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Report of the auditors

To the shareholders of Inner Mongolia Erdos Cashmere Products Co., Ltd.
(A joint stock company incorporated in the People’s Republic of China with limited liability)

We have audited the accompanying consolidated balance sheet of Inner Mongolia Erdos Cashmere Products Co., Ltd. and its subsidiaries (the Group) as of
31 December 1999 and the related income and cash flow statements for the year then ended. These financial statements set out on pages 2 to 18 are the
responsibility of the Company’s management. Our responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with International Standards on Auditing. Those Standards require that we 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 disclosures in the financial statements. An audit also includes assessing the accounting principles used and significant 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 financial statements give a true and fair view of the financial position of the Group as of 31 December 1999 and of the results of its
operations and its cash flows for the year then ended in accordance with International Accounting Standards.

PricewaterhouseCoopers

27 March 2000



INNER MONGOLIA ERDOS CASHMERE PRODUCTS CO.,

Consolidated income statement
For the year ended 31 December 1999

(all amounts in Rmb thousands) Notes
Sales 3
Cost of sales

Gross profit

Other operating income

Distribution expenses
Administrative expenses

Operating profit
Finance costs 5

Profit before tax 4
Income tax

Profit from ordinary activities
Minority interest 22

Net profit

Earnings per share 7

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

INNER MONGOLIA ERDOS CASHMERE PRODUCTS CO.,

Consolidated balance sheet as of 31 December, 1999

(all amounts in Rmb thousands) Notes
ASSETS

Non-current assets

Property, plant and equipment 9
Long-term investments

Intangible assets 10
Deferred assets 11
Current assets

Inventories, net 12
Notes receivable 13
Accounts receivable, net 14
Other receivables

Prepayments and other assets 15
Due from Erdos Group Company 16
Due from related companies 17
Cash and cash equivalents 18

LTD.
1999 1998
1,477,069 1,149,481
(1,049,793) (755,945)
427,276 393,536
10,723 14,904
(143,185)  (128,045)
(89,179) (56,318)
205,635 224,077
(25,108) (50,567)
180,527 173,510
6(42,909) (24,688)
137,618 148,822
(25,833) (53,833)
111,785 94,989
Rmb 0.26 Rmb 0.22
LTD.
1999 1998
399,232 365,783
3,660 4,401
56,913 60,517
9,962 9,970
469,767 440,671
1,192,455 1,229,630
4,581 26,849
277,699 483,962
62,726 71,712
47,536 64,462
112,229 40,383
9,341 12,645
243,498 279,720
1,950,065 2,209,363




Total assets 2,419,832 2,650,034

EQUITY AND LIABILITIES

Capital and reserves

Share capital 436,000 436,000
Reserves 1,077,005 1,056,780
1,513,005 1,492,780
Minority interest 22 167,327 167,942
Non-current liabilities
Borrowings 20 - 20,620
- 20,620
Current liabilities
Notes payable 13 23,000 54,478
Accounts payable 19 180,199 236,511
Advances from customers 51,488 35,491
Accruals and other liabilities 112,749 82,222
Borrowings 20 227,736 441,655
Taxes payable 15,910 5,729
Dividends payable 8 91,560 78,480
Provision for staff welfare 36,858 34,126

739,500 968,692
Total liabilities 739,500 989,312

Total equity and liabilities 2,419,832 2,650,034

The accompanying notes are an integral part of these financial statements.
INNER MONGOLIA ERDOS CASHMERE PRODUCTS CO., LTD.
Consolidated statement of changes in equity
For the year ended 31 December 1999

(all amounts in Rmb thousands)

Statutory Statutory
Notes Share Capital common provident Retained

Capital reserve reserve fund earnings Total
At 1 January 1998 436,000 946,999 32,324 32,324 28,624 1,476,271
Profit for the year - - - - 94,989 94,989
Transfer from profit and
loss account - - 8,500 8,500 (17,000) -
Dividend 8 - - - (78,480)  (78,480)
At 31 December 1998 436,000 946,999 40,824 40,824 28,133 1,492,780

At 1 January 1999 436,000 946,999 40,824 40,824 28,133 1,492,780
Profit for the year - - - 111,785 111,785
Transfer from profit and



loss account - - 11,179 5,589
Dividend 8 - - -

(16,768) -
(91,560)  (91,560)

At 31 December 1999 436,000 946,999 52,003 46,413

31,590 1,513,005

An analysis of the movement is presented in Note 21 and 23.

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

INNER MONGOLIA ERDOS CASHMERE PRODUCTS CO., LTD.
Consolidated cash flow statement
For the year ended 31 December 1999

(all amounts in RMB thousands) Notes 1999 1998
Operating activities
Profit before tax and minority interest 180,527 173,510
Adjustments for:
Depreciation and amortisation 57,416 53,814
(Gain)/Losses on disposal of fixed assets 160 (1,951)
Interest expenses 24,211 45,500
Operating profit before working capital changes 262,314 270,873
(Increase) decrease in assets:
Accounts receivable 206,263 (63,348)
Notes receivable 22,268 (26,849)
Other receivables 8,379 (19,364)
Prepayments and other assets 16,926 647
Due from Erdos Group Company (28,638) 18,999
Due from related companies 29,752 13,365
Inventories 37,175 162,455
(Purchase)/disposal of deferred assets (5,240) 15,839
Long-term due from Erdos Group Company - 80,000
Increase (decrease) in liabilities:
Notes payable (31,478) 22,610
Accounts payable (64,465) 4,189
Income tax paid (32,728) (21,522)
Advances from customers 15,997 (5,419)
Accruals and other liabilities 30,527 33,914
Due to related companies - (24,390)
Provision for staff welfare 2,732 3,143
Net cash from operating activities 469,784 465,142
Investing activities
Purchase of property, plant and equipment 25 (80,242) (41,373)
Purchase of intangible assets - (4,452)
Proceeds from disposal of property, plant and equipment 6,221 17,819
Disposals of long-term investment 1,349 6,992
Net cash used in investing activities (72,672) (21,014)
Financing activities
Proceeds from long-term borrowings - 10,620
Proceeds from short-term borrowings 369,762 746,029
Loan from/(to) Erdos Group Company (43,208) 17,046
Interest received 8,979 25,536
Repayment of short-term borrowings (604,301) (1,177,475)
Dividends paid (104,928) (121,930)
Interest paid (33,190) (71,036)
Increase in minority interests (26,448) (23,453)
Net cash used in financing activities (433,334) (594,663)
Decrease in cash and cash equivalents (36,222) (150,535)
Movement in cash and cash equivalents

At start of year 279,720 430,255
Decrease (36,222) (150,535)
At end of year 243,498 279,720




(@)

(b)

(©)

(d)

(e)

(f)

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

PRINCIPAL ACTIVITIES

Inner Mongolia Erdos Cashmere Products Co., Ltd. (“the Company”) was incorporated in the People’s
Republic of China (“the PRC”) as a joint stock limited company on 15 October 1995. The Company and
its subsidiaries (“the Group”) are principally engaged in the manufacture and sale of cashmere
products.

The company is listed in Shanghai Security Exchange.

ACCOUNTING POLICIES

The principal accounting policies adopted in the preparation of these consolidated financial statements
are set out below:

Basis of preparation

The consolidated financial statements are prepared in accordance with and comply with International
Accounting Standards (“IAS”) and under the historical cost convention.

Consolidation

Subsidiary undertakings, which are those companies in which the Group, directly or indirectly, has an
interest of more than one half of the voting rights or otherwise has power to exercise control over the
operations, have been consolidated. All intercompany transactions, balances and unrealised surpluses
and deficits on transactions between Group companies have been eliminated. Separate disclosure is
made of minority interests.

A listing of the Group’s principal subsidiaries is set out in Note 26.

Foreign currency

The Group maintains its books and accounting records in Renminbi. Foreign currency transactions are
translated into Renminbi at the market rates of exchange prevailing at the dates of transactions.
Monetary assets and liabilities denominated in foreign currencies are translated into Renminbi at the
market rates of exchange prevailing on the balance sheet date. Gains and losses arising on
exchange are dealt with in the income statement.

Financial instruments

Financial instruments carried on the balance sheet include cash and bank balances, investments,
receivables, trade creditors and borrowings. The particular recognition methods adopted are
disclosed in the individual policy statements associated with each item.

Intangible assets

Intangible assets include trademarks, which are stated at cost less accumulated amortisation and are
amortised on a straight-line basis over the expected future economic life of 20 years.

Long-term investments

Long-term investments are stated at cost less provision for permanent diminution in value, if any.
Income from investments is accounted for to the extent of investment income received or receivable.
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ACCOUNTING POLICIES (continued)
Property, plant and equipment
Property, plant and equipment include land use right and other fixed assets.

Land use rights are stated at cost less accumulated amortisation and are amortised on a straight-line
basis over the term of the rights.

Other fixed assets are stated at cost less accumulated depreciation. Depreciation is calculated on the
straight-line method to write off the cost of each asset, or the revalued amounts, to their 3% residual
values over their estimated useful life as follows:

Buildings 35 years

Machinery and equipment 10 years
Furniture and office equipment 5 years
Motor vehicles 5 years

Construction-in-progress

Construction-in-progress represents capital assets under construction, being installed or tested and is
stated at cost. Cost comprises cost of machinery and equipment, installation, testing and other direct
costs including interest charges arising from borrowings to finance the capital assets, prior to the date of
completion of construction or testing. No depreciation is provided in respect of construction-in-
progress.

Inventories

Inventories are stated at the lower of cost and net realisable value. Cost is calculated using the
weighted-average basis. The cost of finish goods and work in progress comprises raw materials, direct
labour, other direct costs and related production overheads. Net realisable value is estimate of the
selling price in the ordinary course of business, less the costs of completion and selling expenses.

Accounts receivable

Trade receivables are carried at anticipated realisable value. An estimate is made for doubtful
receivables based on a review of all outstanding amounts at the year end. Bad debts are written off
during the year in which they are identified.

Cash and cash equivalents

For the purpose of the cash flow statement, cash and cash equivalents comprise cash in hand, deposits
held at call with banks.

Pre-operating expenses

Pre-operating expenses are expenses incurred during set-up periods and are stated at cost less
accumulated amortisation. Pre-operating expenses are amortised on a straight-line basis over five
years after commercial operations commence.

Defined contribution to pension scheme

The Group contributes to a defined contribution retirement scheme established by the Inner Mongolia
Yih Ju League. Under this scheme, the retirement benefits obligations of all existing and future retired
employees of the Group will be assumed by the Inner Mongolia Yih Ju League. Contributions to the
scheme are charged to income statement as incurred.

ACCOUNTING POLICIES (continued)
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(P)
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Revenue recognition

Sales are recognised upon delivery of goods and when the risks and rewards of ownership have been
transferred to the customer, net of sales taxes and discounts, and after eliminating sales within the
Group.

Interest income is recognized on an accrual basis.
Dividend income is recognized when the shareholder’s right to receive payment is established.
Deferred taxation

Deferred taxation is accounted for at the current rate of taxation, using the liability method, in respect of
timing differences between profit as computed for taxation purposes and accounting profit, to the extent
that a liability or an asset is expected to be payable or receivable in the foreseeable future.

Comparatives

Where necessary, comparative figures have been adjusted to conform with changes in presentation in
the current year.

SALES

Sales represents invoiced sales of cashmere products to third parties and related companies, net of
sales taxes and discounts, and comprises the following:

1999 1998
Rmb’000 Rmb’000
Sales within the PRC 951,872 821,282
Sales outside the PRC
Asia 131,299 82,050
Europe 151,559 98,460
America 210,079 131,280
Others 32,260 16,409
1,477,069 1,149,481
PROFIT BEFORE TAX
Profit before tax is stated after crediting and charging the following:
1999 1998
Rmb’000 Rmb’000
Staff cost
Salary 79,049 70,965
Welfare 10,820 16,551
89,869 87,516
Depreciation on property, plant and equipment 48,564 45,062
Raw materials and consumables used 398,885 405,803
Provision for doubtful debts and write
off doubtful debts 1,036 1,661
Provision for slow-moving inventories 10,003 5,000
Amortisation of intangible assets
(included in “Administrative expenses”) 3,604 3,604
Amortisation of deferred assets
(included in “Administrative expenses”) 5,248 5,248

Operating lease rentals 1,786 1,786



Average number of persons employed by the group during the year:
Full time 6,773 6,623
Part time 3,514 3,352

FINANCE COSTS

1999 1998

Rmb’000 Rmb’000

Interest income (8,979) (25,536)
Net foreign exchange transaction gain/(losses) (1,517) 2,774
Interest expense — bank borrowings 33,190 71,036
Bank charges 2,414 2,293
25,108 50,567

TAX

In accordance with certain provisions of the income tax laws, the Company is exempt from income tax
for two years commencing the first full profit-making year followed by a 50 percent reduction for the next
three years thereafter. As 1999 is the Company’s fourth profit-making year, income tax rate of 15
percent is payable for the year ended 31 December 1999.

Four of the Company’s subsidiaries are Sino-foreign joint ventures and are exempt from income tax for
two years commencing the first profit-making year followed by a 50 percent reduction for the next three
years. The income tax rates applicable to these four subsidiaries are summarized as follows:

Applicable 50 percent
income Tax exemption deduction
tax rate period period

Inner Mongolia Donghao

Cashmere Products Co., Ltd. (“Dongqi”) 30% 1996 — 1997 1998 - 2000
Inner Mongolia Dongwei

Cashmere Products Co., Ltd. (“DongWei") 30% 1994 - 1995 1996 — 1998*
Shenzhen Dongqi Cashmere

Products Co., Ltd. (“Dongqi”) 15% 1994 - 1995 1996 — 1998*
Inner Mongolia Dongma

Cashmere Products Co., Ltd. (“Dangma”) 30% 1995 - 1996 1997 - 1999

* The applicable income tax rates in 1999 for “Dongwei” and “ Donggi” are 30% (1998: 15%) and 15%(1998: 7.5%),
respectively as the periods of tax exemption have expired.

All other subsidiaries of the Company are subject to a tax rate of 33 percent of taxable profits.

The effective income tax rate is substantially lower than the applicable statutory tax rate because of the
above tax exemption granted to the Company and certain subsidiaries.

There is no material unprovided potential liability or asset for deferred taxation.

1999 1998

Rmb ‘000 Rmb ‘000

IAS profit before tax 180,527 173,510
Reconciling items

-Provision for doubtful debts - (5,664)

-Provision for slow-moving and obsolete stocks - (4,328)

PRC profit before tax 180,527 163,518

Tax calculated at a tax rate of 15% 27,079 24,528



Effect of different tax rates of other subsidiaries 17,589 871

Income not subject to tax (3,415) (2,486)
Expenses not deductible for tax purposes 1,656 1,775
Tax charge 42,909 24,688
7 EARNINGS PER SHARE

Basic earnings per share is calculated by dividing the net profit attributable to shareholders by the
weighted average number of ordinary shares in issue during the year.

1999 1998
Rmb Rmb
Net profit attributable to shareholders 111,785,055 94,988,924
Weighted average number of ordinary
Shares in issue 436,000,000 436,000,000
Earnings per share 0.26 0.22
8 DIVIDENDS PER SHARE

At the meeting on 21 March 2000, the company has proposed a dividend in respect of 1999 of Rmb0.21
per share (1998 actual dividend Rmb0.18 per share) amounting to a total of
Rmb91, 560,000 (1998 actual Rmb78, 480,000).

9PROPERTY, PLANT AND EQUIPMENT

MachineryFurniture

Land and and and office Motor Construction

Buildings equipment equipment vehicles in-progress Total

Rmb’000 Rmb’000 Rmb’000 Rmb’000 Rmb’000 Rmb’000
Year ended 31 December 1998
Opening net book amount 79,322 255,649 5,814 11,106 12,335 364,226
Additions 17,983 38,963 2,447 4,232 3,157 66,782
Transfer from construction-

In-progress 8,128 483 113 - (8,724) -
Disposals (1,011) (15,068) (363) (438) (3,283) (20,163)
Depreciation charge (7,883) (33,715) (675) (2,789) - (45,062)
Closing net book amount 96,539 246,312 7,336 12,111 3,485 365,783
At 31 December 1998
Cost 124,090 374,513 11,855 17,033 3,485 530,976
Accumulated depreciation (27,551) (128,201) (4,519) (4,922) - (165,193)
Net book amount 96,539 246,312 7,336 12,111 3,485 365,783
Year ended 31 December 1999
Opening net book amount 96,539 246,312 7,336 12,111 3,485 365,783
Additions 12,144 57,006 3,125 4,838 11,281 88,394
Transfer from construction-

In-progress 491 3,226 144 74 (4,335) -
Disposals (801) (3,435) (269) (704) (1,172) (6,381)
Depreciation charge (4,435) (37,680) (2,531) (3,918) - (48,564)
Closing net book amount 103,938 265,429 7,805 12,801 9,259 399,232
At 31 December 1999

Cost 135,581 430,792 14,596 21,382 9,259 611,610
Accumulated depreciation (31,643) (165,363) (6,791) (8,581) - (212,378)
Net book amount 103,938 265,429 7,805 12,801 9,259 399,232
INTANGIBLE ASSETS

“Erdos” “KVSS”
Trademark Trademark Total

Rmb’ 000Rmb’ 000 Rmb’ 000



Y ear ended 31 December 1998

Opening net book amount 46,036 18,085 64,121
Amortisation charge (2,587) (1,017) (3,604)
Closing net book amount 43,449 17,068 60,517
At 31 December 1998

Cost 51,750 20,330 72,080
Accumulated amortisation (8,301) (3,262) (11,563)
Net book amount 43,449 17,068 60,517
Y ear ended 31 December 1999

Opening net book amount 43,449 17,068 60,517
Amortisation charge (2,587) (1,017) (3,604)
Closing net book amount 40,862 16,051 56,913
At 31 December 1999

Cost 51,750 20,330 72,080
Accumulated amortisation (10,888) (4,279) (15,167)
Net book amount 40,862 16,051 56,913

DEFERRED ASSETS
1999 1998
Rmb’000 Rmb’000
Pre-operating expenses 7,355 8,283
Others 2,607 1,687
9,962 9,970
12 INVENTORIES
19991998
Rmb’000RmMb’000
Raw materials (at cost) 348,575 262,297
Raw materials (at net realized value) 3,536 -
Semi-finished products (at cost) 62,523 307,109
Work-in-process (at cost) 180,040 76,924
Finished goods (at cost) 544,198 583,300
Finished goods (at net realized value) 53,583 -
1,192,455

1,229,630

FINANCIAL INSTRUMENTS

Notes receivable and payable at 31 December 31 1999 represents Bank Acceptances in Renminbi from
customers and due to suppliers, respectively. The maturity dates of these Bank Acceptances are all within
six months of balance sheet date.

The carrying amounts of other financial assets and financial liabilities approximate to their fair value.

ACCOUNTS RECEIVABLE

1999 1998

Rmb’000 Rmb’000
Accounts receivable 288,957 494,184
Less: Provision for doubtful debts (11,258) (10,222)
Accounts receivable 277,699 483,962
Movement of provision for doubtful debts:
Balance at 31 December 1998 10,222
Additional provision provided in 1999 4,422

Write off of doubtful debts (3,386)



Balance at 31 December 1999 11,258

Included in accounts receivable as of 31 December 1999 are trade related balances with enterprises
controlled by Erdos Group Company, the Company’'s parent company, amounting to Rmb 4,615,659
(1998: Rmb 74,194,688).

PREPAYMENT AND OTHER ASSETS

1999 1998

Rmb’000 Rmb’000

Prepayment 38,539 53,920
Other assets 8,997 10,542
47,536 64,462

DUE FROM ERDOS GROUP COMPANY

1999 1998

Rmb’000 Rmb’000

Loan to Erdos Group Company (Note 24) 148,339 65,504
Due to Erdos Group Company (36,110) (25,121)
Net due from Erdos Group Company 112,229 40,383

Interest is charged at between 7.02% percent and 9.5% percent per annum on the loan to Erdos Group
Company. The balance of due to Erdos Group Company as of 31December 1999 are unsecured,
interest free and with no fixed repayment terms.

DUE FROM (TO) RELATED COMPANIES

1999 1998

Rmb’000 Rmb’000
Due to enterprises controlled by Erdos Group Company - 1449)
Due from enterprises controlled by Erdos Group Company 9,341 13,794
9,341 12,645

There is unsecured, interest free and no fixed term for repayment of these amounts due from enterprises controlled by Erdos Group Company.

CASH AND CASH EQUIVALENTS

1999 1998

Rmb’000 Rmb’000

Cash in hand 2,327 761
Cash at bank 241,171 278,959
243,498 279,720

ACCOUNTS PAYABLES
1999 1998
Rmb’000 Rmb’000



Accounts payable

- Enterprises controlled by Erdos Group Company 59,873 20,103
- Third parties 120,326 216,408
180,199 236,511

BORROWINGS

1999 1998
Rmb’000 Rmb’000
Current

Bank borrowings
- Repayable in Renminbi 202,617 238,957
- Repayable in United States dollars 16,559 194,155
- Repayable in Hong Kong dollars 8,560 8,543
227,736 441,655

Non-current
Bank borrowings (repayable in Renminbi) - 20,620

All short-term bank loans are unsecured and bear interest at rates ranging from 5.85 percent to 9.36
percent per annum (1998: 5.184 percent to 11.088 percent). As of 31 December 1999, all short-term
bank loans (1998: all) were guaranteed by Erdos Group Company.

BORROWINGS (continued)

The interest rate exposure of the borrowing of the Group was at fixed rates as following:
1999 1998

Weighted average effective interest rates:

-Bank borrowings: 7.09% 10.53%
The carrying amounts of short-term borrowings approximate their fair value.

21 SHARE CAPITAL

1999 1998
Rmb’000 Rmb’000
Registered, issued and fully-paid
Domestic shares of Rmb1 each 226,000 226,000
B shares of Rmb1l each 210,000 210,000
436,000 436,000
All domestic shares are owned by Erdos Group Company.
Domestic shares and B shares rank pari passu in all respects.
22 MINORITY INTEREST
1999 1998
Rmb’000 Rmb’000
At beginning of year 167,942 137,562

Share of net profit of subsidiaries 25,833 53,833
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Increase of capital - 2,557
Dividend for 1999 (1998) (26,448) (26,010)

At end of year 167,327 167,942
RESERVES

The PRC laws and regulations require PRC enterprises to provide for statutory reserves which are
appropriated from net profit as reported in the statutory accounts prepared under the PRC accounting
regulations prior to any dividend appropriation.  All statutory reserves are created for specific
purposes.

The Company is required to allocate at least 10 percent of its net profit to the statutory common reserve
until this reserve reaches 50 percent of the registered capital. The statutory common reserve can only
be used, upon approval by the relevant authorities, to offset accumulated losses or to increase capital.
However, the remaining unconverted statutory common reserve should be maintained at a minimum of
25 percent of registered capital.  An appropriation of 10 percent of net profit has been allocated to the
statutory common reserve for the year ended 31 December 1999 (1998: 10 percent).

An appropriation of 5 percent of net profit has been made to the statutory provident fund for the year
ended 31 December 1999 (1998: 10 percent). This fund should be used for the collective welfare of
the employees.

RESERVES (continued)

According to the PRC listing rules and relevant regulations, distributions of profit should be made based
on the lower of the distributable reserves and retained earnings as stated in the statutory accounts and
the distributable reserves and retained earnings as stated in the accounts prepared in accordance with
IAS. On this basis, the distributable reserves and retained earnings of the Company as of 31
December 1999 were Rmb116,168,894 (1998: Rmb99,631,597).

RELATED PARTY TRANSACTIONS
The ultimate parent of the Group is Erdos Group Company.

In addition to the related party transactions disclosed in other parts of the report, the following
transactions were carried out with related parties. All purchases and sales between related parties are
arm’s length transactions.

(i) The Company has entered into the following contracts with Erdos Group Company:

(@) Pursuantto a lease agreement dated 1 June 1995, the Company leases from Erdos Group Company
the land use rights in respect of the land on which the production facilities of the Company are located for a
period of fifty years. The annual lease charges paid amounted to Rmb 1,785,600.

(b) Pursuant to a contract for the provision of water, electricity and gas entered into between the Company
and Erdos Group Company on 1 August 1995, Erdos Group Company will provide these services to the
Company for a period of twenty years from 31 March 1995. Total service fees paid to Erdos Group
Company for the year ended 31 December 1999 amounted to approximately Rmb10,044,000(1998 :
Rmb7,559,000).

(c) Pursuant to a transportation agreement dated 1 August 1995, Erdos Group Company will provide
equipment and other transportation facilities to the Company at market rates. The term of the
transportation agreement is for twenty years effective 31 March 1995. Total service fees paid to Erdos
Group Company for the year ended 31 December 1999 amounted to approximately Rmb4,210,000 (1998 :
Rmb4,320,000).



Sales of goods and services

1999 1998
Rmb’000 Rmb’000
Sales of goods:
Sales of finished goods to enterprises
controlled by Erdos Group Company 94,439 49,630
Sales of raw materials to enterprises
controlled by Erdos Group Company - 7,613
24 RELATED PARTY TRANSACTIONS(continued)
(i) Purchases of goods and services
1999 1998
Rmb’000 Rmb’000
Purchase of goods:
Purchases of finished goods from enterprises
controlled by Erdos Group Company 110,556 34,283
Purchase of raw materials from enterprises
controlled by Erdos Group Company 12,960 11,225
Purchase of supplemental materials from enterprises
controlled by Erdos Group Company 16,876 -
Purchase of services:
Enterprises controlled by Erdos Group Company
(processing fee) 12,300 11,343
(iii) Loans to related parties
1999 1998
Rmb’000 Rmb’000
Loans to Erdos Group Company:
Balance at the beginning of the period 65,504 174,308
Loans advanced during the period 148,339 -
Loans repayments received (65,504) (108,804)
At end of year 148,339 65,504

(iv) Directors’ remuneration

In 1999 the total remuneration of the directors which was paid by Inner Mongolia Erdos Cashmere
Products Co., Ltd., approximated Rmb38,329 (1998: Rmb33,953)

25 SUPPLEMENTARY NOTES TO THE CONSOLIDATED STATEMENT OF CASH FLOWS

Purchase of property, plant and equipment

1999 1998

Rmb’000 Rmb’000

Total cost of property, plant and equipment 88,394 61,319
Less: Amounts outstanding as trade creditors, end of year (8,152) (19,946)

Payment for fixed assets and construction-in-progress 80,242 41,373




PRINCIPAL SUBSIDIARY UNDERTAKINGS

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

Equity interest

held by the
Name of subsidiary Registered capital Company
‘000

Beijing Dongsheng Erdos Industrial and Rmb30,630 100%
Commercial Company (“Erdos Trading Co.”)
Shenzhen Dongqi Cashmere Products Co., Ltd. Rmb8,880 70%
Inner Mongolia Dongma Cashmere Products Co., Ltd. USD1,500 70%
Inner Mongolia Dongwei Cashmere Products Co., Ltd. USD6,900 50%
Inner Mongolia Donghao Cashmere USD6,926 24%
Products Co., Ltd. (“Donghao”)
Dongjian Cashmere Products Co., Ltd. Rmb4,987 66.1%
Dongyu Cashmere Products Co., Ltd. Rmb24,000 60%
Dongguan Cashmere Products Co., Ltd. Rmb 5,000 55%
Inner Mongolia Erdos Import and Export

Company ( “Erdos I&E Co.” ) Rmb 10,000 100%

Other than Erdos Trading Co. and Erdos I&E Co., all of the above subsidiaries are engaged in the
manufacture and sale of cashmere products. Erdos Trading Co. and I&E Co. is principally engaged in
the sale and distribution of cashmere products manufactured by the Group.

Pursuant to an authorisation dated 22 March 1997, Erdos Group Company granted by way of power of
attorney the voting rights attached to its 51 percent shareholding in Donghao to the Company for a
period of 10 years effective 1 January 1996.  Accordingly, the Company is able to exercise control
over Donghao and has consolidated its accounts in the accompanying financial statements to the extent
of its 24 percent equity interest.



