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Brief Introduction of the Company

Fortune Trust & Investment Co., Ltd. (hereafter referred to as “FTIC")
was registered officially on Oct. 19th, 1998 in Lujiazui Finance &
Trade Zone Pudong New District Shanghai, and was re-registered firstly
in 1991 approved by People's Bank of China. It's registered capital is
RMB 1 billion Yuan (including US$ 15 millien). Shanghai Baosteel

Group Corporation and Zhoushan Treasury Bureau in Zhejiang Prov-

ince hold 98% share and 2% share partially.

In the process of its operation and management, FTIC follows man-
aging principle of “Human-Centered, Quality Service, High Efficiency
and Prudent Operation”, persists in the basic notion “Accept your
Trust, Manage your Property” of trust line of business, tries its best fo
develop many kind of trust business taking assets management as
the central task, improves investment & financing capability
perpetually, has core-competition in business such as securities

investment, shares trust and enterprise specifically fund trust in the
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trust line of business. Huabao-Xingye fund management company joint-ventured by French Indus-

try Bank and FTIC is the second one in China, the first one in trust line of business sino-foreign joint-

venture fund management company ratified to set up.

Trust line of business endured the last reconsolidation, was straightforwarded the direction, stan-
dardized the business, formulated the statute. The development of trust line business has changed
to be mature gradually. FTIC is improving with times, and now is implementing strategic revolution,
tries to be the best and real trust company in China and provides the society with trustful asset

management service of high quality.
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Chairman’s Message

ic

Due to the slow recovery of world economy and drastic fluctua-
tion of international financial market in 2002, China's economy
maintained the momentum of continuous growth. The securities
market, however, remained lackluster because of various reasons,
brought unavoidable negative impact to investors. Fortune Trust
& Investment Co., Ltd. (hereinafter referred to as “FITC") , with
the support of its shareholders and in line with the operational
guideline, established the strategy of business transitioning and
core concept of to be practical and innovative, and gained good

profit.

With the publishing and implementation of People’s Republic of
China Trust Law and other trust regulations, the trust business
has gradually turned from its low point and stepped onto a regu-
lar growth track. Accordingly, the board of FITC sponsored an
extensive and in-depth discussion, attended by employees, of
business transitioning and development. Summarizing the
viewpoints, the board drew a three-year development strategy of
FITC. In the meantime, a massive organizational restructuring of
the company was implemented to allocate more resources to the
development of trust business itself. FITC has led the peers in
certain trust business such as enterprise specific fund trust and

shareholding right trust.

FITC will continue to adopt prudent investment style, adjust in-
vestment strategy and control risk in accordance with changes in
market situation. During 2002, FITC grasped the investment op-
portunities of secondary placements and the iron/steel share

blac, thus further enhancing its asset management ability.

Year 2003 will be a critical year for the development of trust
industry. Since no proven way exists, people need to explore and
create a path. For FITC, 2003 is a year for implementing busi-
ness transitioning as well as the first year of implementing “leap-
forward development” strategy. Much needs to be done in recov-
ering the trust industry now. FITC should seize this opportunity
to successfully take a new path, fully implementing the spirits
advocated by the 16th Convention in its business practice, espe-
cially the “Four New Spirits™: new thoughts in development, new
breakthrough in reform, new situation in opening-up, new mea-
sures in various types of work. FITC must abide by the principle
of “small but outstanding” and operate uniquely in order to earn
core competitive advantage. We need to correctly gauge our
strengths and weaknesses, fully utilize the strengths. We should
take advantage of resources in Baosteel Group and at the same
time, take a long-term perspective to target the large market be-

sides Baosteel Group to execute “profit gaining and development”.



FITC's operation guidelines in 2003 is set to be: Asset
management as main business, securities market as a
tie, cover the three fields of money, capital and manu-
facturing industry, turn money into capital, pursue a
higher profit than money market and take a lower risk

than capital market.

Looking into the future, we are full of confidence. As
long as we concretely take into action the 16th Conven-
tion Spirits, work hard in unity to explore and innovate,
we surely will be able to build up a good brand image of

FITC.
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M Environment Analysis

1. In 2003, China's economy will still experience a steady growth ment conditions will shift slowly toward market investment
of roughly 7%. Recently, China's economic growth has remained rather than real estate. Therefore as noted, there is much
relatively stable as opposed international markets. For this potential in the stock market as of now.

-reason, we believe that the stability of our economic growth
5. Entering the World Trading Organization after the first year,
will soon attract more foreign investments, bringing China'’s
many feared that China's businesses cannot compete effec-
economy to yet a new level.
tively with the world, however in retrospect, those industries

2. China’s new government body, established after the 16th na- have prospered and grown despite these setbacks.

tional communist convention, set two goals for China's future.
6. In 2003, China's laws and regulations concerning currency

The first is to establish an overall dominant middle class
_ . . have loosened significantly, providing more flexibility to

throughout China upgrading the standards of living for all
investors. In years before, interest rate issues have also caused

citizens. Second goal is to double the current production rate
many prablems. For example, since 1996, plunging interest

of China, maintain economic stability and prosperity.

rates caused a great impact on the economy. The govern-

3. China’s government has established new laws and regulations ment now has decided to create a market for the interest rates
which has encouraged the public to increase their investments. in order to maintain stability. As of now, the impact of such a
These laws have contributed significantly to China’s economic decision is difficult to predict.

growth and stability. China expects a steady rise in market
7. China's Bank Regulatory Commission has been strictly enforc-

|
J
f

investments for years to come.
l" ing its regulatory laws and will continue in its efforts.

4. China's secondary market may turn for the better. After nearly
8. Trust investment companies have grown and matured through

two years of experiencing a bearish market, the market dropped
the years. In 2002, new laws were established to offer more

opportunities to this industry. [t is estimated that trust invest-

a
l fo a new record low. Much capital has been used in real estate
IE investment rather than secondary market. However, the cen-

ment companies will show significant growth in years to come.
tral government has begun to notice this trend that created a

bubble in the real estate market. Changes in these invest-

sj .



I Major Goals in 2003

This year, our company strategy will shift in many aspects. Before, our
investment weren't flexible enough to control our risk exposure. This year,
we've created many products to limit our risk while providing a steady flow
of income. As for market investments, we've gradually shifted our position
from short term, high-risk investments to long term, low-risk investments.
Through gradual market development and maturity, there have been more
and more investment opportunities. Our main source of income comes
from management fees. Through the past three years, Fortune Trust has
managed up to 6 billion RMB a year while our fund management company
manages over 10 billion RMB its starting year. The management fees from
these two companies total maore than 50 million RMB per year. In order to
maintain this stable source of income, we must instill upon our employees
strong company beliefs. We firmly believe in Income, Trademark, Action,
Flexibility and Customer Relation. We will do to the best of our ability in

order to limit risk exposure while producing a high stable income.

r

M Major Work Objectives in 2003

1) Increase focus on security investments while improving our asset struc-

ture as well as laying a benchmark for future business transitions.

a. In creating a stable market capital appreciation, we need to focus on
three main points. Firstly, to concentrate on the supervision of our de-
partments and create an efficient decision making team. Secondly,
enhance our investment management system. And lastly, gradually
change bad habits in the past, such as over concerning ourselves with
creating pure profit while holding on to losses. Doing such will mean
much emphasis will be placed on the decision makers of the company

and the fund managers whom these fund belong to.

b. Well management of current assets and future investment plans. Culti-
vate high potential long termed assets. Engage in the transition of these
assets to potential trust assets in order to create steady, low risk income
for the company. Further emphasis will be placed on the development

teamn and the marketing team.

2) Qur major objective this year is to double the total sales of trust products
to 1.6 Billion RMB. Through a variety of strategic marketing and develop-
ment plans, we have hopes to become amongst the best in the industry.

In order to achieve our goal, strict measures must be taken:



—

» QOperation oriented while focusing on risk management.

¢ |Improving customer relations.

* Increased department collaboration.

* Emphasis on specifics.

= Put to use our broad relations with other companies.

= Create a stronger cultural background and a basis for our

future development.

3) Well management of our newly joint-ventured fund man-
agement company as well as meet our fund distribution

demands.

4) Create an organized and efficient team of employees while

tending to their specific needs.

a. Distribution of salary should be basically linked to indi-

vidual contribution.

b. Create a well-based evaluation system which judges the
potential and efficiency of our employees. The income
level of every employee and every department will be
grounded on strict evaluation. Managerial level employ-
ees would also be given more say regarding employee evalu-

ation and income distribution.

IEEEH 2002 £FRE
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c. Establish a systematic analysis system that can guide the

exchange of employees from different departments.

d. Level of benefit received should also be linked to individual
contribution. This year we also look towards the establish-

ment of a new pension system.

e. On-the-job training will be used as an incentive where pri-

ority is given to employees based on performance.

This year, Fortune Trust seeks to make many drastic changes
that will pave the way to an even brighter future. With the
speed of financial development in China and along with
the potential of our team, we believe that our past achieve-
ments will carry itself to open up new doors of opportunities.
We also believe that in the years to come, Fortune will
strive itself to become amongst the best in the industry
creating wealth for our shareholders as well as our trea-

sured customers.

ci
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Organization
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Front Row: Wang Shihong (right), Zhang Jianqun (left)

Back Row: Wang Jinxuan (left), Zheng Anguo (middle), Li Xuegang (rigt)
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» Capital trust management and property trust management:
* Manage investment fund business permitted by the relating law and regulation of PRC:
* Engage in the issuance of fund management corporations:

* Manage commonwealth - trust businesses;

Manage corporate restructuring, corporate mergers & acquisitions, project financing, corpo-
rate asset management, financial consultant (Underwrite national bonds and corporate bond
authorized by the relating dept. of State Department of PRC):

* Engage in credit rating verifications and economic consulting businesses;

* Manage certain money market funds;

= Provide guarantess for business transactions:

» Manage other business authorized by the People's Bank of China.
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Departments and Duties

THREME Administration Dept.

ENOAE. TBRGETHEED). Administration Departments’ main duty is to concern for the welfare of For-

tunes’ employees. Through the issue of salary to the hiring and inter-depart-

WHEBBEHE: ADRBRARSER; RIFMER.
RAFDYHIRESTSES; WIIEEREKS; M.
JRERMENED: SFEH. HEXBE. 2R
D; 2IEERTHRYERE; ITENRERATR
SBES.

ment transfers, Administration ensure the well functioning of the entire

company.

il &M %% Planning and Financial Department

ZRahtdl. e, SsNEsE88ET]. Planning and Financial Departments’ main duty is to handle the financial

reports of the company and manage company capital. Ensures that the proper

WHECEEE: MEMERZEEITUNREISEER
TR, Fit. UBRE: 2aUSREED;
REEBHE: UFEES.

cash flow throughout the company remains controlled.

EEBiif Auditing Department

noBNVENER]. EHEEEXMESR, S5E Auditing Departments” main duty is to handle the legal affairs the company
VINGRESEBI]. might face time to time. To ensure a proper risk management system as well

as provide guidelines to other departments concerning China’s laws and

WHECERME: WEEE,; XEdl NebE: &
BEFE:; ROSINSHESWHSRENEXFIES
BE: AZARBEFEIT: ATIRNEREES.

regulations.

2




fLi5% Custody Department

NOEEEBENITEET . Custody Department handles the information concerning market trades that

are conducted on a daily basis. They ensure the safety of capital entrusted to

WECHEE: ERATHRE, ERIISEE5R
RRSHRNERE; SRUSHEEHRERIS . NE
RATZR ANERKE: SHWSENTEMmEE.
EHNTERS . EARBNKF,ER. SHRHBHRL
Al RREOKWE. HESERUSHEEEXNEE:
WINEBWSS.

us by our customers. All information from trade information to customer

contracts are filed and collected by this department.

KIEWF s Research and Development Center

ENOARGEBRIES. ESEHENEARSTED]. Research and Development Departments' main duty is to provide research in
WHTEEE: TN TIRITESTHBHR: ZNES order to aide strategic investment plans. They provide a wide range of re-
BERR, BREBRHE; SEUESHSR, A\9ER search reports from a countries economy to the specifics of a public company.
B HRE.

BVIEPE  Investment Management Department

NS =E=T; a0 it —g - o Investment Management Department handles the proprietary trading of the

company. Manages company assets and invests in the market in a strategic

WHECEEE: NTEaETAIISmZNRIcRER

way as to provide excess income.
HE,

cd
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fEHH™iEE Trust Asset Management Department

ERAFORFICHE].
WHEERE: ERRTEIFHENREHICH;: &
NEHEBERIWTS.

Trust Asset Management Departments' main duty is to manage assets en-
trusted to Fortune by its customers. Conducts daily market trading activities
and manages separate funds that are invested according to the customer's

prospectus.

A A Corporate Asset Management Department

BBEBERPMUS R WRARNES WS,

WECEHEE: HRzEE:; BWEn: RTREERE
FRER . ZEAGXSFSESHEPMWTS: FUWRH
BRRIWFSTA: AIEFARTHERIWE: FH
BRPNMUSESATBESFRBENATBRIS

{GHCEH Trust and Marketing Department

miZEHRN; REEFHWSLRSESTHIWSEHEE;
BPRS: ERFRNTTA.

Corporate Asset Management Department provides a wide range of services
such as underwriting national bonds, merger and acquisitions, corporate
consulting, project finance etc. Other main duties include providing educa-

tional training to corporate customers.

Trust and Marketing Department is our customer service department. Their
main duties range from the research and development of trust funds to direct

and personal customer service.

cq
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Audit Report

Shanghai Public Accountant (2003)NO353

Director Border of Fortune Trust & Investment Co., Ltd.:

We have audited the consolidated balance sheet of your company as of December 31, 2002 and the related consolidated statement
of income and cash flow statement for the year then ended. These financial statement are the responsibility of the company's
management. Our responsibility is to express an audit opinion on these financial statements. Our audit was conducted in accor-
dance with China's Independent Auditing Standards and, accordingly, included a test of the accounting records and such other

audit procedures as we considered necessary in the circumstances.

In our opinion, the financial statements referred above present fairly in all material respects, the financial position of your company
as of December 31,2002 and results of its operations and its cash flow for the year then ended in conformity with the Accounting
Standards for Business Enterprise and the Accounting Regulations for Financial Industry Enterprise, and the accounting treatments

therein are consistently applied.

Besides, we have mentioned that , the accounting cost of your company's self-support securities is 696,651,724.14 Yuan, but it's
market value is 527,588,472.31 Yuan.

This report is the translation of Chinese Auditing Report, which is the basic and standard report.

SHANGHAI ZHONGHUA CERTIFIED PUBLIC ACCOUNTANT Co., Ltd. (SEALED) SHANGHAI, PRC
CHINA CPA: LIU WANG CHUN (SEALED)

CHINA CPA: RONG KAl ZI (SEALED)

Date: January 22nd, 2003



BALANCE SHEET

December 31, 2002

Assets

December 31, 2002

December 31, 2001

Current Assets

Bank Deposit and Cash in Hand
Cash

Precious Metal

Deposit at Central Bank
Deposit Reserve

Reserve

Inter-trader Deposit

Lending

Short Term Loan

Receivables

Provision of Bad Debt

Other Receivables

Discount

Short Term Investment
Entrusted Loan and Investment
Proprietary Trading Security
Entrusted Trading Security
Buy-back Security

Net Loss of Current Assets to Be Settled

Other Current Assets

Investment Falling Due within One Year

Internal Current Account

137,011,203.46
1,113.20
19,018,223.06
18,054,000.00
964,223.06
130,921,420.31
60,760,000.00
22,176.88
66.53
54,147,278.77

2,891,923,782.99
696,651,724.14

140,000,000.00

2,839,711,782.68
297,753.63
94,864,915.34
91,548,000.00
3,315,915.34
323,936.10
115,760,000.00
502,008.18
1,506.02
80,081,142.22

2,476,161,271.39
730,328,169.56

21,600,000.00

Total Current Assets

4130,455,743.08

6,359,331,719.45
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BALANCE SHEET (CONTINUED)

December 31, 2002

Assets

December 31, 2002

December 31, 2001

Long Term Assets

Medium and Long Term Assets

Overdue Loans - 930,000.00
Doubtful Debts - 930,000.00
Bad Debts = =
Provisions for Doubtful Debts 607,600.00 1,157,600.00
Receivables from Leases = =
Uncollected Lease Income = =
Trans-lease Receivables - L
Leased Assets — —~
Assets for Trans-lease — -
Leased Operating Assets — —
Depreciation on Leased Operating Assets - —
Long Term Investment 129,934,020.91 71,360,020.91
Provision of Investment Risk 713,600.21 277,510.42
Fixed Assets 17,083,650.40 £69,219,845.82
Depreciation 7579,313.86 16,448,532.58
Net Value of Fixed Assets 9,504,336.54 52,771,313.24
Disposal of Fixed Assets — —
Project In Construction = =
Losses of Properties to be Settled - —
Operating Fund Appropriated to Subsidiary — —
Total Long Term Assets 138,117,157.24 123,626,223.73
Intangible, Deferred and Other Assets

Intangibles 6,276,365.64 6,337,828.52
Deferred Assets 2,555,248 .49 9,058,504.56
Other Long Term Assets - -
Total Other Assets 8,831,614.13 15,396,333.08
Total Assets 4,277,404,514.45 6,498,354,276.26




BALANCE SHEET (CONTINUED)

December 31, 2002

Liabilities and Owner's Equity

December 31, 2002

December 31, 2001

Current Liabilities

Short Term Deposit

Short Term Saving Account
Financial Deposit

Loan From Central Bank
Inter-trader Deposits

Borrowing

Remittance Payable

Remitted Remittance (In Transit)

Entrusted Deposit

2,896,697912.27

140,000,000.00

2,495,571,837.15

Agent Security Payables - 2,271,896,998.49
Brokerage Deposits — -
Payables 119,843,963.61 166,455,683.33
Other Payables 4,360,506.77 5,092,226.03
Short Term Guarantee Deposit - -
Wage Payable 4,557 508.25 10,756,980.17
Welfare Payable 2,596,863.65 2,965,828.85
Tax Payable 5,334,781.87 15,043,601.76
Profit Payable 1,113,941.22 60,815,710.83
Accrued Expenses — 1,829,686.14
Short Term Bond — —
Other Current Liabilities - -
Liabilities Falling Due within One Year — —
Total Current Liabilities 3,034,505,477.64 5,170,428,5562.75
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BALANCE SHEET (CONTINUED)

December 31, 2002

Ha

Liabilities and Owner's Equity

December 31, 2002

December 31, 2001

Long Term Liabilities

Medium and Long Term Liabilities

Long Term Deposit

Long Term Margin Deposit

Leases Payables

Issuing Long Term Bond

Long Term Loan

Long Term Payables

Other Long Term Liabilities

Operating Fund Appropriated from Higher-Ups

200,000,000.00

187,991.09

300,000,000.00

187,991.09

Total Long Term Liabilities

200,187,991.09

300,187,991.09

Owner's Equity

Paid-In Capital

Capital Surplus

Surplus Reserve

Trust Investment Risk Reserve

Undistributed Profit

1,000,000,000.00
(29,500.00)
26,683,999.70
4,751,364.26
11,305,181.76

1,000,000,000.00

23,683,437.05
4,054,295.37

Total Owner’s Equity

1,042,711,045.72

1,027,737,732.42

Total Liability and Owner's Equity

4,277,404,514.45

6,498,354,276.26



INCOME STATEMENT

FOR THE YEAR OF 2002

ltems 2002 2001
1. Operation Revenue 48,644,986.73 211,209,720.63
Interest Income 4.811,452.97 17,986,703.03
Inter-Financial Institutions Income 11,036,711.12 64,768,357.60
Commission Income 27,160,108.60 41,690,918.02

Income from Proprietary Trading 4,894,812.18 82,729,989.63
Income from Security Issuing — -
Income from Leases L -
Income from Exchange — -
Other Operating Income 741,901.86 4,033,752.35
2. Operating Expense 39,650,569.88 110,140,861.32
Interest Expense 10,086,700.00 19,953,552.22
Inter-Financial Institutions Expense 351,447.00 29,363,395.37
Commission Expenses 263,354.27 2,503,850.88
Operating Expenditure 28,869,868.61 55,081,495.13
Exchange Losses — -
Other Expenditure 79,200.00 3,238,567.72
3. Operation Tax and Additional 2,854,868.30 11,164,059.06
4. Operating Profit 6,039,548.55 89,904,800.25
Income from Investment 15,164,494.33 25,394 537.81
Income from Ordinary Activities 5,162,517.05 337,091.08
Expenditures of Ordinary Activities 4,928,965.79 188,100.89
Adjustment of Prior Year's Income (Losses) (338,941.82) 3,926,719.77
5. Total Profit 21,098,652.32 119,375,048.02
6. Income Tax 6,095,839.02 38,289,140.59

7. Net Profit

15,002,813.30

81,085,507.43
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INCOME STATEMENT (CONTINUED)

FOR THE YEAR OF 2002

ltems 2002 2001
1. Total Prefit 15,002,813.30 119,375,048.02
Income Tax 3,000,562.65 38,289,140.59
2. Profit After Tax 697,068.89 81,085,907.43
Special Fund - —
Undistributed Profit (BOY) 841,843.96 -
Adjustment of Prior Year's Income (Losses) - —
Adjustment of Prior Year's Income Tax — or
3. Distributive Praofit 35,039,898.28 81,085,907.43
Supplement of Surplus Reserve - —
Drawing of Surplus Reserve 7,007,979.66 16,217,181.48
Payable Profit 28,031,818.62 64,868,725.95

4. Term End Undistributed Profit
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NOTES TO FINANCIAL STATEMENTS

FOR THE YEAR OF 2002

T |. Brief Introduction of Fortune Trust & Investment Co., Ltd.

Ratified by headquarter of People's Bank of China in documents No.158 (1998) The Approvement of Equity Transfer about Zhoushan Trust& Invest-
ment Co., Ltd., Fortune Trust & Investment Co., Ltd. (hereinafter referred to as “the Company”) is a non-bank financial institution which was founded
on June bth, 1998 through, on the base of acquiring the former Zhoushan Trust and Investment Co., Ltd., rename, remove, increasing capital and
issuing additional shares by Shanghai Baosteel Group Corporation. The company was authorized to re-register on October 28th, 2001 by headquarter
of People’s Bank of China in documents No. 173 (2001) The approvement of Fortune Trust & Investment Co., Lid. fo Re-Register by Peoples’ Bank
of China, National Commercial and Industrial Administration Bureau issued the Enterprise Legal Entity Operation Certificate, with registration No.
3100001005527 and Shanghai Branch of People’s Bank of China issued People’s Republic of China Trust Institution Legal Entity License No.K11613420014,
the register capital of the company is RMB 1 billion.

The company’s running business range including: Accept trust to manage fund trust business; Accept trust to manage trust business of chattel, real
estate and octher property; Accept trust to manage investment fund business be permitted by the relating law and regulation of PRC; Engage in
investment fund business as a issuer of fund management corporation; Accept trust to manage commenweal- trust business; manage medi-business
such as corporate assets recomposition, corporate annexation and project financing, corporate assets management, corporate financial consultant e.g.;
Accept trust to underwrite national bond and corporate bond authorized by the relating dept. of State Department of PRC; Manage, exert, dispose the
acting properties; Engage in acting storage Business; Engage in credit rating, creditworthy verification and economic consultation business; Manage
equity capital of the company with several methods such as banking deposit, financial institution deposit, finance renting or investment; Providing
guarantee business for others using equity capital; Transact financial institution debit-credit; Manage other business authorized by the People’s Bank of
China.




NOTES TO FINANCIAL STATEMENTS (CONTINUED)

FOR THE YEAR OF 2002

ac

Il Principle Accounting Policies, Accounting Assessment

—

Accounting Standard: the company implement Enterprise Accounting Regulations and Accounting System of Financial Enterprise published on the

year of 1993.

2. Accounting Year: The accounting year of the company is the calendar year from Jan 1st to Oct 31st,

(98]

. Foreign Currency Business:

The company adopts ledger-account for foreign currency business. The company keeps records of foreign currency business occurred with different
currencies according to the original currencies. When compiling financial statement at the end of the year, the company convert the amount of
foreign currency into the amount of RMB according fo the foreign currency exchange rate (which is refered to mid-exchange rate of foreign currency

market by People’s Bank of China.) at the end of period. The margin of the exchange rate is caleulated into capital accumulation.
4. Bookkeeping Basis and Cost Principle: The Company takes accrual basis as bookkeeping principle and each asset is fixed price by the historical cost
when it was acquired or purchased by the company.

5. Confirmation Standard of Cash Equivalent: The company regarding the investment for whorn the period is short, the liquidity is high, easy to convert

inte known amount cash, the value-change risk is very little as cash equivalent. The company has no cash equivalent for the year.

6. Sum of Maney Deposited in Central Bank: The company calculate deposited central bank reserve with the 6% amount equal to the sum of trust

deposits and entrust deposits subtract the sum of entrust loan and entrust investrment.

7. Accounting for the Bad Debts:
The company adopts provision for the loss of bad debts, calculates the bad debts provision with the 3%, amount of receivable accounts of the year
ended. When a bad debt occurs, the company subtract the amount from the bad debts provision after fulfilling the stipulated examine and approve
procedures; when the amount of bad debts provision is not enough to subtract bad debts, the margin is calculated directly into the profit & loss of

current period.

8. Accounting for Self-QOperated Securities.

(1) The company's self-operated securities are divided into stocks subscribed on 1PO (including re-issuing), secondary market stocks, bond
& fund etc.

(2) The company recorded the self-operated securities at historical cost. Cost of securities sold out is carried forward using weighted average methad.



NOTES TO FINANCIAL STATEMENTS (CONTINUED)

FOR THE YEAR OF 2002

9. Confirmation Method of Overdue Loan
(1) Confirmation Method of Doubtful Loan:
Loan not repaid upon expiration (including expiration of extended period) at debtor's reason; debts arises because the draft is not paid after
discounting and the applicant of the discounting business has no enough deposit in his account; money advanced for the applicant of the draft
accepted by bank due to insufficient deposit. These debts will be taken as overdue loan upon expiration, doubtful loan after maturing one year from
the date of expiration.
(2) Confirmation Method of Dead Loan
When one of the following condition occurs, the company takes the loan as dead loan:
Debt hard to retrieved through lawful liguidation after debtor goes bankruptcy, close down or dissolve the company legally.
Debt unable to be fully retrieved by its remaining assets and demanding the payment of the warrantor after debtor’s death or disappearance
announced according to People's Republic of China General Rules of Civil Law.
Debt unable to be paid off because debtor suffers from natural disaster or accident, which causes great loss and no hope to get insurance
compensation. The debtor is unable to pay back part of or all debt even after demanding the payment by his remaining assets or by the warrantor.
Debt unable to be retrieved through all possible measures and necessary legal procedures in case of debtor is disqualified and incapable of operation
continuity because of its registration by Commercial and Industrial Administration Department of failure in passing annual commercial and industrial
inspection, though the debtor has not declared bankruptcy, closing down or dissolving the company.
Debt unable to be retrieved when debtor violates the law and is punished by the law, whose property is not enough o pay off the debt and no other
persons are willing to undertake the debt.
Debt unable to be retrieved when the debtor and warrantor are charged with no paying off the due debt, they can't not pay back by their remaining

assets even after the enforcement of court's ruling.
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

FOR THE YEAR OF 2002

10. Accounting for Dead Loans Provision:
The company adopts provision for the loss of dead loans, calculates the dead loans provision with the 1% amount of total Ioans of the year ended.
When a dead loan occurs, the company subtract the amount from the dead loan provision after fulfilling the stipulated examine and approve
procedures; when the amount of dead loan provision is nat enough to subtract dead loans, the margin is calculated directly into the profit & loss of

the period.

11. Accounting for LongTerm Investment
(1) Lengterm bond investment is recorded at cost, and calculate interest on the period run; premium or depreciation is amortized by linear method
during the bond existing period.
2) Longterm equity investment is recorded at cost or the negotiation price of related sides. The investment to other company which is more than 20%
of its equity or less than 20% (including 20%) but having major influence on the company invested adopt provisions account otherwise apply cost

accounting.

12. Fixed Assets Evaluation and Depreciation Accounting
Fixed assets of the company is refered to the holding tangible assets for which the worth is at least 2000 Yuan per unit, the company uses to provide
labor service, rent or operate management. Fixed assets are evaluated by its actual cost, fixed assets depreciation is accounted by linear method
from the secand month after its use, the estimated scrap value of fixed asset is 4% of the original value, the following is the depreciation year&

depreciation rate of different fixed assets:

Asset ltems Depreciation Year  Annual Depreciation Rate
Housing building 35 year 2.7%
Transportation Equipment 6 year 16.0%
Office Equipment 5 year 19.2%
Electronic Equipment 5 year 19.2%
Of them: Computer 3 year 32.0%
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

FOR THE YEAR OF 2002

13. Intangible Assets Evaluation and Amortization Method
Intangible assets of the company are stated at cost, and amortized by stages on an average on estimated valid years from the month of utilization.

There into the use right of land is to be amortized over 35 years, the cost of software is to be amortized over 5 years.

14. Deferred Assets Evaluation and Amortization Method
Deferred assets of the company are initiation expenditure and furnishing expenditure of the company, they are recorded at paid-up cost, and

amortized over 5 years from the month of operation or utilization.

15. Revenue Recognition of Operation Income
(1) Interest income
The interest of various loans of the company is calculated on schedule taking accrual basis as bookkeeping principle. Receivable interest of loan
overdue more than 180 days (not including 180 days) shall not be accounted into the Income Statement no matter whether principal is overdue or
not but calculated out of the Income Statement. It is allowed to be recorded again upon actual collection. As for the receivable but still not received
interest which has been recorded in Profit and Loss Statement shall be offset after the principal or receivable interest is overdue more than 180 days
(not including 180 days).
(2) Inter-Financial Institutions Income
Interfinancial institutions income is the interest of money the company depaosit in the People's Bank of China and financial institution, the recogni-
tion of income is in compliance with the interest received.
(3) Commission Income
The company's entrust investment commission income recognition is in compliance with the confirm letter of entrust investment income subscribed
with the customer, entrust loan commission income is recognized when the company clears interest quarterly.
(4) Income from Proprietary Trading
The company's income from proprietary trading recognition is in compliance with the margin of the securities’ really sales price subtract the
correspond buying cost calculated by weighted average & related expenses.

(5) Other revenues: Recognized by the money received.

16. Accounting Method of Income Tax:
The company calculate current period income tax payable after adjustment of income or expenditure items no need to pay income tax or abate

income tax at the base of the amount of pre-tax profit and loss of financial statement. Accounting of income tax adopt tax payable method.
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

FOR THE YEAR OF 2002

ll. Tax ltems
Item of Taxation Tax Base Tax Rate
Turnover Tax Turnover 6%
Income Tax Amount Tax Payable 33%
City Construction Tax Turnover 0.35%
Education Surtax Turnpver 0.15%

IV. Explanation of Contingent Items
The campany did not happen any other impartant contingent item having infiuence on reading and understanding the financial statement except that

provided 2,430,000.00 Yuan RMB loan guarantee for Zhoushan Haitong Company at the end of December 31st, 2002.

V. Explanation of After Date Items

The company did nat happen any impaortant after date item having influence on reading and understanding the financial statement at the end of the

date when the financial statement issued. (January 22nd. 2003)
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