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N OTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 1999

1.
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GENERAL

The Company is a public limited company incorporated in Hong Kong and its shares are
listed on The Stock Exchange of Hong Kong Limited.

The Company acts as an investment holding company. The activities of the principal
subsidiaries and associates are set out in notes 29 and 16 respectively to the financial
statements.

The financial statements are expressed in United States dollars, the currency in which most
of its transactions are carried out.

ADOPTION OF STATEMENTS OF STANDARD ACCOUNTING PRACTICE

In the current year, the Company has adopted, for the first time, the following Statements
of Standard Accounting Practice (“SSAPs”) issued by the Hong Kong Society of
Accountants:

SSAP 1 (Revised) Presentation of financial statements

SSAP 2 (Revised) Net profit or loss for the period, fundamental errors
and changes in accounting policies

SSAP 10 (Revised) Accounting for investments in associates

SSAP 24 Accounting for investments in securities

SSAP 1 (Revised) and 2 (Revised) are concerned with the presentation and disclosure of
financial information. The presentation in the current year’s financial statements has been
modified in order to conform with the requirements of those Standards. Comparative
amounts have been restated in order to achieve a consistent presentation.

In particular:

—  additional analyses of income and expenditure have been presented; and

— items of income and expense that were separately identified on the face of the
income statement as ‘exceptional items’ in the prior year have been reclassified within

an appropriate income or cost classification.

In addition, the description of various components in the financial statements and the
terminology used has been updated to reflect the terminology of the new Standards.

None of the amendments outlined above has affected the results for the current or prior
periods.

China Merchants
China Direct Investments Limited
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For the year ended 31 December 1999

ADOPTION OF STATEMENTS OF STANDARD ACCOUNTING PRACTICE

(continued)

SSAP 10 (Revised) has not resulted in any significant changes to the accounting treatment
adopted for investments in associates and, accordingly, no prior period adjustment has
been required. Disclosures presented have been modified to meet the requirements of the
new Standard.

SSAP 24 has introduced a new framework for the classification of investments in securities
and the adoption of the Standard has had a significant effect on the treatment adopted by
the Group for its investments in securities. In adopting SSAP 24, the Group has selected
the benchmark treatment for securities other than held-to-maturity securities.

Under SSAP 24, investments in securities are now classified as held-to-maturity debt
securities (carried at amortised cost less provision for irrecoverable amounts), investment
securities (carried at cost less impairment) and other investments (carried at fair value, with
valuation movements dealt with in the income statement). In prior years, the Group’s
investments in securities were classified as long-term unlisted investments (carried at cost
less provision for permanent diminution in value), long-term listed investments (carried at
the market value) and debt securities (carried at amortised cost). The accounting treatment
specified by SSAP 24 has been applied retrospectively — resulting in an increase in retained
profits at 1 January 1999 of US$9,293,684 (1998: US$6,567,366) and an increase in profit in
the current year of US$1,138,117 (1998: increase of US$2,726,518). Comparative amounts
have been restated in line with the revised accounting policy.

SIGNIFICANT ACCOUNTING POLICIES

The financial statements have been prepared under the historical cost convention, as
modified for the revaluation of certain investments in securities.

The principal accounting policies which have been adopted in preparing these financial
statements and which conform with accounting principles generally accepted in Hong Kong
are as follows:

Basis of consolidation

The consolidated financial statements incorporate the financial statements of the Company
and its subsidiaries made up to 31 December each year.

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

All significant inter-company transactions and balances within the Group have been
eliminated on consolidation.

China Merchants
China Direct Investments Limited
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SIGNIFICANT ACCOUNTING POLICIES (continued)

Goodwill

Goodwill arising on consolidation represents the excess of the purchase consideration over
the fair value ascribed to the Group’s share of the net assets at the date of acquisition of a
subsidiary and is capitalised and amortised on a straight line basis over its useful economic
life, not exceeding twenty years. Negative goodwill, which represents the excess of the fair
value ascribed to the Group’s share of the separable net assets at the date of acquisition of
a subsidiary over the purchase consideration, is credited to reserves.

On disposal of a subsidiary, the attributable amount of unamortised goodwill or negative
goodwill previously credited to reserves is included in the determination of the profit or loss
on disposal of the subsidiary.

Interests in subsidiaries

A subsidiary is an enterprise in which the Company, directly or indirectly, holds more than
half of the issued share capital, or controls more than half of the voting power, or where the
Company controls the composition of its board of directors or equivalent governing body.

Interests in subsidiaries are included in the Company’s balance sheet at cost, as reduced by
any impairment loss that is other than temporary.

Interests in associates

An associate is an enterprise over which the Group is in a position to exercise significant
influence, including 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 stated at the Group’s share of the net assets of the associates.

Contractual joint ventures

The Group’s contractual joint venture arrangements are investments in joint ventures in
which the Group receives predetermined annual returns over the terms of the joint
ventures but is not entitled to share any distribution on termination of the joint ventures.
Accordingly, contractual joint ventures are initially recorded at cost and reduced by
subsequent capital repayment. Payments receivable each year under the joint venture
agreements are apportioned between income and reduction of the carrying value of the
investments so as to give a constant periodic rate of return on the investments.

China Merchants
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SIGNIFICANT ACCOUNTING POLICIES (continued)
Investments in securities

Investments in securities are recognised on a trade-date basis and are initially measured at
cost. At subsequent reporting dates, debt securities that the Group has the expressed
intention and ability to hold to maturity (held-to-maturity debt securities) are measured at
amortised cost, less any impairment loss recognised to reflect irrecoverable amounts. The
annual amortisation of any discount or premium on the acquisition of a held-to-maturity
security is aggregated with other investment income receivable over the term of the
instrument so that the revenue recognised in each period represents a constant yield on
the investment.

Investments other than held-to-maturity debt securities are classified as investment
securities and other investments.

Investment securities, which are securities held for an identified long-term strategic
purpose, are measured at subsequent reporting dates at cost, as reduced by any
impairment loss that is other than temporary.

Other investments are measured at fair value, with unrealised gains and losses included in
net profit or loss for the period.

Revenue recognition

Income from contractual joint ventures is recognised by reference to the predetermined
returns so as to give a constant periodic rate of return on the net investments.

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

Dividend income from investments is recognised when the Group'‘s rights to receive
payment have been established.

China Merchants
China Direct Investments Limited
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SIGNIFICANT ACCOUNTING POLICIES (continued)
Foreign currencies

Transactions in currencies other than United States dollars are translated into United States
dollars at the rates ruling on the dates of the transactions. Monetary assets and liabilities
denominated in currencies other than United States dollars are re-translated into United
States dollars at the approximate rates ruling on the balance sheet date. Gains and losses
arising on exchange are dealt with in the income statement.

On consolidation, the financial statements of subsidiaries and associates expressed in
currencies other than United States dollars are translated at the rates ruling at the balance
sheet date. All exchange differences arising on consolidation are dealt with as movements
in the exchange equalisation reserve.

Taxation

The charge for taxation is based on the results for the year as adjusted for items which are
non-assessable or disallowed. Timing differences arise from the recognition for tax
purposes of certain items of income and expense in a different accounting period from that
in which they are recognised in the financial statements. The tax effect of timing
differences, computed using the liability method, is recognised as deferred taxation in the
financial statements to the extent that it is probable that a liability or asset will crystallise in
the foreseeable future.

China Merchants
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TURNOVER

Turnover represents the amounts received and receivable on investments during the year
as follows:

THE GROUP
1999 1998
US$ Us$
Interest income 2,700,908 3,105,059
Income from contractual joint ventures 2,957,433 3,967,678
Dividend income from listed other investments 115,032 62,877
Dividend income from unlisted other investments 2,212,495 1,814,073
7,985,868 8,949,687

OTHER REVENUE

THE GROUP
1999 1998
Uss US$
Exchange gain - 467,704
Gain on disposal of debt securities - 404,465
Gain (loss) on disposal of listed other investments 1,788,893 (278)
Sundry income 3,124 26,855
Gain on disposal of a contractual joint venture - 1,802,686
Unrealised holding gain on unlisted other investments 1,138,117 2,726,318
2,930,134 5,427,750

China Merchants
China Direct Investments Limited
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6. PROVISION/LOSS ON INVESTMENTS

THE GROUP
1999 1998
US$ US$
Unrealised holding loss on listed other investments 821,105 1,095,647
Provision for diminution in value of associates - 1,600,000
Loss on disposal of debt securities 37,275 -
Provision for diminution in value of unlisted
other investments 2,000,000 -
Provision for diminution in value of contractual
joint ventures 3,271,124 -
Provision for diminution in value of debt securities 300,000 -
6,429,504 2,695,647
7. PROFIT BEFORE TAXATION
THE GROUP
1999 1998
US$ US$
Profit before taxation has been arrived at after
charging (crediting):
Amortisation of goodwill 91 91
Auditors’ remuneration 43,216 38,876
Net foreign exchange losses (gains) 22,756 (467,704)
Investment manager’s fee 1,954,681 1,946,603
Interest expense on bank loans wholly repayable
within five years 14,323 11,974
Directors’ fee 30,770 37,185

China Merchants
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N OTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 1999

DIRECTORS’ EMOLUMENTS

THE GROUP
1999 1998
US$ Uss$
Directors’ fees
— Executive 15,385 18,593
— Non-executive 15,385 18,592
30,770 37,185

Other emoluments
— Salaries and other benefits -
— Contribution to retirement benefits schemes -
— Performance related incentive payment -
— Incentive payment on joining -

Emoluments paid to each director in 1999 and 1998 were less than US$125,000.

The amounts disclosed above include directors’ fees of US$7,693 (1998: US$9,295)

payable to independent non-executive directors.

EMPLOYEES’ EMOLUMENTS

The five highest paid individuals in the Group in 1999 and 1998 were all directors of the

Company and details of their emoluments are included in note 8 above.

China Merchants
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10. TAXATION
THE GROUP
1999 1998
uss uss
The charge comprises:
Profits tax for the year
Hong Kong (3,953) (8,670)
Other regions in the People’s Republic of China (““PRC”) 20,419 28,322
Taxation attributable to the Company and
its subsidiaries 16,466 19,652
Share of taxation on results of associates
Other regions in the PRC 89,621 65,770
106,087 85,422

Hong Kong Profits Tax is calculated at 16% (1998: 16%) of the estimated assessable profit
for the year.

Taxation arising in other jurisdictions is calculated at the rates prevailing in the relevant
jurisdictions.

No provision for deferred taxation has been recognised in the financial statements as the
amount involved is insignificant.

11. PROFIT ATTRIBUTABLE TO SHAREHOLDERS

Of the Group’s profit for the year of US$2,448,100 (1998: US$9,631,063), a loss of
US$1,184,383 (1998: profit of US$5,178,250) has been dealt with in the financial
statements of the Company.

China Merchants
China Direct Investments Limited
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12. DIVIDENDS

THE GROUP
1999 1998
Uss US$
Ordinary shares:
Interim, paid — US$0.005 per share (1998: US$0.013) 685,728 1,485,744
Final, proposed — US$0.008 per share (1998: US$0.013) 1,097,165 1,485,744
1,782,893 2,971,488

13. EARNINGS PER SHARE

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

THE GROUP
1999 1998
Earnings for the purpose of basic earnings
per share US$2,448,100 US$9,631,063
Number of ordinary shares for the purpose
of basic earnings per share 137,145,600 137,145,600

The number of ordinary shares for the purpose of basic earnings per share has been
adjusted for the effects of the bonus issue on 23 June 1999. The comparative earnings per
share for the corresponding year has been adjusted retrospectively.

China Merchants
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14. GOODWILL

THE GROUP

1999 1998

uss US$
AT COST
Balance as at 1 January and 31 December 1,637 1,637
ACCUMULATED AMORTISATION
Balance as at 1 January 454 363
Provided for the year 91 91
Balance as at 31 December 545 454
NET BOOK VALUE
Balance as at 31 December 1,092 1,183

15. INVESTMENTS IN SUBSIDIARIES

THE COMPANY

1999 1998

uss uss

Unlisted shares, at cost less provision 10,066,348 10,066,349
Amounts due from subsidiaries 65,647,601 68,263,162
75,713,949 78,329,511

Particulars of the principal subsidiaries at 31 December 1999 are set out in note 29.

China Merchants
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16. INTERESTS IN ASSOCIATES

THE GROUP

1999 1998

Uss Uss

Share of net assets 3,475,188 3,659,216
Amounts due from associates 17,863,105 17,833,780
21,338,293 21,492,996

Less: Provision for diminution in value of investments (3,600,000) (3,600,000)
17,738,293 17,892,996

As at 31 December 1999, the Group had investments in the following associates:

Proportion of
nominal value of

Place of issued capital/
incorporation/  Class of Principal registered capital
Name of company operation share held activities held by the Group
Daily On Property Limited HK/PRC Ordinary Property 22%
development
Hansen Enterprises Limited  British Virgin Ordinary Property 35%
Islands investment
(“BVI”)/PRC
Zhaoyuan Jinbao Electronics  PRC/PRC N/A Manufacturing 30%
Co., Ltd. of electronics
products

The financial statements of the above associates are not audited by Deloitte Touche
Tohmatsu.

China Merchants
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17. CONTRACTUAL JOINT VENTURES

THE GROUP
1999 1998
uss uss
Unlisted investments
Contributions to contractual joint ventures less
capital recovered 20,888,299 23,521,164

Particulars of contractual joint ventures at 31 December 1999 are as follows:

Expiry date

Name Principal activities of joint venture

Wei Fang Yin Yuan Aviation Airport construction 4 May 2009
Industry Co., Ltd. and operation

Weifang Zhaoyin Real Estate Property development 23 June 2014
Development Co., Ltd.

Chengde Wanli Steel Tubes Steel tubes manufacturing 12 March 2016
Co., Ltd.

Maoming Tongfa Highway Highway construction 28 February 2021
Co., Ltd. and operation

Beijing Longbao Mansion Joint Property investment 24 July 2000

Operation Project

China Merchants
China Direct Investments Limited

44



N OTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 1999

18. INVESTMENTS IN SECURITIES

THE GROUP
Held to Other
maturity securities investments Total
1999 1998 1999 1998 1999 1998
US$ US$ US$ US$ USs$ U
Equity securities:
Listed - - 5,199,710 1,164,926 5,199,710 1,164,926
Unlisted - - 38,189,160 38,022,981 38,189,160 38,022,981
- - 43388870 39,187,907 43,388,870 39,187,907
Debt securities:
Listed 700,000 1,593,590 - - 700,000 1,593,590
Unlisted - - - - - -
700,000 1,593,590 - - 700,000 1,593,590
Total:
Listed
Hong Kong - - 3,533,809 856,951 3,533,809 856,951
Elsewhere 700,000 1,593,590 1,665,901 307,975 2,365,901 1,901,565
Unlisted - - 38,189,160 38,022,981 38,189,160 38,022,981
700,000 1593590 43,388,870 39,187,907 44,088,870 40,781,497
Market value

of listed securities 266,643 1,489,415 5,199,710 1,164,926 5,466,353 2,654,341

China Merchants
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For the year ended 31 December 1999

18. INVESTMENTS IN SECURITIES (continued)

N OTES TO THE FINANCIAL STATEMENTS

THE COMPANY
Other Investments

1999 1998
uUss$ Us$

Equity securities
Listed 11,000 9,600
Market value of listed securities 11,000 9,600

Note (a):

Particulars of the Group’s listed investment portfolio at 31 December 1999 are as follows:

% of net
Market asset value
Name of securities Principal activities Cost value of the Group
Us$ uss$
China International Manufacturing and sales
Marine Containers of marine containers 304,524 301,100 0.25
Co., Ltd. “B” share
Shandong Chenming Manufacturing of paper 278,578 185,936 0.16
Paper Holdings Ltd.
“B” share
Shanghai Dazhong Taxi operation 245,264 151,159 0.13
Transportation
(Group) Co., Ltd.
“B” share
Shanghai Haixin Group Plush & fannel 272,471 177,875 0.15
Co., Ltd. “B” share manufacturing

China Merchants
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18. INVESTMENTS IN SECURITIES (continued)

% of net
Market asset value
Name of securities Principal activities Cost value of the Group
us$ uss$
Shenzhen Chiwan Wharf Port operations 151,037 155,028 0.13
Holdings Ltd. “B” share
Shenzhen China Merchants Port operations 487,770 483,031 0.40
Shekou Port Co., Ltd.
“B” share
Chongging Changan Manufacturing of 271,094 92,775 0.08
Automobile Co., Ltd. mini-vehicles
“B” share
Shenzhen SEZ Real Real estate development 350,121 107,997 0.09
Estate & Properties
(Group) Co., Ltd.
“B” share
Beijing Yanhua Manufacturing of 492,498 231,615 0.19
Petrochemical resin and plastics
Co., Ltd.* “H” share
Guangshen Railway Operation of railroad 769,791 335,843 0.28
Co. Ltd.* “H” share between Guangzhou
and Shenzhen
Harbin Power Equipment ~ Manufacturing of power 357,709 162,131 0.14
Co., Ltd.* “H” share equipment
Shanghai Petrochemical Manufacturing of 420,037 329,666 0.28
Co., Ltd.* “H” share petrochemical products
Shenyang Public Utility Public utility development 293,623 192,755 0.16
Holdings Ltd.* “H” share  and operations
Zhejiang Expressway Toll road development 93,327 45,551 0.04
Co., Ltd.* “H” share and operations
China Merchants a7
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18. INVESTMENTS IN SECURITIES (continued)

% of net
Market asset value
Name of securities Principal activities Cost value of the Group
uss$ us$
Zhenhai Refining & Oil refinery 168,915 88,786 0.07
Chemical Co. Ltd.*
“H” share
China Merchants Holdings  Ports and infrastructure 426,242 411,761 0.35
(International) Co. Ltd.*
Cosco Pacific Ltd.* Shipping 246,242 248,987 0.21
Dao Heng Bank Group Ltd.* Banking 214,874 206,395 0.17
Guangdong Development  China direct investments 24,256 11,000 0.01
Fund Ltd.
New World Cyberbase Ltd.* High-tech investment 162,537 212,314 0.18
Shum Yip Investment Ltd.* Property development 252,709 193,013 0.16
and investment
Stone Electronics Manufacturing and 345,393 353,857 0.30
Technology Ltd.* distribution of computer
and electronic products
Sun Hung Kai Properties Property development 546,970 521,135 0.43
Ltd.*
7,175,982 5,199,710 4.36

* Securities listed in Hong Kong
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18. INVESTMENTS IN SECURITIES (continued)
Note (b):

Particulars of the Group‘s unlisted investment portfolio which exceed 10% of the assets of
the Group at 31 December 1999 disclosed pursuant to section 129(2) of the Companies
Ordinance are as follows:

Place of Class of % of Equity held by

Name incorporation share capital Group

China Merchants Bank PRC equity 1.62%

Fujian Industrial Bank PRC equity 3.20%

19. SHARE CAPITAL
1999 1998
US$ US$
Authorised:

150,000,000 ordinary shares of US$0.10 each 15,000,000 15,000,000

Issued and fully paid:
114,288,000 (1998: 95,240,000) ordinary shares

of US$0.10 each 11,428,800 9,524,000
Issued by capitalisation of the share
premium account (Note 24) 2,285,760 1,904,800

137,145,600 (1998: 114,288,000) ordinary shares
of US$0.10 each 13,714,560 11,428,800

Pursuant to the resolution passed at the annual general meeting of the Company held on 23
June 1999:

(@) 22,857,600 shares of US$0.10 each were issued as bonus shares and were credited
as fully paid at par to the holders of shares on the register of members at the close of
business on 23 June 1999 by way of capitalisation of the sum of US$2,285,760
standing to the credit of the share premium account of the Company.

(b) These bonus shares issued rank pari passu with the existing shares in all respects.
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20. RESERVES

Share Exchange Retained
premium reserve profits Total
us$ Us$ Us$ Us$
THE GROUP
At 1 January 1998
- as originally stated 85,716,544 161,350 9,989,336 95,867,230
— prior period adjustment on
adoption of SSAP 24 (Note 2) - - 6,567,366 6,567,366
As at 1 January 1998 85,716,544 161,350 16,556,702 102,434,596
Exchange differences on translation
of financial statements of
associates - (37,084) - (37,084)
Issue of bonus shares (1,904,800) - - (1,904,800)
Profit for the year, retained - - 6,659,575 6,659,575
As at 1 January 1999 83,811,744 124,266 ~ 23,216,277 107,152,287
Exchange differences
on translation of financial
statements of associates - 122 - 122
Issue of bonus shares (2,285,760) (2,285,760)
Profit for the year, retained - - 665,207 665,207
As at 31 December 1999 81,525,984 124,388 23,881,484 105,531,856
THE COMPANY
As at 1 January 1998 85,716,544 - 10,790,597 96,507,141
Issue of bonus shares (1,904,800) - - (1,904,800)
Profit for the year - - 5,178,250 5,178,250
Dividends - - (2971,488)  (2,971,488)
As at 1 January 1999 83,811,744 - 12,997,359 96,809,103
Issue of bonus shares (2,285,760) - - (2,285,760)
Loss for the year - - (1,184,383)  (1,184,383)
Dividends - - (1,782,893)  (1,782,893)
As at 31 December 1999 81,525,984 - 10,030,083 91,556,067
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21.

N OTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 1999

RESERVES (continued)

The retained profits of the Group as at 31 December 1999 include US$329,532 (1998:
US$513,682) retained by associates of the Group.

The Company’s reserves available for distribution to shareholders as at 31 December 1999
comprised the retained profit of US$10,030,083 (1998: US$12,997,359).

NET ASSET VALUE PER SHARE

The calculation of the net asset value per share is based on the net assets of
US$119,246,416 (1998: US$118,581,087) and 137,145,600 ordinary shares (1998:
137,145,600 ordinary shares) of US$0.10 each in issue. The comparative net asset value
per share for the corresponding year has been adjusted retrospectively for the effects of
the bonus issue on 23 June 1999.
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N OTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 1999

22. RECONCILIATION OF PROFIT BEFORE TAXATION TO NET CASH INFLOW

FROM OPERATING ACTIVITIES

1999 1998
uss uss

Profit before taxation 2,554,187 9,716,485
Non-cash dividend income (Note 24) (1,028,062) -
Interest expense on bank loans 14,323 11,974
Share of results of associates (318,360) (450,972)
Unrealised holding gain on unlisted other investments (1,138,117) (2,726,318)
Gain on disposal of a contractual joint venture - (1,802,686)
(Gain) loss on disposal of listed other investments (1,788,893) 278
Unrealised holding loss on listed other investments 821,105 1,095,647
Discount recognised on debt securities (203,685) (180,486)
Loss (gain) on disposal of debt securities 37,275 (404,465)
Amortisation of goodwill 91 91
Provision for diminution in value of associates - 1,600,000
Provision for diminution in value of contractual

joint ventures 3,271,124 -
Provision for diminution in value of unlisted

other investments 2,000,000 -
Provision for diminution in value of debt securities 300,000 -
(Increase) decrease in accounts receivable

and prepayments (1,592,182) 1,593,911
Increase in accounts payable, other payables

and accrued charges 216,440 50,847
Net cash inflow from operating activities 3,145,246 8,504,306
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N OTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 1999

ANALYSIS OF CHANGES IN FINANCING DURING THE YEAR

THE GROUP
Bank Loan
1999 1998
Uss US$
Balance at 1 January 603,996 -
Addition during the year - 603,996
Repayment during the year (603,996) -
Balance at 31 December - 603,996

MAJOR NON-CASH TRANSACTIONS

During the year, 22,857,600 (1998: 19,048,000) bonus shares were issued, by the
capitalisation of US$2,285,760 (1998: US$1,904,800) of share premium account.

The subscription cost of US$1,028,062 for shares in an unlisted other investment was
settled by Fujian Industrial Bank’s 1998 dividend payment.

LEASE COMMITMENTS

At 31 December 1999, the Group and the Company had no commitment under non-
cancellable operating leases (1998: Nil).

COMMITMENTS

At 31 December 1999, the Group and the Company had no capital commitment not
provided for in the financial statements (1998: Nil).
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N OTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 1999

27.

28.

29.

54

PLEDGE OF ASSETS

At 31 December 1999, the Group had no assets pledged (1998: pledged bank deposit of
US$1,000,000) to a bank for securing bank loan granted to the Group.

RELATED PARTY TRANSACTION

The Company has appointed China Merchants China Investment Management Limited
(*“CMCIM™) as the investment manager for both listed and unlisted investments. The party
concerned is related to the Company since the enterprise has directors in common with the
Company.

During the year, management fees totalling US$1,954,681 (1998: US$1,946,603) were paid
or payable to CMCIM, which is calculated based on a fixed percentage on the value of the
Group’s assets as stipulated in the Agreement. The amounts owing to CMCIM at 31
December 1999 were US$550,299 (1998: US$524,262).

PARTICULARS OF PRINCIPAL SUBSIDIARIES

Particulars of the principal subsidiaries at 31 December 1999, which are all wholly-owned
and directly held by the Company, are as follows:

Place of
incorporation/  Principal Particulars of
Name operation activities issued share capital
CMCDI Zhaoyuan Limited BVI Investment holding 1 ordinary share of
US$1 each
China Merchants Industry PRC Investment holding Paid up capital of
Development (Shenzhen) US$10,000,000
Limited*
Convoy Overseas Limited BVI Investment holding 1 ordinary share of
US$1 each
Foster Overseas Limited BVI Investment holding 1 ordinary share of
US$1 each
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N OTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 1999

29. PARTICULARS OF PRINCIPAL SUBSIDIARIES (continued)

Place of
incorporation/  Principal Particulars of
Name operation activities issued share capital
Head Union Development HK Investment holding 2 ordinary shares of
Limited HK$1 each
Ryan Pacific Limited BVI Investment holding 1 ordinary share of
US$1 each
Star Group Limited HK Investment holding 2 ordinary shares of
HK$1 each
Storey Overseas Limited BVI Investment holding 1 ordinary share of
US$1 each
Supertone Investment Limited ~ BVI Investment holding 1 ordinary share of
US$1 each
Weaver International Limited BVI Investment holding 1 ordinary share of
US$1 each
Wheaton International Limited BVI Investment holding 1 ordinary share of
US$1 each
Woodford Pacific Limited BVI Investment holding 1 ordinary share of
US$1 each

The above table lists the subsidiaries of the Group which, in the opinion of the Directors,
principally affected the results or assets of the Group. To give details of other subsidiaries
would, in the opinion of the Directors, result in particulars of excessive length.

None of the subsidiaries had any loan capital subsisting at 31 December 1999 or at any
time during the year.

* Company not audited by Deloitte Touche Tohmatsu.

China Merchants
China Direct Investments Limited

55




I INANCIAL SUMMARY

RESULTS
For the year ended 31 December
1995 1996 1997 1998 1999
US$ US$ USs$ US$ us$
Turnover 7,269,831 6,912,927 7,294,666 8,949,687 7,985,868
Profit from operations
after finance costs 5,128,266 7,342,343 10,903,902 9,265,513 2,235,827
Share of results of associates 320,119 212,578 365,306 450,972 318,360
Taxation (31,286) (63,105) (155,977) (85,422) (106,087)
Profit attributable to shareholders 5,417,099 7,491,816 11,113,231 9,631,063 2,448,100

ASSETS AND LIABILITIES

As at 31 December

1995 1996 1997 1998 1999
US$ US$ US$ US$ US$
Total assets 102,776,407 105,893,087 110,498,195 121,489,101 121,378,843
Total liabilities (4,498,459)  (5456,748)  (5106,965)  (2,908,014)  (2,132,427)
Shareholders’ funds 98,277,948 100,436,339 105391,230 118,581,087 119,246,416

The above financial summary prior to 1998 has not been adjusted to take into account the effect
on the adoption of SSAP 24 as the directors considered that it is not practicable to do so.
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N OTICE OF ANNUAL GENERAL MEETING

NOTICE IS HEREBY GIVEN that the Annual General Meeting of the Company will be held at
Tang Room 1-3, 4th Floor, Hotel Furama Kempinski Hong Kong, 1 Connaught Road Central, Hong
Kong on Thursday, 29 June 2000 at 4:00 p.m. for the following purposes:

1.

To receive and consider the Audited Consolidated Financial Statements and the Reports of
the Directors and Auditors for the year ended 31 December 1999.

To declare a final dividend for the year ended 31 December 1999.

To re-elect retiring Directors and authorise the Board of Directors to fix Directors’
remuneration.

To re-appoint Auditors and authorise the Directors to fix their remuneration.

As special business to consider and, if thought fit, to pass with or without modifications the
following resolutions as Ordinary Resolutions:

A.  “THAT:

(@)

subject to paragraph (c) and pursuant to section 57B of the Companies
Ordinance, the exercise by the Directors of the Company during the Relevant
Period of all the powers of the Company to allot, issue and deal with additional
shares in the capital of the Company or securities convertible into such shares or
warrants or similar rights to subscribe for any shares in the Company and to
make or grant offers, agreements and options which might require the exercise
of such power be and is hereby generally and unconditionally approved;

the approval in paragraph (a) shall authorise the Directors of the Company during
the Relevant Period to make or grant offers, agreements and options which
would or might require the exercise of such power after the end of the Relevant
Period;

the aggregate nominal amount of share capital allotted or agreed conditionally or
unconditionally to be allotted (whether pursuant to an option or otherwise) by the
Directors of the Company pursuant to the approval in paragraph (a), otherwise
than pursuant to (i) a Rights Issue, (ii) the exercise of rights of subscription under
the terms of any warrants issued by the Company or any securities which are
convertible into shares of the Company, (iii) any option scheme or similar
arrangement for the time being adopted for the grant or issue to officers and/or
employees of the Company and/or any of its subsidiaries of shares or rights to
acquire shares of the Company or (iv) any scrip dividend or similar arrangement
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N OTICE OF ANNUAL GENERAL MEETING

providing for the allotment of shares in lieu of the whole or part of a dividend on
shares of the Company in accordance with the Articles of Association of the
Company, shall not exceed 20 per cent. of the aggregate nominal amount of the
share capital of the Company in issue as at the date of passing of this Resolution
and the said approval shall be limited accordingly; and

(d) for the purposes of this Resolution:

“Relevant Period” means the period from the passing of this Resolution until
whichever is the earlier of:

(i)  the conclusion of the next annual general meeting of the Company;

(i) the expiration of the period within which the next annual general meeting of
the Company is required by law to be held; and

(iii) the revocation or variation of the authority given under this Resolution by
ordinary resolution of the shareholders in general meeting.

“Rights Issue” means an offer of shares open for a period fixed by the Directors
of the Company to holders of shares of the Company on the register on a fixed
record date in proportion to their then holdings of such shares (subject to such
exclusions or other arrangements as the Directors of the Company may deem
necessary or expedient in relation to fractional entitlements or having regard to
any restrictions or obligations under the laws of, or the requirements of any
recognised regulatory body or any stock exchange in, any territory outside Hong
Kong).”

B. “THAT:

(@) subject to paragraph (b) the exercise by the Directors of the Company during the
Relevant Period of all the powers of the Company to repurchase its own shares
on The Stock Exchange of Hong Kong Limited (the “Stock Exchange™) or any
other stock exchange on which the securities of the Company may be listed and
recognised by the Securities and Futures Commission and the Stock Exchange
for this purpose, subject to and in accordance with all applicable laws and the
requirements of the Rules Governing the Listing of Securities on the Stock
Exchange or of any other stock exchange as amended from time to time, be and
is hereby generally and unconditionally approved;
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N OTICE OF ANNUAL GENERAL MEETING

(b) the aggregate nominal amount of shares of the Company which may be
repurchased by the Company pursuant to the approval in paragraph (a) during the
Relevant Period shall not exceed 10 per cent. of the aggregate nominal amount
of the share capital of the Company in issue on the date of passing of this
Resolution and the said approval shall be limited accordingly; and

(c) for the purposes of this Resolution:

“Relevant Period” means the period from the passing of this Resolution until
whichever is the earlier of:

(i)  the conclusion of the next annual general meeting of the Company;

(i) the expiration of the period within which the next annual general meeting of
the Company is required by law to be held; and

(i) the revocation or variation of the authority given under this Resolution by
ordinary resolution of the shareholders of the Company in general meeting.”

C. “THAT conditional upon Resolutions 5.A. and 5.B. being passed, the aggregate
nominal amount of the number of shares in the capital of the Company which are
repurchased by the Company under the authority granted to the Directors as
mentioned in Resolution 5.B. shall be added to the aggregate nominal amount of share
capital that may be allotted or agreed conditionally or unconditionally to be allotted by
the Directors of the Company pursuant to Resolution 5.A., provided that the amount of
share capital repurchased by the Company shall not exceed 10 per cent. of the total
nominal amount of the share capital of the Company in issue on the date of this
Resolution.”

By Order of the Board
Zhang Yun Kun
Executive Director

Hong Kong, 26 May 2000
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N OTICE OF ANNUAL GENERAL MEETING

Notes:

1)

60

A member entitled to attend and vote at the meeting convened by the above notice is
entitled to appoint not more than two proxies to attend and vote instead of him. A proxy
need not be a member of the Company.

In order to be valid, the instrument appointing a proxy and the power of attorney or other
authority (if any) under which it is signed, or a copy of such authority notarially certified,
must be deposited at the Company’s registered office at Room 1101, Shun Tak Centre,
West Tower, 200 Connaught Road Central, Hong Kong not less than 48 hours before the
time appointed for the holding of the meeting.

The Register of Members of the Company will be closed from 26 June 2000 to 28 June
2000, both days inclusive, during which period no transfer of shares will be effected. In
order to qualify for the final dividend to be approved at the meeting, all transfers
accompanied by the relevant share certificates must be lodged with the Company’s
registrars, Central Registration Hong Kong Limited, Shops 1712-1716, 17th Floor, Hopewell
Centre, 183 Queen’s Road East, Hong Kong not later than 4:00 p.m. on 23 June 2000.

At the Annual General Meeting of the Company held on 23 June 1999, Ordinary
Resolutions were passed giving general mandates to Directors to repurchase shares of the
Company on the Stock Exchange and to allot, issue and otherwise deal with additional
shares in the capital of the Company. Under the terms of the Companies Ordinance and the
Rules Governing the Listing of Securities on the Stock Exchange these general mandates
lapse at the conclusion of the Annual General Meeting for 2000, unless renewed at that
meeting. The Ordinary Resolutions sought in items 5.A. and 5.B. of this notice renew these
mandates.

With reference to the Ordinary Resolutions sought in terms 5.A. and 5.B. of this notice, the
Directors wish to state that they have no immediate plans to issue any new shares or
repurchase any existing shares of the Company. Approval is being sought from members as
a general mandate pursuant to the Companies Ordinance and the Rules Governing the
Listing of Securities on the Stock Exchange. The Circular required by the Rules Governing
the Listing of Securities on the Stock Exchange in connection with the proposed new issue
and repurchase mandates will be despatched to shareholders together with the Annual
Report of the Company.
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CHINA MERCHANTS CHINA DIRECT INVESTMENTS LIMITED

1/We (Note 2)

of

7w b B s SR A )

(Incorporated in Hong Kong under the Companies Ordinance)

FORM OF PROXY FOR ANNUAL GENERAL MEETING TO BE HELD ON
THURSDAY, 29 JUNE 2000

No. of shares to which this
Proxy relates (Note 1)

being shareholder(s) of CHINA MERCHANTS CHINA DIRECT INVESTMENTS LIMITED (the “Company”) hereby
appoint (Note 3) the Chairman of the Meeting or of

as my/our proxy to attend, act and vote for me/us and on my/our behalf at the Annual General Meeting of the Company to
be held at Tang Room 1-3, 4th Floor, Hotel Furama Kempinski Hong Kong, 1 Connaught Road Central, Hong Kong on
Thursday, 29 June 2000 at 4:00 p.m. and at any adjournment thereof as hereunder indicated in respect of the Resolutions set
out in the Notice of Annual General Meeting, and, if no such indication is given, as my/our proxy thinks fit.

Resolutions For (Note 4) Against (Note 4)

To receive and consider the Audited Consolidated Financial Statements and
the Reports of the Directors and Auditors for the year ended 31 December
1999.

To declare a final dividend for the year ended 31 December 1999.

(i) To re-elect Mr Zhang Zheng Ming as a Director of the Company.
(ii) To authorise the Board of Directors to fix Directors’ remuneration.

To re-appoint Messrs. Deloitte Touche Tohmatsu as Auditors and to
authorise the Directors to fix their remuneration.

A. To grant a general mandate to the Directors to allot shares.

B. To grant a general mandate to the Directors for the repurchase of
shares.

C. To add the nominal amount of the shares repurchased under resolution
no. 5.B. to the mandate granted to the Directors under resolution no.
5.A.

Dated this day of , 2000.

Signature(s) (Note 5)

NOTES:
@

@
®

Q)

®)

©)

M

Please insert the number of shares registered in your name(s) to which the proxy relates. If no number is inserted, this form of proxy will be deemed to
relate to all the shares in the capital of the Company registered in your name(s).

Please insert the full name(s) and address(es) in BLOCK CAPITALS.

If any proxy other than the Chairman of the Meeting is preferred, delete the words “the Chairman of the Meeting or” and insert the name and address of
the proxy desired in the space provided. A member may appoint not more than two proxies to attend and vote in his stead. A proxy need not be a member
of the Company. ANY ALTERATION MADE TO THIS FORM OF PROXY MUST BE DULY INITIALLED.

IMPORTANT: IF YOU WISH TO VOTE FOR ANY RESOLUTION, PLEASE TICK IN THE BOX MARKED “FOR”. IF YOU WISH TO VOTE
AGAINST ANY RESOLUTION, TICK IN THE BOX MARKED “AGAINST”. If you do not indicate how you wish your proxy to vote your proxy will
be entitled to exercise his discretion. Your proxy will also be entitled to vote at his discretion on any resolutions properly put to the Meeting other than
those referred to in the Notice convening the Meeting.

This form of proxy must be signed by you or your attorney duly authorised in writing or, in the case of a corporation, must either be executed under its
common seal or under the hand of an officer, attorney or other person duly authorised to sign the same.

Where there are joint registered holders of any share, any one of such persons may vote at the Meeting, either personally or by proxy, in respect of such
share as if he were solely entitled thereto, but if more than one of such joint holders is present at the Meeting, personally or by proxy, then one of the said
persons so present whose name stands first on the register in respect of such share shall alone be entitled to vote in respect thereof.

To be valid, this form of proxy, together with the power of attorney or other authority (if any) under which it is signed or a notarially certified copy of that
power of attorney or other authority, must be deposited at the registered office of the Company at Room 1101, Shun Tak Center, West Tower, 200
Connaught Road Central, Hong Kong, not less than 48 hours before the time appointed for the Meeting or any adjournment thereof.
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CHINA MERCHANTS CHINA DIRECT INVESTMENTS LIMITED
BE R P B E £ 83 KR o F

(Incorporated in Hong Kong under the Companies Ordinance)

Dividend Election Form
BREEREXRKE

DO NOT COMPLETE AND RETURN THIS ELECTION FORM IF (1) YOU WISH TO CONTINUE TO RECEIVE THE FINAL DIVIDEND
FOR THE PERIOD ENDED 31 DECEMBER 1999 IN US DOLLARS; OR (ll) YOU HAD PREVIOUSLY COMPLETED AND RETURNED A
DIVIDEND ELECTION FORM.

01 Gy AR S R RERT - UL LR R 2 B e B oGy M e I M BT e o B B R
SRS T

IF YOU WISH TO ELECT TO RECEIVE THIS DIVIDEND AND ALL FUTURE DIVIDENDS IN HONG KONG DOLLARS, COMPLETE
AND RETURN THIS FORM IN ACCORDANCE WITH THE INSTRUCTION BELOW NO LATER THAN 5:00 P.M. ON [] JULY 2000.

o BEOR B LA T RO A R A Z B o IR DUR KA i AR R C A @ TR R IR IR AT AR R T 8 4
G N

To ChinaMerchants China Direct | nvestments Limited

B BERTEEESARALT

Until further notice to the contrary, I/we hereby authorise and request you to pay in Hong Kong Dollars all

dividends that may from time to time become due and payable in cash on any shares in the Company which are now registered or which may
hereafter registered in my/our name(s).

KNS EE T A F R DLk T ST SR A 1R AR N 8 5 4 288 W 2 AT AT R
FHUBREG A RE - AERTEMA L RERS L -

Compliance by the Company with this authorisation will discharge it from all liability in respect of dividends so paid.
T8 00 ) B IR BEAE AT S O 0 R G S A 2 B R I AT AT AT e

Signature of Shareholder(s)*
B SR 25

H w b E

Tel. No. of shareholder(s)
Jbe AT

* In the case of joint holders ALL must sign. In the case of a corporation, this form should be executed under its common seal or by a duly

authorised representative.
*  WMABMATEEAN W EBATE NLHEESE o A AF - REBIEZR B A 0l sl B AR L E S -

Completed forms must be returned to the Shares Registrars at the address shown below. Any instructions received after [@ July 2000 will not apply for the 1999
final dividend but only to subsequent dividends. All enquires regarding this form should be addressed to : Central Registration Hong Kong Limited, Room 1901-
1905, 19/F., Hopewell Centre, 183 Queent# Road East, Hong Kong (Telephone: 2862 8628).

WU 2 s 2l T A ik 2 IOy 8 P8R e o 7 BB L AL N @ H AR H M 2 AT A4 25 R R — JUIL L AR B R IR L > AR R
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