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1. CORPORATE RESTRUCTURING AND BASIS OF PRESENTATION
The Company was incorporated as a joint stock company with
limited liability in the People's Republic of China 
(the "PRC") on 22 March 2000 and its placing of H shares
were listed on the GEM on 31 October 2000.  In preparing
for the listing of the Company's H shares on the GEM, 
Beijing Tongrentang Company Limited ("Tongrentang Ltd.")
has underwent a restructuring ("Restructuring"),
details of which are set out in the prospectus of
the Company dated 24 October 2000.

The financial statement are prepared in accordance with
International Accounting Standards issued by the 
International Accounting Standards Committee.

The Restructuring was accounted for as a reorganization of 
the Company as a continuing operation and accordingly, the
financial statements have been prepared as if the current
structure of the Company had been in existence 
throughout the year ended 31 December 2000, rather than
from the date on which the Restructing was completed.
The Company's directors are of the opinion that the
financial statements prepared on this basis present 
fairly the results of operations and the state of affairs
of the Company as a whole.  Therefore, the net profit for
the year ended 31 December 2000 includes the results of
operations before the Restructuring.  As the Company was 
incorporated on 22 March 2000, the prior year financial
statements of the Company were presented for comparative
purposed only.

2.  TAX EXPENSE
Pursuant to the relevant income tax laws of the PRC, the
Company is subject to Enterprise Income Tax ("EIT") at
a rate of 15%.  Moreover, according to the Notice for
explanation of the execution of enterprise income 
tax policy (1995) No. 573 issued by Beijing Local Tax 
Bureau, enterprises that are qualified as high-technology 
enterprises are entitled to tax holidays on EIT.
The Company obtained the approval as a high-technology 
enterprise on 29 August 2000 and would, subject to 
the approval from the PRC Tax Bureau, be exempted from EIT 
for three years starting from the first year of 
profitable operations and 50% reduction in the next three
years. However, the exempted EIT has to be transferred to 
reserves as tax reserve and is not distributable to 
shareholders of the Company.  According to the approval 
from Beijing High-Technology Industrial Development 
District Tax Bureau, the Company is entitled to full 
exemption for EIT in 2000.  The year 2000 is the 
first profitable year for the Company.  As of 31 
December 2000, the exempted EIT of 15% amounting to
approximately RMB 4,427,000 for the period from June
to December 2000, had been transferred to tax reserve.

During the period form January to May 2000, the Company 
was in the early stage of incorporation and has 
not obtained the profit tax registration certificate. 
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Hence, the Company was unable to make tax 
registration separately to Beiing High-Technology
Industrial Development District Tax Bureau and the EIT
paid amounting approximately to RMB 12,247,000 was 
submitted together with Tongrentang Ltd.at tax rate of 
33%.  For the overpaid EIT of 18% amounting to 
approximately RMB 6,680,000 which is granted to be 
returned by Beijing Finance Bureau, the Company will 
record tax refund as income on cash basis.  As of 
31 December 2000, there was no such income recorded
by the Company.

3. EARNINGS PER SHARE
The calculation of basic earnings per share is based 
on the net profit for the year ended 31 December
2000 attributable to ordinary shareholders of 
approximately RMB 54,378,755 (1999: RMB 38,258,546)
divided by the weighted average number of
ordinary shares outstanding during the year of 
122,942,222 shares (1999: 110,000,000 shares).

Diluted earnings per share for the year ended 31
December 2000 is not presented because there were
no dilutive potential ordinary shares in existence
during the year.

4.  APPROPRIATIONS TO RESERVES
For the year ended 31 December 2000, the directors
proposed appropriations of 10% and 5% (1999:0% and 0%) 
of net profit after tax, determined under PRC accounting
standards, to statutory surplus reserve fund and 
statutory public welfare fund.  The appropriations 
amounted to RMB 8,156,813 in aggregate in which 
RMB 5,437,875 and RMB 2,718,938 were statutory surplus
rerserve fund and statutory public welfare fund 
respectively.   These reserves cannot be used for
purposes other than those for which they are created
and are not distributable as cash dividends.
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