and other payables comprise amounts outstanding for trade purchase and ongoing costs.

The directors consider that the carrying amount of trade and other payables approximates to their fair value.

27. RECONCILIATION OF PROFIT BEFORE TAXATION TO NET CASH INFLOW FROM OPERATING ACTIVITIES
1999 1998
RMB*000 RMB*000
Profit before taxation 16,677 18,749

[54]



SHANGHAI CHINA INTERNATIONAL TRAVEL SERVICE CO.,LTD

Adjustments for:

Loss (income) from associates 1,436
Interest expenses 1,771
Other interest income (986)
Income from disposal of subsidiaries (14,228)
Interest on government bonds an
Dividends from other investments (4,422)

Depreciation of property, plant and equipment 14,559
Amortization of other deferred costs 954
Proceeds from disposal of properties under

development
Loss on disposal of property, plant and equipment 1,261
Payment for employee housing benefits (1,788)

Operating cash flows before movements in

working capital 21,157
Decrease in inventories 2,125 1,161
(Increase) decrease in properties for sales (2,243)
(Increase) decrease in trade and other receivables (3,332)
Increase (decrease) in trade and other payables 8,695
Cash generated by operations 26,402
Income taxes paid (1,532)

NET CASH INFLOW FROM

OPERATING ACTIVITIES 24,870
28 CAPITAL COMMITMENTS
12.31.1999
RMB*000

Commitments for the acquisition of
Property, plant and equipment:
-contracted for but not provided in
financial statements -

29. LEASE COMMITMENTS
12.31.1999 12.31.1998
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(1,403)
7,359
(1,112)

(710)
(4,585)
12,319

351

1,507
2,123
(946)

33,652

10,643

23,581
(21,543)

47,494
(3,891)

43,603

12.31.1998
RMB*000

7,711
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RMB*000 RMB"000
Minimum lease payments paid under
operating lease 3,427 1,466

At the balance sheet date, the Group had outstanding commitments under non-cancelable operating leases, which
fall due as follows:

12.31.1999 12.31.1998
RMB*000 RMB*000
Within one year 897 214
In the second to fifth year inclusive 1,705 1,969
After five years - 1,859
2,602 4,042

In addition, the Group leases certain premises without specific lease terms and the annual rental payable unde
r such lease arrangement is approximately RMB 1,700,000 (1998: RMB 1,700,000).

Operating lease payments represent rentals payable by the Group for certain of its office properties. Leases a
re negotiated for an average term of three years and rentals are fixed for an average term of one year.

30. FINANCIAL INSTRUMENTS

The financial assets of the Group include bank balances and cash, trade and other receivables, and other inves
tments. The financial liabilities of the Group include bank loans, and trade and other payables.

€)) Interest rate risk

The interest rates and terms of repayment of bank loans of the Company are disclosed in Note 25.

30. FINANCIAL INSTRUMENTS - continued

(b) Credit risk

Bank balances and cash

Bank balances and cash comprise cash deposits held by the Company treasury function. The carrying amount of t
hese assets approximates to their fair value.
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Trade and other receivables

The Company does not have a significant exposure to any individual customer of counterparty. The major concen

trations of credit risk arise from exposures to a substantial number of trade receivables operating in tourism
industry in the PRC.

©) Fair values

The fair values of bank balances, trade and other receivables, equity investments and trade and other payables
are not materially different from their carrying amounts.

31. RELATED PARTY TRANSACTIONS

€)) During the year, the Group entered into the following significant transactions with associates:
1999 1998
RMB*000 RMB*000

Travel business revenue 205 328

Travel business expenses - 324

Other income - 189

The above transactions were carried out at mutual agreed rates.

31. RELATED PARTY TRANSACTIONS - continued
(b Amounts due from/to associates
12.31.1999 12.31.1998
RMB*000 RMB*000
Trade and other receivables 779 775
Trade and other payables 103 86

The amounts are repayable on demand and are interest free.

32. CONTINGENT LIABILITY

On October 10, 1999, a co-developer of the properties under development see note 16, instigated proceedings ag
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ainst the Company for not executing a joint development contract signed on March 5, 1994. The co-developer dem
ands a penalty of Rmb 3 million and requests the Company to continue the execution of the contract.

On December 3, 1999, the Company raised a counted claim against the co-developer for breach of duties. The Com
pany counter-claims a refund and compensation of development costs incurred totally amounted to Rmb 15 million
and requests to terminate the joint development contract.

On January 27, 2000, the people Court of Jinan District, Shanghai has appoint a Chinese CPA firm to audit the
project development cost before further proceedings. Up to date, the audit is still in progress.

The board of directors does not foresee any probable loss due to these lawsuit will be arose.

33. SUMMARY OF DIFFERENCES BETWEEN IAS AND PRC GAAP

These financial statements are prepared in conformity with 1AS which are different from its statutory financia
I statements, which are prepared in accordance with PRC GAAP.

The statutory financial statements for the year ended December 31, 1999 reported net profit for the year as RM
B 15,218,000 and net assets at RMB 387,985,000. The principal IAS adjustments made for net profit for the yea
r and net assets are as follows:

Net profit
for the year Net assets
RMB*000 RMB*000
As reported under PRC GAAP 15,218 387,985
Gain on disposal of subsidiaries (49) -
Others - (323)
As reported under IAS 15,169 387,662

34. COMPARATIVE FIGURES

Certain comparative has been reclassified to conform to the current year"s presentation.

35. LANGUAGE

The English text of the financial statements is a translated version for the convenience of English readers an
d for reference only. The Chinese text of the financial statements will prevail over the English text.
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