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Important: The board of directors (“Board of Directors”) and the
supervisory committee (“Supervisory Committee”) and each of the
directors (“Directors”), the supervisors (“Supervisors”) and the senior
officers (“Senior Officers”) of Shandong Xinhua Pharmaceutical
Company Limited (the “Company”) hereby confirm that there are no
false representations, material omissions or misleading statements
contained in this report, and they, severally and jointly, accept full
responsibility for the truthfulness, accuracy and completeness of the
contents of this report.

The chairman (Mr. Zhang Daiming), financial controller (Mr. Zhao
Songguo) and the chief of the finance department (Mr. Wang
Jianxin) of the Company hereby declare that the financial report of
the Company for 2011 is true and complete.

This report has been prepared in both Chinese and English. In the
event of any discrepancy between the two versions, the Chinese
version shall prevail.
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Company Information

LFPXEE

Chinese Name of the Company

DNEEXEE
English Name of the Company

LFREERRA

Legal Representative

EXeuE

Company Secretaries

BRES

Telephone Number

HHRB

Facsimile Number

EREFEHE
E-mail Address of
Company Secretaries

4% T EE M 3tk

Registered Address

NGIE TS L E S
Office Address

BBiRG
Postal Code

4 ) (B B A 4R ik
Website of the Company

LERTFEH
E-mail Address of the Company

BREEHERE
PRC newspapers for
information disclosure

ERFRENPEEEY
15 7E 49 0 Y A Lk

Website designated by
China Securities Regulatory
Commission (“CSRC”)

IR ERERGARAT
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED

IR ER R G ERAB ([RF]])
Shandong Xinhua Pharmaceutical Company Limited (“Company ")
R &

Mr. Zhang Daiming

BRXK EiE
Mr. Cao Changqgiu, Ms. Guo Lei

86-533-219 6024

86-533-228 7508

cqcao@xhzy.com; guolei@xhzy.com

PEAREME(THE])

IR EEmaMRTEERERAETR

Chemical Industry Area of Zibo Hi-tech Industry Development Zone, Zibo
City, Shandong Province, The People’s Republic of China (the “PRC”)
FEIIRESEMTaBNEERER(ETIR

Chemical Industry Area of Zibo Hi-tech Industry Development Zone, Zibo
City, Shandong Province, PRC

255005

http://www.xhzy.com

xhzy@xhzy.com

(BAEER)
Securities Times

http://www.cninfo.com.cn
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Company Information (continued)

EmEH

Listing information

HE&
H Shares

X5
Stock Exchange

Hs

Abbreviated Name

R
Stock Code

ABE

A Shares
X5
Stock Exchange
s

Abbreviated Name

Ri5
Stock Code

SEEMERLAM

Date of Renewal of Registration

RS AT it B

Place of Registration

ISRk

Business Registration Number

M E ORI

Taxation Registration Number

HERmman

Organization Code

3 1]
Auditors

International

hE

PRC

EREBMERIMARRAR ([FERIAM])
The Stock Exchange of Hong Kong Limited (“SEHK”)

LI BT B B %
Shandong Xinhua
0719

RYIEHZ 5
Shenzhen Stock Exchange
HMER

Xinhua Pharm

000756

200112 819H
19 December 2001

WREEETIHTRERR

Zibo Municipal Administration of Industry and Commerce of Shandong

Province

370300400000376

370303164103727

16410372-7

EKPA(ER) Gt EBMER AR

7 VS iR /8 75 1H 38335k M| [E431&
SHINEWING (HK) CPA Limited
43/F., The Lee Gardens

33 Hysan Avenue

Causeway Bay, Hong Kong

ERNGEE -l T 3

s A

B b T SR & B RS PI AL K E85% & K HAKOE
AR - 100027

ShineWing

Certified Public Accountants
9/F., Block A, Fu Hua Mansion,
8 Chaoyangmen Beidajie,
Dongcheng District,

Beijing 100027, PRC

IR ERERBARLE
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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Company Information (continued)

ERER

Legal Advisers

FE

As to Hong Kong Law

FE

As to PRC Law

FEERBT

Principal Banker

HEX B 7B R B/ E

Share Registrars of H Shares

LFRHERME

Corporate Information Available at

IR ERERGARLE
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED

2 EERT

BB BT EFRERA3-595% EEH 131201
Charltons

1201 Dominion Centre

43-59 Queen’s Road East, Wanchai,

Hong Kong

BN PN RE LT S )

bR HAGERZBE K775 EE R O3 IES4E
B4R : 100025

Jingtian Gongcheng Associates

34th Floor, 3 Building, Huamao Center,

77 Jianguo Road, Chaoyang District,

Beijing 100025, PRC

A TR RTS8 SR IS 2 47

A LRSI TR IE R A R R E25R

The Industrial and Commercial Bank of China
Zibo Zhangdian Branch

2 Renmin Dong Road,

Zibo City, Shandong Province, PRC

BEBEFEFLBERAQA]
BERBERREFR183FKAMPL17HE
Hong Kong Registrars Limited

17th Floor, Hopewell Centre,

183 Queen’s Road East,

Hong Kong

R ERERNERARESENEE

Company Secretaries Office

Shandong Xinhua Pharmaceutical Company Limited
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Summary of Financial and Operating Results

BREEHEANEHN -2

Key financial data for the year ended 31

—— FSEFEESEE (& December 2011 prepared in accordance with
#;Fit) PRC accounting standards (Audited)

HHE Items —E——

2011

AR BT

RMB

&R Operating profit 71,927,673.11

FEERE Profit before taxation 93,211,526.67

BB LT AR BRIREFEFE

BEN LT ARRRAOEG
BB RRNFNE (Ha2)

REEPELNRSREFR

Profit attributable to the equity
holders of the Company

Profit attributable to the equity
holders of the Company
after extraordinary loss (Note)

Net cash flow from operating activities

76,023,665.57

54,823,601.21

97,083,018.85

Kia o EREMIBRMINBIES K25 (BT Note:  Extraordinary items after income tax include:
BRiB) AT -
= —2-% k)
2011 2010 2009
HA Items ANEET ANEET AEET
RMB  ## Notes RMB RMB
FrBEERERS Profit or loss from disposal of (3,438,803.56) EEET Loss of disposal of ~ (13,024,418.06)  (17,333,032.45)
non-current assets BEEK fixed assets
SAEBEROBFAE - Government subsidies recognise in current 29,258,563.27  UWiEIfET A Received 7,336,000.00 2,567,870.12
BENAEEELERTNEE - profit and loss, (excluding those closely SHBXMN government
HAARBRETE related to the Company’s normal operations T8 subsidlies reckon
RE-TEETEYTERE and granted on an ongoing basis under into current term
EXL T the State’s policies according to
certain quota of amount or volume)
BREDAERELEKIEBNOERES  Gains/losses from fair value 3,866,083.56 EEELR  Changen fair 3,048,69899  10,586,380.93
REEBN BEXHUEREE changes of trading financial assets and EEEHR value foreign
REMSRAGELN trading financial liabilties, e exchange
MMEEEHES and investment income from SREEM forward
NREEXR Sl REE disposal of trading financial assets, contracts &
RHUEREBENAHEESHEE trading financial liabilities and dividends of
REHRERE available-for-sale financial assets, held-for sale
except effective hedging activities related to financial assets
the Company’s normal operations
B EMEE M H i E 9 Non-operating income or cost (4,525,232.16) (868,335.09)  (1,766,653.63)
WA except items above
LURRERT LR Minortty interests (4,500.31) (19,851.04) 27,593.16
G2 £ Income tax (3,956,007.44) (1,530,339.21) (896,697.61)
At Total 21,200,064.36 (5,058,244.41)  (6,814,539.48)
—

IR ERERGARAE
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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Summary of Financial and Operating Results (continued)
S

1. B EEHEINEN_-F 1.  Key financial data for the year ended 31

—— FSEFEESEE (& December 2011 prepared in accordance

&) (&) with PRC accounting standards (Audited)
(continued)

BRAMCABEMNENEH Items by fair value

FRLAR HARRHRAH
Hned RELSHRE LARESD FMHROEE BReH

Amount as at Total Amount as at
1 January Change of change of Provision 31 December
5HE Items 2011 fair value fair value impairment 2011
(AE#T) (AR#T1) (AR#T) (AR#T) (AR#T)
(RMB) (RMB) (RMB) (RMB) (RMB)
TRAE: Financial assets:
Hb1, LRARERE Include; 1. Financial assets - - - - -
FERE by fair value
BEHAZH and its change is
ket included into
TRAE profit and loss
A SREE Include;  Derivative - - - - -
financial assets
2. AEHE 2. Avallable-for-sale 168,292,466.44 - 111,646,698.00 - 136,072,016.00
SREAE financial assets
SREE/G Total of financial assets 168,292,466.44 - 111,646,698.00 - 186,072,016.00
At Total 168,292,466.44 - 111,646,698.00 - 136,072,016.00

IR ERERGARLE
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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Summary of Financial and Operating Results (continued)

I
2. MERE 2. Financial Summary
() BREBLREMN @R A (i) In accordance with Hong Kong Generally Accepted
Bl (') Accounting Principles (“HKGAAP”) (Audited)
HeaKaEE Consolidated income statement
2011 2010 2009 2008 2007
ARBFT ANEEFT AREFIL ANEBTFT AEBFT
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
| Revenue 2,917,860 2,589,447 2,295,101 2,077,753 1,865,568
BEAIER Profit before tax 91,272 128,967 116,388 41,447 37,364
ERER Income tax expense (13,302) (22,159) (13,008) (5,677) 400
REEEF Profit for the year 71,970 106,808 103,380 35,770 37,764
FERER Non-controlling interests 3,595 5,509 3,693 5,706 5,946
ARRFAAEMER  Profit attributable to owners 74,375 101,299 99,687 30,064 31,818
of the Company
CARERRAE Consolidated statement of financial position
2011 2010 2009 2008 2007
ARBFT AREFT AREFI AREFT AREFIT
RMB’000 RMB'000 RMB’000 RMB’000 RMB’000
BEE Total assets 3,017,412 2,772,599 2,636,363 2,169,424 2,260,100
BafE Total liabiliies (1,259,624) (1,048,367) (955,542) (659,144) (526,061)
RS Non-controlling interests (39,807) (38,010) (36,318) (33,746) (50,793)
RAFFEAEGES  Equity attributable to owners 1,717,981 1,686,222 1,644,503 1,466,534 1,683,246
of the Company

IR ERERGARAE
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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Summary of Financial and Operating Results (continued)

2.

IR ERERGARLE
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED

MBWE(F)

(i

P B S ERES (KFE)

2. Financial Summary (continued)

(i) In accordance with PRC accounting standards (Audited)

TEMENE Principal financial date
REL EFER
HH Change as
Item 2011 2010 compared to 2009
(AR%T) (AR#T) the last year (AR#r)
RMB RMB (%) RMB
BEHWA 2,937,528,055.33 2,614,233,634.62 12.37  2,321,927,213.25
Total operating income
BEFHE 71,927,673.11  131,701,950.29 (45.39)  135,909,489.78
Operating profit
ME@aE 93,211,526.67  125,128,440.97 (25.51)  119,373,878.21
Profit before taxation
EBN T ARKRENFERE 76,023,665.57 97,256,602.75 (21.83) 102,244,346.19
Profit attributable to the equity
holders of the Company
FEBR EMARRRAMBRIELSE M
BmEmFERE 54,823,601.21  102,314,847.16 (46.42)  109,058,885.67
Profit attributable to the equity
holders of the Company
after extraordinary loss
KEEHELENREREFE 97,083,018.85  173,000,248.75 (43.88)  344,795,891.77
Net cash flow from operating activities
20115 2010%F 20094
12A31H 12A31A8 RER 12A31H
As at As at b R As at
HH 31 December 31 December Change as 31 December
Item 2011 2010  compared to the 2009
(AR%T) (AR#T) end of last year (AR#r)
RMB RMB (%) RMB
BEBRE 3,004,190,190.68 2,739,564,533.49 9.66 2,626,187,060.38
Total assets
aEAESE 1,254,451,169.37 1,025,030,560.11 22.38  956,223,520.89
Total liabilities
BERNLEMARREMAELE#R 1,709,932,330.07 1,676,523,546.19 1.99 1,633,645,846.35

Total equity attributable to equity
holders of the Company

FeNE I

Capital (share)

457,312,830.00

457,312,830.00

457,312,830.00




Bl SobR A SR BB (A

Summary of Financial and Operating Results (continued)
I

2. BERE (Z) 2. Financial Summary (continued)
(ii) B S ER RS (KEET) (i) In accordance with PRC accounting standards (Audited)
(%) (continued)
TEMKEIEE Principal financial summary
REL FFER
Item Change as
HE 20115 2010 compared to 2009
RMB RMB the last year RMB
(AR#&T) (AR#T) (%) (AR#T)
EXRGR K 0.17 0.21 (19.05) 0.22
Basic earnings per share
HEEkkE 0.17 0.21 (19.05) 0.22
Diluted earnings per share
HBIEREHERENERTRIRE 0.12 0.22 (45.45) 0.24
Basic earnings per share after
extraordinary loss
DR 195 & B WA R (%) 4.46 581 TH1.36EBENEH 6.83
Return on equity of weighted Decreased by
average (%) 1.35 points
MRERERBRRED 3.22 611 TH2.80EEDH 7.28
T 19% & E W 2 X (%)
Return on equity of weighted average Decreased by
after extraordinary loss (%) 2.89 points
BRELEFHEENRENEFHE 0.21 0.38 (44.74) 0.75
Net cash flow from operating
activities per share
201145 20104
12A31H 12A31H KER 20094 R
As at As at b AR As at
Item 31 December 31 December Change as 31 December
HE 2011 2010  compared to the 2009
RMB RMB end of last year RMB
(AR#&T) (AR#T) (%) (AR#T)
BER LT ARRRNERFEE 3.74 3.67 1.91 3.57
Net assets per share attributable to
equity holders of the Company
BEEBBE%) 41.76 37.42 EF434EEDE 36.41
Asset-liability ratio (%) Increased by
4.34 points
Note:  There has been no change in the share capital of the

o

it BERRERERBEAAL
REERAREEE

Company from the end of the financial year 2011 to the
publication date of the results announcement of 2011.

IWRFERERGARAE
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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Summary of Financial and Operating Results (continued)

E——
2. HMEBRBEZ) 2.  Financial Summary (continued)
(iii) bR e R 4R H 8 FE (iif) Appendix to the profit and loss account prepared in
KR (&E:T) accordance with PRC accounting standards (Audited)
BRIk AK%ET)
Earnings per share (RMB)
mEFYPEERIE) BEXBRKES HESRKS
Weighted average

REHFE return on equity (%) Basic earnings per share Diluted earnings per share
Reported Profit 2011 2010 2011 2010 2011 2010
BER EMARRRAFEE 4.46 5.81 0.17 0.21 0.17 0.21

Profit attributable to the equity
holders of the Company
FBN LT RREAMER 3.22 6.11 0.12 0.22 0.12 0.22
FEBHRRENFIE
Profit attributable to the equity
holders of the Company
after extraordinary loss items

IR ERERGARLE
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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Summary of Financial and Operating Results (continued)

I
3. HEPEEFEAMFEY 3. Reconciliation of accounts prepared in
ERMZzEFERESRE accordance with PRC accounting standards
=R and HKGAAP
ENFREARERT
Profit attributable to owners BEE
of the Company Net assets
(AR¥T) (AE¥T)
RMB RMB
R LRI# LUES | Ba#
As at As at
31 December 1 January
2011 2010 2011 2011
RERLEBRMNGTRA 74,375,000.00  101,299,000.00 1,717,981,000.00 1,686,222,000.00
Prepared under HKGAAP
R Ee 76,023,665.57 97,256,602.75 1,709,932,330.07 1,676,523,546.19
Prepared under PRC accounting standards
REBLERMN EHRAIABMNDEREH -
HKGAAP adjustments:
BIERE 292,334.43 204,397.25 (1,420,330.07) (1,711,546.19)
Depreciation charges due to revaluation in previous years
REEES (1,941,000.00) (1,362,000.00) 9,469,000.00 11,410,000.00
Surplus from revaluation for listing of H Shares
Hi - 5,200,000.00 - -
Others
BEBLREM EHRAIZES (1,648,665.57) 4,042,397.25 8,048,669.93 9,698,453.81
HKGAAP adjustments total
KiaF : BRI FEREZEMFHE - Note:  Explanation of the difference between the PRC accounting standards
and HKGAAP:
1. WBEELTERMNZ SR 1. Education expenses are regarded as actual expenditure without
AHBEREEEY X EFH:t the need of provision under HKGAAP. As at 31 December 2011,
2 EE2011F12A318 1 the balance of education expenses was RMB9,469,000.00 under
RAPBEETEAGIROHABL the PRC accounting standards, and the education expenses were
B 258 A A R #9,469,000.00 RMB1,941,000.00 for 2011;
7T+ A R #51,941,000.007C
RONFEHB LB LR
2. AREMER WARAKIE 2. The aforesaid difference also led to the difference in the
EAMEHRODERTEZER R Company’s deferred income tax, with the difference in
ATREFMEREREAARY accumulated deferred income tax being RMB1,420,330.07
1,420,330.077C * & Hi iR SE P and the deferred income tax of the current period being
ERERRBARK292,334.43 RMB292,334.43.
7_E o

IR ERERGARAE
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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Changes In Share Capital and Shareholders

E—
1. BRHCEBBREF 1.  Share capital structure
Bein B 2011412A318 20111818

Class of shares 31 December 2011 1 January 2011
Bin@E {hHEBALLE BirEE 1112 3.4
Number of % of the total Number of % of the total
Shares share capital Shares share capital
(share) (%) (share) (%)

1. BREKHHRBERS
Total number of shares subject to conditions of trading 5,331 0 20,112 0.004
BRI
Stated-owned shares - - -
BREAFR
Domestic legal person shares - - - -
ARBRERNSER
Senior management A shares subject to
conditions of trading 5,331 0 20,112 0.004
BREEREARFR

Domestic non-state legal person shares - - -

2. ERERHNRBRAF

Total number of unconditional tradable shares 457,307,499 100.00 457,292,718 99.996
ARBL R (AR)
Renminbi ordinary shares (A shares) 307,307,499 67.20 307,292,718 67.196
BN EmANERR (HiR)
Overseas listed foreign shares (H shares) 150,000,000 32.80 150,000,000 32.80
3. ke
Total number of shares 457,312,830 100.00 457,312,830 100.00
Mt B ZE2011FE12A31BFTE X2 R Note:  As at 31 December 2011, a total of 11,250,000 shares held by
WEZXEBARAREFEAARDT Qingdao Haowei Investment Development Company Limited in the
11,250,0000% A& 13 4% & R 4 - Company have been mortgaged.

IR ERERGARLE
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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Changes In Share Capital and Shareholders (continued)

——
2. BEWERINHE 2.  Substantial shareholders
(i) RZE——F+_A=+— (i) As at 31 December 2011, the Company had on record
H: ARQNal KR ELEH A a total of 40,401 shareholders, including 57 holders of H
40,401 F » B HEHKR IR 857 Shares and 40,344 holders of A Shares.
P ABRRR 3R40,344F ©
R-E——F-F=-+hB" As at 29 February 2012, the Company had on record a
KABIRRABERA0,1757 total of 40,175 shareholders, including 57 holders of H
BIEHRE IR 57 - ARRRE R Shares and 40,118 holders of A Shares.
40,118F -
(ii) R-E——F+=-_A=+— (i) As at 31 December 2011, the top ten shareholders of the
HEEARQABKRMDA+ 3K Company were as follows:
RIERMAT
Fit BREER BiitE HRE  GEBRELH%)
Number of % of the total
No Name of Shareholder Class of shares shares held share capital
1 WRHEEESERRATAR Bl - AR 166,115,720 36.32
Shandong Xinhua Pharmaceutical Group State-owned shareholder,
Company Limited A shares
2 ERRREE (RBA)BRAA EBHR 147,911,998 32.34
HKSCC (Nominees) Limited Listed H shares
3 EEFHRERRBERLA BR—REAR 11,536,143 2,52
Qingdao Haowei Investment Development Domestic general
Company Limited legal person shares
4 FRY BAREAA 751,400 0.16
Wang Cuiping Domestic person
5 SR AT BREAA 574,000 0.13
Zhang Linlin Domestic person
6 i BREAA 499,990 0.11
Zheng Huidan Domestic person
7 WANG ZHIHAI EHR 456,000 0.10
WANG ZHIHAI Listed H shares
8 2t K BHNEAA 400,000 0.09
Liu Shida Domestic person
9 AE& BRAAA 371,500 0.08
Zhou Jichang Domestic person
10 HSIA SUI' KUN EHR 362,000 0.08
HSIA SUI' KUN Listed H shares

IR ERERGARAE
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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Changes In Share Capital and Shareholders (continued)

BRRIBRANR(EZ) 2.
(ii) (%)
W—ZE——F+-_A=+—
HEAARRQB RN+ & &
REMSEREBRAT
BREE

Name of Shareholder

Substantial shareholders (continued)

(i) (continued)

As at 31 December 2011, the top ten shareholders
holding the unconditional tradable shares of the Company
were as follows:

BEEREGEHBRNNE
Number of unconditional
listed shares

BfER

Class of shares

WRHEREEEERAT AT 166,115,720 A%
Shandong Xinhua Pharmaceutical Group Company Limited A Shares
BETREFE(REA)BRAF 147,911,998 HA%
HKSCC (Nominees) Limited H Shares
EERBEREERARRLRA 11,536,143 ARk
Qingdao Haowei Investment Development Company Limited A Shares
FERF 751,400 AR
Wang Cuiping A Shares
SR A 574,000 A%
Zhang Linlin A Shares
BE5 499,990 Al
Zheng Huidan A Shares
WANG ZHIHAI 456,000 HA%
WANG ZHIHAI H Shares
2t X 400,000 AR
Liu Shida A Shares
BAE & 371,500 AR
Zhou Jichang A Shares
HSIA SUI KUN 362,000 HI
HSIA SUI KUN H Shares
Htat - Note:

1. NNICT - = S I v e o 1. The Directors are not aware as to whether there is any

KERFPEEZERLF association amongst the ten largest shareholders of the
BRI PRBZLE Company, nor the persons acting in concert as defined in
EERZES ([TEFE the “Rules for the information Disclosure of Changes in the
e EMzCETRAAR Shareholding of Listed Companies” issued by the China
REREHZEHEERE Securities Regulatory Commission (the “CSRC”). In addition,
PWEVREN—BITEA - the Directors do not know whether there is any association
HARMINERRZERET amongst the shareholders of H Shares of the Company or
FHEBBBAERI(ETA persons acting in concert as referred to above.
AIREFREEESWE
EBWIE)RTEN — BT
BA -
ARATEEARM Fat ER The Directors do not know whether there is any association
ERUERRE R bt amongst the ten largest shareholders of unconditional
PREGEMERREE+ ARKRE tradable shares of the Company, any association between
2EREHFEEBBER - the ten largest shareholders of the Company and the ten
W AMEREEFELLETA largest shareholders of the Company or the persons acting
AIREERESHEZARE in concert as defined in the “Rules for the information
EEWR) B EN BT Disclosure of Changes in the Shareholding of Listed
BA e Companies”.

2. BERRBKRDE5%A 2. The only domestic shareholder with more than 5% of the
35 A& B A L) B T EE BR 4 total issued shares of the Company is Shandong Xinhua

SEEREMERA -

IR ERERGARLE
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED

Pharmaceutical Group Company Limited (“SXPGC”).
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Changes In Share Capital and Shareholders (continued)

BERRANRE(E)

(iii)

2R R BN

AN BIHE PR B A L R EE
EHEEBRETAA ([F
EEE])  HMESEBRKILIR
—hhAaAFE~"A+HAB A
BEEBE e 2MELRAE
AR #29 8508 7T ' AAR
KEBRNRE  HEEHER:
RERBEIRRT Eit
ER%E B8 gERE-
L THEM R - &S &R
MEE - HE L ITEMR (B
{tEERm) HE  LEED
D¥K(EEEHEANLE) -

FESENERBRERAESR
EREBERAR ([EEE
B&1) - B 32 7200541 A28
B a#fERARESET
BEBEBERAR  EARRK
BIRERE KEeHES Y
{EE - RIEEEERE  Hib
EER (kM 7) B IEITE
MEEEE EETHE-

2.

Substantial shareholders (continued)

(i)

Information about the controlling shareholders

Shandong Xinhua Pharmaceutical Group Company
Limited (the “SXPGC”), being the controlling shareholder
of the Company, was established as a wholly state-
owned company on 15 June 1995. The registered capital
of SXPGC is RMB298,500,000 and its legal representative
is Mr. Zhang Daiming. SXPGC is mainly engaged in
the engineering design, real estate and restaurants;
packaging, and manufacturing of chemical equipment;
production and sale of chemical engineering apparatus
and instruments; sales of chemical products (except for
hazardous chemicals) and import and export business
(within the scope approved).

Hualu Holdings Group Company Limited (“HHGC”), a
wholly state-owned company, the controlling shareholder
of SXPGC, was established on 28 January 2005. The
registered capital of HHGC is RMB800,000,000 and
its legal representative is Mr. Cheng Guanghui. HHGC
is mainly engaged in the investment of fertilisers,
petrochemical industries and investment in sectors which
are not prohibited by the state (or the local community).
HHGC is also engaged in asset management.

Shandong Provincial State-owned Assets
Supervision and Administration Commission

LWREBEAEAEEEEERE®

100%

| 100%

EREEERRAA

China Shandong Group Ltd.

| 100%

B R AR
Well Bring Ltd

| 1.36%

ERRK
HHGC

100%

HMERE
SXPGC

36.32%

NG|

The Company
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IR ERERGARAT
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED

Brief Introduction of Directors, Supervisors and
Senior Officers

Directors

Mr. Zhang Daiming, aged 49, is a senior economist. He graduated from
Qingdao Science and Technology University, specialising in organic
chemical engineering and obtained a master’'s degree in economics
from Shanghai Financial and Economic University. Mr. Zhang joined
Shangdong Xinhua Pharmaceutical Factory in 1987 and was previously
a workshop technician, planner of the planning and statistics department
of the Company, the deputy manager and manager of the international
trade department of the Company and the deputy general manager of
the Company. Mr. Zhang is the Chairman of the Company, the chairman
of the board of Shandong Xinhua Pharmaceutical Group Company
Limited, Shandong Xinhua Import & Export Company Limited and
Shandong Xinhua Pharmaceutical (Europe) GmbH, and the chairman
of Shandong Xinhua Medical Trade Company Limited, Zibo Xinhua
Eastwest Pharmaceutical Company Limited, Zibo Xinhua- Perrigo
Pharmaceutical Company Limited and Xinhua (Zibo) Properties Company
Limited.

Mr. Ren Fulong, aged 49, is a senior engineer and practising
pharmacist. He graduated from Shandong Changwei Medicine College
in 1985. From 1985 to 1988, Mr. Ren was a resident physician. In 1991,
Mr. Ren obtained his master of medicine from Beijing Medical University
and joined the Shandong Xinhua Pharmaceutical Factory in the same
year. He previously held the positions of the deputy director and the
director of the Company’s research institute, the assistant to the general
manager and the deputy general manager of the Company, the deputy
general manager of SXPGC and the general manager of the Company.
Mr. Ren is the director of the Company, the director and general
manager of SXPGC.
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Brief Introduction of Directors, Supervisors and
Senior Officers (continued)

Directors (continued)

Mr. Du Deping, aged 42, is a senior engineer. He graduated from
the Ocean University of PRC, specialising in chemistry and obtained
a master's degree in medicinal chemistry from Shandong University.
He joined Shandong Xinhua Pharmaceutical Factory in 1991. He was
previously a deputy head and head of the workshop, assistant to the
general manager of the Company and deputy general manager of the
Company. Mr. Du is currently a director and the general manager of the
Company, and the chairman of the board of Zibo Xinhua Pharmaceutical
Design Institute Company Limited and Xinhua Pharmaceutical
(Shouguang) Company Limited.

Mr. Zhao Songguo, aged 48, is a senior accountant. He graduated
from Shandong Television and Broadcasting University, specialising in
enterprise management, in 1986. He also completed a refresher course
in Qingdao Ocean University in 2004. Mr. Zhao joined the Shandong
Xinhua Pharmaceutical Factory in 1980 and previously held the positions
of the head and the director of the finance department and the assistant
to the general manager of the Company. Mr. Zhao is the director, and the
deputy general manager and the financial controller of the Company, the
director of Zibo Xinhua-Eastwest Pharmaceutical Company Limited, the
director of Shandong Xinhua Pharmaceutical Export & Import Company
Limited, the director of Shandong Xinhua Medical Trade Company
Limited, the director of Zibo Xinhua Drug Store Chain Company Limited,
the director of Shandong Xinhua Pharmaceutical (Europe) GmbH and the
director of Xinhua Pharmaceutical (Shouguang) Company Limited.

Mr. Xu lie, aged 46, is a senior economist and is a university graduate.
He joined Shandong Xinhua Pharmaceutical Factory in 1986 and has
been the deputy director and the director of the office, the deputy head
of the office, and the manager of the human resource department.
Mr. Xu is currently a director and the chairman of the labour union of
the Company, and a director and the chairman of the labour union of
SXPGC.

Mr. Zhao Bin, aged 52, graduated from Zhongnan University of
Economics and Law with EMBA. He joined the People’s Liberation
Army in 1976, previously held the positions of soldier, the ex-officio of
deputy company, the ex-officio of company, the ex-officio of deputy
battalion, deputy director and director of the political department of
Jinan Military Region and Shandong Province Military Region. Mr. Zhao
has worked in enterprises since 1998. He previously held the positions
of investment manager and office general manager of Shandong Hualu
Group Company Limited, deputy general manager of Shandong Hualu
International Business Center Company Limited and general manager
of the development planning department of Hualu Holdings Group
Company Limited. Mr. Zhao is the assistant to the general manager
and general manager of the development planning department of
Hualu Holdings Group Company Limited. Mr. Zhao is a director of the
Company.
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Brief Introduction of Directors, Supervisors and
Senior Officers (continued)

Directors (continued)

Mr. Zhu Baoquan, aged 65, is a researcher and a tutor of students in a
doctorate class. He was the vice president of Shanghai Pharmaceutical
Industry Research Institute from September 1993 to January 2002, and
he was the president of Shanghai Pharmaceutical Industry Research
Institute from February 2002 to June 2008. Since July 2008, Mr. Zhu
has been an adviser and the Academic Committee Dean of Shanghai
Pharmaceutical Industry Research Institute. Mr. Zhu is currently an
independent non-executive director of the Company.

Mr. Bai Huiliang, aged 68, graduated from Beijing University of
Technology, specialising in organic synthesis, is a senior engineer and a
visiting professor. He was previously a technician of Shenyang Dongbei
Pharmaceutical Factory, the deputy director of the office of technical
personnel, deputy director of the department of personnel, deputy
director and director of the department of policy and regulations and
director of the general office of State Drug Administration, the director of
department of safety supervision of State Food and Drug Administration.
Mr. Bai is currently the president of the China Nonprescription Medicines
Association and the vice president of the China Pharmaceutical
Enterprises Association. Mr. Bai is also an independent non-executive
director of Shanghai Pharmaceuticals Holding Company Limited,
Sihuan Pharmaceutical Holdings Group Limited and Gansu Duyiwei
Biological Pharmaceutical Company Limited. Mr. Bai was elected as an
independent non-executive director of the Company on 22 December
2011.

Mr. Kwong Chi Kit, Victor, aged 44, is a fellow member of the
Association of Chartered Certified Accountants (United Kingdom) and
an associate member of the Hong Kong Institute of Certified Public
Accountants. He has a bachelor’s degree in commerce from Curtin
University of Technology, Australia. He is currently a financial controller
of Anwell Technologies Limited, a company whose shares are listed on
the Singapore Exchange Limited, an independent non-executive director
of the Company, an independent non-executive director of Get Nice
Holdings Limited and an independent non-executive director of Angang
Steel Company Limited. Mr. Kwong has more than 19 years’ experience
covering auditing, accounting and financial management in commercial,
manufacturing and public accounting sectors.

Mr. Sun Minggao ceased to be an independent non-executive Director of
the Company, due to expiry of a 6-year term of office on 22 December
2011.
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Brief Introduction of Directors, Supervisors and
Senior Officers (continued)

Supervisors

Mr. Li Tianzhong, aged 49, is a senior engineer. He graduated from the
Shandong Institute of Technology, specialising in industry automation.
He joined Shandong Xinhua Pharmaceutical Factory in 1983. Mr. Li has
been the engineer and director of the electric motor workshop, manager
of the trade department, supply and marketing department and drug
department of the Company, director of the Company, assistant to
the general manager, director and deputy general manager of Xinhua
Lukang Pharmaceutical Group Corporation, director and deputy general
manager of Shandong Xinhua Pharmaceutical Group Company Limited.
Mr. Li is currently the chairman of the supervisory committee of the
Company and a deputy general manager of SXPGC.

Mr. Zhang Yueshun, aged 62, is a senior accountant, a certified public
accountant and a certified public assessor of the PRC. Mr. Zhang was
the controller of an enterprise, the deputy chief of Zibo Office affiliated
to the Enterprise Department of the Ministry of Finance of the PRC, the
vice director of the Zibo Municipal State-owned Assets Administration
and the chief accountant of Shandong Zibo Accountant Firm. Mr. Zhang
is currently a senior consultant of Zibo Puhua Accountant Firm and an
independent supervisor of the Company.

Mr. Tao Zhichao, aged 42, graduated from East China University of
Politics and Laws and obtained a bachelor’s degree in law. Mr. Tao was
also awarded a master’s degree in law from Shandong University. Mr.
Tao is a partner of Shandong Zhigong Associates, the legal consultant
for the People’s Government of Zibo, Shandong and an independent
supervisor of the Company.

Ms. Hu Yanhua, aged 37, graduated from Shandong University. She
has also received a postgraduate education. She joined the Company in
1996. Ms. Hu was the deputy secretary of the Youth League Committee
of Xinhua Lukang Pharmaceutical Group Corporation. Ms. Hu is currently
the secretary of the Youth League Committee, the deputy secretary of
the political affairs department and the head of the labor union office.
Ms. Hu was appointed as employee supervisor of the Company by the
employee’s representatives meeting held on 18 July 2011.

Mr. Liu Qiang ceased to be employee supervisor of the Company with
effect from 18 July 2011 due to a change of job.

Senior Officers

Mr. Dou Xuejie, aged 52, is a senior engineer. He graduated from
Shandong Medicine College, specialising in pharmacy and obtained a
master’s degree in medicinal chemistry from Shandong University. He
joined the Factory in 1982. He was previously deputy director and the
director of the quality control department, the deputy chief engineer and
quality director of the Company. Mr. Dou is currently deputy general
manager of the Company.
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Brief Introduction of Directors, Supervisors and
Senior Officers (continued)

Senior Officers (continued)

Mr. Du Deqing, aged 47, is a senior engineer. He graduated from
Qingdao Science and Technology University, specialising in organic
chemical engineering and obtained a master’'s degree in business
administration from Wuhan University of Technology and obtained a
master’'s degree in chemical engineering from Qingdao Science and
Technology University. He joined the Shandong Xinhua Pharmaceutical
Factory in 1986. He was previously deputy director and director of the
dispatch department, the director of the purchasing department and
assistant to the general manager of the Company. Mr. Du is currently
deputy general manager of the Company.

Mr. He Tongqing, aged 42, is a senior economist. He graduated from
the Shandong Polytechnic University, specialising in materials science
and engineering. Mr. He joined Shandong Xinhua Pharmaceutical Factory
in 1991. His previous positions included, workshop technician, planner,
sales officer, regional manager, manager of the drug department,
marketing director and the general manager of Shandong Zibo XinCat
Pharmaceutical Company Limited. Mr. He is currently a deputy general
manager of the Company.

Mr. Cao Changgiu, aged 42, is a senior economist. He graduated from
Ocean University of China, specialising in economic management and
joined the Shandong Xinhua Pharmaceutical Factory in 1991. Mr. Cao is
one of the company secretaries for the Company.

Ms. Guo Lei, aged 43, is an economist. She graduated from Guangzhou
Foreign Trade College, specialising in accounting and obtained a
master’s degree in economics from Beijing University. She joined the
Shandong Xinhua Pharmaceutical Factory in 1992. Ms. Guo is one of
the company secretaries and the director of office of the Company.

The Director, Supervisors and Senior Officers of the Company were
appointed for a term of 3 years commencing from 22 December 2011.
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Directors, Supervisors, Senior Officers and Staff (continued)

EF EFRAMESREERAR

Directors’ and Supervisors’ and Senior Officers’

BEELTFIRIGER Interests in Shares of the Company
2011%12A31H 20111818
As at As at
31 December 2011 1 January 2011
] B BR® B &
Name Duty Number of shares Number of shares
=
Directors
SR 4 BER KEE AFHE
Mr. Zhang Daiming Chairman Nil Nil
EiEse FERITER REE AR
Mr. Ren Fulong Non-executive director Nil Nil
HiEFE HITES - AK8 KEE AFEHE
Mr. Du Deping Executive director, general manager Nil Nil
Fi-E/NE!] BITES  BIEKE MBAaEA KEE AR
Mr. Zhao Songguo Executive director, deputy general manager, Nil Nil
financial controller
=3 EMITES AR STl
Mr. Xu Lie Non-executive director Nil Nil
iz B FEMITES KA KR
Mr. Zhao Bin Non-executive director Nil Nil
KE R BYFRITES AR AEFE
Mr. Zhu Baoquan Independent Non-executive director Nil Nil
BE BYIIERITES AR AR
(201112 H22 BB BE L)
Mr. Bai Huiliang Independent Non-executive director Nil Nil
(appointed on 22 December 2011)
HHES B IEBMITES (2011F 12228 B E - AR A
THEERARBLIFNTES)
Mr. Sun Minggao Independent Non-executive director Nil Nil
(ceased to be an independent
Non-executive director of the Company
with effect from 22 December 2011)
RS BYERITEE AR AEE
Mr. Kwong Chi Kit, Victor Independent Non-executive director Nil Nil
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Directors, Supervisors, Senior Officers and Staff (continued)
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Directors’ and Supervisors’ and Senior Officers’
Interests in Shares of the Company (continued)

®2011512A31H ®20115E1R81H

As at As at

31 December 2011 1 January 2011

4 B% B & ;3

Name Duty Number of shares Number of shares
E=
Supervisors
FRA EEegtR AEH AEEE
Mr. Li Tianzhong Chairman of the Supervisory Committee Nil Nil
258 B (2011F7A18B T HETE A AR 4,370 4,370
BTes)
Mr. Liu Qiang Supervisor (ceased to be an employee
supervisor of the Company with effect
from 18 July 2011)
5k A IE BUEE KB AR
Mr. Zhang Yueshun Independent supervisor Nil Nil
ba &R BUEE REB AR
Mr. Tao Zhichao Independent supervisor Nil Nil
B EE(COMNF7TAISEEAARRIBITES) AEFHE AEFHE
Ms. Hu Yanhua Supervisor (has been appointed as employee Nil Nil
supervisor of the Company with effect
from 18 July 2011)
HttEREEAR
Senior Officers
FEEM Bliaig AR AR
Mr. Dou Xuejie Deputy general manager Nil Nil
A Blaagge RFEFE AR
Mr. Du Deqing Deputy general manager Nil Nil
BRE BlaRI AFHE AFE
Mr. He Tongqing Deputy general manager Nil Nil
BRXK EEgNE 1,281 1,281
Mr. Cao Changaiu Company secretary
EifS EEgNE STl AR
Ms. Guo Lei Company secretary Nil Nil
&t 5,651 5,651
Total
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Directors’ and Supervisors’ and Senior Officers’
Interests in Shares of the Company (continued)

All shares held by the Director, Supervisors and Senior Officers are A
Shares.

Save as disclosed above, so far as the Directors, the Senior Officers
and the Supervisors of the Company are aware, as at 31 December
2011, none of the Directors, the Senior Officers or the Supervisors of
the Company had any interest or short position in the shares, underlying
shares and/or debentures (as the case may be) of the Company or any
of its associated corporations (as defined in Part XV of the Securities
and Futures Ordinance (“SFO”)) which required notification to the
Company and the SEHK pursuant to Divisions 7 and 8 of Part XV of
the SFO (including interest and short position which any such Director,
Senior Officer or Supervisor is taken or deemed to have under such
provisions of the SFO) of which was required to be entered in the
register required to be kept by the Company pursuant to Section 352 of
the SFO or which was otherwise required notification to the Company
and the SEHK pursuant to the Model Code for Securities Transactions
by Directors of Listed Issuers as contained in Appendix 10 to the Rules
Governing The Listing of Securities on The Stock Exchange of Hong
Kong Limited (“Listing Rules”).

Remuneration of Directors, Supervisors and Senior
Officers

The remuneration policy of the Directors, the Supervisors and the
Senior Officers is based on () State policies, (iij the Company’s profit
realised in the corresponding period, (i) individual achievement and
(iv) the average income of local residents determined in accordance
with State policies. During the year, the remuneration and examination
committee of the Company has passed the Proposal of 2011 Annual
Remuneration of Directors and Supervisors and The Proposal of 2011
Annual Remuneration of Senior Officers, and submitted the above
proposals to the Board of Directors for approval. The Directors’ and the
Supervisors’ remuneration must be approved in a shareholders’ meeting
of the Company, whereas the remuneration of the Senior Officers must
be approved by the Board of Directors.
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Directors, Supervisors, Senior Officers and Staff (continued)

EE EEFMEMSESREEAS Remuneration of Directors, Supervisors and Senior

& (Z) Officers (continued)
EE EFXFNEtERTEAEMS (288 Remuneration of Directors, Supervisors and Senior Officers
BHRIES  RED (including retirement insurance, before tax)
20115E &
2011
AR E T
RMBO’000
4 Directors
SR8 Mr. Zhang Daiming 27.97
s Mr. Ren Fulong 31.17
MHEF Mr. Du Deping 30.17
iR YNEl Mr. Zhao Songguo 18.57
= 3 Mr. Xu Lie 24.97
O Mr. Zhao Bin —
RER Mr. Zhu Baoquan 7.00
HAS (2011512422 B B {E) Mr. Sun Minggao (ceased to be an independent 7.00
non-executive member on 22 December 2011)
P A Mr. Kwong Chi Kit, Victor 7.00
AER (2011F128228EZT) Mr. Bai Huiliang (appointed on 22 December 2011) —
EX Supervisors
ZRA Mr. Li Tianzhong 19.97
E%E (2011F7 18 EZT) Ms. Hu Yanhua (appointed on 18 July 2011) 5.73
i AJE Mr. Zhang Yueshun 3.00
ey Mr. Tao Zhichao 3.00
2 3% (2011F7 A18HBET) Mr. Liu Qiang (ceased to be an employee supervisor of 6.68
the Company with effect from 18 July 2011)
Htm®RERAR Senior Officers
TR Mr. Dou Xuejie 26.97
A Mr. Du Deging 24.97
BRE Mr. He Tongging 17.17
ERK Mr. Cao Changqiu 9.77
2 = Ms. Guo Lei 9.67
—E EEE EENSREEBASHNE The aggregate remuneration of the Directors, Supervisors and Senior
SR A A R #080.78E IT o Officers for 2011 was approximately RMB2,807,800.
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Change of Directors, Supervisors and Senior
Officers

On 18 July 2011, Mr. Liu Qiang ceased to be the employee supervisor
of the Supervisory Committee of the Company as a result of job change.
Ms. Hu Yanhua has been appointed by the employee’s representatives
meeting as the employee supervisor of the Supervisory Committee.

The term of the sixth session of the Board of the Company expired on
22 December 2011 and Mr. Zhang Daiming, Mr. Ren Fulong, Mr. Du
Deping, Mr. Zhao Songguo, Mr. Xu Lie, Mr. Zhao Bin, Mr. Zhu Baoqguan,
Mr. Bai Huiliang and Mr. Kwong Chi Kit, Victor have been elected as
members of the seventh session of the Board at the extraordinary
general meeting held on the same date. Among them, Mr. Zhu Baoquan,
Mr. Bai Huiliang and Mr. Kwong Chi Kit, Victor are independent non-
executive Directors. On the same day, the Board elected Mr. Zhang
Daiming as the Chairman of the Company, appointed Mr. Du Deping,
and Mr. Zhao Songguo as the General Manager, and Deputy General
Manager & Chief Financial Officer of the Company, and appointed Mr.
Dou Xuejie, Mr. Du Deqging and Mr. He Tongqging as Deputy General
Managers of the Company, and appointed Mr. Cao Changagiu and Ms.
Guo Lei as the Secretary to the Board.

The term of the sixth session of the Supervisory Committee of the
Company expired on 22 December 2011 and Mr. Li Tianzhong,
Mr. Zhang Yueshun and Mr. Tao Zhichao have been elected as the
Supervisors at the extraordinary general meeting held on the same date.
Among them, Mr. Zhang Yueshun and Mr. Tao Zhichao are independent
Supervisors of the Company. On the same day, the Supervisory
Committee elected Mr. Li Tianzhong as the Chairman of the Supervisory
Committee of the Company.

IR EREROARAT
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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Staff and Remuneration

The Group’s staff remuneration was determined in accordance with
(i State policies, (i) the Company’s profit in the corresponding period
and (jii) the average income of local residents.

As at 31 December 2011, the number of staff employed by the Group
was 6,014, and the total amount of their salaries and wages for the year
2011 was approximately RMB185,633,000.

The Group’s staff can be categorised by their area of work and
educational level as follows:

BEIA®

Number of

BIMaE Area of Work Employees
H$EANE Staff in production 3,931
IREEMAE Staff in engineering and technology 112
THEE AR Staff in administration 284
FBAE Staff in finance 78
EmAZEAER Staff in research and development 157
HKEAEB Staff in procurement of raw materials 38
HEAER Staff in sales 1,087
EEEBBAAR Staff in quality control and inspection 327
&t Total 6,014
BIA®

Number of

AINEEE Academic Qualification Attained Employees
RER A B University or above 728
RNEZFE Tertiary Institutions 1,363
REER Intermediate Institutions 1,335
B EERER Senior high schools and technical schools 1,879
PR KA TER Junior high schools or below 709
&5t Total 6,014

HE - Z——F+-A=+—RBILKX&EH
RIKEE T AE052,387A ©

IR ERERGARLE
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED

As at 31 December 2011, the number of retired staff of the Group was
2,387.
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Information disclosed under the requirement
of CSRC

Self-examination for standardisation
The corporate governance practice implemented by the Company
has been in compliance with the relevant rules and requirements

for listed companies in the PRC.

How independent non-executive directors performed their
duties

During the year, the Board convened six Board meetings. The
independent non-executive directors’ attendance at the six

EIBERWOT meetings are set out below:
RatE/
EERR
Personally
Bk E&mz & attended/ 1]
EERR The number of written Commissioned BE fE
Name participants resolution to attend Absent Remarks
"X 6 0 0
Mr. Zhu Baoquan
BE 2 0 0
Mr. Bai HuiLiang
Hh 6 0 0
Mr. Kwong Chi Kit, Victor
B 4 0 0

Mr. Sun Minggao

EXAFEFER ARAEFTECERZRE
B BR4INDHE SBIULIEWNIT
EEHESHRBEAOT

During the year, the Audit Committee convened four meetings.
The independent non-executive directors’ attendance at the four
meetings are set out below:

BT EEmAR & HALE MR

EENE The number of Personally Commissioned BE fE
Name participants attended to attend Absent Remarks
KEX 4 0 0

Mr. Zhu Baoquan

BER 0 0 0

Mr. Bai Huiliang

R 4 0 0

Mr. Kwong Chi Kit, Victor

FHEs 4 0 0

Mr. Sun Minggao

ERFEERN ARAESSHME
EnZB8eEMREHR  BEH
MEEZZEEXENRER &
PAROHFEE -

During the year, the Remuneration and Examination Committee
of the Company convened one meeting. Mr. Zhu Baoquan and
Mr. Sun Minggao attended the meeting.

IR ERERGARAE
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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of CSRC (continued)

How independent non-executive directors performed their
duties (continued)

During the year, the Nomination Committee of the Company
convened one meeting. Mr. Zhu Baoquan and Mr. Sun Minggao
attended the meeting.

During the year, the independent non-executive directors did not
have any disputes on the matters raised by the Company.

Auditing of the 2011 annual report by the Audit Committee

1

The Audit Committee of the Board of Directors issued a
written opinion in respect of the financial and accounting
statements issued by the financial department of the
Company in 2011:

The financial and accounting statement of the Company
was prepared with reference to the accounting policy of
the Company. The application of the accounting policy is
appropriate and the accounting estimates are reasonable
and in compliance with the new accounting standards
for business enterprises, the Accounting Regulations for
Business Enterprises as well as the regulations promulgated
by the Ministry of Finance. The information of each financial
statement consolidated in the financial statements of the
Company is complete and the basis of consolidation of the
statements is accurate. The Company’s financial statements
are objective, truthful and accurate, without any material
misrepresentations or omissions.

The Audit Committee considered that the financial
statements can be submitted to the certified accountants
engaged for annual auditing.

The Audit Committee reviewed the financial and
accounting statements for year 2011 of the Company
again after the issue of a preliminary audit opinion by
SHINEWING (HK) CPA Limited in respect of the financial
statements for year 2011 of the Company, and expressed
their opinion as follows:

The Company was in compliance with the new accounting
standards for business enterprises and regulations in
relation to the financial system of the Company. The
preparation process of the financial statements was
reasonable and standardised and fairly reflected the
assets, liabilities, shareholders’ equity and operating
results as at 31 December 2011. The information therein
is truthful, accurate and complete.

IR ERERGARAT
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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Information disclosed under the requirement
of CSRC (continued)

Auditing of the 2011 annual report by the Audit Committee
(continued)

The Audit Committee considered that the financial
statements for the year 2011 of the Company which were
preliminarily audited by SHINEWING (HK) CPA Limited
can be submitted for consideration and approval by the
Board of Directors.

Conclusive report of SHINEWING (HK) CPA Limited
in respect of the auditing of the financial report of the
Company for 2011.

On 5 January 2012, the Audit Committee of the Board
of Directors approved the overall auditing plan for
the financial report of 2011 of the Company which
was negotiated and confirmed by the Company and
SHINEWING (HK) CPA Limited.

SHINEWING (HK) CPA Limited was of the opinion that
the Company issued a standard auditing report without
any reserved opinions or conclusions. The Company
considered that SHINEWING (HK) CPA Limited had
audited in accordance with the regulations under
“Independent auditing code of certified accountants
of the PRC. There was ample time for auditing and
reasonable allocation of auditing staff who had attained
the corresponding qualification. The audited financial
statements fully reflected the financial condition of the
Company as at 31 December 2011 and the operating
results and cash flow of the Company in 2011. The
conclusion upon auditing was in line with the actual
circumstances of the Company.

In 22 March 2012, the Audit Committee of the board
of directors convened a meeting to review the audited
accounts and results announcement of 2011 and
recommended to re-appoint the financial auditing
institution for the year 2012 with a term of one year.

IR ERERGARLE
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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Information disclosed under the requirement
of CSRC (continued)

Status of Independence

The Company is independent of its controlling shareholder in
respect of its business, assets, management, institutions and
finance. The Company’s production and operation are also
independent.

U

(i)

(i)

The Company is mainly engaged in the business
of development, manufacture and sale of bulk
pharmaceuticals, preparations and chemical products.
SXPGC undertook that for so long as SXPGC is regarded
as a controlling shareholder of the Company, it would
not engage in any business directly or indirectly in
competition with the business of the Company.

The Company has its own independent production and
supplementary production system and facilities. Apart
from certain patent technologies and the trademark
“Xinhua”, which are owned by the controlling shareholder,
the Company owns all of the other intangible assets such
as industrial property rights and know-how technologies
used by the Company. The Company also has an
independent procurement and sales network.

The Company is independent of its controlling shareholder
in respect of the management of its workforce and their
salaries. The Senior Officers of the Company including
the general manager and the deputy general managers
are paid by the Company. All the general manager and
deputy general managers do not hold any position in the
controlling shareholder of the Company.

The Company holds its own shareholders’ general
meetings, and has its own board of directors, supervisory
committee, company secretaries and management, which
are responsible for the different areas and functions of
the Company. The office and the production area of
the Company are separate from that of its controlling
shareholder.

The Company has an independent finance department
with an independent accounting and financial
management system. The Company also maintains its
own independent accounts with banks.
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Information disclosed under the requirement
of CSRC (continued)

Corporate Governance

The Company strictly complied with various laws and regulations
such as the “Company Law”, “Securities Law”, “Standard of
corporate governance for PRC listed companies”, “rules of
shareholders’ meeting of listed companies” and “Securities
Listing Rules” as well as the requirements of relevant documents
to establish a better corporate governance structure and to
standardise the operation of the Company. The Articles of
Association clearly define the functions of the shareholders’
general meetings of the Company with clear rules and
procedures that are effectively implemented. There is a clear
division between the duties of the Board of Directors and the
Supervisory Committee of the Company, with clear rules and
procedures that can be effectively implemented. All members of
the Board of Directors and supervisors diligently perform their
duties. The management of the Company is responsible for the
production and operation of the Company, the organisation
and implementation of resolutions of the Board of Directors,
and reports to the Board of Directors and is supervised by the
Supervisory Committee pursuant to the regulations of the Articles
of Association and Rules for the General Manager.

The Company has established the “Management Guidelines for
the Provision of Guarantee to External Parties”, “Management
Guidelines for Subsidiaries”, “Management Guidelines for
Connected Transactions”, “Management Guidelines for Raised
Proceeds”, “Working System of Independent Directors” and
“Management Guidelines for Investor Relations”. The Company
has formulated the code of work for the Nomination Committee,
the Audit Committee, the Remuneration Committee and Strategic
and Development Committee under the Board of Directors
of the Company, which procured the systematisation and
standardisation of corporate governance of the Company.

IR ERERGARLE
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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of CSRC (continued)
Corporate Governance (continued)

The Company had continuing connected transactions with
two related parties involving its holding company and its
fellow subsidiaries, namely Shandong Xinhua Wanbo Chemical
& Industrial Company Limited and Shandong Zibo XinCat
Pharmaceutical Company Limited. Through the transactions,
the Company purchased chemical raw materials and sold
water, electricity, gas and by-products. The transactions were
priced fairly with reference to prevailing market practices,
without prejudice to the interests of minority shareholders,
and in compliance with the approval procedures and required
announcement procedures for internal connected transactions of
the Company.

No substantial business competition existed between the
Company and its holding company and its fellow subsidiaries.

The establishment and implementation of assessment
and appraisal mechanisms as well as the incentive
mechanisms for Senior Officers

The Company selects its Senior Officers from its staff on the
basis of talent and ability. Prior to selecting and appointing
the Senior Officers, the Board of Directors follows a strict set
of selection criteria, which include the assessment of each
candidate’s character, moral standard, coordination ability,
working ability and sense of responsibility. Once appointed, the
Board of Directors will evaluate the Senior Officers regularly,
particularly in respect of achievements and their execution of
resolutions passed by the Board of Directors.

By analysing the duties of each of the Senior Officers, the
Company clearly sets out their job nature and scope of
responsibilities and has established a corresponding incentive
and penalty scheme to reward and sanction Senior Officers.

IR ERERGARAT
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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Information disclosed under the requirement
of CSRC (continued)

Effect of execution of internal control system

Through formulation and effective implementation of the internal
control system, the Company’s scale of operation has gradually
been expanded, followed by consecutive annual increases in
sales volume, representing a sound development trend. The
Company’s management level has been raised and its internal
control system has been improved. Therefore, the quality of
the Company’s products has been improved. In addition,
the technology of the Company has been innovated and the
competitiveness of the Company has been increased. As a result,
the Company has a strong foundation for its future development.

The management of the Company considers that the Company
has established and refined a comprehensive and reasonable
internal control system with reference to laws and regulations
as well as the requirements of relevant departments. Overall,
the normal operation of the Company’s production has been
guaranteed which, to a certain extent, has mitigated the
management risk.

During the reporting period, Shandong Xinhua Pharmaceutical
Trade Co., Ltd., a wholly-owned subsidiary of the Company,
incurred relatively heavy economic losses due to large credit
lines extended to its customers. The Company failed to maintain
effective internal control over financial reporting in all material
aspects in accordance with the Basic Standards for Corporate
Internal Control ((>ZEREFIZEHIEARE)) and other relevant
provisions.

Self-evaluation of the Company’s internal control by the
Supervisory Committee of the Company

After auditing, the Company’s Supervisory Committee considered
that Shandong Xinhua Pharmaceutical Trade Co., Ltd., a
wholly-owned subsidiary of the Company, incurred relatively
heavy economic losses due to large credit lines extended
to its customers. The Company failed to maintain effective
internal control over financial reporting in all material aspects
in accordance with the Basic Standards for Corporate Internal
Control ({1t A ERIEHI E AR F)) and other relevant provisions.

IR ERERGARLE
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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of CSRC (continued)

Self-evaluation of the Company’s internal control by the
independent directors of the Company

After auditing, Zhu Baoquan, Bai HuiLiang and Kwong Chi
Kit, Victor, independent directors of the Company, considered
that Shandong Xinhua Pharmaceutical Trade Co., Ltd., a
wholly-owned subsidiary of the Company, incurred relatively
heavy economic losses due to large credit lines extended
to its customers. The Company failed to maintain effective
internal control over financial reporting in all material aspects
in accordance with the Basic Standards for Corporate Internal
Control ({1t A ERIEHIE AR F)) and other relevant provisions.

Material Deficiencies and Rectifications Regarding Internal
Control

During the reporting period, there was one material deficiency in
internal control, involving large credit lines extended to customers
by Shandong Xinhua Pharmaceutical Trade Co., Ltd., a wholly-
owned subsidiary of the Company, which resulted in relatively
heavy economic losses.

The aforesaid material deficiency resulted in a large amount of
receivables of RMB60.73 million due to the Company from five
companies including Shandong Xingkangqgi Pharmaceutical Co.,
Ltd. (“Xingkangqi”), which may cause possible heavy economic
losses to the Company due to operational difficulties and capital
chain disruptions in Xingkangai.

In response to the internal control deficiencies discovered during
the reporting period, the Company made due rectifications by
establishing and improving related systems, enhancing inspection
and taking other relevant measures:

In terms of control over its subsidiaries, and regarding cases
where defects in internal control systems of its subsidiaries
(such as lack of regulations on multi-source credits and lax
implementation of internal control systems) caused losses due to
too large credit lines extended to their customers, the Company
revised and issued the Marketing Credit Risk Management
Measures of Shandong Xinhua Pharmaceutical Company Limited
(KL EHERGERAAEHEEARREENLR),
specifying the provisions for multi-source credit extension, and
intensifying monitoring and inspection to prevent new credit risks
arising from such large credit lines.

IR ERERGARAE
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Information disclosed under the requirement
of the Rules Governing the Listing of
Securities on the Stock Exchange of Hong
Kong Ltd.

CODE ON CORPORATE GOVERNANCE PRACTICES

The Directors (including the Independent Non-Executive
Directors), are of the opinion that for the year ended 31
December 2011, the Company has complied with all
requirements set out in the Code on Corporate Governance
Practices (the “Code”) including provisions contained in Appendix
14 to the Listing Rules.

The Company has always strived to comply with the best
practices of the Code on Corporate Governance Practices.

INDEPENDENT NON-EXECUTIVE DIRECTORS

The Group has complied with Rules 3.10(1) and 3.10(2) of
the Listing Rules relating to the appointment of a sufficient
number of independent non-executive directors and at least one
independent non-executive director with appropriate professional
qualifications, or accounting or related financial management
expertise. The Company has appointed three independent non-
executive directors including one with financial management
expertise.

The three independent non-executive directors of the Company
have submitted confirmation of independence to confirm that
he / she has strictly complied with the independence guidelines
set out in Rule 3.13 of the Listing Rules to the SEHK during the
reporting period. The Company considers each independent
non-executive director to be independent from the Company.

IR EREROARAT
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Mr. Sun Minggao

(Z) BETEHASXIMBRERL 2. Information disclosed under the requirement
FAomMEEFELTRAES of the Rules Governing the Listing of
(#&) Securities on the Stock Exchange of Hong
Kong Ltd. (continued)
T AFEERESETESTS MODEL CODE FOR SECURITIES TRANSACTIONS BY
RYEEF R ((EZESFR) DIRECTORS OF LISTED ISSUERS (“MODEL CODE”)
KNMEEARN  KAFEERHN—ETR During the year, the Company has adopted a code of conduct
R E AR BB S+ A sl GRE2E<F I regarding securities transactions by Directors and Supervisors
eI BENIT AT - KREES on terms no less exacting than the required standard set out
HE AR AEREREENES in the Model Code as set out in Appendix 10 to the Listing
HMEBTEBESETESRT SN Rules. Following specific enquiries made with the Directors, the
IZAESFRINFTEERIRE - Company has confirmed that each Director and Supervisor has
complied with the required standard set out in the Model Code
regarding securities transactions by directors.
EET The Board of Directors
(1) EEEHN (1) The Board consists of
EE
Directors
R BEER
Mr. Zhang Daiming Chairman
EiE8e EMITES
Mr. Ren Fulong Non-executive director
HiEF BITES - B8
Mr. Du Deping Executive director, general manager
fizkyNET HITES  BIEKE BMBaEA
Mr. Zhao Songguo Executive director, deputy general manager, financial controller
= 5l FEHITES
Mr. Xu Lie Non-executive director
iz AN EMITES
Mr. Zhao Bin Non-executive director
KER BYFNTES
Mr. Zhu Baoquan Independent non-executive director
= B IEMITE S (2011F12 228 [ Mk T)

Independent non-executive director (ceased to be an independent
non-executive director with effect from on 22 December 2011)

HR S WY EMITES

Mr. Kwong Chi Kit, Victor Independent non-executive director

BHER B IEMITE S (2011F 12 A22B & 1T)

Mr. Bai Huiliang Independents non-executive director (appointed on 22 December 2011)
2o BEmNHNARE Brief Introduction of the Board members are set out in
SN [EE EE SRE the “DIRECTORS, SUPERVISORS, SENIOR OFFICERS

BABMEIER] -

AND STAFF”.

IR ERERGERAF
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(Z) RIETEEBHSTITIMERL 2. Information disclosed under the requirement

FAomMEEFELTRAES of the Rules Governing the Listing of

(4&) Securities on the Stock Exchange of Hong

Kong Ltd. (continued)

BEEE(E) The Board of Directors (continued)

2 ERFEFEN ARBEES 2) During the year, the Board convened six Board mestings.
HEOFANESE % &5 The details of Directors’ attendance at the six Board
EHFELAEEEB/ROT meetings are set out below:

BitHE/
E@RR
Commissioned
BEE2mRE HEHE to attend /
BEERE The number of Personally written BE
Name participants attended resolution Absent Remarks
ik 6 6 0 0
Mr. Zhang Daiming
E1EHE 6 6 0 0
Mr. Ren Fulong
HEF 6 6 0 0
Mr. Du Deping
LS 6 6 0 0
Mr. Zhao Songguo
3l 6 6 0 0
Mr. Xu Lie
B O 6 6 0 0
Mr. Zhao Bin
RER 6 6 0 0
Mr. Zhu Baoquan
HER 2 2 0 0 2011F12A2R BT
Mr. Bai HuiLiang appointed on 22 December 2011
A 4 4 0 0 2011E12A22R BT
Mr. Sun Minggao ceased to be an independent
non-executive director
with effect from
22 December 2011
BV LR 6 6 0 0

Mr. Kwong Chi Kit, Victor

@ EFSEE

EZgNRAERRARAR
REEEBEE BEALAR
B BRRE RS HEEBRT
BREXEERR -EFF
KREXREHEHBRA - B
SPOER AR ARA (AF
ERIREBMRE  BRART
RBERFERACB I TIE -
FE 2 T8 A HR 122 ) % ol 4 o
TOEEEHARKEED
BEDERABBAE

(3

Operation of Board

The duties of the Board are to create value for
shareholders of the Company, to confirm the strategies,
targets and planning of the Company, and to supervise
staff in order to ensure that the set targets can be met.
The members of the Board work in accordance with
principles of honesty and diligence and comply with all
relevant laws, regulations, the Articles of Association of
the Company and the relevant requirements for the best
interests of the shareholders. With various measures
of internal controls and mechanisms for checks and
balances, the duties of the Board and the management
of the Company are clearly defined.

IR ERERGARAE
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VEXER BRAARRF
AT e

2.

Information disclosed under the requirement
of the Rules Governing the Listing of
Securities on the Stock Exchange of Hong
Kong Ltd. (continued)

The Board of Directors (continued)

3)

4)

Operation of Board (continued)

The Board’s role is clearly defined as directing and
supervising the affairs of the Company, establishing its
strategic direction and setting objectives and business
development plans. The management of the Company
is responsible for the implementation of strategies, and
achieving the objectives and carrying out the plans
determined by the Board. The Board has formulated the
Rules for the Operation of the Board and the Rules for the
General Manager according to the relevant PRC laws and
regulations and the listing rules of stock exchanges both
in the PRC and overseas, in which the duties and powers
of the Board are further defined and the internal operation
procedures of the Board are standardised. Therefore, the
Board can fully perform its function as the decision-maker
of the Company. The procedures for the appointment of
the General Manger have been laid down. The power,
scope of work, working procedures and responsibilities of
the General Manager have been specifically defined.

Information and professional development

It is considered of great importance that the non-
executive directors (1) attain a good knowledge of the
Company and its business and (2) allocate sufficient
time to the Company to discharge those responsibilities
effectively. The Board calendar is planned to ensure that
Directors are briefed on a wide range of topics. Directors
are also given the opportunity to visit the Company’s
production and business places and discuss aspects
of the business with employees, and regularly meet the
heads of the Company’s main departments. As well as
internal briefings, Directors attend appropriate external
seminars.

All Directors have access to the advice and services of
the company secretary, who is responsible to the Board
for ensuring the Board procedures are complied with,
and have access to independent and professional advice
at the Company’s expense, where they judge this to be
necessary to discharge their responsibilities as Directors.
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of the Rules Governing the Listing of
Securities on the Stock Exchange of Hong
Kong Ltd. (continued)

Chairman and General Manager

The Chairman is responsible for convening Board meetings
and ensuring that the Board acts in the best interests of the
Company. The Chairman ensures that the Board effectively
carries out its functions and discharges its responsibilities. The
Chairman is also responsible for approving the agenda for each
Board meeting, taking into account any matters proposed by
other Directors for the inclusion in the agenda.

The General Manager is responsible for the day-to-day
management and the business performance of the Company.

Mr. Zhang Daiming was the Chairman of the Company while Mr.
Du Deping was the general manager of the Company.

Term of independent non-executive directors

The independent non-executive directors of the seventh Board
were re-appointed for a term of 3 years commencing from 22
December 2011.

Remuneration and Examination Committee

The Company has established a Remuneration and Examination
Committee (the “Remuneration Committee”), which is a special
committee responsible to the Board. The Remuneration
Committee comprises Mr. Zhu Baoguan (an independent non-
executive director), Mr. Bai Huiliang (an independent non-
executive director), Mr. Zhang Daiming (an executive director)
and Mr. Ren Fulong (a non-executive director). The Remuneration
Committee is chaired by Mr. Zhu Baoquan.

The Company has formulated the “Rules for Operation of the
Remuneration and Examination Committee”. The Remuneration
Committee is responsible for formulating the remuneration policy
of Directors and Senior Officers of the Company, determining
the standard of examination of Directors and Senior Officers,
assessing the performance of Directors and Senior Officers
during the year and approving the terms of their service contracts
and remuneration packages and submitting the same to the
Board for approval. The terms of reference for the Remuneration
Committee are available upon request.

IR ERERGARLE
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of the Rules Governing the Listing of
Securities on the Stock Exchange of Hong
Kong Ltd. (continued)

Remuneration and Examination Committee (continued)

During the year ended 31 December 2011, the Remuneration
Committee convened one meeting for the purpose of passing
the “Proposal of 2011 Annual Remuneration of Directors and
Supervisors” and the “Proposal of 2011 Annual Remuneration of
Senior Officers”, which were submitted to the Board for approval.
All the members of the Remuneration Committee attended this
meeting.

The remuneration of Directors, Supervisors and Senior Officers of
the Company is determined with reference to State policies, the
Company’s profit realised in the corresponding period, individual
achievement and the average income of local residents.

Nomination Committee

The Company has established a Nomination Committee, which
is a special committee responsible to the Board. The Nomination
Committee comprises Mr. Zhu Baoquan (an independent non-
executive director), Mr. Bai Huiliang (an independent non-
executive director), Mr. Zhang Daiming (an executive director)
and Mr. Du Deping (an executive director). The Nomination
Committee is chaired by Mr. Zhu Baoquan.

The Nomination Committee is responsible for the following:

(@) formulating the policy for the nomination of Directors or
Senior Officers and the standard for selection of such
individuals;

(b) preliminarily selecting Directors and Senior Officers and
submitting the nomination proposals to the Board;

(c) selecting Directors and Senior Officers based on their
education qualifications, industry background and
experience in the relevant field;

(d) reviewing the structure, size and composition (including
the skills, knowledge and experience) of members of the
Board on a regular basis and making recommendations
to the Board regarding any proposed changes;

IR ERERGARAT
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FIAMGHESFE LEHHRAESE of the Rules Governing the Listing of
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REZES® (&) Nomination Committee (continued)

©) B IERITESEN B (e assessing the independence of independent non-
% R executive directors; and

4] REBZIRERESTHS (f) making recommendations to the Board on relevant
LREBAEBEERNES Sk matters relating to the appointment or re-appointment of
HEE e Directors or Senior Officers.

REZEENBERE AT ARKRE
SKIBHER -

BE_T——f+-A=+t—HL
FEARLZESAM - KRE&H -
EREZEEXNBEZF2M T I
RE&F - —FT——F+ATILARE
BERAHE HET BERERERQ
AMTESRREA REERERE-
3 BEABRNRBFRAITESFIK
BARERER HER BE4
BEARBBIFRITERREAN
VERRREEGES -

REEE &

—E-——FXAZ+N\BBENCZ
TZ-EFERAFRERE L EXK
FR(ED) ST BHEMERA A
WEEAARRRIEINETAD  EEE
EXFMEFHNEHM AT RHEL
Bl o

{5 oK A& &AM 5 7% P S B 16F &
BAAE EXPM(BE) GFTAEH
PIBERAREEFERE -

ST ERERH AR

The terms of reference for the Nomination Committee are made
available upon request.

During the year ended 31 December 2011, the Nomination
Committee convened one meeting. All the members of the
Nomination Committee attended this meeting. Mr. Zhang
Daiming, Mr. Du Deping and Mr. Zhao Songguo were nominated
as the executive director candidates of the Company, Mr. Ren
Fulong, Mr. Xu Lie and Mr. Zhao Bin were nominated as the
non-executive director candidates of the Company, Mr. Zhu
Baoquan, Mr. Bai Huiliang and Mr. Kwong Chi Kit, Victor were
nominated as the independent non-executive director candidates
of the Company on 19 October 2011. These nominations were
then submitted to the Board for approval.

Auditors’ remuneration
SHINEWING (HK) CPA Limited was appointed as the international

auditor and ShineWing was re-appointed as the domestic auditor
in the 2010 annual general meeting held on 28 June 2011.

Shine Wing was re-appointed for the sixteenth successive year,
SHINEWING (HK) CPA Limited was re-appointed for the sixth
successive year.

In 2011, the auditors’ remuneration for audit services provided

EEATIREAZE RS R A was as follows:

20115 B 20106 &
SXFPM(ER) STMEHABRAF RMB420,000 RMB420,000
SHINEWING (HK) CPA Limited
EE G e RMB420,000 RMB420,000
ShineWing

IR ERERGARAE
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED



2l iR PR (4)

Corporate Governance Report (continued)

(Z) RIETEEBHSTITIMERL 2. Information disclosed under the requirement

PO ES LhRAIME
(#)

ERERT

AARDEBRE LTRAB21ER
YTERZBg ((ER%ZBg))
HEMKEBE=ZEBUIENTE
Z(HXRER BEREBTH) -
EREZERERREEML -

ARAEEE2RELSFIMAE
(KL BEZZEEES) -
ETC(ERZBERAHRE)  HF
BREZZEGNREMELT -

ERZERUBEEEARAMB
BENREN -BREMAARBDN
BERMBERIN BB T EINFZ
BRI E  BEAQAMNMIBER
HE - NREEMEREEREFS -
ERZEENBEEE T IRERER
HER -

EZZERCREEEERNAR
BT RAEO ST RA - S5 ERI R
FE TR E  ABEERM
BEREE AFEERZESA
MOXe® BREH_FT-TF
EREFRE —T——FE—F
EREERANIKRE - —F——F+F
EREEAFRELR-ZE——FE=
FEARKEIRAE -

BEREZTEBEER_TE—Z_H=A
Tt HREAHFAe® BH_ZT——

FERENEIRAELFERSE °

ERZER@ENKELEEENL
¥ F2HARDREREN[REP
HEEEEREEEN]ETOHE
% o

of the Rules Governing the Listing of
Securities on the Stock Exchange of Hong
Kong Ltd. (continued)

Audit Committee

Pursuant to Rule 3.21 of the Listing Rules, the Company set up
an Audit Committee (the “Audit Committee”) comprising three
independent non-executive directors, namely Mr. Zhu Baoquan,
Mr. Bai Huiliang and Mr. Kwong Chi Kit, Victor. The chairman of
the Audit Committee is Mr. Kwong Chi Kit, Victor.

With reference to “A Guide for the Formation of An Audit
Committee” published by the Hong Kong Society of Accountants,
the Board has set out terms of reference for the Audit
Committee, which define the authority and duties of the Audit
Committee.

The Audit Committee has to make sure that the Company’s
financial report reflects a fair view of the Company. In addition
to reviewing the financial information and statements of the
Company, the Audit Committee is also responsible for liaising
with the Company’s external auditor and overseeing the
Company’s financial reporting system, internal control system
and risk management procedures. A copy of the terms of
reference for the Audit Committee is available upon request.

The Audit Committee has, together with the management,
reviewed the accounting principles, practices and methods
adopted by the Group and has discussed the auditing, internal
controls and financial reporting of the Company. The Audit
Committee has convened four meetings to review the audited
financial statements for 2010, the unaudited 1st quarterly
financial statements for 2011, the unaudited interim statements
for 2011 and the unaudited 3rd quarterly financial statements for
2011.

The Audit Committee convened a meeting on 22 March
2012 to review the 2011 audited accounts and annual results
announcement.

For the record of the attendance of individual members of the
Audit Committee, please refer to the attendance table set out
under the section headed “Information disclosed under the
requirement of CSRC” of the Corporate Governance Report.

IR ERERGARAT
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of the Rules Governing the Listing of
Securities on the Stock Exchange of Hong
Kong Ltd. (continued)

Investor Relations

The Company actively and earnestly carried out work in respect
of the disclosure of information and investor relations and
nominated an individual to deal with the Company’s investor
relations. Meanwhile, the Company strictly complied with
the principles of truthfulness, accuracy, completeness and
timeliness in the disclosure of information. The Company also
enhanced communication with investors and made efforts to
improve the transparency of the Company by way of issuing
results announcements, publishing announcements, launching
the company’s website, meeting investors and analysts and
answering investors’ inquiries, etc..

Directors’, Supervisors’ and Senior Officers’ Interests in
Shares

So far as the Directors, the Senior Officers and the Supervisors
of the Company are aware, the interests or short position in
shares of the Directors, the Supervisors and the Senior Officers,
according to the register required to be kept by the Company
pursuant to section 352 of the SFO or which was otherwise
required to be notified to the Company and the Stock Exchange
of Hong Kong Limited pursuant to the Model Code for Securities
Transactions by Directors of Listed Companies as contained
in Appendix 10 to the Listing Rules, are stated in the above
subsection headed “Directors’ and Supervisors’ and Senior
Officers’ Interests in Shares of the Company” under the section
“DIRECTORS, SUPERVISORS, SENIOR OFFICERS AND STAFF”.

Internal Controls

The Board is responsible for the Company’s system of internal
controls and for reviewing its effectiveness. The Board requires
the management to establish and maintain sound and effective
internal controls. Evaluation of the Company’s internal controls is
independently conducted by the Supervisory Committee on an
on-going basis.

The Board confirms that it has reviewed the effectiveness of
the internal control system of the Company and its subsidiaries.
Shandong Xinhua Pharmaceutical Trade Co., Ltd., a wholly-
owned subsidiary of the Company, incurred relatively heavy
economic losses due to large credit lines extended to its
customers. The Company failed to maintain effective internal
control over financial reporting in all material aspects in
accordance with the Basic Standards for Corporate Internal
Control ({{b 3 A EP1EHIE AR IR & )) and other relevant provisions.

IR ERERGARLE
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of the Rules Governing the Listing of
Securities on the Stock Exchange of Hong
Kong Ltd. (continued)

Substantial Shareholders’ Interests in Shares

Save as disclosed above in “Changes in Share Capital and
Shareholders” and so far as the Directors, the Senior Officers and
the Supervisors of the Company are aware, as at 31 December
2011, no other person (other than a Director, Senior Officer or
Supervisor of the Company) had an interest or short position in
the Company’s shares or underlying shares (as the case may
be), which are required to be disclosed to the Company and the
Hong Kong Stock Exchange under the provisions of Divisions
2 and 3 of Part XV of the SFO, or which were recorded in the
register required to be kept by the Company pursuant to Section
336 of the SFO.

Directors’, Supervisors’ and Senior Officers’ Interest and
Short Positions

Save as disclosed in “Directors’ and Supervisors’ and Senior
Officers’ Interests in Shares of the Company” under the section
headed “DIRECTORS, SUPERVISORS, SENIOR OFFICERS
AND STAFF”, so far as the Directors, the Senior Officers and
the Supervisors of the Company are aware, as at 31 December
2011, none of the Directors, the Senior Officers or the
Supervisors of the Company had any interest or short position
in the shares, underlying shares and/or debentures (as the case
may be) of the Company or any of its associated corporations
(as defined in Part XV of the Securities and Futures Ordinance
(“SFO”)) which was required to be notified to the Company and
the SEHK pursuant to Divisions 7 and 8 of Part XV of the SFO
(including interest and short position which any such Director,
Senior Officer or Supervisor is taken or deemed to have under
such provisions of the SFO) of which was required to be entered
in the register required to be kept by the Company pursuant to
Section 352 of the SFO or which was otherwise required to be
notified to the Company and SEHK pursuant to the Model Code
for Securities Transactions by Directors of Listed Issuers as
contained in Appendix 10 to the Listing Rules.

IR ERERGARAT
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED



BN & il v

Summarised Report of the General Meeting

RREARBFAERRABMITERARGH
BN ARARBI(RAIER)EFAAHM
—RXBERAFRE  MAEEEIRREEN
R B R BRI R EORE -

(=) ARA-_ZF-ZTFFFRRAEE
ERZE——FAATZHAERR
BT E S R A R M LTI
VAR 25 75 30K sEHAR AR - R R BX
RAeHEEFEAE KT ——

FRAZTNBERREMRBR

HERIBEREASHRE (BERK
HARIEA) ABABA @ HJE A XK
BRAENBREAREKOBRDAEHE
175,665,8380% * 15 AN 2 Al R AN 48 58
7138.41% * K XBRE XS K BT
AP EARKEMBERQBZE)MARQ
F(RAIER)SHEHEMBAT - KeH
BEERRRBEEETHE - AARE
AEAEBT T LBERHER

1. WE—T-TEEERGHRSE
2. WE—T-TFEEERGR

Iff

3. HE—T-—ZFELEED
MRS

4. HWE-_F-—FFEMNBNHE
HERRIKERARSIA

5. BEBTE KT M (FE) &
AHENEBMARRQE (BAEH
KEEHED) REKTMEEED
E%p (PEIEMEETED) &
ARRBE_T——F+=
A=+—HIEFENEER
BN REE S S
EEME

6. MWE—FT——FEEF &
EMEMER

7. HE WABAALAREERSE
BERLAA(EEBER] &
AIMBEHRAE-T——4MmA
“+HNBWHERRE RS
BEOARLE RS EHKE
ARAMEBEHREELE
FEHEREIERN =T
——F ZE-_FK=ZE
—=ZFENFELRDAE
A R #70,000,0007T + AR
#140,000,0007T & A R ¥
180,000,0007T °

To protect all shareholders of the Company to exercise their rights effectively,
the Company shall convene an annual general meeting every year and
shall hold an extraordinary general meeting whenever the Board considers
appropriate in accordance with the articles of association of the Company.

(1) On 12 May 2011, the notice of the 2010 Annual General Meeting
(“AGM”) was published in newspapers, HKExnews and the
Company’s website and notice was served on the shareholders
of H Shares by prepaid post. The AGM was convened by
the Board of Directors and held at the Company’s registered
office on 28 June 2011. Six shareholders (including those
represented by their proxies) attended the AGM, representing a
total number of 175,665,838 shares and accounting for 38.41%
of the Company’s total share capital. The AGM was convened
in compliance with the provisions of the Company Law of the
PRC as well as the articles of association of the Company (the
“Articles of Association”). The AGM was chaired by Mr. Zhang
Daiming, the Chairman. The following ordinary resolutions were
passed at the AGM:

1. To approve the report of the Directors for the year 2010;

2. To approve the report of the Supervisory Committee for
the year 2010;

3. To approve the audited financial statements of the
Company for the year 2010;

4. To approve the profit distribution plan and the distribution
of a final cash dividend of the Company for the year 2010;

5. To approve the re-appointment of SHINGWING (HK) CPA
Limited (Certified Public Accountants in Hong Kong) and
ShineWing Certified and Public Accountants (Certified
Public Accountants in the PRC) as the international and
domestic auditors respectively for the year ended 31
December 2011 and authorise the Board to fix their
remuneration;

6. To approve the remuneration of the Directors and the
Supervisors for the year 2011;

7. To approve and confirm the agreement entered into
between the Company and China Shandong Group
Limited (“China Shandong”) dated 28 April 2011 and the
proposed annual caps in relation to the Company and/
or its subsidiaries supplying bulk pharmaceuticals and
chemical products to China Shandong in the sum of
RMB70,000,000, RMB140,000,000 and RMB180,000,000
for 2011, 2012 and 2013 respectively under such
agreement.

IR ERERGARAE
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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An announcement of the above resolutions was published
in the local newspaper, Securities Times, as well as the
HKExnews and the Company’s website, on 29 June
2011.

On 4 November 2011, the notice of the first extraordinary general
meeting of 2011 was published in newspapers, HKExnews and
the Company’s website and was served on the shareholders of H
Shares by prepaid post. The extraordinary general meeting was
convened by the Board of Directors and held at the Company’s
registered office on 22 December 2011. Two shareholders
(including those represented by their proxies) attended the
meeting, representing a total number of 170,752,986 shares and
37.34% of the Company’s total share capital. The meeting was
convened in compliance with the provisions of the Company Law
of the PRC as well as the Articles of Association. The meeting
was chaired by Mr. Zhang Daiming, the Chairman. The following
ordinary resolutions were passed at the meeting:

1. Mr. Zhang Daiming, Mr. Du Deping and Mr. Zhao
Songguo be elected as executive Directors and Mr. Ren
Fulong, Mr. Xu Lie and Mr. Zhao Bin be elected as non-
executive Directors of the Company by cumulative voting;

2. Mr. Zhu Baoquan, Mr. Bai Huiliang and Mr. Kwong Chi
Kit, Victor be elected as independent non-executive
Directors of the Company by cumulative voting;

3. Mr. Li Tianzhong, Mr. Zhang Yueshun and Mr. Tao
Zhichao be elected as Supervisors of the Company.

An announcement of the above resolutions was published in the
local newspaper, Securities Times, as well as on HKExnews and
the Company’s website, on 23 December 2011.

The election and replacement of the Directors and the
Supervisors are set out in the above section headed
“DIRECTORS, SUPERVISORS, SENIOR OFFICERS AND STAFF”.
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Dear shareholders,

| hereby present for your review the annual report of the Company for
the year ended 31 December 2011.

Results and Dividends

In the fiscal year ended 31 December 2011, the operating income of
the Company and its subsidiaries (the “Group”) prepared under PRC
accounting standards was RMB2,937,528,000, representing an increase
of 12.37% as compared with 2010. The Group recorded its profit
attributable to the equity holders of the Company of RMB76,024,000,
representing a decrease of 21.83% as compared with that of year 2010.
Earnings per share was RMBO0.17.

The Group’s sales prepared under HKGAAP were RMB2,917,860,000,
representing an increase of 12.68% as compared with 2010. A profit
attributable to owners of the Company of RMB74,375,000 was
recorded, representing a decrease of 26.58% as compared with 2010.
Earnings per share was RMBO0.16.

The Board of Directors has announced and proposed a final dividend for
the year ended 31 December 2011 of RMB0.03 per share (approximately
HK$0.0368 per share, including income tax). The proposed dividend
is subject to the approval by the shareholders of the Company at the
annual general meeting of the Company for the year 2011.

Business Review

In 2011, the Group, centred on its principal guideline of “changing the
mode, adjusting the structure, implementing reforms and accelerating
growth”, overcame such adverse factors as rising power and energy
prices, hiking procurement costs and the appreciating Renminbi,
seized opportunities in the market and ensured steady production
and operation. Looking back at 2011, the Group made the following
achievements:

1. Extensive progression of structural adjustment for long-
term corporate development

The Group continued to expand investment in research and
development and attached great importance to research and
development of new products and application of relevant results.
During 2011, the Company obtained 1 new drug certificate for
pazufloxacin mesylate, 3 approvals for production, completed
clinical testing of calcium polycarbophils and tablets, completed
2 production handover projects, 18 mid-scale trial production
projects and 14 small-scale trial production projects, obtained 14
authorized patents and had 70 projects under research.

IR ERERGARAE
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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EBOE 2 Business Review (continued)

1. BiMENAE HACERERRE 1. Extensive progression of structural adjustment for long-
(4) term corporate development (Continued)
EERINSEREKR AR The Group achieved certain results in parks building. The
EPT R AR R T E R ifrekiE T2 technical renovation project regarding the aspirin series of
EREPEERIEASERE - & products at Hutian Park has been fully completed and put into
T RYNEGRFRMBEEEERLH trial operation. We have commenced construction of the technical
TEFH BERYVE R MER renovation project regarding the analgin series of products,
BERNEERIZLZ - SNHERE and will commence construction of the technical renovation
WHIAIEESERHERIERN - & project regarding the hormone series of products in the fourth
EERHFAREFERRESR - quarter. Projects including pyrazolone capacity expansion were

progressing smoothly at Shouguang Park. All the parks showed
an orderly growth momentum.
BREBIEEHINEX DXENE New headway was made in capital operations. The Company
BN RREREENGEEE X448 preliminarily put in place the rules system and organizational
B T TEHBREEANEL-F system for capital operations and determined major objectives
A A B 5T AR S L 3R K E A ) ) s for strategic merger and acquisition. The Company completed
R& 1 A BR A 51100% % #E Ui &8 Bij 2 & the preliminary preparation works of the acquisition of the 100%
T {E - 20124 %] 7¢ Ak A% 4 Uk B - equity interests in Shandong Tianda Bio-Pharmaceutics Co., Ltd.
WMERT AT —EHBRDDEH A during the year, and completed the acquisition in early 2012,
HESE o thus ending its history of lacking powder injections.
2. EME28TH ReELRTHBESE 2. Reinforced focus on marketing and boosting of products

B
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market share

By seizing opportunities in the market and proactively expanding
product exports, the Company recorded revenue from product
exports of US$171,406,000 for 2011, representing an increase
of 28.36% over last year, and 6 products of the Company
posted an annual export amount of more than US$10 million.
Remarkable results were achieved particularly in the development
of new products. Sales of L-dopa and calcium polycarbophil
more than doubled as compared with last year. Upon passing
the on-site audit of the Medicines and Healthcare Products
Regulatory Agency (MHRA) of the United Kingdom, the Company
commenced to export its preparation products to the markets
under the European Union. This marked a milestone in the
development history of the Company.

By exerting its comprehensive competitive advantages, the
Company also achieved satisfactory results in domestic sales of
bulk pharmaceuticals. Sales of major products including ibuprofen
witnessed relatively rapid growth. External sales of chemical
segment maintained rapid growth, and a cyclic industrial chain
based on the four major product series has taken shape.

The Company pushed ahead with its extensive preparations
marketing strategy. Sales of major new preparation products
such as #&FZ={S(rabeprazole) and fEH&(glimepiride) recorded
substantial increase. Our marketing teams for high-end hospitals,
OTC, investment attraction and VIP customers kept growing.
Among them, the clinical marketing teams for high-end hospitals
grew to 150 persons, which have developed on their own to over
200 second-tier and higher class hospitals.

IR ERERGARAT
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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Business Review (continued)

Relentless efforts in technical breakthroughs and lower
costs

201 FEARAEHA R A M
W20 - S S ERERES

In 2011, the Company implemented 20 corporate-level technical
breakthroughs, with raw material costs for products such as
ERBEREARAAKBEREK KNEH tramadol hydrochloride and meloxicam significantly reduced. The
2EFEETHEEMEE DN ARK13,000 Group saved RMB13,000,000 on raw materials throughout the
FIT ° year.

2 F H i f 82 78 B30 - MVRE —
MR MBI HERER B
BERENH AR #10,000T T BT
EEERFEERN0.279M 2 /& T - A
L BR8.5% - W AR ME IR A i E [ L

The Company pushed through 30 energy conservation projects
during the vyear, promoted applications of some energy-
saving new technologies including MVR and was awarded the
“Certificate for Energy Management System Certification”, the
first of its kind in Shandong Province. Energy savings for the

It

BFEBEAREEEZ] - year amounted to RMB10,000,000 and energy consumption per
RMB10,000 production value reached 0.279 ton of standard coal
equivalent per RMB10,000, representing a year-on-year decrease
of 8.5%.

4. BilitEETH BRASREDH 4. Progressive enhancement in corporate management and

boosted competitiveness

ERZE ¥MBRHESESHE
COSEZ  ERRBUMBBERE
B 3B &5 A 2R B B BEGMPRE & - 1 R
XA B EREBBRE LR
GMPRE IR EAR R RIEEFEK

L-dopa and new-line ipuprofen were granted the COS certificate
and isopropyl karthikeyan antipyrine was granted the EU-GMP
certificate from the Federal Ministry of Health of Germany.
Especially, the new tablets workshop passed the GMP inspection
by the Department of Health of the United Kingdom, indicating a

FLET—EFHER -

BpEEKTE— SRS BEDE
B IXMRBSEERREEIR
BRI -

2FERAEEARMK19,700F 7T
BiRRRBIE26IR - SMEERENKE
CODHF M E - A RER LD FI
B 214.96% - 15.65%F114.90% * E&
REBREERRIKE

further boost of the Company’s quality management level.

The Company further enhanced its on-site management level and

was awarded the honour of “On-site Management Exemplar of

Industrial Enterprises in Zibo City”.

During 2011, in adhering to its clean production and

development approach, the Company invested RMB19,700,000
and completed 25 environmental protection projects; emissions

of sewage water, COD and ammonia nitrogen decreased

respectively by 14.96%, 15.65% and 14.90% year on year.

KERE PROSPECTS

ERRSR-BER CERBERFTEEHD
BRREN - BREEBRYERHEENT
2 ERBENALT ZRTSEFHF
FENESRE -

At present and in the coming future, there are still a number of difficulties
posing challenges to corporate development, including weakening
market demands, impact of the state’s medicine policies on drug sales,
rising manufacturing costs and ongoing disorderly competition in the
pharmaceutical market.

IR ERERGARLE
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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PROSPECTS (continued)

2012 is a critical year for the Group to proceed with the “12th Five-Year
Plan”, with heavy relocation tasks and plenty of complications ahead. In
this connection, the major tasks of the Group in 2012 are as follows:

1. Focus on marketing and raise the Company’s status in the
pharmaceutical market

The Company will focus on key products, markets and
customers, aiming to boost sales of new products and achieve
substantial increase in new products export while maintaining the
market share of its dominant products. The Group will accelerate
construction of international marketing channels and networks,
endeavouring to complete the establishment of a company in
the United States in 2012. By fully leveraging the advantages of
its products, the Company will adopt flexible sales tactics and
ensure sales of exclusive and special products.

By taking advantage of the growth opportunity for consolidating
its internal resources and establishing a preparations division at
the beginning of the year, the Company will make efforts on the
long-term cultivation plan for key preparation products, exert
the advantages of self-produced bulk preparation products, and
maintain rapid growth of key preparation products. The Company
will also strengthen development of terminals and marketing
teams to build diversified marketing networks.

By bringing into full play its technological advantage of precision
chemical engineering and products complementary advantage,
the Company will speed up large scale and series-based
development of chemical products and drive substantial growth
of the chemicals sector.

2. Enhance technological progress to further invigorate
corporate growth

By firmly directing its research and development at anti-
inflammatory, cardiovascular, and anti-tumor drugs, the
Company will continuously expand investment in research and
development, accelerate research and development of new
products, complete product upgrading as early as possible, and
enhance its research and innovation capabilities.

By quickening application of scientific research results, the
Company will strive to turn 8 projects into full production,
complete production registration application for 11 projects, and
complete mid- and small-scale trial production of a number of
products within this year.

While proactively promoting the application of the “four new
technologies” and carrying out technical quality breakthroughs
based on the “one strategy for one product” approach, the
Company will do its utmost to boost products quality and lower
costs.
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PROSPECTS (continued)

3.

Underscore parks construction and capital operation and
accelerate structural adjustment

2012 is a critical year for the Company to relocate the old
production base and construct relevant parks. Starting with
the relocation and imposing high standards and high quality
from design to construction, the Company will firmly promote
application of the “four new technologies”, upgrade and renovate
traditional production lines, lower costs, enhance quality, and exert
its technological advantages to cater for the special demands of
customers and adopt a differentiated growth approach.

By reelecting on the experience from the acquisition of Shandong
Tianda Bio-Pharmaceutics Co., Ltd., the Company will further
clarify the development direction, actively seek new partners and
accelerate the structural adjustment and upgrading of products.

Reinforce corporate management and consolidate growth
foundation

By further optimizing its internal organizational structure, the
Company will streamline the management process, strengthen
professional management, and enhance the management level
and operational efficiency.

By further carrying out the “Year of Fundamental Management”
event in as at the beginning of the year, and reinforcing
fundamental management on all fronts, the Company will
conduct self-examination and take remedial measures against
the existing problems and weaknesses in fundamental and
professional management so that the quality of all the staff and
the level of on-site management and professional management
can be further enhanced, and that major accidents relating to
quality, safety and environmental protection can be eradicated.
Furthermore, the Company will strengthen risk prevention and
control, guard against operational risks in a practical manner and
enhance operation and management quality.

By fully utilizing its OA platform, K/3 system, ERP, online energy
management system, the www.ebnew.com procurement website
(LB ERBE4D), and other informationalized means, the Company
will further raise its management efficiency and management
capabilities.

In 2011, with the concerted efforts of all the staff, the Group
achieved steady growth in production and operation. Looking
into 2012, we are confident that under the leadership of the
Board of Directors of the Company, the Group, in the spirit of
reform and innovation, can achieve more breakthroughs in its
development during the “12th Five-Year Plan” period.

Zhang Daiming
Chairman

Zibo, Shandong, PRC

23 March 2012

IWRFERERGARAE
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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The Board of Directors sincerely submits to the shareholders the report
of the Board of Directors for 2011 and the audited accounts of the
Company and the Group for the year ended 31 December 2011.

Management Discussion and Analysis
1. The business scope and operating results of the Company

The Group is mainly engaged in the development, production
and sale of pharmaceutical raw materials, preparations, chemical
products and other products. The profit of the Group is mainly
attributable to its principal operations.

Sales Analysis

Under the PRC accounting standards, the Group had an
operating income of approximately RMB2,937,528,000 for the
year ended 31 December 2011. Sales of bulk pharmaceuticals,
preparations, medical logistics, chemical and other products
accounted for 50.39%, 18.73%, 25.00% and 5.88% respectively
of the total sales of the Group, representing an increase of
0.75 percentage points, a decrease of 0.80 percentage points,
a decrease of 1.18 percentage points and an increase of 1.23
percentage points respectively as compared with that of last
year.

During the year 2011, the sales revenue of the Group’s bulk
pharmaceuticals amounted to RMB1,480,235,000, representing
an increase of 14.06% over last year. The increase was
mainly because the Company proactively expanded product
exports by seizing business opportunities, with a 23.36% rise
in foreign exchange earnings from exports as compared with
last year, leveraged its comprehensive competitive advantages
and achieved rapid growth in domestic sales of key bulk
pharmaceuticals.

The sales revenue of preparations was RMB550,308,000,
representing an increase of 7.77% over last year. The growth
was mainly due to substantial growth in the sales volume of key
new preparations through implementing the extensive preparation
marketing strategy, and vigorously adjusting the product mix.

The sales revenue of medical logistics amounted to
RMB734,364,000, representing an increase of 7.31% over
last year. The growth was achieved mainly by seizing market
opportunities to expand business circulation.

The sales revenue of chemical and other products amounted to
RMB172,621,000, representing an increase of 42.10% over last
year. The growth was mainly attributable to a substantial increase
in external sales by the Shouguang Park.
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BEETEMTRY R (Z) Management Discussion and Analysis (continued)
1. FEEFHEEREEERR (&) 1. The business scope and operating results of the Company
(continued)
EEDHT Results Analysis
HIEr—=——+=-A=1+—H1 For the year ending 31 December 2011, the profit attributable to
FE -HhHReELESNESB equity holders of the Company prepared in accordance with the
REmARIKRENEFNBEAEAREK PRC accounting standards was approximately RMB76,024,000,
76,024F 0 B_ZE—ZEFETR representing a decrease of 21.83% as compared with that of last
21.83%  RMEBELTRBEMNZ TR year. Profit attributable to owners of the Company for the year
BT AR DRI T E AELEF A ended 31 December 2011 prepared in accordance with HKGAAP
ARBT4375F L BR-_ZZE—ZF was approximately RMB74,375,000, representing a decrease
E T PE26.58% ' MEMETERRAAL of 26.58% as compared with that of 2010. The decreases were
REEEERBEERK L - mainly attributable to the increase in provision for impairment
loss of assets this year.
TEERERERPETSBEERS Major products and the corresponding market share in the PRC

are set forth below:

—E——%f
-E—F BATEETE(%)
HHEFESHL (%) Market share in

As % of total the domestic
TEER Major Products sales in 2011 market in 2011
A. tBEEE A Pharmaceutical raw materials
Tyt Analgin 11.70 46
0in e Caffeine 6.37 32
QA Aminopyrine 2.76 55
Fa] =] T R Aspirin 5.32 60
Ek{aN:op /A Hydrocortisone 2.60 25
M UK B Pipemidic acid 0.69 100
Liipe: 22N Ibuprofen 4.63 55
ThE%He Levodopa 6.28 100
B. 2E B. Preparations
IR B Pipemidic acid tablets 1.87 90
BRHER Co-liquorice tablets 1.00 45
EEMFH Nimodipine tablets 0.70 25

IR ERERGARAE
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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Management Discussion and Analysis (continued)

1.

The business scope and operating results of the Company
(continued)

Analysis of financial situation and operating results in
accordance with PRC accounting standards

Total assets of the Group as at 31 December 2011 was
approximately RMB3,004,190,000, increased by approximately
RMB264,625,000 or 9.66%, as compared with the figure of
approximately RMB2,739,565,000 at the beginning of the year.
The increase in total assets was mainly due to the increase of
bank loans.

Cash of the Group as at 31 December 2011 was
approximately RMB299,229,000, decreased by approximately
RMB104,821,000, as compared with the figure of approximately
RMB404,050,000 at the beginning of the year. The decrease in
cash was mainly due to the increase of projects expenses this
year.

Total equity attributable to the shareholders of the Company as
at 31 December 2011 was approximately RMB1,709,932,000,
increased by approximately RMB33,408,000 or 1.99%, as
compared with the figure of approximately RMB1,676,524,000 at
the beginning of the year. This increase was mainly attributable
to the increase of operation profits this year.

The total liabilities of the Group as at 31 December 2011 were
approximately RMB1,254,451,000, representing an increase of
approximately RMB229,420,000 or 22.38%, as compared with
the figure of approximately RMB1,025,031,000 at the beginning
of the year. The increase was mainly attributable to part of the
loans obtained by the Group from the bank to ensure the supply
of funds for production, operation and projects, leading to an
increase in the loans.

Operating profit of the Group for 2011 and net profit
attributable to the Company’s shareholders for 2011 amounted
to approximately RMB71,928,000 and approximately
RMB76,024,000 respectively, representing relatively larger
decreases as compared with those of the previous year. The
decreases were mainly attributable to the increase in provision
for impairment loss of assets this year.

The Group’s net decrease in cash and cash equivalents for 2011
was approximately RMB100,105,000. The decrease was mainly
attributable to increased funding of expenses on projects.

IR ERERGARAT
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The business scope and operating results of the Company

(continued)

Management Discussion and Analysis (continued)

Analysis of financial situation and operating results in
accordance with PRC accounting standards (continued)

Segmental information of the main products for 2011 prepared
under PRC accounting standards is as follows:

FEEBBA TEEBRT EfE

%

RTEBRRES By product or By section Turnover  Cost of goods sold Rate of gross margin

AREFT AREFT

RMB’000 RMB’000 %

A=Y P A Pharmaceutical raw materials 1,480,235 1,196,506 19.17

b Preparations 550,308 338,259 38.53

EEdkil Medical Commercial Logistics 734,364 697,397 5.03

CIERRAEM Chemical & other products 138,512 118,936 14.13

&t Total 2,903,419 2,351,098 19.02
BEBEBRFNE IR Analysis under HKGAAP

R20115F12A318 » KREE RS L
R 5115.25%  RENEL K A71.96% -
JiE U2 B X B 8 R 5002.72% (& U BR
HAER-EEE T ERER
N EERE100%) FERAERA
574.24% (FEAE R=FE RHEK
R,/ FHEEFE100%) °

AEBECHFRERBETHERZE -

AEBESRREEZERMA S BEE
3 o N2011E12A318 » A& H
IRITE R A AR 688,468T
JC e R2011F12A31BEAEE KA
g S ARM299,229F ¢ (B
#) AN R ¥31,263F LR 1T HE K IEZE
RESEZEHFR) °

R2011F12A318 » KREE B AL E
PIRTE R AE L 1mEREEAR
RITETER EHELIHWERER

A ARKTI3109T & FES
T ARBGS7ST L AEB AR
R KB 179FT EEERIMBER
8,100F E7T ' A& E K Ll KB E
BN BEMBHEE -

As at 31 December 2011, the current ratio and the quick ratio
of the Group was 115.25% and 71.96% respectively, and the
rate of accounts receivable turnover (rate of accounts receivable
turnover = revenue/average trade and bill receivablesx100%)
and the rate of stock turnover (rate of stock turnover = cost of
sales/average inventoriesx100%) were 902.72% and 574.24%
respectively.

The Group’s demand for working capital did not show significant
seasonal fluctuation through the year.

The Group’s main source of funds was loans from financial
institutions. As at 31 December 2011, the total amount of
outstanding bank loans was approximately RMB688,468,000. As
at 31 December 2011, cash on hand and in bank of the Group
amounted to approximately RMB299,229,000 (including bank
acceptance drafts deposits of approximately RMB31,263,000).

As at 31 December 2011, the Group charged the land use rights
in Hutianzhen, Zhangdian, to a bank as security for loans. The
total original value of the land use rights is RMB73,109,000,
net value is RMB69,575,000. The Group pledged accounts
receivable US$8,179,000 to a bank for a loan of US$8,100,000.
There was no other charge on the Group’s assets except the
above charged assets.
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Management Discussion and Analysis (continued)

1.

The business scope and operating results of the Company
(continued)

Analysis under HKGAAP (continued)

The Group has stringent internal control systems for cash and
fund management to strengthen its financial management. The
Group maintained a good level of liquidity and had strong debt
repayment ability.

The Group did not have any significant investment, acquisitions
or asset disposals during this reporting period.

As at 31 December 2011, the number of staff employed by the
Group was 6,014, and the total amount of salaries and wages
for 2011 was approximately RMB185,633,000.

The debt-to-capital ratio of the Group was 40.07% (debt-to-
capital ratio = total borrowings/equity attributable to owners of
the Company x100%).

The bank balance of the Company will mainly be used as
working capital for production and research and development.

The assets and liabilities of the Group were mainly recorded in
Renminbi. For the year ended 31 December 2011, the revenue
from the Group’s exports was approximately US$171,406,000,
which exposed the Group to certain risks associated with the
fluctuation of exchange rates. Therefore, the Group has taken
the following measures to lower the risks from the fluctuation of
exchange rates:(1)the Group has increased the price of its export
products to decrease the risks from the fluctuation of exchange
rates;(2)the Group has made arrangements with overseas
customers when entering into significant export contracts that
the risks associated with the fluctuation in exchange rates shall
be borne by both parties if the fluctuation exceeds the range of
exchange rate fluctuation agreed by both parties.

IR ERERGARAT
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Management Discussion and Analysis (continued)

2.

Operations and Results of subsidiaries of the Company

(1)

The total registered capital of Zibo Xinhua-Perrigo
Pharmaceutical Company Limited is US$6,000,000, and
the Company holds 50.1% of its equity interest. This
subsidiary is mainly engaged in producing and selling
Ibuprofen. As at 31 December 2011, the total assets
of the subsidiary was approximately RMB70,957,000,
equity attributable to shareholders of the company was
approximately RMB63,528,000. In 2011, the operating
income and the profit after taxation of the subsidiary were
approximately RMB106,862,000 and RMB4,710,000
respectively, representing an increase of 2.09% and a
decrease of 38.07% respectively as compared with that
of last year. The decrease was mainly attributable to the
increase in manufacturing cost.

The total registered capital of Zibo Xinhua-Eastwest
Pharmaceutical Company Limited is US$1,500,000,
and the Company holds 75% of its equity interest. This
subsidiary is mainly engaged in producing and selling
calcium polycarbophil bulk pharmaceutical products. As
at 31 December 2011, the total assets of the subsidiary
were approximately RMB16,258,000, equity attributable
to shareholders of the subsidiary was approximately
RMB14,705,000. In 2011, the operating income and the
profit after taxation of the subsidiary were approximately
RMB11,077,000 and RMB1,096,000 respectively.

The total registered capital Shandong Xinhua Medical
Trade Company Limited is RMB48,499,000, and
the Company holds 100% of its equity interest.
This subsidiary is mainly engaged in the business
of biological products, prepared herbal medicine for
decoction, traditional Chinese medicine, pharmaceutical
raw materials, preparations, antibiotic preparations
biochemical medicine, health food, medical appliances,
drugs and products for birth control and cosmetics
etc.. As at 31 December 2011, the total assets of
the subsidiary were approximately RMB271,953,000,
equity attributable to shareholders of the subsidiary
was approximately RMB19,531,000. In 2011, the
operating income of the subsidiary was approximately
RMB1,123,913,000, representing an increase of 7.30%
as compared with that of last year. The net loss of the
subsidiary was RMB28,845,000. The loss was mainly
attributable to the increase in provision for impairment
loss of accounts receivable.

IWRFERERGARAE
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Management Discussion and Analysis (continued)

2.

Operations and Results of subsidiaries of the Company
(continued)

)

The registered capital of Shandong Xinhua Pharmaceutical
Import and Export Company Limited is RMB5,000,000,
and the Company holds 100% of its equity interest.
This subsidiary is mainly engaged in the import and
export of goods and technologies, marketing and re-
exports. As at 31 December 2011, the total assets of the
subsidiary were approximately RMB13,493,000, and the
equity attributable to shareholders of the subsidiary was
approximately RMB9,641,000. In 2011, the operating
income and the profit after taxation of the subsidiary
were approximately RMB62,294,000 and RMB2,146,000
respectively, representing an increase of 12.37% and an
increase of 5.40% respectively as compared with that of
last year.

The total paid-up capital of Xinhua Pharmaceutical
(Shouguang) Company Limited is RMB230,000,000,
and the Company holds 100% of its equity interest.
This subsidiary is mainly engaged in producing and
selling chemical products. As at 31 December 2011,
the total assets of the subsidiary were approximately
RMB545,915,000, equity attributable to shareholders of
the subsidiary was approximately RMB280,450,000. In
2011, the operating income, the operating profit and the
profit after taxation of the subsidiary were approximately
RMB413,072,000, RMB27,312,000 and RMB21,180,000
respectively, representing a decrease of 5.91% as
compared with that of last year.

The registered capital of Zibo Xinhua Drug Store Chain
Company Limited is RMB2,000,000 and the Company
holds 100% of its equity interest. The main operations
of the subsidiary are the sale of traditional Chinese
medicine, prepared herbal medicine for decoction,
preparations, drugs for diagnosis, drugs for birth control,
medical devices, health foods and cosmetics. As at 31
December 2011, the total assets of the subsidiary were
approximately RMB12,270,000, and the equity attributable
to shareholders of the subsidiary was approximately
RMB4,770,000. In 2011, the operating income of
the subsidiary was approximately RMB30,225,000,
representing an increase of 19.13% as compared with
that of last year. The profit after taxation of the subsidiary
was RMB595,000, representing an increase of 16.44% as
compared with that of last year.
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Management Discussion and Analysis (continued)

2.

Operations and Results of subsidiaries of the Company
(continued)

(7

The registered capital of Zibo Xinhua Pharmaceutical
Design Institute Company Limited is RMB3,000,000
and the Company holds 100% of its equity interest.
This subsidiary is mainly engaged in the business of the
design of medical projects. As at 31 December 2011,
the total assets of the subsidiary were approximately
RMB7,102,000, and the equity attributable to
shareholders of the subsidiary was approximately
RMB4,706,000. In 2011, the operating income was
approximately RMB10,328,000, representing an increase
of 26.44% as compared with that of last year. Profit
after taxation of the subsidiary was approximately
RMB1,538,000, representing a decrease of 4.47% as
compared with that of last year.

The registered capital of Shandong Xinhua
Pharmaceutical (Europe) GmbH is EUR769,000 and the
Company holds 65% of its equity interest. This subsidiary
is mainly engaged in the business of bulk pharmaceutical
intermediates. As at 31 December 2011, the total assets
of the subsidiary were approximately RMB37,129,000,
and the equity attributable to shareholders of the
subsidiary was approximately RMB12,188,000. In 2011,
the operating income and the profit after taxation of
the subsidiary were approximately RMB92,325,000 and
RMB2,775,000 respectively, representing a decrease of
20.47% and a decrease of 38.46% as compared with
that of last year. The decrease in profit after tax was
mainly due to the decrease in operating income.

Total registered capital of Xinhua (Zibo) Real Estate
Company Limited is RMB20,000,000, and the Company
holds 100% of its equity interest. This subsidiary was
established in December 2010 and is mainly engaged in
the business of real estate development and sales. As
at 31 December 2011, the total assets of the subsidiary
were RMB19,868,000, and the equity attributable to
shareholders of the subsidiary was RMB19,826,000. In
2011. the net loss of the subsidiary was RMB174,000.

IR ERERGARLE
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED



AW (4)

Report of the Board of Directors (continued)

BEETEMTRY R (Z) Management Discussion and Analysis (continued)
3. BESEaERER 3. Use of Proceeds
ARRIR—ZZET—FNA=HIEEH On 3 September 2001, the Company raised an amount of
3,300% kAR (& B A& Iz R #5300 RMB370,517,000 from the issue and offer of 33,000,000 A
BER) EEEeFEAARK Shares (including the offer of 3,000,000 state-owned shares). As
370517 F Bl E——F+= at 31 December 2011, a total of approximately RMB343,089,000
A=+—H HFRAEEELEL AR from the proceeds of the above issue of A Shares had been
#343,089F 7t TEANUATHERE : used in the following projects:
BERe 2011 TR iR
BAME EREA RAHRRE REHLH
BEEORETALR Total Investment Accumulated % of the total fsE
Name of project investment in 2011 investment investment Remark
ANRETFT AREFL AREFIL
RMB'000 RMB'000 RMB’000
BXREMmTOSEER 74,500 8,858 33,156 44.50% -
State-level technical centre
HEGMPHIEIER 80,000 - 80,206 100.28% =L
Injection workshop GMP renovation Completed
WA R AEE R 160,000 - 188,201 117.63% =T
Caffeine technical renovation Completed
L-350% i i 5 B 29,980 - 23,442 78.19% %I
L-350 technical renovation Completed
Z iR AGMPRETE B 39,800 - 46,265 116.24% I
Analgin GMP renovation Completed
At 384,280 8,858 371,290 -
Total
Hist - Note:
1. S8 (GMP) i3 TE B S8 AR EY 1. The projected profit level of the injection GMP renovation project was
250 B 2 FFE B K not attained because of the effects of the drop in the drugs price.
2. MEBEERFEMBGEEESEREE QD 2. The projected profit level of the caffeine technical renovation project
BB ETHRASZE  REJNBFE was not attained because of the effects of the drop in the price and
AR the export tax rebate rate.
3. BREFEMPOKEEE TR 3. The main project of the renovation of the state-level technical center
E&TET - has been completed.
HATEHENEEESTERET B The unused proceeds were deposited in banks and will be used
WRAELEARER - in accordance with project commitments.
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Working Report of the Board

1.

During the year, the Board of Directors passed resolutions on six
occasions:

(1)

On 18 March 2011, the tenth meeting of the Sixth Board
was convened at the Company’s registered office, and
the results of the meeting were published in Securities
Times in the PRC, HKExnews and on the Company’s
website on 21 March 2011.

On 28 April 2011, the eleventh meeting of the Sixth Board
was convened at the Company’s registered office, and
the results of the meeting were published in Securities
Times in the PRC, HKExnews and on the Company’s
website on 29 April 2011.

On 22 July 2011, the twelfth meeting of the Sixth Board
was convened at the Company’s registered office, and
the results of the meeting were published in Securities
Times in the PRC, HKExnews and on the Company’s
website on 25 July 2011.

On 20 October 2011, the thirteen meeting of the Sixth
Board was convened at the Company’s registered
office, and the results of the meeting were published
in Securities Times in the PRC, HKExnews and on the
Company’s website on 21 October 2011.

On 22 December 2011, the first meeting of the Seventh
Board was convened at the Company’s registered
office, and the results of the meeting were published
in Securities Times in the PRC, HKExnews and on the
Company’s website on 23 December 2011.

On 30 December 2011, the first extraordinary meeting
of the Seventh Board was convened by way of written
resolutions, and the results of the meeting were published
in Securities Times in the PRC, HKExnews and on the
Company’s website on 31 December 2011.
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Working Report of the Board (continued)

2. Implementation of the Resolutions passed at the general meeting
by the Board

The dividend for 2010 of the Company was distributed by the
end of August 2011.

Brief Introduction of Directors, Supervisors and
Senior Officers

Brief introduction of Directors, Supervisors and Senior Officers are listed
in the above section headed “BRIEF INTRODUCTION OF DIRECTORS,
SUPERVISORS AND SENIOR OFFICERS” under the section
“DIRECTORS, SUPERVISORS, SENIOR OFFICERS AND STAFF”.

Public Float

The Company has complied with the requirement in respect of the
minimum public float during this reporting period and up to the latest
practicable date prior to the issue of this report.

Remuneration of Directors and Supervisors

Details of the remuneration of the Company’s Directors and Supervisors
are set out in note 16 to the Accounts prepared in accordance with
HKGAAP.

Individuals with the Highest Remuneration

The five individuals with the highest salaries paid by the Group during
the year 2011 were two directors and three middle managers. For
details, please refer to note 17 to the Accounts prepared in accordance
with the HKGAAP.
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Directors’ and Supervisors’ Rights to Acquire
Shares

At no time during the year was the Company, its holding company or
its fellow subsidiaries a party to any arrangements to enable any of the
Directors, the Supervisors, or their spouses or children under 18 years
of age to take advantage by acquiring shares in, or debentures of, the
Company or any other body corporate.

Service Contracts of Directors and Supervisors

None of the Directors and Supervisors has entered into a service
contract with the Company.

None of the Directors and the Supervisors has a service contract with
the Company which is not determinable by the Company within one year
without payment of compensation (other than statutory compensation).

Management Contracts

No contracts concerning the management and administration of the
whole or any substantial part of the business of the Company were
entered into or existed during the year.

Directors’ and Supervisors’ Interests in Contracts

None of the Company, its holding company, its controlling shareholder
fellow subsidiaries of the controlling company have entered into any
contracts in relation to the Company’s business in which any Directors
or Supervisors had a material interest, whether directly or indirectly at
the end of the year or at any time during the year.

Accounts

The Group’s results for the year ended 31 December 2011 and the
financial position of the Group and the Company as at 31 December
2011 prepared in accordance with HKGAAP and PRC accounting
standards are set out in section headed “ACCOUNTS PREPARED
IN ACCORDANCE WITH HONG KONG GENERALLY ACCEPTED
ACCOUNTING PRINCIPALS” and “ACCOUNTS PREPARED IN
ACCORDANCE WITH PRC ACCOUNTING STANDARDS”.

Financial Summary

A summary of the results, assets and liabilities of the Group prepared
in accordance with HKGAAP for the last five financial years and
PRC accounting standards for the last three financial years is set
out in section headed “SUMMARY OF FINANCIAL AND OPERATING
RESULTS”.

IR ERERGARAE
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Profit Distribution

In accordance with PRC accounting standards, the Group recorded a net
profit of approximately RMB76,024,000 for the year ended 31 December
2011, 10% of the net profit of the Company was transferred to the
statutory surplus reserves amounting to approximately RMB7,423,000.
The Board has recommended to distribute a final dividend at RMBO0.3
per 10 shares subject to the approval of the shareholders of the
following 2011 annual general meeting of the Company (equivalent to
approximately HK$0.368, tax inclusive) on 307,312,830 A Shares and
150,000,000 H Shares in issue, which is aggregated to be approximately
RMB13,719,000. The above recommendation will be submitted to the
2011 Annual General Meeting of the Company for approval.

Cash dividends of the Company in the past three years
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ResileBE(8R) EAER) EARE B E

Profit attributable to the As % of Profit attributable

equity holders of the to the equity holders of the

Company in consolidated Company in consolidated

statements (prepared in statements (prepared in

Amounts accordance with PRC accordance with PRC

(including income tax) accounting standards) accounting standards)

(AR#T) (AE#T) (%)

RMB RMB %

2010 22,865,641.50 97,256,602.75 23.51
2009 22,865,641.50 102,244,346.19 22.36
2008 13,719,384.90 33,965,477.41 40.39
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Principal Activities and Geographical Analysis of
Operations

The turnover of the Group and the Company in various geographical
locations is set out in note 6 to the Accounts prepared in accordance
with the HKGAAP.

Changes in Share Capital and Shareholders

Changes in share capital and shareholders are set out in the above
section headed “CHANGES IN SHARE CAPITAL AND SHAREHOLDERS”

Reserves

Movements in the reserves of the Group and the Company during the
year 2011 are set out in Consolidated Statement of Changes in Equity to
the Accounts prepared in accordance with the HKGAAP, and Statement
of Changes in Shareholder’s Equity prepared in accordance with PRC
accounting standards, respectively.
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Fixed Assets

Details of the movement in the fixed assets of the Group and the
Company during 2011 are set out in note 19 to the Accounts prepared
in accordance with the HKGAAP, and note 8.11 to the Accounts
prepared in accordance with PRC accounting standards.

Bank Loans and Other Borrowings

Particulars of bank loans and other borrowings of the Group and
the Company as at 31 December 2011 are set out in note 33 to the
Accounts prepared in accordance with the HKGAAP, and notes 8.16,
8.25 and 8.27 to the Accounts prepared in accordance with the PRC
accounting standards.

Interest Capitalised

During the vyear, interest capitalised in respect of loans borrowed
by the Group for financing its construction-in-progress amounted to
RMB3,926,000.

Staff Quarters

The Group did not sell any staff quarters to its employees during the
year ended 31 December 2011 but was required to contribute 8% of
the basic wages of the Group’s staff to the accommodation scheme
managed by the Shandong Province Zibo Municipal Finance Bureau
in accordance with the relevant regulations implemented by the PRC
government authorities since 1 January 1998. For the year ended 31
December 2011, contributions to the accommodation scheme made by
the Group in this respect amounted to approximately RMB8,740,000.

Staff Basic Medical Insurance

Pursuant to the Plan for Implementation of Basic Medical Insurance
System for Urban Employees promulgated by the Shandong Provincial
Government and the Schedule for Establishment of Medical Insurance
System for Urban Employees implemented by Zibo Municipal
Government, the Company joined the above-mentioned Medical
Insurance System for Urban Employees in December 2004. For the year
ended 31 December 2011, the total contribution of the Group to the
staff basic medical insurance was approximately RMB10,910,000.

IR ERERGARAE
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Preferential Tax Treatment

According to the formal notice (Code Guo Ke Fa Huo No. (2012) 19)
issued by the Department of Science and Technology of Shandong
Province, Shandong Province Finance Bureau, National Taxation
Bureau of Shandong and Local Taxation Bureau of Shandong Province,
stating that the Company is recognised as a new and high technology
enterprise, the recognition will be valid for three years, from 2011 to
2013. According to the Law of the People’s Republic of China on
Enterprise Income Tax, the income tax to be levied on the Company will
be 156% from the award of the recognition.

Designated Deposits

For the year ended 31 December 2011, the Group had neither placed
any deposits with any non-banking financial institutions, nor had it
placed any designated deposits. The Group does not have any overdue
time deposits.

Important Issues

Important issues of the Company for the year 2011 are set out in the
section headed “IMPORTANT ISSUES”.

Major Customers and Suppliers

The percentages of purchases and sales attributable to the Group’s five
largest suppliers and five largest customers were 10.74% and 19.19%
of the Group’s total purchases and total sales, respectively, for the year
ended 31 December 2011.

The percentages of purchases and sales attributable to the Group’s
largest supplier and largest customer were 2.80% and 6.28% of the
Group’s total purchases and total sales, respectively, for the year ended
31 December 2011.

As far as the Directors are aware, none of the Directors or any of
their associates (within the meaning of the Listing Rules), or those
shareholders which own more than 5% of the share capital of the
Company have an interest in any of the above customers or suppliers of
the Group during the year.
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Purchase, Sale and Redemption of the Company’s
Listed Securities

During the year ended 31 December 2011, neither the Company nor
any of its subsidiaries had redeemed, purchased or sold any of the
Company'’s listed securities.

Pre-emptive Rights

According to the Company’s Articles of Association and the laws of the
PRC, there is no provision for pre-emptive rights.

Retirement Scheme Arrangements

The Group participates in the State Social Retirement Scheme (the
“Scheme”) and pays the insurance premium in accordance with the
particular regulation issued by the local municipal government whereby
it is required to make an annual contribution of 19% of the total salaries
and bonuses paid to staff. In turn, the local municipal government
undertakes to assume the retirement benefit obligations of all existing
and future retirees of the Group. Contributions to the Scheme are
charged to the profit and loss account as and when they are incurred.
For the year ended 31 December 2011, the total contribution of the
Group to the Scheme was approximately RMB30,479,000.

Insiders Registration and Management on Insider
Information

In 2010, the Board of the Company considered and approved the
Insiders Registration and Management System on Insider Information
KRB EEMNBEAELEEFIE)), followed by strict implementation.
No cases of non-compliance were discovered during the year.

IR ERERGARAE
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Connected Transactions

Significant connected transactions carried out in the normal course of
the Group’s business are summarised as follows:

ot —Z-F
2011 2010
AREFT ARETT
RMB’000 RMB’000
HEEREAFIIRNERESE With immediate holding company Shandong Xinhua
FREEATRAMEAT Pharmaceutical Group Company Limited and
its subsidiaries
— HEKE IR REER — Sale of water, electricity, steam and waste materials 10,667 10,824
— KEEMH — Purchase of raw materials 52,696 64,408
— YNBEEFAFEE — Payment of annual trademark licence fee 1,100 1,100
— R BEKA — Design fees income 116 5
—HexH — Rental expenses 500 500
— ERRZKBATREERX — Impairment losses on amounts due
from fellow subsidiaries - 12,474
BRARMEBAT — EBEMAEM LT With fellow subsidiary - China Shandong Group Ltd.
— HECERMER TR — Sale of bulk pharmaceuticals and chemical raw materials 29,057 —
HEELR With associates
— RERMH — Purchase of raw materials 276 29
—HEK -F - AREHR — Sale of water, electricity, steam 447 656
EIFRRERRE With non-controlling interests shareholders
— HEECERNERCTRRY — Sale of bulk pharmaceuticals and chemical raw materials 157,367 130,031
— EEL TR RKER — Purchase of chemical raw materials and
water, electricity, steam 447 838
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—REBIEFERKD - 2010F € M20114F
ERBABBARABRRERSHENTE
BB -

ARRGZBEMCEEREEESAMAE
B B B B LR R IS E R 530005 [ &
RREHBEMBEMUIIZZRBEZE IR
EZEERGMAEEMN(EBHB)E
7405 RN E R LR B AT ERER
ZEVREEN K | MERNEENFAERMER
5 o ZBEDE R IE £ AR RIS 14A.38(F H &
BEREBBLLMF  HHHAYAEECDEKE
MEERZ S EIRMEET o — 0 EE K
MEIRS R G BB AT -

IR ERERGARAT
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED

In the opinion of the Directors (including the Independent Non-Executive
Directors), the above transactions were carried out in the ordinary and
usual course of the Group’s business and on normal commercial terms.
The aggregate amount of the above transactions for each of the years
2010 and 2011 did not exceed the annual cap approved in the general
meeting of the Company.

The Company’s auditor was engaged to report on the Group’s
continuing connected transactions in accordance with the Hong Kong
Standard on Assurance Engagements 3000 “Assurance Engagements
Other Than Audits or Reviews of Historical Financial Information” and
with reference to Practice Note 740 “Auditor’s Letter on Continuing
Connected Transactions under the Hong Kong Listing Rules” issued by
the Hong Kong institute of Certified Public Accountants. The auditor has
issued his unqualified letter containing his findings and conclusions in
respect of the continuing connected transactions disclosed by the Group
above under Rule 14A.38 of the Listing Rules. A copy of the auditor’s
letter has been provided to SEHK.
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Connected Transactions (continued)

(1)

On 28 October 2009, the Company and Shandong Xinhua
Pharmaceutical Group Company Limited (“SXPGC”) entered into
an agreement in relation to the Company and/or its subsidiaries
purchasing certain products and services from SXPGC and/or its
subsidiaries and the Company selling certain products to SXPGC
and/or its subsidiaries for a period of three years from 1 January
2010 to 31 December 2012 (the “SXPGC Agreement”).

In relation to the SXPGC Agreement, the annual cap for the
Company and/or its subsidiaries purchasing certain products and
services from SXPGC and/or its subsidiaries for the year 2011 is
RMB210,000,000 and the annual cap for the Company selling
certain products to SXPGC and/or its subsidiaries for the year
2011 is RMB350,000,000.

In relation to the Company and/or its subsidiaries purchasing
raw materials from SXPGC and/or its subsidiaries under the
SXPGC Agreement, the actual amount incurred in 2011 was
RMB52,696,000. In relation to the Company selling water,
electricity, steam and waste materials to SXPGC and/or its
subsidiaries under the SXPGC Agreement, the actual amount
incurred in 2011 was RMB10,667,000.

SXPGC holds and owns 36.32% of the total issued share capital
of the Company and is currently the largest shareholder and a
substantial shareholder of the Company. SXPGC is a connected
person of the Company under the Listing Rules. As a result, the
transactions under the SXPGC Agreement constitute continuing
connected transactions.

In relation to the above continuing connected transaction, the
Company issued an announcement on 28 October 2009.

On 7 December 1996, SXPGC granted the Company the
exclusive right to use the Trademark (the “Trademark Licence
Agreement”) for its existing and future products in and outside
the PRC at an initial annual fee of RMB600,000 increasing at the
rate of an additional RMB100,000 per year until the annual fee
reaches the cap of RMB1,100,000. Thereafter, the annual fee
shall remain at the level of RMB1,100,000 until the agreement is
terminated.

The Company paid the 2011 annual fee of RMB1,100,000 in
accordance with the Trademark Licence Agreement.

As SXPGC is a connected person of the Company, the
transactions contemplated under the Trademark Licence
Agreement constitute continuing connected transactions.

In relation to the above continuing connected transaction, the
Company issued an announcement on 28 October 2009.

IR ERERGARAE
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Connected Transactions (continued)

©)

On 28 October 2009, the Company and Eastwest United Group,
Inc. (“Eastwest”) entered into an agreement in relation to the
Company supplying pharmaceutical products to Eastwest for a
period of three years from 1 January 2010 to 31 December 2012
(the “Eastwest Agreement”).

The annual cap for 2011 under the Eastwest Agreement is
RMB16,500,000.

The actual amount incurred in 2011 under the Eastwest
Agreement was RMB4,599,000.

Eastwest is a substantial shareholder of Zibo Xinhua-Eastwest
Pharmaceutical Company Limited, a subsidiary of the Company,
and therefore Eastwest is a connected person of the Company.
As a result, the transactions under the Eastwest Agreement
constitute continuing connected transactions.

In relation to the above continuing connected transaction, the
Company issued an announcement on 28 October 2009.

On 28 October 2010, the Company and L. Perrigo entered
into an agreement in relation to the Company supplying
pharmaceutical products to L. Perrigo and/or its affiliates for a
period of two years from 1 January 2011 to 31 December 2012
(the “New Perrigo Agreement”), which is automatically renewable
for a term of one year, unless terminated on six months’ written
notice.

The annual caps for 2011 under the New Perrigo Agreement is
RMB60,000,000.

The actual amount incurred in 2011 under the New Perrigo
Agreement was RMB45,965,000.

L. Perrigo is a subsidiary of Perrigo Company. Perrigo Company
is a connected person of the Company as it is the parent
company of Perrigo International, Inc., which is a substantial
shareholder of SINO-USA Zibo Xinhua-Perrigo Pharmaceutical
Company Limited (“Xinhua Perrigo”), a 50.1% owned subsidiary
of the Company. Accordingly, L. Perrigo, being a subsidiary of
Perrigo Company, is also a connected person of the Company
and the transactions under the Perrigo Agreement constitute
continuing connected transactions.

In relation to the above continuing connected transactions, the
Company issued an announcement on 28 October 2010.
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Connected Transactions (continued)
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Before Perrigo Company, the parent company of L. Perrigo,
became a connected person of the Company on 1 January
2007, the then associated company of the Company, Xinhua
Perrigo, and Perrigo China Business Trust, a subsidiary of
Perrigo Company, entered into a written agreement dated 3 July
2006 for a period of 10 years. At that time, the transaction was
not a connected transaction.

A major term of the agreement was that Perrigo China Business
Trust agreed to purchase 100% of Xinhua Perrigo’s output of the
pharmaceutical product up to 1,500 metric tons per year.

After Perrigo Company became a connected person of the
Company on 1 January 2007, the above transactions constituted
continuing connected transactions. The total consideration for
the 2011 was RMB106,803,000.

In relation to the above continuing connected transactions, the
Company issued an announcement on 5 September 2008.

On 28 April 2011, the Company and China Shandong Group Ltd
(“China Shandong”) entered into the China Shandong Agreement
in relation to the Company and/or its subsidiaries supplying bulk
pharmaceuticals and chemical products to China Shandong
(“China Shandong Agreement”). The term of the China Shandong
Agreement runs from the date on which the independent
shareholders approve the China Shandong Agreement to 31
December 2013 and each of the Company and China Shandong
is entitled to terminate the China Shandong Agreement by
providing three months’ written notice.

The annual cap for the China Shandong Agreement for 2011 is
RMB70,000,000.

The actual amount incurred in 2011 under the China Shandong
Agreement was RMB29,057,000.

China Shandong is a subsidiary of HHGC. HHGC is a substantial
shareholder of the Company and holds 36.32% equity interest
of the Company through its wholly owned subsidiary, SXPGC.
Accordingly, China Shandong, being an associate of HHGC,
is a connected person of the Company and the transactions
contemplated under the China Shandong Agreement constitute a
continuing connected transaction.

In relation to the above continuing connected transactions, the
Company issued an announcement on 28 April 2011.

IR ERERGARLE
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RNAREEEe (BREBYIERITES) The Board (including the independent non-executive Directors)
RE LT EBESIRIGER considered that all the above connected transactions and
BERXGeBREFRS MR A continuing connected transactions had been negotiated on
FARSREBATIHE  BiRR an arm’s length basis and were on normal commercial terms
—BEBETEKN BB S and in the ordinary course of business. They also considered
BIEATFEENRRIGERERA - the transactions had been entered into in accordance with the
W EFERENREZERNZ - relevant agreements terms that were fair and reasonable, and
the entering into the transactions was in the best interests of the
shareholders as a whole.
ZREERE R ATIEEREE S N A The disclosed related party transactions with associates in the
MR BARE X S0 3F E AR B 14AE auditors’ report were not continuing connected transactions
AT ZHENBEISNBES or connected transactions as defined by Chapter 14A of the
5o RN DM FHRAIE Listing Rules. All the transactions mentioned in this section were
UAEFTRATHBEERL FEERE connected transactions or continuing connected transactions as
R e defined by Chapter 14A of the Listing Rules.
% B Bib Auditors
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IR ERERGARAT
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED

The accounts of the Company and the Group for this year are prepared
in accordance with HKGAAP and PRC accounting standards and have
been audited by SHINEWING (HK) CPA Limited and ShineWing, Certified
Public Accountant, PRC respectively.

The Company intends to re-appoint SHINEWING (HK) CPA Limited and
ShineWing Certified Public Accountant as international auditors and PRC
auditors of the Company respectively for the year 2012 at the annual
general meeting for the year 2011 to be held in 2012.

By order of the Board
Zhang Daiming
Chairman

Zibo, Shandong, PRC
23 March 2012
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To All Shareholders,

In 2011, all members of the supervisory committee of the Company (the
“Supervisory Committee”) actively performed their tasks in protecting the
interests of the Company and its shareholders in accordance with the
requirements of the Company Law of the PRC, the Company’s articles
of association (the “Articles of Association”) and the relevant PRC laws
and regulations. The Supervisory Committee also performed the various
duties assigned to it by the Articles of Association in an active, diligent
and faithful manner.

The Supervisory Committee convened five meetings this year:

The eleventh meeting of the Sixth Supervisory Committee was convened
at the Company’s registered office on 18 March 2011, in which the
following resolutions were passed:

(1) To approve the report of the Supervisory Committee for the year
2010;

2) To approve the annual report and announcement of results for
the year 2010;

3) To approve the audited accounts of the Company for the year
2010;

(4) To approve the resolution in respect of the provisions for
diminution in value of assets and treatment of related losses;

5) To approve the proposal in respect of the estimate of continuing
connected transactions and the use of funds for the year 2010;

(6) To approve the report of self-evaluation of the Company’s
internal control for the year 2010;

On 28 April 2011, the twelfth meeting of the Sixth Supervisory
Committee was convened at the Company’s registered office to approve
the first quarterly report of 2011.

On 22 July 2011, the thirteen meeting of the Sixth Supervisory
Committee was convened at the Company’s registered office to approve
the 2011 interim report of the Company and the connected transactions
for the first half of 2011.

On 20 October 2011, the fourteen meeting of the Sixth Supervisory
Committee was convened at the Company’s registered office to approve
the third quarterly report of 2011.

IR ERERGARLE
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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IR ERERGARAT
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED

On 22 December 2011, the first meeting of the Seventh Supervisory
Committee was convened at the Company’s registered office to elect
Mr. Li Tianzhong as the Chairman of the Supervisory Committee of the
Company.

Members of the Supervisory Committee attended the board meetings of
the Company and exercised effective supervision as to whether business
decisions made by the Board of Directors were in compliance with the
laws and regulations of the PRC and the Articles of Association, and
in line with the development of the Company and also in the interests
of the shareholders of the Company. The Supervisory Committee
considered that the Board of Directors exercised its powers in
accordance with the law.

In the opinion of the Supervisory Committee, the actual use of the
proceeds from the latest issue of new shares was in compliance with the
undertakings made by the Company and all the connected transactions
that took place during the year were fair and reasonable.

The Supervisory Committee has carried out its duties diligently. The
Supervisory Committee has carefully reviewed the accounts and the
Report of the Directors to be submitted by the Board of Directors to the
2011 Annual General Meeting and has not found anything contained
therein to be questionable. In the opinion of the Supervisory Committee,
the financial report for the year 2011 reflects the true financial position
and results of the Company.

Save and except for the legal action instituted by the Group against
five companies including Shandong Xinkanggi Phamaceutical Co., Ltd.
for an aggregate sum of approximately RMB 60,730,000 in receivables
owed to the Company by such parties, the Group was not involved in
any significant litigation.

Shandong Xinhua Pharmaceutical Trade Co., Ltd., a wholly-owned
subsidiary of the Company, incurred relatively heavy economic losses
due to large credit lines extended to its customers. The Company failed
to maintain effective internal control over financial reporting in all material
aspects in accordance with the Basic Standards for Corporate Internal
Control ({12 R 302 H| E AR €5)) and other relevant provisions.

The Company was not involved in any significant litigation during the
year.

By order of the Supervisory Committee
Chairman of Supervisory Committee
Li Tianzhong

Zibo, Shandong, PRC
23 March 2012
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Save and except for the legal action instituted by the Group
against five companies including Shandong Xinkanggqi
Pharmaceutical Co., Ltd. for an aggregate sum of approximately
RMB 60,730,000 in receivables owed to the Company by such
parties (in respect of which the Company suffered has reflected
in its accounts an impairment loss of RMB48,590,000 as a result
thereof), the Group was not involved in any material litigation or
arbitration and no material litigation or arbitration is pending or
threatened or was made against the Group during the reporting
period.

During the reporting period, there were no material acquisitions
and sales of assets, nor any material acquisitions and mergers.

In the reporting period, there was no trust, subcontract or lease
of assets between the Company and other companies.

During the reporting period of the annual report, there was no
other material guarantee provided by the Company nor had
any material guarantee provided by the Company not been fully
performed.

The Company did not appoint any custodian for the management
of funds.

None of the Company, the Directors and the Senior Officers has
been penalised by any PRC authorities during the year ended 31
December 2011.

The Company or its shareholders holding more than 5% of
shares of the Company, have disclosed undertakings: Nil

The related party transactions are as set out in the Note 9 to
the Accounts prepared in accordance with PRC accounting
standards.

During the reporting period, the Company did not provide funds
to the connected parties, and the connected parties did not
provide funds to the Company.

IR ERERBARLE
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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Important Issues (continued)

10, ZEED 10.  Auditors
BRAGEEESFMSERFERIAT The auditors of the Company and respective remuneration
RIB A R [ EhEmEN S | — & o of auditors are set out in the section headed “Auditors’
remuneration” disclosed in the “CORPORATE GOVERNANCE
REPORT”".
1. FHEEMETARREBR (AR 11.  Information about holding other listed companies (RMB)
7T)
RENREE
- gEoes
NERELE 12 3:4:] MXEREE Change of
BHmE Initial  Proportion of Book value HERIRE  shareholder’s
BHEKB Abbreviated investment equity interest of end of Profit/loss equity of
Stock Code Name amount in investee this period  of this period this period
601601 HEIRR 7,000,000.00 0.06%  96,050,000.00 1,750,000.00  (18,450,000.00)
China Pacific Insurance
601328 RBRIT 14,225,318.00 0.02%  36,822,016.00 149,440.00  (4,124,544.00)
BANKCOMM
At 21,225,318.00 — 132,872,016.00 1,899,440.00  (22,574,544.00)
Total
12. REMESAW BB KPEF 12. Information of reception research, communication and interview
BIFENE
RRNIBEAZTREHNEH
3eded ) BEE BHHX Efls Main content of the discussion
Reception time Reception location  Reception method  Reception objects  and the information provided
201145R24H RAMEAT B BEES (BB) TRAREAFRRERRAE
SRERERAA
24 May 2011 Office address of Field study Guosen Securities Understand the basic information and
the Company (HK) Financial the prospect of the Company’s
Holdings Company development
Limited
201158718H ARIEA B it TIRER TRRARERBELRERERE
18 August 2011 Office address of Field study Hongyuan Securities  Understand the basic information and
the Company the prospect of the Company’s

IR ERERGARAT
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED

development
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TO THE SHAREHOLDERS OF

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED

(a joint stock limited company established in the People’s Republic of
China with limited liability)

We have audited the consolidated financial statements of Shandong
Xinhua Pharmaceutical Company Limited (the “Company”) and its
subsidiaries (collectively referred to as the “Group”) set out on pages 79
to 171, which comprise the consolidated statement of financial position
as at 31 December 2011, and the consolidated income statement, the
consolidated statement of comprehensive income, the consolidated
statement of changes in equity and the consolidated statement of cash
flows for the year then ended, and a summary of significant accounting
policies and other explanatory notes.

Directors’ responsibility for the consolidated
financial statements

The directors of the Company are responsible for the preparation of
the consolidated financial statements that give a true and fair view in
accordance with Hong Kong Financial Reporting Standards issued
by the Hong Kong Institute of Certified Public Accountants and the
disclosure requirements of the Hong Kong Companies Ordinance, and
for such internal control as the directors of the Company determine
is necessary to enable the preparation of the consolidated financial
statements that are free from material misstatement, whether due to
fraud or error.

Auditor’s responsibility

Our responsibility is to express an opinion on these consolidated financial
statements based on our audit and to report our opinion solely to you,
as a body, in accordance with our agreed terms of engagement and for
no other purpose. We do not assume responsibility towards or accept
liability to any other person for the contents of this report. We conducted
our audit in accordance with Hong Kong Standards on Auditing issued
by the Hong Kong Institute of Certified Public Accountants. Those
standards require that we comply with ethical requirements and plan
and perform the audit to obtain reasonable assurance as to whether the
consolidated financial statements are free from material misstatement.

IR ERERGARLE
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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IR ERERGARAT
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED

An audit involves performing procedures to obtain audit evidence about
the amounts and disclosures in the consolidated financial statements.
The procedures selected depend on the auditor’s judgment, including
the assessment of the risks of material misstatement of the consolidated
financial statements, whether due to fraud or error. In making those
risk assessments, the auditor considers internal control relevant to
the entity’s preparation of the consolidated financial statements that
give a true and fair view in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing
an opinion on the effectiveness of the entity’s internal control. An audit
also includes evaluating the appropriateness of accounting policies used
and the reasonableness of accounting estimates made by the directors
of the Company, as well as evaluating the overall presentation of the
consolidated financial statements.

We believe that the audit evidence we have obtained is sufficient and
appropriate to provide a basis for our audit opinion.

Opinion

In our opinion, the consolidated financial statements give a true and fair
view of the state of affairs of the Group as at 31 December 2011 and of
the Group’s profit and cash flows for the year then ended in accordance
with Hong Kong Financial Reporting Standards and have been properly
prepared in accordance with the disclosure requirements of the Hong
Kong Companies Ordinance.

SHINEWING (HK) CPA Limited
Certified Public Accountants

Chong Kwok Shing

Practising Certificate Number: P05139

Hong Kong
23 March 2012
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Prepared under Hong Kong Generally Accepted Accounting Principles
BE-Z——F1+-A=1t—-HLFE

For The Year Ended 31 December 2011

AW R

Consolidated Income Statement

2011 2010
Bt AR¥TFiT AR T
NOTES RMB’000 RMB’000
- %] Revenue 5 2,917,860 2,589,447
$HE AR Cost of sales (2,369,697) (2,108,507)
EF Gross profit 548,163 480,940
& W= Investment income 7 4,105 5,625
H W e Other income 8 46,335 21,884
Hi A Other expenses 9 (34,658) (35,187)
DIERHEEER Distribution and
selling expenses (214,103) (145,900)
EREH Administrative expenses (235,613) (184,500)
B8R Finance costs 10 (28,098) (19,155)
FE(REE & 1 &) A Share of profit of an
associate 23 5,141 5,260
R F5 A1 s A Profit before tax 91,272 128,967
ST E R Income tax expense 11 (13,302) (22,159)
FE i A Profit for the year 12 77,970 106,808
DTEEEEEERT : Profit for the year
attributable to:
PNNETIIF =N Owners of the Company 74,375 101,299
IR R 2 Non-controlling interests 3,595 5,509
77,970 106,808
SREBF —EXREE Earnings per share
— basic and diluted 14 RMBO0.163 RMBO0.222

IR ERERGARAE
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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Consolidated Statement of Comprehensive Income For The Year Ended 31 December 2011
—
2011 2010
Bt AR¥TFIT AR T
NOTE RMB’000 RMB’000
FERA Profit for the year 77,970 106,808
HEte2mE(EA) K - Other comprehensive
(expense) income:
BINEBREEE 2 Exchange differences arising on
MEH ZEHE translation of a foreign operation (864) (924)
AHHEZIREEE Y Fair value loss arising on
NREEE available-for-sale investments (22,574) (42,432)
RNA e 7R A HE%  Reclassification adjustments for the
BETABZZ cumulative gains included in profit
2R IEEF HEFAR  or loss upon disposal of
available-for-sale investments - (54)
HEMEPERKESEXR Income tax relating to components
BEZHEH of other comprehensive income 35 3,386 6,373
FERREHM Other comprehensive expense for
2EEHR the year, net of tax (20,052) (87,037)
FERXEKSEHR Total comprehensive income
for the year 57,918 69,771
DTEEEMEZE Total comprehensive
R ¥ - income attributable to:
ViN/NEI TP =N Owners of the Company 54,625 64,585
FEVE AR HE 2 Non-controlling interests 3,293 5,186
57,918 69,771

IR ERERGARLE
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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Prepared under Hong Kong Generally Accepted Accounting Principles

R=F——%+=-A=+-H
As at 31 December 2011

e B IRR &

Consolidated Statement of Financial Position

2011 2010
B it AR¥TFrT AR For
NOTES RMB’000 RMB’000
ERBEE Non-current assets
ME  BENMKE Property, plant and equipment 19 1,065,521 1,007,323
FEEIR Construction in progress 20 363,330 120,261
TR Prepaid lease payments on land
TENHEERE use rights 21 217,022 222,703
KEYE Investment properties 22 37,142 35,707
R E R RIS Interest in an associate 23 21,761 16,620
AHEEZRE Available-for-sale investments 24 136,072 158,646
RLFAETREE Deferred tax assets 35 16,588 3,418
TEfTER i Prepayments for acquisition of
EAEZFIA land use rights 31,787 9,652
1,889,223 1,574,330
mE)EE Current assets
T8 Inventories 25 423,789 401,543
FEUWBRE R R B EUL NI Trade and other receivables 26 389,356 375,963
T E AR Prepaid lease payments
FERHEERIE on land use rights 21 5,711 5,741
FEULE R B A R FRIA Amounts due from
fellow subsidiaries 27 6,600 37
FEN Y & Tax recoverable 3,504 1,289
BRI RITIF R Pledged bank deposits 29 31,263 35,980
BITERMEBES &S Bank balances and cash 30 267,966 368,070
1,128,189 1,188,623
S EEFEHE 2 EE Assets classified as held for sale 31 - 9,646
1,128,189 1,198,269
mBAR Current liabilities
BRI NEMENMNIIE  Trade and other payables 32 485,119 490,302
JE 15 IS Dividend payables 15,111 13,612
FEA R R B B A R SR IE Amounts due to fellow subsidiaries 27 2,835 6,087
FESTHS & 2 R FRIB Amount due to an associate 28 61 2
JEET Tax payable 608 3,061
B Borrowings 33 475,147 200,000
978,881 713,064
Hmy|AFEEEE Liabilities associated with assets
HBMENRE classified as held for sale 31 - 1,166
978,881 714,230
REHEERHE Net current assets 149,308 484,039
HEERTDAR Total assets less current liabilities 2,038,531 2,058,369

IR ERERGARAE
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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Consolidated Statement of Financial Position (continued) Ri?;gﬁ;;;iij;ﬁ

—
2011 2010
B it AR¥TFIT ARETFT
NOTES RMB’000 RMB’000
BERE MW Capital and reserves
f& 7 Share capital 34 457,313 457,313
EE Reserves 1,246,949 1,206,043
Rk < BARR 8 Proposed final dividend 13,719 22,866
RAFFTA ANEhERS Equity attributable to owners of
the Company 1,717,981 1,686,222
FEIEIR R Non-controlling interests 39,807 38,010
HER Total equity 1,757,788 1,724,232
FRBAE Non-current liabilities
RIEFIEHRAE Deferred tax liabilities 35 5,570 2,871
BEx Borrowings 33 213,321 275,528
RN Deferred income 36 61,852 55,738
280,743 334,137
2,038,531 2,058,369
FIOEBEFITIBEZRAUBERER-E The consolidated financial statements on pages 79 to 171 were
——F-"A-t=-BERESTeHENLTE approved and authorised for issue by the board of directors on 23
D WEHNATALIRRBES March 2012 and are signed on its behalf by:
R HNE Zhang Daiming Zhao Songguo
- o Director Director

IR ERERGARLE
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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For The Year Ended 31 December 2011 Consolidated Statement of Changes in Equity
LV PN: U
Attributable to owners of the Company
RE WftiHeEz
Bx BREARE RFoRe REEE ERRHE RERR  RtEFE ERGF RERY  REGE it FRRESR by
Available-
Asset  for-sale Non-
Share Share Capital  Reserve revaluation investment Other Exchange  Retained  Dividend controlling
capital  premium reserve funds reserve reserve reserve reserve  earnings reserve Total interests Total

NEBTFT NREFT NEEFT ANRETT AREFT AREFT ARETT ANRETT ARETT AREFT AREFT AREFT AREFT
RMB'000  RMB'000  RMB'000  RMB'000  RMB'000  RMB'000  RMB'000  RMB'000 ~ RMB'000  RMB'000  RMB'000  RMB'000  RMB'000
(i) (Wi#p) (Wit (Hizta)
(Note b) (Note b) (Note c) (Note a)

RZZ-2F-A-H
At 1 January 2010 457,313 466,618 78,642 177,317 25,850 150,201 481 340 264,875 22,866 1,644,508 36,318 1,680,821

FERENGRLT
Total comprehensive income
for the year - - - - - (36,113)

(601) 101,299 - 64,585 5,186 69,771

EEREEA
Transfer from retained

eamings - - - 6,548 - - - - (6,548) - - - -
AT ERER 2 RS
Dividends paid to

non-controling interests - - - - - - - - - - - (3,494) (3,494)
BARDELRE (H213)
Dividends recognised

as distribution (Note 18) - - - - - - - - - (22,866) (22,866) - (22,866)
RE-S-TFRERE

(Hrzt13)
Proposed 2010 final

dividends (Note 13) - - - - - - - - (22,866) 22,866 - - -

IR ERERGARAE
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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Consolidated Statement of Changes in Equity (continued) Fm%iii:;i‘g?ﬁé;;i};f

S
LV PN: U
Attributable to owners of the Company
RE WfiHEe
Bx BRARE RFoRe REEE ERRHE RERA  RtEFE ERHF RERY  BEGE At FRRER o hy
Available-
Asset  for-sale Non-
Share Share Capital  Reserve revaluation investment Other Exchange  Retained  Dividend controlling
capital  premium reserve funds reserve reserve reserve reserve  earnings reserve Total interests Total
NERTT ARETT NRETT ANEETT AEEKTT ARETT ANEETT ANRETT AEETT ARETT ABKTT ARETT AEETT
RMB'000  RMB'000  RMB'000  RMB'000  RMB'000  RMB'000  RMB'000  RMB'000  RMB000  RMB'000  RMB'000  RMB'000  RMB'000
(zty)  (Wzv) (W) (Wita)
(Note b) (Note b) (Note c) (Note a)
KZZ-Z%
+ZA=+-8
At 31 December 2010 457313 466,618 78,642 183,865 25860 114,088 481 (261) 336,760 22,866 1,686,222 38,010 1,724,232
FERENGLR
Total comprehensive income
for the year - - - - - (19,188) - (562) 74,375 - 54,625 3,293 57,918
EEREEN
Transfer from retained
eamings - - - 7,428 - - - - (7,423 - - - -
R FHEERER RS
Dividends paid to
non-controling interests - - - - - - - - - - - (1,496) (1,496)
BREDEZRE (H213)
Dividends recognised
as distribution (Note 13) - - - - - - - - - (22,866)  (22,866) - (22,866)
BE-Z--£50ks
(Hizt13)
Proposed 2011 final
dividends (Note 13) - - - - - - - - (13,719 13,719 - - -
RZF-——F
+-A=+-8
At 31 December 2011 457313 466,618 78642 191,288 25,850 94,900 481 (823) 389,993 13,719 1,717,981 39,807 1,757,788

IR ERERGARLE
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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Consolidated Statement of Changes in Equity (continued)

BEFEARAME ((HEDABEREK
REAZRARER(ARER]) - BRB&EHN
BRATRFDIK :

M FRTEE

@) FRER B B 18 05 F) 2 10% 88 8 =04
BHRAER BEATBRHBAEES
BMEEFMERZ50% - A HHEIE
):)'

(©) BREERRRERRGBBZE
BESHLEE R

(4) RRR 2 IKAELE -

BRSATABAES 2 S REMKEBRT
SR EARARZEERE P ZBRBEER G

o

Bt B A BITRRBMESL - WL
BOTREER - BARELIREEARF
MEECERERBRNHIERABREET
HREREETRARAZE - BETEARH
ER BARTRE RRMEERREMARE
DA A

Notes:

Pursuant to the relevant regulations in The People’s Republic of China (the
“PRC”) and the Company’s Articles of Association (the “Articles”), profit after
tax shall be appropriated in the following order :

(1) make up accumulated losses;

) transfer 10% of the profit after tax to the statutory surplus reserve.
When the balance of the statutory surplus reserve reaches 50% of the
registered capital, such transfers need not be made;

(3) transfer to the discretionary surplus reserve an amount approved by
the shareholders in general meetings; and

(4) distribute dividends to shareholders.

The amount transferred to the statutory surplus reserve shall be based on the
profit after tax in the statutory accounts prepared in accordance with the PRC
accounting standards.

Share premium account and capital reserve

Share premium account arose from issues of shares net of issuing expenses.
Capital reserve comprises mainly surplus between the appraised value of
assets and value of shares issued when the Company was converted from
a state-owned enterprise to a joint stock limited company. According to the
relevant regulations in the PRC, capital reserve and share premium account
can only be used to increase share capital.

HEES (©) Reserve funds

EEBRBLOES EERRLOES @t

Statutory surplus Discretionary
reserve surplus reserve Total

(K1) (K 33i)

(note (i) (note (i)
AREFT ARBFor AREFT
RMB’000 RMB’000 RMB’000
R-ZE—ZTF—HF—H At 1 January 2010 115,771 61,546 177,317
HEHRE AT Transfer from retained earmnings 6,548 - 6,548
R-ZT—ZF+-F=+—H At 31 December 2010 122,319 61,546 183,865
HEHREAF Transfer from retained earmnings 7,423 - 7,423
R-ZT——F+-A=+—H At31 December 2011 129,742 61,546 191,288

IR ERERGARAE
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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For The Year Ended 31 December 2011

Biat : (#)

()

IR ERERGARLE
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED

HRER ()

()

EERBATED

AEBSFARRTEATRR
Z B B & T (40 4K AR o B o A 2%
AREZEXTERBERMER) 2
10% HEREEFRHRAES H
EREBESEMBAN0% - %2
B ARBERENSEEZER
SAEINARAS © BR AAER A E IR SN -
EAEMBETEERAESHE
ER M E AR 225% -

ETEAHIES

TEBHLAEETNEBEFANPTIRE
M2 - FERRRBEKRE L4t
R RTRSAARRIERNDE
EZBERIEMEA - M AEEE
HZ E R EB VAL BRRIRBRRA
g LHE -

H A &

HisfE#E B IFER R REEHE R REE
EZENREZARERBREIEZEFE
EZEREERZEZH -

Notes: (Continued)

()

Reserve funds (Continued)

(i)

(i

Statutory surplus reserve

The Group is required in each year to transfer 10% of the profit after
tax as reported in the statutory accounts prepared in accordance with
the PRC accounting standards to the statutory surplus reserve until
the balance reaches 50% of the registered share capital. This reserve
can be used to make up any losses incurred or to increase share
capital. Except for the reduction of losses incurred, any other usage
should not result in this reserve balance falling below 25% of the
registered capital.

Discretionary surplus reserve

The discretionary surplus reserve was set up by means of appropriation
from the retained earnings. Subject to approval by shareholders in
general meetings, the reserve can be used to reduce any losses
incurred and to increase share capital. Any transfers to the reserve
also require the approval of shareholders in general meetings.

Other reserve

Other reserves represent the difference between the fair value of the
consideration paid and the relevant share of carrying value of the subsidiaries’
net assets acquired from the non-controlling interest shareholders.
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Consolidated Statement of Cash Flows

2011 2010
ARETFT AREFT
RMB’000 RMB’000
BEEH OPERATING ACTIVITIES
754 B A Profit before tax 91,272 128,967
HE: Adjustments for:
+ b fE R 2 FERS Amortisation of prepaid lease payments on
THERTHEY land use rights 5,711 5,741
SN ¥ Amortisation of technical know-how - 117
ME - B K RE Depreciation for property, plant and equipment
REMEZIE and investment properties 129,016 120,285
RITFIBIA Bank interest income (2,206) (2,631)
LA ON Compensation income (7,907) -
AHEEEREZREKA Dividend income from available-for-sale
investments (1,899) (2,994)
HERHEERE 2 e Gain on disposal of available-for-sale investments - (54)
HEBE QA2 W Gain on disposal of an associate (1,967) -
AFLEZEEY Impairment loss on assets classified
BEER as held for sale - 3.087
B%8 R Finance costs 28,098 19,155
HEME BER Loss on disposal of property, plant and
Rl BB equipment 11,345 13,030
NI b Share of profit of an associate (5,141) (5,260)
JE U B TR R A E Ui Reversal of impairment loss on trade and
REREBERR other receivables (216) (691)
U Bl DA B 6 2 BR Bad debts recover of trade and other receivables - (120)
BOoFERE Reversal of allowance for inventories (8,890) -
FEY R R T8 A R Impairment loss on amounts due from
FIEZmEEE fellow subsidiaries - 12,474
JE U BR 70 R A E U Impairment loss on trade and other receivables
FIAZ REEE 51,681 1,602
B EN FIE Waiver of trade payables (1,586) —
FEMOR Write-down of inventories 5,440 8,905
BT B Government grant (29,259) (12,545)
LEESEHANZ Operating cash flows before movements
RERERE in working capital 263,492 289,968
FEE Increase in inventories (18,796) (66,228)
7 5 B 2R K L At FE U Increase in trade and other receivables
BN (57,815) (61,569)
EEEERARRIERY  Decrease in amount due from immediate
holding company - 8,465
A EE NG B =Rl Increase in amounts due from fellow subsidiaries (6,563) (12,511)
B MEAMEN (Decrease) increase in trade and other payables
FIECHA) Em (4,890) 5,337
JRE < Bk 5 X B FRIESE Increase (decrease) in amount due to an
(R ) associate 59 (496)
NI NG (Decrease) increase in amounts due to
=aE CRLA) #20 fellow subsidiaries (3,252) 6,087
KEEERE Cash generated from operations 172,235 169,053
B ERH Income tax paid (25,055) (30,041)
BETHELENRERE NET CASH FROM OPERATING ACTIVITIES 147,180 139,012

IR ERERGARAE
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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Consolidated Statement of Cash Flows (continued) ‘ éf:y%_gfjéﬁi-'—_fi;f
or e Year £nade ecember

2011 2010
ARBTFT AREFT
RMB’000 RMB’000
BETE INVESTING ACTIVITIES
Y EZEIRERIE Payment for construction in progress (376,376) (111,746)
BAME  BEMKRE Purchases of property, plant and equipment (63,690) (55,494)
BAKREME Purchases of investment properties (4,692) (1,701)
BRI FEROR D Decrease in pledged bank deposits 4,717 1,516
& fsE PR 2 TR Increase in prepaid lease payments
&L N on land use rights - (36,200)
FE [ EE BN £ Hh (5 A R Prepayments for acquisition of land use rights
ZFRIA (22,135) (9,652)
HEBGNTRZFSHIE  Proceeds from disposal of an associate 11,613 —
HEWE  WERKREZ  Proceeds from disposal of property,
Fris 8 plant and equipment 1,695 7,132
W B s & N B AR B Dividends received from an associate — 3,000
BB A HERE Dividends received from available-for-sale
2B investments 1,899 2,994
HEMNHREEREZ Proceeds from disposal of available-for-sale
ZIECE Q] investments - 518
2 WEERTTF B Bank interest received 2,206 2,631
BREFHBRAHRLPE  NET CASH USED IN INVESTING ACTIVITIES (444,763) (197,002)
MEID FINANCING ACTIVITIES
2 U BT R B Government grant received 35,373 17,627
HIEE R New borrowings raised 564,940 180,000
EEEX Repayment of borrowings (352,000) (98,496)
2R LB Dividends paid (21,367) (15,086)
BRI IEERREZR 2 AR S Dividends paid to non-controlling interests (1,496) (3,494)
BAFIE Interest paid (27,971) (18,889)
MEETHELENR SRR NET CASH FROM FINANCING ACTIVITIES 197,479 61,662
BeRBAEEEM(ED) NET (DECREASE) INCREASE IN CASH AND
B/neE CASH EQUIVALENTS (100,104) 3,672
H—B—H®B&R CASH AND CASH EQUIVALENTS
REeEEED AT 1 JANUARY 368,070 364,398
R+-—RBR=+—HehH &R CASH AND CASH EQUIVALENTS
HEeEBEM(EMITHERR AT 31 DECEMBER, represented by
Be&EeR) bank balances and cash 267,966 368,070

IR ERERGARAT
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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—REH

WRHAEHERNDABRAF (AR
A ARPEEMARNDBERIE -
ARRABHHBR —ANAAF+Z—AK
FEEBARHMABRAR (BT
EW o BEARBIE-AAEFEAE
RYNBEHR S LT -

ARAAEER/EBREREEER
RAIRIIRFEBEEBEARAE
NAE([FHEBEEE]) DRI RARAR
REBERARNBERERRAR M
RARRAARRPEKZINEEBR
BEERA -

AAREMMEERTERE X MR
B BN AN FER AR ER] —

B o

FEEWBRRAARKZY - A
RETR/ARRNINEEE

ARABIREWBAR (BEAIAE
B X2HEH% WEREEL
BEats . B LT REMER -
VS EEESink

GENERAL

Shandong Xinhua Pharmaceutical Company Limited (the
“Company”) is a joint stock limited company established in the
People’s Republic of China (the “PRC”) with limited liability. The
H shares of the Company were listed on The Stock Exchange of
Hong Kong Limited (the “Stock Exchange”) in December 1996
and its A shares were listed at Shenzhen Stock Exchange in July
1997.

The directors of the Company regard Hualu Holdings Company
Limited, a state-owned limited liability company established in
the PRC, as the ultimate holding company and Shandong Xinhua
Pharmaceutical Group Company Limited (“SXPGC”), a wholly
state-owned limited liability company established in the PRC, as
the immediate holding company.

The addresses of the registered office and principal place
of business of the Company are disclosed in the “Company
Information” section to the annual report.

The consolidated financial statements are presented in Renminbi
(“RMB”), which is also the functional currency of the Company.

The Company and its subsidiaries (collectively referred to as the
“Group”) are principally engaged in the development, production
and sales of bulk pharmaceuticals, preparations, chemical and
other products, and commerce circulations.

IR ERERGARAE
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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Notes to the Consolidated Financial Statements

2. VHEMITREETINHEEM 2.  APPLICATION OF NEW AND REVISED HONG

HREHER KONG FINANCIAL REPORTING STANDARDS
(“HKFRSs”)

RAEE AEEERATIESE

AEHM AR BT REET

2B BETARRE (R (5

STRIEEET 2 BB IS RE L) o

In the current year, the Company has applied the following new
and revised standards, amendments and interpretations (“INTs”)
(herein collectively referred to as “new and revised HKFRSs”)
issued by the Hong Kong Institute of Certified Public Accountants
(the “HKICPA”).

BAMBHREED (BRTA) BERMBHRELA(ZT——F) 2808 - EBBM K ImEER
EIR(ZBTNFLIER]) 21E5] - MBEmELRETS
BB G EREIR REB G ERFE285E I

Improvements to HKFRSs issued in 2011 except for the
amendments to HKFRS 3 (as revised in 2008), HKFRS 7,
HKAS 1 and HKAS 28

BREMNERERBREBNBRELEMETREBELRER
BERER

Limited Exemption from Comparative HKFRS 7 Disclosures for
First-time Adopters

TR AT ERIF245% (EFT) RETRE

HKFRSs (Amendments)

BB BHEERE1GR (BFTA)

HKFRS 1 (Amendment)

HKAS 24 (Revised)

EE T ERIE325% (BFTA)

HKAS 32 (Amendment)

TE (AR BREREEES)—
ZEE145% (BRI )

HK(IFRIC)-INT 14 (Amendment)

TR (AR BRERERES)—
REFE195

HK(FRIC)-INT 19

FEOHENEUR(CSTAFRE
i) - FREALHE

BAEGTENFE24R (ZETAELK
ERT)[RETHREIERTRESZ
EECYHLCTHRAFEEER 25

= o

Related Party Disclosures
HARE DR
Classification of Rights Issues

BNHAEZKEESER

Prepayments of a Minimum Funding Requirement

NRARTERHECRAE
Extinguishing Financial Liabilities with Equity Instruments

HKAS 24 Related Party Disclosures (as revised in 2009)

HKAS 24 Related Party Disclosures (as revised in 2009) modifies
the definition of a related party and simplifies disclosures for
government-related entities.

MR AEER-—HRFEEERS -
SIABEB G ERE24R (—TFN
FREF ZBBEHRLEHAKEEE
B2 - AN B M H {th B2 BT AR
MERBYEBRLEBEARS  BE
AR ERHAEENZ2HLBEERKN

By 488
T

The disclosure exemptions introduced in HKAS 24 (as revised in
2009) will affect the Group because the Group is a government-
related entity. As the Group had no significant operating
transactions with other government-related entities, the revised
standards have no material impact on the Group’s presentation.

Hi il Ll ERYEEAEE The application of the other new and revised HKFRSs had no
EUARIFEFENTEREETMEKX material effect on the consolidated financial statements of the
HE o Group for the current or prior accounting periods.

IR ERERGARAT
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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BHFITREETNEEM
BHREEN(E)
ERWHENEAR (CEBAEE
BAT) - B A LW E ()
KEEY KRR THIEEMAIE
EE O LS
SARRE -

BBV R ELERE19 (BFTA)
HKFRS 1 (Amendment)

ERU B RELENETR (BFTA)
HKFRS 7 (Amendment)

HKFRS 7 (Amendment)

HKFRS 7 (Amendment)

BEM B MEERNFESR

HKFRS 9
BB B EER FE105
HKFRS 10
BB RS ERE1158
HKFRS 11
BB RS ERFE1258
HKFRS 12
BB B IREER FE 135
HKFRS 13

BB G EREIR (BFTR)
HKAS 1 (Amendment)
R EE 125 (BETA)
HKAS 12 (Amendment)
BB G ERIFE195 011 FEEE)
HKAS 19 (Revised 2011)
BB G ERFE27H (2011 FLETE)
HKAS 27 (Revised 2011)
BB G AT E R FE285% (2011 FLIETE)
HKAS 28 (Revised 2011)
BB HERIEI25 (BEFTR)
HKAS 32 (Amendments)
EE(BERMBHREREEES)
— ZEF20%
HK(IFRIC)-INT 20

APPLICATION OF NEW AND REVISED HONG
KONG FINANCIAL REPORTING STANDARDS
(“HKFRSs”) (Continued)

HKAS 24 Related Party Disclosures (as revised in 2009)
(Continued)

The Group has not applied in advance the following new and
revised standards, amendments or interpretations that have been
issued but are not yet effective.

B E = AR &SI B R ER A E 2 B E B A

Severe Hyperinflation and Removal of Fixed Dates for
First-time Adopters’

CRMIHE: BE-HEEeREE

Financial Instruments: Disclosures —
Transfers of Financial Assets!

BE —EHeREERERAR

Disclosures — Offsetting Financial Assets and
Financial Liabilities*

BB RS AR 5 2 98 il A 3 A B KB # 58°

Mandatory Effective Date of HKFRS 9 and
Transition Disclosures®

&t TAS

Financial Instruments®

FRE M BmKR

Consolidated Financial Statements*

F R & B

Joint Arrangements*

BWENHEMEE 2R

Disclosure of Interests in Other Entities*

»~TER 2

Fair Value Measurement*

BT S 5k 2 e

Presentation of Items of Other Comprehensive Income?®

IEIEBIIE - Yol 4 7 & 2

Deferred Tax: Recovery of Underlying Assets?

EE @AM

Employee Benefits*

EEAVE R R

Separate Financial Statements*

REE AT REEREZIRE

Investments in Associates and Joint Ventures*

eRMIA—2—HFeREEREHARB

Offsetting Financial Assets and Financial Liabilities®

B R SRR 35 HE B T BR 2 R SROB AR

Stripping Costs in the Production Phase of a Surface Mine*

IR ERERGARAE
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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RRAMAREBITHEERM
BWEEN(E)

TR ERNE4R(CSBAERE
B -AREALTEE (&)

! R_E——FtA-BHZEHAR
ZEEHMEX -

2 RoE——&F—A—BXZ %A
2 4 R HARS A o

8 R-_E-——FtA-BHZEHAR
ZEEHMEX -

; R-B—=F—A—BRZKHER
ZERBMEN -

s R_ZE-—mME—-A—-HBH2&MRHK
ZEEHMEX -

; R-T—HF—A— B2 KR
ZEEBMEN -

FEMBHREENFENR-EMIR

FEVBHREENFOFRSBRTAR
—EEAF+-AEM AR =-F
—ZEE+ A HIABERE®
BENEBABIR FERKL
HERHFRE °

. FREMB®E ERFR R
E BB ERFEINR &
BMITA:[MRANRE]HE
NHAMECHERERMEER
N ASLRAREE -
Bggms AEBEAFHE
BERKRIMETHOR SR LE
BREREXNAREELS
WA S R HMEMRTAR TR
MEBRE  —REREH
RARE R G HERETE
FrE M ERRE KB
BREAMRER S B RN

DA fEEE -

APPLICATION OF NEW AND REVISED HONG
KONG FINANCIAL REPORTING STANDARDS
(“HKFRSs”) (Continued)

HKAS 24 Related Party Disclosures (as revised in 2009)
(Continued)

1

Effective for annual periods beginning on or after 1 July 2011.

Effective for annual periods beginning on or after 1 January 2012.

Effective for annual periods beginning on or after 1 July 2012.

Effective for annual periods beginning on or after 1 January 2013.

Effective for annual periods beginning on or after 1 January 2014.

Effective for annual periods beginning on or after 1 January 2015.

HKFRS 9 Financial Instruments

HKFRS 9 Financial Instruments issued in November 2009 and
amended in October 2010 introduces new requirements for the
classification and measurement of financial assets and financial
liabilities and for derecognition.

HKFRS 9 requires all recognised financial assets that
are within the scope of HKAS 39 Financial Instruments:
Recognition and Measurement to be subsequently
measured at amortised cost or fair value. Specifically,
debt investments that are held within a business model
whose objective is to collect the contractual cash flows,
and that have contractual cash flows that are solely
payments of principal and interest on the principal
outstanding are generally measured at amortised cost
at the end of subsequent accounting periods. All other
debt investments and equity investments are measured
at their fair values at the end of subsequent accounting
periods. In addition, under HKFRS 9, entities may make
an irrevocable election to present subsequent changes
in the fair value of an equity investment (that is not held
for trading) in other comprehensive income, with only
dividend income generally recognised in profit or loss.

IR ERERGARAT
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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RRAMAREBITHEERM
BWEEN(E)

FEMBHEENFNE-—SMIR
(%)

. FEEVBREEAFOHRYH
BEBZHNERNAELZRE
FEVEAMSBMAEEETE
RBAMEFANER) 2EE
REREHsEzeBREBER
REEBCZEFEEAM-
AEmME  REEEMB®R
EEAFOH - HNIEERIK
ARBEFAEENEREE
HEMABBEZEERBRES
SIEZEMABRAAEE
RN EAM 2SR
B S B0 EL fth 2 T UK & W BB RX
HeRmAaEEERREDH
FEREEHABEABRED
SEfHEE-BERBENE
ERBSIENAABEZBHH
BRAGRBEED - M2 AT
REBE G ERFE9H 2
RE HBER/RAARETA
BRzeBMABBEZMEAR
EEBEINIERPER -

FEVBHREENFRR _FT—H
F-A-RIZ2EFABZFEHRE
B WRFFIRFER -

AABEERY BR_FT—AF
—A-HRBRZFEHRRRARZE
FAVBBRPERMBTEMBRS
ZEQFOW - RIEMENGHARE
BeREENTRAGEMEHRE
HBREAYE -AM BEEF4A
MBETKA HRERERHEA
EMEE LI EAIAT o

APPLICATION OF NEW AND REVISED HONG
KONG FINANCIAL REPORTING STANDARDS
(“HKFRSs”) (Continued)

HKFRS 9 Financial Instruments (Continued)

o The most significant effect of HKFRS 9 regarding the
classification and measurement of financial liabilities
relates to the accounting for changes in fair value of a
financial liability (designated as at fair value through profit
or loss) attributable to changes in the credit risk of that
liability. Specifically, under HKFRS 9, for financial liabilities
that are designated as at fair value through profit or loss,
the amount of change in the fair value of the financial
liability that is attributable to changes in the credit risk
of that liability is recognised in other comprehensive
income, unless the recognition of the effects of changes
in the liability’s credit risk in other comprehensive income
would create or enlarge an accounting mismatch in profit
or loss. Changes in fair value attributable to a financial
liability’s credit risk are not subsequently reclassified
to profit or loss. Previously, under HKAS 39, the entire
amount of the change in the fair value of the financial
liability designated as at fair value through profit or loss
was recognised in profit or loss.

HKFRS 9 is effective for annual periods beginning on or after 1
January 2015, with earlier application permitted.

The directors of the Company anticipate that HKFRS 9 that will
be adopted in the Group’s consolidated financial statements
for the annual period beginning 1 January 2015 and that the
application of the new standard will have a significant impact
on amounts reported in respect of the Groups’ financial assets
and financial liabilities. However, it is not practicable to provide
a reasonable estimate of that effect until a detailed review has
been completed.

IWRFERERGARAE
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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RRAMAREBITHETERM
BWEEN(E)

FEErEAERET — Ht2
[h &= 2C0=R:0F 3100

FAEGEANBURNETREER
ERE-—EEBORE  LEME
BYBEENBRNBRMEME
EREERD AR FEEFEER
FURMETE2RBIEEEMEE
WeamE M2 EKERE D AW
BB ITERREHH AR ES
(b)8 B £ R E R T Al BE & 18
WEH DR ES - K2 mE kR
HEWASHAER —ZEH EAR
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FEEEER

ARREFEH - RAEMFER
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APPLICATION OF NEW AND REVISED HONG
KONG FINANCIAL REPORTING STANDARDS
(“HKFRSs”) (Continued)

Amendments to HKAS 1 Presentation of Items of Other
Comprehensive Income

The amendments to HKAS 1 retain the option to present profit or
loss and other comprehensive income in either a single statement
or in two separate but consecutive statements. However, the
amendments to HKAS 1 require additional disclosures to be
made in other comprehensive income section such that items of
other comprehensive income are grouped into two categories: (a)
items that will not be reclassified subsequently to profit or loss;
and (b) items that may be reclassified subsequently to profit or
loss when specific conditions are met. Income tax on items of
other comprehensive income is required to be allocated on the
same basis.

The amendments to HKAS 1 are effective for annual periods
beginning on or after 1 July 2012. The presentation of items of
other comprehensive income will be modified accordingly when
the amendments are applied in the future accounting periods.

Other than disclosed above, the directors of the Company
anticipate that the application of the other new and revised
standards, amendments or interpretations will have no material
impact on the results and the financial position of the Group.

IR ERERGARLE
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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3. FEErIBE

BT X EABERMML - e HH
BRDBRELKRARBEEMRE
HEME BERRBERETERT
EREHEBRIAAREFERN -
FELRA-—RENEERBPRE

/NI IEI

FAMBHRRDODBREZTESHMA
ERMNETEMBRS LR -
BN R E M BRI T R
RS L™ REE QR
PIRERBEREE -

aftELE

HAMBBRREBBE AR RARQF
PriEdlm ERE (KB LRR) W%
BR-EADAAEEGZERD
g R E BB RANE R R
ARRFCEUGE I -

REANFBBRHENHEBE QR
HXEHAUBEMAMESIHE
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SIGNIFICANT ACCOUNTING POLICIES

The consolidated financial statements have been prepared on
the historical cost basis except for property, plant and equipment
and certain financial instruments, which are measured at revalued
amounts or fair values, as explained in the accounting policies
set out below. Historical cost is generally based on the fair value
of the consideration given in exchange for assets.

The consolidated financial statements have been prepared in
accordance with HKFRSs issued by the HKICPA. In addition, the
consolidated financial statements include applicable disclosures
required by the Rules Governing the Listing of Securities on the
Stock Exchange and by the Hong Kong Companies Ordinance.

Basis of consolidation

The consolidated financial statements incorporate the financial
statements of the Company and entities controlled by the
Company (its subsidiaries). Control is achieved where the
Company has the power to govern the financial and operating
policies of an entity so as to obtain benefits from its activities.

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.

Where necessary, adjustments are made to the financial
statements of subsidiaries to bring their accounting policies in
line with those used by other members of the Group.

All intra-group transactions, balances, income and expenses are
eliminated in full on consolidation.

Non-controlling interests in subsidiaries are presented separately
from the Group’s equity therein.

Allocation of total comprehensive income to non-controlling
interests

Total comprehensive income and expense of a subsidiary
is attributed to the owners of the Company and to the non-
controlling interests even if this results in the non-controlling
interests having a deficit balance (effective from 1 January 2010
onwards).
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SIGNIFICANT ACCOUNTING POLICIES
(Continued)

Basis of consolidation (Continued)

Changes in the Group’s ownership interests in existing
subsidiaries

Changes in the Group’s ownership interests in subsidiaries that
do not result in the Group losing control over the subsidiaries
are accounted for as equity transactions. The carrying amounts
of the Group’s interests and the non-controlling interests are
adjusted to reflect the changes in their relative interests in the
subsidiaries. Any difference between the amount by which the
non-controlling interests are adjusted and the fair value of the
consideration paid or received is recognised directly in equity
and attributed to owners of the Company.

When the Group loses control of a subsidiary, it () derecognises
the assets (including any goodwill) and liabilities of the subsidiary
at their carrying amounts at the date when control is lost, (i)
derecognises the carrying amount of any non-controlling interests
in the former subsidiary at the date when control is lost (including
any components of other comprehensive income attributable
to them), and (iii) recognises the aggregate of the fair value of
the consideration received and the fair value of any retained
interest, with any resulting difference being recognised as a gain
or loss in profit or loss attributable to the Group. When assets
of the subsidiary are carried at revalued amounts or fair values
and the related cumulative gain or loss has been recognised in
other comprehensive income and accumulated in equity, the
amounts previously recognised in other comprehensive income
and accumulated in equity are accounted for as if the Group had
directly disposed of the related assets (i.e. reclassified to profit
or loss or transferred directly to retained earnings as specified by
applicable HKFRSs). The fair value of any investment retained in
the former subsidiary at the date when control is lost is regarded
as the fair value on initial recognition for subsequent accounting
under HKAS 39 Financial Instruments: Recognition and
Measurement or, when applicable, the cost on initial recognition
of an investment in an associate or a jointly controlled entity.
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3. FESHEBE(2) 3. SIGNIFICANT ACCOUNTING POLICIES
(Continued)
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An associate is an entity over which the investor has significant
influence and that is neither a subsidiary nor an interest in a joint
venture. Significant influence is the power to participate in the
financial and operating policy decisions of the investee but is not
control or joint control over those policies.

The results and assets and liabilities of associates are
incorporated in the consolidated financial statements using the
equity method of accounting, except when the investment is
classified as held for sale (in which case it is accounted for under
HKFRS 5 Non-current Assets Held for Sale and Discontinued
Operations). Under the equity method, investments in associates
are carried in the consolidated statement of financial position
at cost as adjusted for post-acquisition changes in the Group’s
share of the net assets of the associates, less any identified
impairment loss. When the Group’s share of losses of an
associate equals or exceeds its interest in that associates
(which includes any long-term interests that, in substance, form
part of the Group’s net investments in associates), the Group
discontinues recognising its share of further losses. An additional
share of losses is provided for and a liability is recognised only
to the extent that the Group has incurred legal or constructive
obligations or made payments on behalf of that associate.

Any excess of the cost of acquisition over the Group’s share
of the net fair value of the identifiable assets, liabilities and
contingent liabilities of an associate recognised at the date of
acquisition is recognised as goodwill, which is included within the
carrying amount of the investment.

Any excess of the Group’s share of the net fair value of the
identifiable assets, liabilities and contingent liabilities over the cost
of acquisition, after reassessment, is recognised immediately in
profit or loss.
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SIGNIFICANT ACCOUNTING POLICIES
(Continued)

Investments in associates (Continued)

The requirements of HKAS 39 are applied to determine whether
it is necessary to recognise any impairment loss with respect to
the Group’s investment in an associate. When necessary, the
entire carrying amount of the investment is tested for impairment
in accordance with HKAS 36 Impairment of Assets as a single
asset by comparing its recoverable amount (higher of value in
use and fair value less costs to sell) with its carrying amount.
Any impairment loss recognised forms part of the carrying
amount of the investment. Any reversal of that impairment loss
is recognised in accordance with HKAS 36 to the extent that the
recoverable amount of the investment subsequently increases.

Upon disposal of an associate that results in the Group losing
significant influence over that associate, any retained investment
is measured at fair value at that date and the fair value is
regarded as its fair value on initial recognition as a financial
asset in accordance with HKAS 39. The difference between the
previous carrying amount of the associate attributable to the
retained interest and its fair value is included in the determination
of the gain or loss on disposal of the associate. In addition, the
Group accounts for all amounts previously recognised in other
comprehensive income in relation to that associate on the same
basis as would be required if that associate had directly disposed
of the related assets or liabilities. Therefore, if a gain or loss
previously recognised in other comprehensive income by that
associate would be reclassified to profit or loss on the disposal of
the related assets or liabilities, the Group reclassifies the gain or
loss from equity to profit or loss (as a reclassification adjustment)
when it loses significant influence over that associate.

Where a group entity transacts with an associate of the Group,
profits and losses resulting from the transactions with the
associate are recognised in the Group’s consolidated financial
statements only to the extent of the interest in the associate that
are not related to the Group.
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SIGNIFICANT ACCOUNTING POLICIES
(Continued)

Non-current assets held for sale

Non-current assets are classified as held for sale if their carrying
amount will be recovered principally through a sale transaction
rather than through continuing use. This condition is regarded
as met only when the sale is highly probable and the asset is
available for immediate sale in its present condition. Management
must be committed to the sale, which should be expected to
qualify for recognition as a completed sale within one year from
the date of classification.

When the Group is committed to a sale plan involving loss
of control of a subsidiary, all of the assets and liabilities of
that subsidiary are classified as held for sale when the criteria
described above are met, regardless of whether the Group will
retain a non-controlling interest in its former subsidiary after the
sale.

Non-current assets classified as held for sale are measured at
the lower of the assets’ previous carrying amount and fair value
less costs to sell.

Revenue recognition

Revenue is measured at the fair value of the consideration
received or receivable and represents amounts receivable for
goods sold in the normal course of business, net of discounts
and sales related taxes.

Deposits and instalments received from customers prior to
meeting the above criteria for revenue recognition are included
in the consolidated statement of financial position under current
liabilities.

Revenue from sales of goods is recognised when the goods are
delivered and title has passed.

Interest income from a financial asset is recognised when it
is probable that the economic benefits will flow to the Group
and the amount of income can be measured reliably. Interest
income is accrued on a time basis, by reference to the principal
outstanding and at the effective interest rate applicable, which is
the rate that exactly discounts the estimated future cash receipts
through the expected life of the financial asset to that asset’s net
carrying amount on initial recognition.
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SIGNIFICANT ACCOUNTING POLICIES
(Continued)

Revenue recognition (Continued)

Dividend income from investments is recognised when the
shareholders’ rights to receive payment have been established.

Rental income is recognised in accordance with the Group’s
accounting policy for operating lease (see the accounting policy
below).

Property, plant and equipment

Property, plant and equipment including buildings held for
use in the production or supply of goods or services, or for
administrative purposes (other than construction in progress), are
stated in the consolidated statement of financial position at their
revalued amounts, being the fair value at the date of revaluation
less any subsequent accumulated depreciation and any
subsequent accumulated impairment losses. Revaluations are
performed with sufficient regularity such that the carrying amount
does not differ materially from that which would be determined
using fair values at the end of the reporting period.

Any revaluation increase arising on revaluation of property, plant
and equipment is recognised in other comprehensive income
and accumulated in assets revaluation reserve, except to the
extent that it reverses a revaluation decrease of the same asset
previously recognised in profit or loss, in which case the increase
is credited to the profit or loss to the extent of the decrease
previously charged. A decrease in net carrying amount arising on
revaluation of an asset is recognised in profit or loss to the extent
that it exceeds the balance, if any, on the assets revaluation
reserve relating to a previous revaluation of that asset.

Depreciation on revalued property, plant and equipment is
recognised in profit or loss.

Depreciation is provided to write off the fair value of items
of property, plant and equipment other than construction in
progress over their estimated useful lives and after taking into
account of their estimated residual value, using the straight-line
method.

Construction in progress includes property, plant and equipment
in the course of construction for production or for its own use
purposes. Construction in progress is carried at cost less any
recognised impairment loss. Construction in progress is classified
to the appropriate categories of property, plant and equipment
when completed and ready for intended use. Depreciation of
these assets, on the same basis as other property assets,
commences when the assets are ready for their intended use.
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SIGNIFICANT ACCOUNTING POLICIES
(Continued)

Property, plant and equipment (Continued)

An item of property, plant and equipment is derecognised upon
disposal or when no future economic benefits are expected
to arise from the continued use of the asset. Any gain or loss
arising on derecognition of the asset (calculated as the difference
between the net disposal proceeds and the carrying amount of
the item) is included in profit or loss in the period in which the
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When the leasehold land and buildings are in the course of
development for production or for administrative purposes and
the leasehold land component is classified as a prepaid lease
payment on land use rights, the leasehold land is amortised
over a straight-line basis over the lease term. During the
construction period, the amortisation charge provided for the
leasehold land is included as part of costs of buildings under
construction. Buildings under construction are carried at cost,
less any identified impairment losses. Depreciation of buildings
commences when they are available for use (i.e. when they are
in the location and condition necessary for them to be capable of
operating in the manner intended by management).

Investment properties

Investment properties are properties held to earn rentals and/ or
for capital appreciation.

On initial recognition, investment properties are measured at
cost, including any directly attributable expenditure. Subsequent
to initial recognition, investment properties are stated at cost
less subsequent accumulated depreciation and any accumulated
impairment losses. Depreciation is charged so as to write off the
cost of investment properties over their estimated useful lives
and after taking into account of their estimated residual value,
using the straight-line method.
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SIGNIFICANT ACCOUNTING POLICIES
(Continued)

Leasing

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

The Group as lessor

Rental income from operating leases is recognised in profit or
loss on a straight-line basis over the term of the relevant lease.

The Group as lessee

Operating lease payments are recognised as an expense on a
straight-line basis over the term of the relevant lease.

Leasehold land for own use

When a lease includes both land and building elements, the
Group assesses the classification of each element as a finance
or an operating lease separately based on the assessment as
to whether substantially all the risks and rewards incidental to
ownership of each element have been transferred to the Group.
Specially, the minimum lease payments (including any lump-
sum upfront payments) are allocated between the land and the
building elements in proportion to the relative fair values of the
leasehold interests in the land element and building element of
the lease at the inception of the lease. When the lease payments
cannot be allocated reliably between the land and building
elements, the entire lease is generally classified as a finance
lease and accounted for as property, plant and equipment.

To the extent the allocation of the lease payments can be
made reliably, interest in leasehold land that is accounted for as
operating lease and presented as prepaid lease payments on
land use rights in the consolidated statement of financial position
and is amortised over the lease term on a straight-line basis.
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SIGNIFICANT ACCOUNTING POLICIES
(Continued)

Foreign currencies

In preparing the financial statements of each individual group
entity, transactions in currencies other than the functional
currency of that entity (foreign currencies) are recorded in the
respective functional currency (i.e. the currency of the primary
economic environment in which the entity operates) at the rates
of exchanges prevailing on the dates of the transactions. At
the end of the reporting period, monetary items denominated
in foreign currencies are retranslated at the rates prevailing at
that date. Non-monetary items carried at fair value that are
denominated in foreign currencies are retranslated at the rates
prevailing on the date when the fair value was determined. Non-
monetary items that are measured in terms of historical cost in a
foreign currency are not retranslated.

Exchange differences arising on the settlement of monetary
items, and on the re-translation of monetary items, are
recognised in profit or loss in the period in which they arise.
Exchange difference arising on the retranslation of non-monetary
items carried at fair value, are included in profit or loss for the
period.

For the purposes of presenting the consolidated financial
statements, the assets and liabilities of the Group’s foreign
operations are translated into the presentation currency of the
Group (i.e. Renminbi) at the rate of exchange prevailing at the
end of the reporting period, and their income and expenses are
translated at the average exchange rates for the year. Exchange
differences arising, if any, are recognised in other comprehensive
income and accumulated in equity under the heading of
exchange reserve (attributed to non-controlling interests as
appropriate).

On the disposal of a foreign operation (i.e. a disposal of the
Group’s entire interest in a foreign operation, or a disposal
involving loss of control over a subsidiary that includes a foreign
operation), all of the exchange differences accumulated in equity
in respect of that operation attributable to the owners of the
Company are reclassified to profit or loss.
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SIGNIFICANT ACCOUNTING POLICIES
(Continued)

Borrowing costs

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

All other borrowing costs are recognised in profit or loss in the
period in which they are incurred.

Government grants

Government grants are not recognised until there is reasonable
assurance that the Group will comply with the conditions
attaching to them and that the grants will be received.

Government grants are recognised in profit or loss on a
systematic basis over the periods in which the Group recognises
as expenses the related costs for which the grants are intended
to compensate. Specifically, government grants whose primary
condition is that the Group should purchase, construct or
otherwise acquire non-current assets are recognised as deferred
income in the consolidated statement of financial position and
transferred to profit or loss over the useful lives of the related
assets.

Government grants that are receivable as compensation for
expenses or losses already incurred or for the purpose of giving
immediate financial support to the Group with no future related
costs are recognised in profit or loss in the period in which they
become receivable.

IR ERERGARAT
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED



RESBLBERM ST RAREE

Prepared under Hong Kong Generally Accepted Accounting Principles
BE-Z——F+-A=+—-HLEFE

For The Year Ended 31 December 2011

e IR M

Notes to the Consolidated Financial Statements

FESRE(E)

BFEFIEE

B2 R IRE M AT B R IA N B B LI
IR M EEZHERREINEER -

RIE

FEHEBERTEREEEHENLE
FERLIA

BRITRERADNEANFERRVE
FMEHE - BRBE M AR F
EHERBI AR EZIER - 7K
P AR FERPBARBKTEN
HMIER  HMANRGAZ2EKRER
P e NEBEARBRITHELZ
BEERREEHCERIARLE
Bz HERE -

BEERBRGAVBRETEER
BEREE R EEREE R A
HERERNZRER MEERHE
RMER -—RBEERRELEN A
BECEEEHREEEANRERMY
HEAMA AR HNRERERT
NER-EMERFHEREZREH
BENKE SRR EERBA )
BAFEERRVEN AT ZES
it M B 2 5 B B Al & B M BLE P S
B AT ERRIZEFEENAR -

EIETL IR BB T BB B R B S Bk
ERAIZHRERRAELEZER
PELAZERERNEEER
i AN 5= [ BE 122 ) B By = HE 2 BB A
REBZEARE TSR E KR
RO - AIMBERERELZ
BERBEE (BZERENERE
B E N AT RE M A B S FE AR B A AT
HREREZBE2Ma BREFEY
RATFER SRR Z BN T 77 F A

7
o ©

SIGNIFICANT ACCOUNTING POLICIES
(Continued)

Retirement benefit costs

Payments to state-managed retirement benefit schemes are
recognised as an expense when employees have rendered
service entitling them to the contributions.

Taxation

Income tax expense represents the sum of the tax currently
payable and deferred tax.

The tax currently payable is based on taxable profit for the year.
Taxable profit differs from profit as reported in the consolidated
income statement because it excludes items of income or
expense that are taxable or deductible in other years and it
further excludes items that are never taxable or deductible. The
Group’s liability for current tax is calculated using tax rates that
have been enacted or substantively enacted by the end of the
reporting period.

Deferred tax is recognised on temporary differences between
the carrying amounts of assets and liabilities in the consolidated
financial statements and the corresponding tax base used in the
computation of taxable profit. Deferred tax liabilities are generally
recognised for all taxable temporary differences. Deferred tax
assets are generally recognised for all deductible temporary
difference to the extent that it is probable that taxable profits
will be available against which those deductible temporary
differences can be utilised. Such assets and liabilities are not
recognised if the temporary difference arises from goodwill or
from the initial recognition (other than in a business combination)
of other assets and liabilities in a transaction that affects neither
the taxable profit nor the accounting profit.

Deferred tax liabilities are recognised for taxable temporary
differences associated with investments in subsidiaries and
associates, except where the Group is able to control the
reversal of the temporary difference and it is probable that
the temporary difference will not reverse in the foreseeable
future. Deferred tax assets arising from deductible temporary
differences associated with such investments and interests are
only recognised to the extent that it is probable that there will
be sufficient taxable profits against which to utilise the benefits
of the temporary differences and they are expected to reverse in
the foreseeable future.
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SIGNIFICANT ACCOUNTING POLICIES
(Continued)

Taxation (Continued)

The carrying amount of deferred tax assets is reviewed at the
end of the reporting period and reduced to the extent that it is
no longer probable that sufficient taxable profits will be available
to allow all or part of the asset to be recovered.

Deferred tax assets and liabilities are measured at the tax rates
that are expected to apply in the period in which the liability is
settled or the asset is realised, based on tax rate (and tax laws)
that have been enacted or substantively enacted by the end of
the reporting period.

The measurement of deferred tax liabilities and assets reflects
the tax consequences that would follow from the manner in
which the Group expects, at the end of the reporting period, to
recover or settle the carrying amount of its assets and liabilities.

Current and deferred tax is recognised in profit or loss,
except when it relates to items that are recognised in other
comprehensive income or directly in equity, in which case,
the current and deferred tax are also recognised in other
comprehensive income or directly in equity respectively. Where
current tax or deferred tax arises from the initial accounting for a
business combination, the tax effect is included in the accounting
for the business combination.

Intangible assets

Intangible assets acquired separately and with finite useful lives
are carried at costs less accumulated amortisation and any
accumulated impairment losses. Amortisation for intangible
assets with finite useful lives is provided on a straight-line
basis over their estimated useful lives. The estimated useful
life and amortisation method are reviewed at the end of each
reporting period, with the effect of any changes in estimate being
accounted for on a prospective basis. Intangible assets with
indefinite useful lives that are acquired separately are carried at
cost less any subsequent accumulated impairment losses (see
the accounting policy in respect of impairment losses on tangible
and intangible assets below).

Technical know-how
Expenditure on technical know-how acquired is capitalised and

amortised using straight-line method over their useful lives, but
not exceeding 20 years. Technical know-how is not revaluated.
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SIGNIFICANT ACCOUNTING POLICIES
(Continued)

Intangible assets (Continued)
Research and development expenditure

Expenditure on research activities is recognised as an expense in
the period in which it is incurred.

An internally-generated intangible asset arising from development
(or from the development phase of an internal project) is
recognised if, and only if, all of the following have been
demonstrated:

. the technical feasibility of completing the intangible asset
so that it will be available for use or sale;

. the intention to complete the intangible asset and use or
sell it;

. the ability to use or sell the intangible asset;

. how the intangible asset will generate probable future

economic benefits;

. the availability of adequate technical, financial and other
resources to complete the development and to use or sell
the intangible asset; and

. the ability to measure reliably the expenditure attributable
to the intangible asset during its development.

The amount initially recognised for internally-generated intangible
asset is the sum of the expenditure incurred from the date when
the intangible asset first meets the recognition criteria listed
above. Where no internally-generated intangible asset can be
recognised, development expenditure is charged to profit or loss
in the period in which it is incurred.

Subsequent to initial recognition, internally-generated intangible
asset is measured at cost less accumulated amortisation and
accumulated impairment losses (if any), on the same basis as
intangible assets acquired separately.
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SIGNIFICANT ACCOUNTING POLICIES
(Continued)

Inventories

Inventories are stated at the lower of cost and net realisable
value. Cost is calculated using the weighted average method.
Net realisable value represents the estimated selling price for
inventories less all estimated costs of completion and costs
necessary to make the sale.

Cash and cash equivalents

Bank balances and cash in the consolidated statement of
financial position comprise cash at banks and on hand and
short-term deposits with a maturity of three months or less. For
the purpose of the consolidated statement of cash flows, cash
and cash equivalents consists of cash and short-term deposits
as defined above.

Financial instruments

Financial assets and financial liabilities are recognised in the
consolidated statement of financial position when a group entity
becomes a party to the contractual provisions of the instrument.
Financial assets and financial liabilities are initially measured at
fair value. Transaction costs that are directly attributable to the
acquisition or issue of financial assets and financial liabilities
are added to or deducted from the fair value of the financial
assets or financial liabilities, as appropriate, on initial recognition.
Transaction costs directly attributable to the acquisition of
financial assets or financial liabilities at fair value through profit or
loss are recognised immediately in profit or loss.

Financial assets

The Group’s financial assets are classified into loans and
receivables and available-for-sale financial assets. The
classification depends on the nature and purpose of the financial
assets and is determined at the time of initial recognition. All
regular way purchases or sales of financial assets are recognised
and derecognised on a trade date basis. Regular way purchases
or sales are purchases or sales of financial assets that require
delivery of assets within the time frame established by regulation
or convention in the marketplace.
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SIGNIFICANT ACCOUNTING POLICIES
(Continued)

Financial instruments (Continued)
Financial assets (Continued)
Effective interest method

The effective interest method is a method of calculating the
amortised cost of a financial asset and of allocating interest
income over the relevant period. The effective interest rate is
the rate that exactly discounts estimated future cash receipts
(including all fees paid or received that form an integral part of
the effective interest rate, transaction costs and other premiums
or discounts) through the expected life of the financial asset, or,
where appropriate, a shorter period to the net carrying amount
on initial recognition.

Interest income is recognised on an effective interest basis for
debt instruments.

Loans and receivables

Loans and receivables are non-derivative financial assets with
fixed or determinable payments that are not quoted in an active
market. Subsequent to initial recognition, loans and receivables
(including trade and other receivables, amounts due from fellow
subsidiaries, pledged bank deposits and bank balances and
cash) are carried at amortised cost using the effective interest
method, less any identified impairment losses (see accounting
policy on impairment of financial assets below).

Interest income is recognised by applying the effective interest
rate, except for short-term receivables when the recognition of
interest would be immaterial.
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SIGNIFICANT ACCOUNTING POLICIES
(Continued)

Financial instruments (Continued)
Financial assets (Continued)
Available-for-sale financial assets

Available-for-sale financial assets are non-derivatives that are
either designated or not classified as financial assets at fair value
through profit or loss, loans and receivables or held-to-maturity
investments.

Available-for-sale financial assets are measured at fair value
at the end of the reporting period. Changes in fair value are
recognised in other comprehensive income and accumulated in
available-for-sale investment reserve, until the financial asset is
disposed of or is determined to be impaired, at which time, the
cumulative gain or loss previously accumulated in the available-
for-sale investment reserve is reclassified to profit or loss (see
accounting policy on impairment of financial assets below).

For available-for-sale equity investments that do not have a
quoted market price in an active market and whose fair value
cannot be reliably measured and derivatives that are linked
to and must be settled by delivery of such unquoted equity
instruments, they are measured at cost less any identified
impairment losses at the end of the reporting period (see
accounting policy on impairment of financial assets below).

Impairment of financial assets

Financial assets are assessed for indicators of impairment at the
end of the reporting period. Financial assets are considered to
be impaired where there is objective evidence that, as a result
of one or more events that occurred after the initial recognition
of the financial asset, the estimated future cash flows of the
financial assets have been affected.

For an available-for-sale equity investment, a significant or
prolonged decline in the fair value of that investment below its
cost is considered to be objective evidence of impairment.
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SIGNIFICANT ACCOUNTING POLICIES
(Continued)

Financial instruments (Continued)
Financial assets (Continued)
Impairment of financial assets (Continued)

For all other financial assets, objective evidence of impairment
could include:

U significant financial difficulty of the issuer or counterparty;
or
o breach of contract, such as default or delinquency in

interest or principal payments; or

. it becomes probable that the borrower will enter
bankruptcy or financial re-organisation; or

. the disappearance of an active market for that financial
asset because of financial difficulties.

For certain categories of financial asset, such as trade receivables
that are assessed not to be impaired individually are, in addition
assessed for impairment on a collective basis. Objective evidence
of impairment for a portfolio of receivables could include the
Group’s past experience of collecting payments, an increase
in the number of delayed payments in the portfolio past the
average credit period of 30 to 90 days, observable changes in
national or local economic conditions that correlate with default
on receivables.

For financial assets carried at amortised cost, the amount of the
impairment loss recognised is the difference between the asset’s
carrying amount and the present value of the estimated future
cash flows discounted at the financial asset’s original effective
interest rate.

For financial assets carried at cost, the amount of the impairment
loss is measured as the difference between the asset’s carrying
amount and the present value of the estimated future cash flows
discounted at the current market rate of return for a similar
financial asset. Such impairment loss will not be reversed in
subsequent periods.
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SIGNIFICANT ACCOUNTING POLICIES
(Continued)

Financial instruments (Continued)
Financial assets (Continued)
Impairment of financial assets (Continued)

The carrying amount of the financial asset is reduced by the
impairment loss directly for all financial assets with the exception
of trade and other receivables and amounts due from fellow
subsidiaries where the carrying amount is reduced through the
use of an allowance account. Changes in the carrying amount of
the allowance account are recognised in profit or loss. When the
receivable is considered uncollectable, it is written off against the
allowance account. Subsequent recoveries of amount previously
written off are credited to profit or loss.

When an available-for-sale investment is considered to be
impaired, cumulative gains or losses previously recognised in
other comprehensive income are reclassified to profit or loss in
the period in which the impairment takes place.

For financial assets measured at amortised cost, if, in a
subsequent period, the amount of impairment loss decreases
and the decrease can be related objectively to an event occurring
after the impairment losses was recognised, the previously
recognised impairment loss is reversed through profit or loss to
the extent that the carrying amount of the asset at the date the
impairment is reversed does not exceed what the amortised cost
would have been had the impairment not been recognised.

Impairment losses on available-for-sale equity investment will not
be reversed through profit or loss in subsequent periods. Any
increase in fair value subsequent to impairment loss is recognised
directly in other comprehensive income and accumulated in
available-for-sale investment reserve.

Financial liabilities and equity instruments

Financial liabilities and equity instruments issued by a group
entity are classified as either financial liabilities or as equity in
accordance with the substance of the contractual arrangements
and the definitions of a financial liability and an equity instrument.

An equity instrument is any contract that evidences a residual
interest in the assets of the Group after deducting all of its
liabilities. Equity instruments issued by the Group are recognised
at the proceeds received, net of direct issue costs.
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3. FESHBE(Z) SIGNIFICANT ACCOUNTING POLICIES
(Continued)
emMIRE) Financial instruments (Continued)
eMARRKREIA(E) Financial liabilities and equity instruments (Continued)
BRI E % Effective interest method
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The effective interest method is a method of calculating the
amortised cost of a financial liability and of allocating interest
expense over the relevant period. The effective interest rate is
the rate that exactly discounts estimated future cash payments
(including all fees paid or received that form an integral part of
the effective interest rate, transaction costs and other premiums
or discounts) through the expected life of the financial liability, or,
where appropriate, a shorter period, to the net carrying amount
on initial recognition. Interest expense is recognised on an
effective interest basis.

Financial liabilities

Financial liabilities including trade and other payables, dividend
payables, amounts due to fellow subsidiaries, amount due to
an associate and borrowings are subsequently measured at
amortised cost, using the effective interest method.

Equity instruments

Equity instruments issued by the Company are recorded at the
proceeds received, net of direct issue costs.

Derecognition

The Group derecognises a financial asset only when the
contractual rights to the cash flows from the asset expire, or
when it transfers the financial asset and substantially all the risks
and rewards of ownership of the asset to another entity. If the
Group neither transfers nor retains substantially all the risks and
rewards of ownership and continues to control the transferred
asset, the Group continues to recognise the asset to the extent
of its continuing involvement and recognises an associated
liability. If the Group retains substantially all the risks and
rewards of ownership of a transferred financial asset, the Group
continues to recognise the financial asset and also recognises a
collateralised borrowing for the proceeds received.
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SIGNIFICANT ACCOUNTING POLICIES
(Continued)

Financial instruments (Continued)
Derecognition (Continued)

On derecognition of a financial asset in its entirety, the difference
between the asset’s carrying amount and the sum of the
consideration received and receivable and the cumulative gain or
loss that had been recognised in other comprehensive income is
recognised in profit or loss.

Financial liabilities are derecognised when the obligation specified
in the relevant contract is discharged, cancelled or expired.
The difference between the carrying amount of the financial
liability derecognised and the consideration paid and payable is
recognised in profit or loss.

Impairment losses on tangible assets and intangible assets

At the end of the reporting period, the Group reviews the carrying
amounts of its tangible and intangible assets to determine
whether there is any indication that those assets have suffered
an impairment loss. If any such indication exists, the recoverable
amount of the asset is estimated in order to determine the extent
of the impairment loss, if any.

Where it is not possible to estimate the recoverable amount of
an individual asset, the Group estimates the recoverable amount
of the cash-generating unit to which the asset belongs. Where a
reasonable and consistent basis of allocation can be identified,
corporate assets are also allocated to individual cash-generating
units, or otherwise they are allocated to the smallest group of
cash-generating units for which a reasonable and consistent
allocation basis can be identified.

Recoverable amount is the higher of fair value less costs to sell
and value in use. In assessing value in use, the estimated future
cash flows are discounted to their present value using a pre-
tax discount rate that reflects current market assessments of the
time value of money and the risks specific to the asset for which
the estimates of future cash flows have not been adjusted.

If the recoverable amount of an asset (or cash-generating unit)
is estimated to be less than its carrying amount, the carrying
amount of the asset (or cash-generating unit) is reduced to its
recoverable amount. An impairment loss is recognised as an
expense immediately in profit or loss, unless the relevant asset is
carried at a revalued amount under another standard, in which
case the impairment loss is treated as a revaluation decrease
under that standard.
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SIGNIFICANT ACCOUNTING POLICIES
(Continued)

Impairment losses on tangible assets and intangible assets
(Continued)

Where an impairment loss subsequently reverses, the carrying
amount of the asset (or cash-generating unit) is increased to
the revised estimate of its recoverable amount, but so that the
increased carrying amount does not exceed the carrying amount
that would have been determined had no impairment loss
been recognised for the asset (or cash-generating unit) in prior
years. A reversal of an impairment loss is recognised as income
immediately in profit or loss, unless the relevant asset is carried
at a revalued amount under another standard, in which case
the reversal of the impairment loss is treated as a revaluation
increase under that standard.

CRITICAL ACCOUNTING JUDGEMENTS
AND KEY SOURCES OF ESTIMATION
UNCERTAINTY

In the application of the Group’s accounting policies, which are
described in note 3, the directors of the Company are required to
makes judgements, estimates and assumptions about the carrying
amounts of assets and liabilities that are not readily apparent from
other sources. The estimates and underlying assumptions are based
on historical experience and other factors that are considered to be
relevant. Actual results may differ from these estimates.

The estimates and underlying assumptions are reviewed on an
ongoing basis. Revisions to accounting estimates are recognised
in the period in which the estimate is revised if the revision
affects only that period, or in the period of the revision and future
periods if the revision affects both current and future periods.

Critical judgments in applying the Group’s accounting policies

The following is the critical judgment, apart from those involving
estimations (see below), that the directors of the Company
have made in the process of applying the Group’s accounting
policies and that have the most significant effect on the amounts
recognised in the consolidated financial statements.

Ownership of the buildings, land use rights and investment properties

Despite the Group has paid the full purchase consideration as
detailed in notes 19(a), 21 and 22(b) respectively, formal titles of
certain of the Group’s rights to the use of the buildings, lands
and investment properties were not yet granted from the relevant
government authorities. In the opinion of the directors of the
Company, the absence of formal titles to these buildings, land
use rights and investment properties do not impair the value of
the relevant assets to the Group.
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CRITICAL ACCOUNTING JUDGEMENTS
AND KEY SOURCES OF ESTIMATION
UNCERTAINTY (Continued)

Key sources of estimation uncertainty

The following are the key assumptions concerning the future,
and other key sources of estimation uncertainty at the end of the
reporting period, that have a significant risk of causing a material
adjustment to the carrying amounts of assets and liabilities within
the next financial year.

Income taxes

As at 31 December 2011, a deferred tax asset of
RMB16,588,000 (2010: RMB3,418,000) in relation to deductible
temporary differences has been recognised in the Group’s
consolidated statement of financial position. No deferred tax
asset has been recognised on the tax loss of approximately
RMB173,000 (2010: RMB125,000) due to the unpredictability of
future profit streams. The realisability of the deferred tax asset
mainly depends on whether sufficient future profits or taxable
temporary differences will be available in the future. In case
where the actual future profits generated are less than expected,
a material reversal of deferred tax assets may arise, which would
be recognised in profit or loss for the period in which such a
reversal takes place.

Depreciation of property, plant and equipment and investment
properties

Property, plant and equipment and investment properties are
depreciated on a straight-line basis over their estimated useful
lives, after taking into account of their estimated residual value.
The determination of the useful lives and residual value involve
management’s estimation. The Group reassesses annually the
useful life of the property, plant and equipment and investment
properties and if the expectation differs from the original
estimate, such a difference may impact the depreciation in the
year and the estimate will be changed in the future period.
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CRITICAL ACCOUNTING JUDGEMENTS
AND KEY SOURCES OF ESTIMATION
UNCERTAINTY (Continued)

Key sources of estimation uncertainty (Continued)

Impairment loss of property, plant and equipment, construction
in progress, land use rights and investment properties

Property, plant and equipment, construction in progress, land
use rights and investment properties are reviewed for impairment
whenever events or changes in circumstances indicate that
the carrying amount may not be recoverable. The recoverable
amounts have been determined based on value-in-use
calculations, taking into account latest market information and
past experience. These calculations and valuations require the
use of judgements and estimates.

Impairment loss of assets classified as held for sale

Assets classified as held for sale are reviewed for impairment
whenever events or changes in circumstances indicate that the
fair value less cost to sale of an asset is estimated to be less
than its carrying amount. The fair value less cost to sale have
been determined based on discount cash flows calculations,
taking into account latest market information and past
experience. These calculations and valuations require the use of
judgements and estimates.

Impairment loss of trade and other receivables and amounts due
from fellow subsidiaries

The Group performs ongoing credit evaluations of its customers
and adjusts credit limits based on payment history and the
customer’s current credit-worthiness, as determined by the
review of their current credit information. The Group continuously
monitors collections and payments from its customers and
maintains a provision for estimated credit losses based upon its
historical experience and any specific customer collection issues
that it has been identified. Credit losses have historically been
within the Group’s expectations and the Group will continue
to monitor the collections from customers and maintain an
appropriate level of estimated credit losses.
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CRITICAL ACCOUNTING JUDGEMENTS
AND KEY SOURCES OF ESTIMATION
UNCERTAINTY (Continued)

Key sources of estimation uncertainty (Continued)

Impairment loss of trade and other receivables and amounts due
from fellow subsidiaries (Continued)

As at 31 December 2011, the carrying amount of trade
receivables is approximately RMB340,203,000 (net of allowance
of doubtful debts of approximately RMB53,328,000) (2010:
carrying amount of approximately RMB306,256,000, net of
allowance for doubtful debts of approximately RMB1,979,000).

As at 31 December 2011, the carrying amount of other
receivables is approximately RMB49,153,000 (net of allowance of
doubtful debts of approximately RMB9,244,000) (2010: carrying
amount of approximately RMB69,707,000, net of allowance for
doubtful debts of approximately RMB9,128,000).

As at 31 December 2011, the carrying amount of amounts due
from fellow subsidiaries is approximately RMB6,600,000 (net of
allowance of doubtful debts of approximately RMB12,474,000)
(2010: carrying amount of approximately RMB37,000, net of
allowance for doubtful debts of approximately RMB12,474,000).

Impairment loss of inventories

The management of the Group reviews the aging of the
inventories at the end of each reporting period, and makes
allowance for obsolete and slow-moving inventory items identified
that are no longer suitable for use in production nor saleable in
the market. The management estimates the net realisable value
for such items based primarily on the latest invoice prices and
current market conditions. The Group carries out an inventory
review on a product-by-product basis at the end of each
reporting period and makes allowance for obsolete items. Where
the actual future cash flows are less than expected, a material
impairment loss may arise. During the year, the Group reversed
the allowance of inventories of approximately RMB8,890,000
(2010: nil) and write down of inventories of approximately
RMB5,440,000 (2010: RMB8,905,000).
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REVENUE

The Group principally engaged in the development, production
and sales of bulk pharmaceutical, preparations (e.g. tablets
and injections), chemical and other products, and commerce

i e circulations.
2011 2010
ARSFIT ARETFT
RMB’000 RMB’000
WA — SEEmMm Revenue - Sales of goods 2,917,860 2,589,447
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SEGMENTAL INFORMATION

The Group’s operating segments, based on information reported
to the board of directors of the Company, being the chief
operating decision maker, for the purposes of resource allocation
and assessment of segment performance focuses on the types
of goods supplied. The principal types of goods supplied are
bulk pharmaceuticals, preparations, chemical and other products
and commerce circulations. The Group’s reportable segments
under HKFRS 8 are as follows:

Bulk pharmaceuticals: Development, production and

sales of bulk pharmaceuticals

Development, production and
sales of preparations (e.g.
tablets and injections)

Preparations:

Production and sales of
chemical and other products

Chemical and other products:

Commerce circulations: Trading of pharmaceutical
products (including retail and

wholesale)

Information regarding the above segments is reported below.
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6. HWHEE(E) 6. SEGMENTAL INFORMATION (Continued)
S AREE Segment revenues and results
LWTAASEZRITZ®RD MBEI D2 The following is an analysis of the Group’s revenue and results
WAREZEDHT by reportable segment.
BE=—F——FF+=-A=+—HIi For the year ended 31 December 2011
FEZ
LBRHE L] HERE LIRKMER 3t ] A
Bulk Commerce Chemical and
pharmaceuticals Preparations circulations other products Eliminations Total
AREFT ARETT AREFT NEEFT ANRETT AREFT
RMB000 RMB'000 RMB'000 RMB'000 RMB'000 RMB000
kA REVENUE
EEE External sales 1,491,589 553,395 734,364 138,512 - 2,917,860
PEREE Inter-segment sales 1,077 346,344 58,129 275,781 (691,331) -
@t Total 1,502,666 899,739 792,493 414,293 (691,331) 2,917,860
AU Segment proft 112,741 17220 (39,034) 10,208 101,13
RARN R Unallocated income 50,440
KOREER Unallocated expenses (37,346)
BHER Finance costs (28,098)
ElEBENTET  Share of profi
of an associate 5,141
B aEF Profit before tax 91,272
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6. SEEE () 6. SEGMENTAL INFORMATION (Continued)
S AR XE (E) Segment revenues and results (Continued)
BE-—F-—FFEF-_A=+—HI For the year ended 31 December 2010
FE
L2RRE L] HERE  LIRKMER 3t a
Bulk Commerce Chemical and
pharmaceuticals Preparations circulations other products Eliminations Total
NEEFT ARETT ANRETT ARETT ANRETT NEEFT
RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000
BA REVENUE
MNpEE External sales 1,312,017 510,628 686,481 80,261 - 2,580,447
NEEEE Inter-segment sales 5,672 377,020 95,704 243403 (7121,799) -
#:t Total 1,317,749 887,648 782,185 323,664 (721,799) 2,589,447
AR Segment profi 17,404 20,217 7831 7716 153,208
RARMNE Unallocated income 27509
AARHER Unallocated expenses (37,875)
g Finance costs 19,155)
EBEREER  Share of profit of an
associate 5,260
BHRATRH Profit before tax 128,967
A E2EHH I 2 25 B A3kt The accounting policies of the reportable segments are the same
AEBZEFBEMAR - 2585 F as the Group’s accounting policies described in note 3. Segment
RSB 2%F - WESB profit represents the profit earned by each segment without
KERZ M EMUEE s X allocation of investment and other income, other expenses,
e HMEBER  KEWMEZINE - depreciation for investment properties, finance costs and share of
IR ERLENES ATHET I profit of an associate. This is the measure reported to the chief
BRERIEERR I HmAETE operating decision maker for the purposes of resource allocation
WERREERZ L ° and performance assessment.
DEPEIHEHERIRITZ T E T LAWE - Inter-segment sales are charged at prevailing market rates.
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6. SHWEHE(E) 6. SEGMENTAL INFORMATION (Continued)
SHEERAR Segment assets and liabilities
LWTAASEZRIZHRD BEI D2 The following is an analysis of the Group’s assets and liabilities
BERBEDN - by reportable segment:
R-ZE——#F+ZH=+—H At 31 December 2011
t2RHE L] BERE (LIRKMES #it
Bulk Commerce Chemical and
pharmaceuticals Preparations circulations  other products Total
ANRETFT ANEE T AEEFT AREFT ARETFT
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
NEEE Segment assets 1,300,312 483,372 182,817 536,615 2,503,116
APERAEBE Unallocated corporate assets 514,296
BAEBE Consolidated assets 3,017,412
AHaE Segment liabilities 239,103 91,332 71,113 86,467 488,015
RAARLAAE Unallocated corporate
liabilities 771,609
HAREE Consolidated liabilities 1,259,624
R-_EFE—FFF+—H=+—H At 31 December 2010
t2RHE gn BERE (LIREMES it
Bulk Commerce Chemical and
pharmaceuticals Preparations circulations  other products Total
ANRETFT ARE T AEEFT ARETFT ARETFT
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
NEEE Segment assets 1,244,040 428,056 128,777 342,350 2,143,223
KOBRAEE Unallocated corporate assets 629,376
BABE Consolidated assets 2,772,599
AHBE Segment liabilities 268,651 106,826 44,901 76,013 496,391
FARDARE Unallocated corporate
liabilities 551,976
GABE Consolidated liabilities 1,048,367
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6. SWEEE) 6. SEGMENTAL INFORMATION (Continued)
SMEEHARE) Segment assets and liabilities (Continued)
REESBRBERESHEHE S For the purposes of monitoring segment performances and
BIR - allocating resources among segments:
. E’JF%ELF)'T MEE REE . all assets are allocated to reportable segments other than

NEIMES  AIHEEZER
ﬁ*&é%%‘%%ﬁ$~
EHEMBITER  RITHEK
RBESHEBRRINBFHEZ
ﬁ?%’%ﬁﬁ?ﬁ TECE

E2EHRHE T 2MD A
ﬂﬁ%ZﬁEﬁ&ﬂﬂTz

0 &P FTRELZ WA ETT D
M K

. B2 2 B E AR .
EMAE  BLMEHEARE
EXCEERAREHR S
ShoFIBREADEEA 2
WAl o AT 2 AL A HEK
EZaEDRERNR]2
%BFEF%EXZH&U\?EG%EE

deferred tax assets, interest in an associate, available-for-
sale investments, investment properties, tax recoverable,
pledged bank deposits, bank balances and cash and
assets classified as held for sale. Assets used jointly
by reportable segments are allocated on the basis of
revenues earned by individual reportable segments; and

all liabilities are allocated to reportable segments other
than liabilities associated with assets classified as held for
sale, deferred tax liabilities, borrowings, deferred income
and tax payable. Liabilities for which reportable segments
are jointly liable are allocated on the basis of revenues
earned by individual reportable segments.

Hth3EEHE Other segment information
BE—F——F1 - A=+—HIFZE For the year ended 31 December 2011
AADBERIDBEETENSEE: Amounts included in the measure of segment profit or segment assets:
tRRHE gn HERE (CIREMER #it
Bulk Commerce Chemical and
pharmaceuticals Preparations circulations  other products Total
ANEETFT AEE Fr AREFL AREFT ARETFT
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
ERBEERE Addition to non-current
(Hizt) assets (Note) 219,501 59,302 1,221 182,177 462,201
WEREHE(FaE Depreciation and amortisation
RENEZIE) (excluded depreciation for
investment properties) 83,975 22,490 1,280 23,725 131,470
JEUREEZ Rt R IR Impairment losses recognised
TEZREESR in respect of trade and
other receivables 419 20,555 30,629 78 51,681
FWZEE AR Reversal of impairment
FEZRHEEERE loss on trade and other
receivables — — (216) — (216)
ROFERE Reversal of allowance for
inventories (6,789) (1,973) (126) @ (8,890)
HFEWR Write-down of inventories 1,072 767 702 2,899 5,440
Hat . FERBDEETBEEMIA -RE Note: Non-current assets excluded financial instruments,

ME - BEERBEHREERRBER
RIRHE L

investment properties, deferred tax assets and interest in
an associate.

IR ERERGARAT
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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6. SWEHE(E) 6.
Hfts 5 8RR (2)

SEGMENTAL INFORMATION (Continued)
Other segment information (Continued)

BE—F——FF+-_A=+—HI For the year ended 31 December 2011

FE
BERBLEIELEREE BX Amounts regularly provided to the chief operating decision maker
AN HBEZA D BEEFENS but not included in the measure of segment profit or segment
¥ assets:
tERHE L WERE (IREMES st
Bulk Commerce Chemical and
pharmaceuticals Preparations circulations  other products Total
ANRETFT ANEEFT AEEFT AREFT ARETFT
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
REEE DA fER Interest in an associate — 21,761 — 21,761
MEMA Interest income 1,502 401 94 19 2,206
HENE  BELABER Loss on disposal of property,
plant and equipment (5,706) (1,598) (25) (4,016) (11,345)
BHER Finance costs (21,779) (6,139) (181) () (28,098)
SR (BR)Ee Income tax (expense) credit (9,819) 605 3,820 (7,908) (13,302)

B —_E—FF+-A=+—Hi For the year ended 31 December 2010

FE
FFANEERIDHLEETEN R Amounts included in the measure of segment profit or segment
B assets:
{t2REE L] BERE (LIRHEMES it
Bulk Commerce Chemical and
pharmaceuticals Preparations circulations  other products Total
ARETFT ANREFT AREFT AREFT AREFT
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
FEREBBRERE (M)  Addition to non-current
assets (Note) 91,706 31,864 465 89,057 213,092
FERBE(TRE Depreciation and amortisation
BENEINE) (excluded depreciation for
investment properties) 81,059 27,337 1,272 13,787 123,455
IR R £ i B Reversal of impairment
B RERERR loss on trade and other
receivables (657) (34) — - (691)
WERFEZE Bad debts recover of trade
and other receivables ©6) (52) (62) - (120)
MR SR E B e Impairment losses recognised
REZRERE in respect of trade and
other receivables 138 89 1,330 45 1,602
GRS Impairment losses recognised
FEZREER in respect of amounts due
from fellow subsidiaries 12,474 — — 12,474
FEHHR Write-down of inventories 6,311 2,593 - 1 8,905
Wit FRBEAETRESHMIA -KE Note:  Non-current assets excluded financial instruments, investment

ME - BELEREREERNBEAD

RIROHE S

properties, deferred tax assets and interest in an associate.

IR ERERGARLE
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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SBREHE(E)
R it A EBREE (2)

BE-FT-FF+-A=1+-8L
FE

BEREAIZLERRE BX
FFADHBEEADHEEFENS

6. SEGMENTAL INFORMATION (Continued)

Other segment information (Continued)

For the year ended 31 December 2010

Amounts regularly provided to the chief operating decision maker

but not included in the measure of segment profit or segment

¥ assets:
L2REE 3] HERE CIRRMER #u
Bulk Commerce Chemical and
pharmaceuticals Preparations circulations  other products Total
ANEETT ANEE T AREFIL ARETFT ANEETT
RMB’000 RMB’000 RMB'000 RMB'000 RMB’000
REENAMER Interest in an associate — 16,620 — — 16,620
MEMA Interest income 1,662 690 197 82 2,631
HENE  HRERREESRE Loss on disposal of property,
plant and equipment (9,598) (3,423) ] @ (13,030)
HBER Finance costs (14,015) (5,062) (77) " (19,155)
FEHER Income tax expense (13,469) (8,367) (3,074) (2,249) (22,159)
HESESBIE Geographical information

[e<F

AEBEFPETEMRFTE BN -

The Group’s customers are mainly located in the PRC, Europe,

America and other countries.

FENMBERZRA
Revenues from external customers

2011 2010
AR¥TFiT ARBFoT
RMB’000 RMB’000
= PRC 1,838,173 1,701,754
= Europe 410,081 319,414
*= America 507,721 439,800
HMBExR Others 161,885 128,479
2,917,860 2,589,447

REBEIO%IA £ 2 FEREEEDM
KRB MY EEFREEMEL
BEDZIFRBEEZ NN °

Over 99% of the Group’s non-current assets are located in
the PRC and therefore the analysis of non-current assets by

geographical location of the assets is not presented.

IR ERERGARAT
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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6. #WEHEE)

FEEREH

AEBNBEFHAEZETRANT
F-EZE—ZERZE——F K
SERBEREPNWAMEES
HEBBEAEBUANIOR At B
BERFHRARRL EEAES o

SEGMENTAL INFORMATION (Continued)
Information about major customers

The Group’s customer base includes a wide range of different
customers. During the year ended 31 December 2011 and 2010,
the Group had no single customer that contributed 10% or
more of the Group’s revenue. Therefore, there was no significant
concentration of source of income from a particular customer.

7. BRERS INVESTMENT INCOME
2011 2010
AR¥TFIT ARETFT
RMB’000 RMB’000
RITERZFE Interest on bank deposits 2,206 2,631
e ETIRAESZRE Dividends from listed equity securities 1,899 2,994
4,105 5,625

YHBARBEFABRBZEREE
PTRER 2 R B WS IAT -

Investment income earned from financial assets not designed as

at fair value through profit or loss, is as follows:

2011 2010

AR TiT AR TFT

RMB’000 RMB’000

AHEEZRE Available-for-sale investments 1,899 2,994
BER N EWEE (B IERT Loans and receivables (including

FREBRSEH) bank balances and cash) 2,206 2,631

4,105 5,625

THBEFEEMEEZBRANOAAR
#4,809,000L (ZE—FF : AR
2,994,0007T) °

IR ERERGARLE
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED

Included above is income from listed investments of approximately
RMB1,899,000 (2010: RMB2,994,000).
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(a) BEE-—T——4F+t-A=+—8
IFFERMEIRAESRAEBY
HEIH HAARYE222,0007T (=
T—TF : AR¥307,00070) B 4
AAATERER-

(0) ERFFEF - AFEERBRTER
MBI AR REENHBRKFES
HAEANRE 25473000 T (ZF—
TF : AR¥11,955,0000T) HE
RRBER - ZVBEKBEESEE
BERHEFTEAEERR &R
EFERMS - PSRN BRNHINA
AR #3,786,0007T (ZE —ZF ¢
AR #590,00070) B EE WA 82
A (B Z 155 R M E36) - HiR1E
HREENFERFHBHER -

8. Hthlg & 8. OTHER INCOME
2011 2010
ARFIiT ARETFT
RMB’000 RMB’000
WA (K ita) Rental income (Note a) 1,118 1,484
BT B (K7 atb) Government grants (Note b) 29,259 12,545
HEHEERE 2 WE Gain on disposal of available-for-sale
investments — 54
HERE QR 2 W Gain on disposal of an associate 1,967 —
%o B FE 5T BOE Waiver of trade payables 1,586 —
B EWA Compensation income 7,907 —
JFE U B R K E A FE U ERIE 2 Reversal of impairment loss
REE R on trade and other receivables 216 691
U Bl BA BT F S AR Bad debts recover of trade and
other receivables — 120
H Others 4,282 6,990
46,335 21,884
it - Notes:

Direct outgoing in respect of rental income earned during the year
ended 31 December 2011 amounted to approximately RMB222,000
(2010: RMB307,000), which has been included in administrative
expenses.

Included in the government grants is subsidy of approximately
RMB25,473,000 (2010: RMB11,955,000) received from the
government during the year for the operation of the Group, which
is directly recognised in profit or loss. The government subsidy has
no specified conditions that the Group has to fulfill nor specified
usage. The remaining amount of approximately RMB3,786,000 (2010:
RMB590,000) is transferred from deferred income (see note 36 for
more details), which is recognised over the useful lives of the relevant
assets.

IR ERERGARAT
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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——
9. HtEH 9. OTHER EXPENSES
2011 2010
AR¥TFIT ARETFT
RMB’000 RMB’000
FE 5, B5 18 5 58 Net foreign exchange loss 9,331 6,403
HEYE  WENMEREEE Loss on disposal of property,
plant and equipment 11,345 13,030
EEEA Compensation expenses 680 —
=% Penalty 1,134 187
—REFERXK Net losses from sales of
scrap materials 7,456 9,275
BHEEEZREERX Impairment losses on assets
classified as held for sales — 3,987
Hi Others 4,712 2,305
34,658 35,187
10. M¥EEH 10. FINANCE COSTS
2011 2010
AR¥TFiT AR T
RMB’000 RMB’000
ATEEBEZHE Interest on:
— 5FANBRHEEDN — Bank loans wholly repayable
WITER within 5 years 26,714 16,486
— BERSFRNEHEED — Government loans not wholly
BFER repayable within 5 years 1,205 1,112
27,919 17,598
RITHRE RIEMIEER Discount charges
on bank acceptance notes 179 1,557
28,098 19,155

IR ERERGARAT
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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11. PSR EH 11. INCOME TAX EXPENSE

2011 2010
AR¥TFIT ARETFT
RMB’000 RMB’000

PRI EFTEH PRC enterprise income tax
— ZNHf — Current 19,719 24,886
— BAFEREIR — Under-provision in prior years 668 —
20,387 24,886
EIEFLIB (K7:#35) Deferred tax (Note 35) (7,085) (2,727)
13,302 22,159

BEFECEMSHE(LEMSE
FoEAD) REEREREAETHIEH
FENEZHEER I EREFEY
A25% o

BRIBEFPREBEEEZRER  TXQF
WRETABTEMEE -ZRTZ
BERHA=ZF - ARQRRBZZEN
F—Af—HE E-ZET—ZTF+-
A=+—HUIEWN=FRNREAEEA
5% BEME - ZRERANFE
EH=%F Apag=&f——F—
A—B® Z2-_ZT—=%+—_H
—t+—HAIEN=FRNEEZHE15%
ZBERE -

REFBEMOEBEBREZER —KR
PEEEZWBRR  SEHE-T
MedEgRET s AT
NEFE—A—HRE_ZTZTNEFE+ =
A=+—HIENMERNREEPE AT
B A-ZE—FTF—F—HEZE
—E——-F+-A=+—HILH=
9 AT R R50% T B T 15 F 2 8
%o

BEFBOABEEEZR  —KRN
FPREEZHBRR  SEHEF
MHEEFRETAF B _TT+
F-—HF—HBHEE-_ZEZTEN\F+A
=+t HIAMFREHEPHFEF
B B-ZZEZTANF—A—RAREZ
T——F+-_A=+—HBItW=%
WA R E50%F BIFTSfR 2 ER -

Under the Law of the PRC on Enterprise Income Tax (the “EIT
Law”) and Implementation Regulation of the EIT Law, the tax rate
of the PRC companies is 25% for both years.

Pursuant to the relevant laws and regulations in the PRC,
the Company was accredited as a high-tech enterprise. The
accreditation is valid for three years. The Company is entitled to
the preferential tax rate of 15% for a period of three years from 1
January 2008 to 31 December 2010. The accreditation has been
extended for another three years in year 2011 and the Company
is entitled to the preferential tax rate of 15% for a further period
from 1 January 2011 to 31 December 2013.

Pursuant to the relevant laws and regulations in the PRC,
the Group’s subsidiary, SINO-USA Zibo Xinhua - Perrigo
Pharmaceutical Company Limited, operating in the PRC is
entitled to exemption from the PRC income tax for the two years
ended 31 December 2009, followed by a 50% reduction of the
PRC income tax for the three years ended 31 December 2012.

Pursuant to the relevant laws and regulations in the PRC, the
Group’s subsidiary, Zibo Xinhua-Eastwest Pharmaceutical
Company Limited, operating in the PRC is entitled to exemption
from the PRC income tax for the two years ended 31 December
2008, followed by a 50% reduction of the PRC income tax for
the three years ended 31 December 2011.

IR ERERGARAT
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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11. Fi3IREBR (&)

KBREARAER  FAKRBAXHA

SR A A BRI T

11. INCOME TAX EXPENSE (Continued)

The tax charge for the year can be reconciled to the profit before

tax per the consolidated income statement as follows:

2011 2010
ABRBFIT ARETFr
RMB’000 RMB’000
B B4 B0 F Profit before tax 91,272 128,967
B NPT 1S BB R25% Tax at the domestic income tax rate
(ZZE—ZF : 25%) of 25% (2010: 25%)
S BIE 22,818 32,242
FEEEHER 2 FE Effect of preferential tax rate
in the PRC (8,354) (7,282)
R B B B N R B IR Effect of tax exemption granted
R G B B 2 to PRC subsidiaries (827) (969)
JEMGEBEE N BEF 2 HMBFE  Tax effect of share of profits
of an associate (771) (789)
EEFRME R E Tax effect of income not taxable
for tax purpose (285) (1,236)
TAMPRERZHETE Tax effect of expenses not
deductible for tax purpose 805 97
HINER 2 BTG 2 (Y at) Tax effect of additional
allowance (Note) (1,272) (1,793)
AERRBEESB BT E Tax effect of tax losses not
recognised 43 —
RIEERA] ?D REGR EERE 2 Tax effect of deductible temporary
BEge differences not recognised 492 2,025
BABTFERERZ Utilisation of tax losses previously not
FiEEE recognised (15) (136)
BEFERETR Under-provision in prior years 668 —
FEBBALL Tax charge for the year 13,302 22,159
Wta - Note:

s 20 0E H5 AR 4 oh 50 4R B B RS I 101 R E A T B The amount represents the tax effect of additional tax allowance granted to the
BRAMSAEBEREIRERENREY Group in respect of research and development expenditure as stipulated in the
. relevant tax rules in the PRC.

Details of deferred taxation are set out in note 35.

BEFR ST F AR E2Z M35,

IR ERERGARLE
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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12. FERF 12. PROFIT FOR THE YEAR
FRBMEMBR GTA) THIER : Profit for the year has been arrived at after charging (crediting):
2011 2010
AR®TFIT AR TFT
RMB’000 RMB’000
W BERRETE Depreciation for property, plant and
equipment 125,759 117,597
REMERE Depreciation for investment properties 3,257 2,688
THFREBNEE Amortisation of prepaid lease
TOTE 5 payments on land use rights 5,711 5,741

itz #sE GTAESEER) Amortisation of technical know-how
(included in administrative

expenses) — 117
e B S AR Total depreciation and amortisation 134,727 126,143
ZE R & Auditor’s remuneration 1,199 1,138
ERABERZHEBERAR Research and development costs
recognised as an expense 34,492 17,368
THEEFZEEHERS Operating lease rentals on land and
buildings 936 882
SREEZREEERER Impairment losses recognised in
respect of financial assets
— BRI R E M fEUFIE  — trade and other receivables
(K1 :t26) (Note 26) 51,681 1,602
— FEWRE R B AR FRIB — amounts due from fellow
(HaE27) subsidiaries (Note 27) — 12,474
51,681 14,076

FAEFHEZBEZRERE Imparment loss on assets

(B1a231) classified as held for sale (Note 31) — 3,987
RO EEE (G AERA) Reversal of allowance for inventories
(included in cost of sales) (8,890) —
FEMOR G ABEERA) Write-down of inventories (included in
cost of sales) 5,440 8,905
BEIRA(TEREEER Staff costs (excluding directors’ and
BEEME) (H2F15) supervisors’ emoluments) (Note 15) 252,157 238,510
EHMAREAZEERR Cost of inventories recognised
as an expense 2,369,697 2,108,507

IR ERERGARAT
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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I
13. KR 13. DIVIDENDS
2011 2010
ARETTT ARETFT
RMB’000 RMB’000
FRNBRZKE Dividends recognised as distribution
during the year
—E-TFERERE :
FRARO0.057T 2010 final dividend: RMBO0.05
(ZE—ZTF . —_TEThF (2010 : 2009 final dividend
RNEARR B AR #0.057T) RMBO.05) per share 22,866 22,866
RATEEDE#50307,312,8300% For the year ended 31 December 2011, final dividend of
A% %150,000,000 08 H% Ik 2% & A% A RMBO0.03 (2010: RMB0.05) per share (approximately HK$0.0368
R¥0.0370 (ZE—ZF : AR¥0.05 (2010: HK$0.0590) per share, including income tax of A shares)
JT) (#) 5B ¥0.0368 T (ZE—F on 307,312,830 A shares and 150,000,000 H shares has been
F B ¥0.05907T) C BIEA IR proposed by the directors of the Company and is subject to
B ZRERE  ZREBERE approval by shareholders at the annual general meeting and has
RIEEAEAR2 & B2 R4 been included as a dividend reserve in the consolidated financial
B BMERANIIERE RS - statements.
14. BEEF 14. EARNINGS PER SHARE

IR ERERGARLE
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED

BREXBANDIBEARRNE
ANEEAEBENOABARE
74,375,000 (ZZE—ZTF : AR
101,299,0007T) R EF N E #ITH
19 2 hnkE S 15 $1457,312,8308% (=
T —T4F 1 457,312,8300%) 51 & -

HREBEE-Z—F+=ZA=+—
AR ZE—ZFTF+=-A=+—HL
WEFEYENEERBEETYEY
EH WEREAZFETRBE
ZFAER -

The calculation of the basic earnings per share is based on
the Group’s profit for the year attributable to the owners
of the Company of approximately RMB74,375,000 (2010:
RMB101,299,000) and based on the weighted average number
of 457,312,830 (2010: 457,312,830) shares in issue during the
year.

Basic earnings per share and diluted earnings per share for two
years ended 31 December 2011 and 2010 are the same as there
were no dilutive events existed during both years.
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15. RIRBF(FEEEERE
=M&)

STAFF COSTS (EXCLUDING DIRECTORS’
AND SUPERVISORS’ EMOLUMENTS)

2011 2010

AR¥TFiT AR For

RMB’000 RMB’000

HehIE Salaries and wages 185,633 170,089

ETRAEEMEF Staff welfare and other benefits 36,190 39,028
RREFEEIMHR — Retirement benefit scheme

RERREE (B/2) contributions - defined contribution
plans (Note) 30,334 29,393
252,157 238,510

Hit

BHREARERZATE  ASEL2HEE T
B 2 REHRTBRARSE - B A%
HAKAI—FTRAAEBEIINZHS - &
AR (TEBBAD 2EM19% (=T —
TE21%) X EH - BUUETEFAMA
WAZ ERABEARET40T (ZT—FF
ARMET,4007T) © RIKET B 2 700 B £
Afra RPNk -

B WEA AR BREARBRERARA
BERABTZRKEFNEE - Bt - B EX
P RSN - N E W EHE AR TXARIK
FEREMR KRB MAELMEREE -

HE-_Z——F+-_F=+—BULFE &
£ EHEF AN A ARKS0,479,0007T (=
T —TF . AR¥29,564,0007T) B R KE
FEr B - RIBEER - ERWIZHHEHK
AEAER DR REE Z AR -

Note:

As stipulated by the regulations of the PRC, the Group participates in a
basic defined contribution pension scheme organised by the local municipal
government, whereby it is required to pay contributions at the rate of 19%
(2010: 21%) on the total salaries, bonuses and allowances (the “relevant
income”) paid to the Group’s staff in the preceding year. The monthly relevant
income per head of a staff is subject to a cap of RMB7,400 (2010: RMB7,400).
Contributions to this retirement scheme are charged to the consolidated
income statement as and when incurred.

The local municipal government undertakes to assume the retirement benefits
obligations of all existing and future retired staff of the Group. Accordingly, the
Group has no other material obligation for payment of retirement and other
post-retirement benefits of employees other than the contributions described
above.

During the year ended 31 December 2011, the Group made retirement
benefits scheme contributions totaling approximately RMB30,479,000 (2010:
RMB29,564,000). At 31 December 2011, there are no forfeited contributions
(2010: nil) available to reduce the contribution payable in the future years.

IR ERERGARAT
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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DIRECTORS’
EMOLUMENTS

16. EEREFEME 16. AND SUPERVISORS’

ENHENTFTRA(ZE—FF:
TR EERESEZMESWT

The emoluments paid or payable to each of the fifteen (2010:
sixteen) directors and supervisors were as follows:

g#F_T——F+_-_BA=+—HL For the year ended 31 December 2011

IR ERERGARLE
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED

FE
I8 7e4-
RUR BHRT
e Hitig#l g Rid o At
Salaries,
bonuses, Retirement
allowances benefit
and other scheme
Fees benefits  contributions Total
AREFT ANREFT ANREFr ANREFT
RMB’000 RMB’000 RMB’000 RMB’000
HITEF Executive directors
RR#EEE Mr. Zhang Daiming - 260 20 280
ERgRE £ (Wiza) Mr. Ren Fulong (Note a) - 292 20 312
HELEE Mr. Du Deping - 282 20 302
BB LA Mr. Zhao Songguo - 166 20 186
HHTEE Non-executive directors
% ks Mr. Xu Lie - 230 20 250
B OETE Mr. Zhao Bin - - - -
fERE k£ (Hiita) Mr. Ren Fulong (Note a) - - - -
BUHHTEE Independent non-executive directors
KEREHE Mr. Zhu Baoquan 70 - - 70
BRREE (Wib) Mr. Sun Minggao (Note b) 70 - - 70
BEALE Mr. Kuang Zhijie 70 - - 70
BERLE (Wite) Mr. Bai Huiliang (Note c) - - - -
2% Supervisors
FRBEE Mr. Li Tianzhong - 180 20 200
BHRELL (Wita) Ms. Hu Yanhua (Note d - 50 7 57
2 BEEWite) Mr. Liu Qiang (Note ¢) - 49 18 67
fREBEE Mr. Tao Zhichao - 30 - 30
FAIBLAE Mr. Zhang Yueshun - 30 - 30
M@t Total 210 1,569 145 1,924
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16. EEREE#ME &) 16. DIRECTORS’ AND SUPERVISORS’
EMOLUMENTS (Continued)
Kt - Notes:
(a) RZE——F+-A -+ ZHHE (a) Resigned as a executive director on 22 December 2011 and
HWITER RABBEZERIFENT appointed as a non-executive director on 22 December 2011.
e
(b) RZZ——F+_AZ+HEE - (b) Resigned on 22 December 2011.
() RZTE——F+-A=Z+-HEZ () Appointed on 22 December 2011.
£
(@ RZF——F LA+ N\AERT- (@ Appointed on 18 July 2011.
(e) RZTE——FEA+N\BEIE- (e) Resigned on 18 July 2011.
gF_Z=—EF4+_-_A=+—H1L For the year ended 31 December 2010
§£E
I8 %4
CRUR BHEF
e Hetiafl g B3 o @
Salaries,
bonuses, Retirement
allowances benefit
and other scheme
Fees benefits  contributions Total
ANRETFT ANRETFT ANRETFT ANRETFT
RMB’000 RMB’000 RMB’000 RMB’000
HITEF Executive directors
R8G5 E (Mfita) Mr. Zhang Daiming (Note a) - 569 19 588
ERERE Mr. Ren Fulong - 630 19 649
HEERE (W iHa) Mr. Du Deping (Note a) - 517 19 536
ket Mr. Zhao Songguo - 510 19 529
6 Bt (HiHp) Ms. Guo Qin (Note b) - 133 12 145
HHTEE Non-executive directors
& BEE(Mite) Mr. Xu Lie (Note c) - 380 14 394
B OETE Mr. Zhao Bin — - _ _
FRBEE W) Mr. Li Tianzhong (Note d) - - - _
2Rk (B ite) Mr. Liu Zhenwen (Note e) - 550 19 569
BUHHTEE Independent non-executive directors
RESRE Mr. Zhu Baoquan 60 - - 60
FEREEE Mr. Sun Minggao 60 - _ 60
BEaEE Mr. Kuang Zhijie 60 - - 60
£Z Supervisors
ERBEE W) Mr. Li Tianzhong (Note d) - 380 19 399
TRBERE (H5tp) Mr. Yu Gongfu (Note b) - 349 17 366
2 BEHE Mr. Liu Qiang - 0 14 104
mEBEE Mr. Tao Zhichao - 24 - 24
RAIBESAE Mr. Zhang Yueshun - 24 - 4
Mt Total 180 4,156 171 4,507

IR ERERGARAT
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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17.

DIRECTORS’ AND SUPERVISORS’

EMOLUMENTS (Continued)

Notes:

(@) Appointed on 20 September 2010.

(b) Resigned on 20 September 2010.

(@] Appointed on 25 June 2010.

(d) Resigned as a director on 9 April 2010 and appointed as a supervisor
on 25 June 2010.

(e) Resigned on 4 August 2010.

No directors and supervisors waived or agreed to waive any
emoluments paid by the Group for the two years ended 31
December 2011 and 2010. During the year ended 31 December
2011 and 2010, no emoluments have been paid by the Group to
the directors or supervisors of the Company as an inducement
to join or upon joining the Group or as compensation for loss of
office.

EMPLOYEES’ EMOLUMENTS

Of the five individuals with the highest emoluments in the Group,
two (2010: four) were directors, whose emoluments are set out
in note 16 above. The emoluments of the remaining three (2010:

N(ZE—ZF: ) &RaHFHA one) highest paid individual was as follows:
TMEenmT :
2011 2010
AR¥TFiT AR TFor
RMB’000 RMB’000
He 1A ERENEMIER]  Salaries, bonuses, allowances and
other benefits 816 550
BRIRENETEIH Retirement benefit scheme
contributions 59 19
875 569
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17. BB & (&) 17. EMPLOYEES’ EMOLUMENTS (Continued)
HMENTFUTEHER : Their emoluments were within the following band:
EE®E
Number of employees
2011 2010
= 2 7 #1,000,0007T Nil to HK$1,000,000 (2011: equivalent
T ——F  HERN to RMB811,000, 2010: equivalent
AR #811,0007T * to RMB859,000)
—E-TFER
AR #859,0007T) 3 1
18. ¥ il§ 18. TECHNICAL KNOW-HOW
ARETFT
RMB’000
5% 3 COST
R_Z—ZF—-HF—QH- At 1 January 2010,
—E-ZEFE+_A=+—BR 31 December 2010 and
- T —F#+-A=+—8 31 December 2011 6,550
s AMORTISATION
W-_ZE-—TFE—-HF—AH At 1 January 2010 6,433
FRZH Charge for the year 117
R-E-TF+-_A=+—8- At 31 December 2010,
—2——F—F—HAK 1 January 2011and 31
—E——F+ZHA=+—H December 2011 6,550

REE
W—ZE——F+=—A=+—H

W-F—FF+-A=+-A

CARRYING VALUE
At 31 December 2011

At 31 December 2010

AEBMzBEMBBE=TTBA &
ERMBEAERAEAFH  UE
BRORTE4-6F MHESH - X SRR =
F——F+ZA=t—HAR=F—
THE+-A=t-HAEE2&#HT
2o

The Group’s technical know-how was acquired from third
parties. The technical know-how had a definite useful life and
amortised on a straight-line basis over four to six years. The
technical know-how had been fully amortised as at 31 December
2011 and 2010.

IR ERERGARAT
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED



RESBLERAZETTRARER
l%'/-:'\__: é /E\ZI- ﬁ% $ﬁ % B{;.I. %-I Prepared under Hong Kong Generally Accepted Accounting Principles

BE_Z——F+t-A=t—-HLFE

Notes to the Consolidated Financial Statements For The Year Ended 31 December 2011
E—
19. Y%  BERBRE 19. PROPERTY, PLANT AND EQUIPMENT
RE B8
B¥ R&RE RE #t
Plant,
machinery
and Motor
Buildings equipment vehicles Total
ANRETT ANRETFT ANEETFT ANREFT
RMB’000 RMB’000 RMB’000 RMB’000
BER{EE COST OR VALUATION
R-E-ZF—A—H At 1 January 2010 515,632 1,156,226 16,395 1,688,253
mERTREAN Transferred from construction in
(fzt20) progress (Note 20) 103,055 22,786 - 125,841
NE Additions 4,286 47,894 3,314 55,494
HE Disposals (2,251) (70,995) (5,318) (78,564)
—ZF+-F=1+—H At 31 December 2010 620,722 1,155,911 14,391 1,791,024
MEBRIREA Transferred from construction in
(Haz20) progress (Note 20) 43,071 90,236 - 133,307
NE Additions 2,782 58,537 2,371 63,690
HE Disposals (9,270) (22,815) (869) (32,954)
—E——F+-A=+—H At 31 December 2011 657,305 1,281,869 15,893 1,955,067
RatiE ACCUMULATED
DEPRECIATION
—Z-ZF—-f—H At 1 January 2010 178,004 538,959 7,543 724,506
FNEE Provided for the year 23,962 91,364 2,271 117,597
HEHH Eliminated on disposals (1,714 (51,627 (5,061) (58,402)
RZE-ZF+-F=1+—H8 At 31 December 2010 200,252 578,696 4,753 783,701
FNEE Provided for the year 29,599 93,624 2,536 125,759
HEYH Eliminated on disposals (3,159) (15,969) (786) (19,914)
“Z——F+-A=1+—H At31 December 2011 226,692 656,351 6,503 889,546
IEEﬁ CARRYING VALUES
“Z——F+-F=1+—H At31 December 2011 430,613 625,518 9,390 1,065,521
—ZF+-FA=+—H At 31 December 2010 420,470 577,215 9,638 1,007,323

IR ERERGARLE
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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19. P¥E BERERE (&) 19. PROPERTY, PLANT AND EQUIPMENT
(Continued)

(@) AEEMBERFHURPE - (@) All the buildings of the Group are located in the PRC.
RZE——F+ZA=+— As at 31 December 2011, the carrying value of the
B RNEBERKRERENXE buildings for which the Group had not been granted
EZEFEREFENAAR formal title amounted to approximately RMB139,730,000
#139,730,000L (ZZE —F (2010: RMB102,293,000). In the opinion of the directors
F: AR%102,293,0007T) ° of the Company, the absence of formal title to these
ARBEZERR AEEE buildings does not impair the value of the relevant
HEFEETEERERZ buildings to the Group. The directors of the Company
ERFZEXNEBEMBE - also believe that formal title to these buildings will be
KABESNAE 258 granted to the Group in due course.
FZEREREHFERETA
£E -

(o) BEHFEERRNT 2R ERE (o) In the preparation of the listing of the Company’s shares
REFTEM ARRZHE - on the Stock Exchange, the Company’s property,
B kR E R BEEMmEE plant and equipment were firstly revalued by Shandong
LRSI EBRneE Certified Public Accountants, a firm of valuers registered
BEERACEEERE A in the PRC on a depreciated replacement cost basis as
BARRBZWE  BERFK part of its restructuring. Another separate revaluation
& B — %8 32 1 (B B = 12 Rl FT was carried out on the Company’s property, plant and
MITERARZARMESE equipment by Chesterton Petty Limited, an independent
HiEE ERaHB®mRESP valuer, on an open market value basis. The adoption of
HRALAMBEHESRE the above two revaluations in the consolidated financial
RKEHE_T——F+=A statements has not resulted in an additional depreciation
=+—BRkZZF-—TF+= charge during the two years ended 31 December 2011.
A=+—HLEFEEmMEN
mEER -

(©) MAEEZME BERF (© If the property, plant and equipment of the Group had not
HARBEERL MEFEETH been revalued, they would have been included in these
RS R AP AR AN B 2 53T consolidated statements of financial position at historical
EJIEREMT cost less accumulated depreciation as follows:

2011 2010

AR T ARBFT

RMB’000 RMB’000

g5 Buildings 430,613 420,470
R - HeE MR Plant, machinery and equipment 625,518 577,215
A Motor vehicles 9,390 9,638
1,065,521 1,007,323

IR ERERGARAT
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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19.

20.

IR ERERGARLE
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED

ME - BERWRE(Z) 19. PROPERTY, PLANT AND EQUIPMENT
(Continued)
d RZE——F+_A=+— (d At 31 December 2011, all property, plant and equipment

B AKBZHAEYNE K
ERJEEHRARNRAREER
FTESERANEEEGHE-
MREREER-FT——F
ToA=t+—HZEEEL
BEAZR ARAEER
BOE BERRER=-F
——F+ZA=+—HZEK
HEDERNTFHRIRERE
S AR ek

of the Group were revalued by the directors of the
Company on a depreciated replacement cost basis. Since
there are no material differences between the revalued
amount and the carrying values at 31 December 2011,
the directors of the Company are of the opinion that the
carrying values of property, plant and equipment as at 31
December 2011 fairly reflected their recoverable amount
at that time.

) ME BERZHE 2 LlE () The above items of property, plant and equipment are
BIRERERITE - W% - depreciated on a straight-line basis. The estimated useful
BERZEZEFIERF lives of property, plant and equipment are as follows:
BT :

BgF 205 Buildings 20 years

BE - e RERE 5-20F Plant, machinery and equipment 5 — 20 years

RE 5% Motor vehicles 5 years

EEITE 20. CONSTRUCTION IN PROGRESS

2011 2010
AR¥FIT AREFIT
RMB’000 RMB’000
®n—A—H At 1 January 120,261 134,356
INE Additions 376,376 111,746

EAME - BE KRR (H75719) Transfer to property, plant and

equipment (Note 19) (133,307) (125,841)
Rt+—A=+—H At 31 December 363,330 120,261
EEIREHER-_ZE——F+=A4 Construction in progress comprises expenditures incurred
TH+F—HHARIZEF BEK on buildings, plants and machinery not yet completed at 31
HERMEAZSH - December 2011.
Bz —_E——EF+-_A=+—81F For the year ended 31 December 2011, government loan of
FE pEREIRREMEBRFE RMB20,000,000 (2010: RMB 20,000,000) was borrowed for
R A ARE20,000,000T (Z2—F financing construction in progress. No borrowing costs are
F : AR #20,000,0007T) - AR E capitalised as the expenditures on the qualifying assets have not
BREEzZIEEAEE Al been incurred.
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21, THERAECHAGHEHERE 21. PREPAID LEASE PAYMENTS ON LAND USE

RIGHTS

2011 2010
ARW¥FIT AR TFor
RMB’000 RMB’000
XEERMEERELE The Group’s prepaid lease
payments comprise :
PR ZEE Leasehold land in the PRC :
FERFR AV Medium-term lease 221,834 227,388
HHEED Short-term lease 899 1,056
222,733 228,444
IEMEL 2D - Analysed for reporting purposes as :
MBEE Current asset 5,711 5,741
ERBEE Non-current asset 217,022 222,703
222,733 228,444

AEBERSFE 2 L F HE -
WERLH FEEEF BANE
EEXNZBEREZ A E -
BEBERF®ER KRR AEERD
BEFZEITH s ERERE - R _F
——&F+-_A=+—HB AE@H
AEREAERE 2T HEFEREZE
HEEX A AR#17,665,0007T (==
—ZT4F : AR #18,302,0007T) ° &
NABEERE  AEZSLER
Bz EAERETESAESERB L
HERAEZEBELRRE AR A
BENMHAGE ZSLWHWEREZE
NEERBERFETAER -

RZF——F+_A=+—H K
EEMNBHRTERAETDLEBEY
A R #69,575,0007C (Z T — T4 :
E)NETLMEREZBENHEER
HEAER (M15E33) -

The Group has acquired land use rights in the PRC and has
erected buildings thereon. While the Group has paid substantially
the full consideration of the purchase consideration, the relevant
government authorities have not granted formal title to certain of
these land use rights to the Group. As at 31 December 2011,
the carrying values of the land use rights for which the Group
had not been granted formal title amounted to approximately
RMB17,665,000 (2010: RMB18,302,000). In the opinion of the
directors of the Company, the absence of formal title to these
land use rights does not impair the value of the relevant land use
rights to the Group. The directors of the Company also believe
that formal title to these land use rights will be granted to the
Group in due course.

As at 31 December 2011, certain secured bank loans were
secured by certain prepaid lease payments on land use rights
of the Group with an aggregate carrying values of approximately
RMB69,575,000 (2010: nil) (Note 33).

IR ERERGARAT
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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|
22, ¥EYE 22. INVESTMENT PROPERTIES
AR For
RMB’000

5% 3 COST
RZE—FF—H—H At 1 January 2010 42,618
INE Additions 1,701
R-ZE—FF+=-_A=+—8H At 31 December 2010 44,319
INE Additions 4,692
R-_E——F+=-_A=+—H At 31 December 2011 49,011
RiheE ACCUMULATED DEPRECIATION
RZE—FF—HF—H At 1 January 2010 5,924
FNEE Provided for the year 2,688
R-E—ZFETF+-_A=+—H At 31 December 2010 8,612
FNEE Provided for the year 3,257
R-ZE——F+=-_A=+—H At 31 December 2011 11,869
RHEE CARRYING VALUES
R-_E——F+=-_HA=+—H At 31 December 2011 37,142
R-E-FFE+-_A=+—~H At 31 December 2010 35,707
(@) NEFW AR HTEL (78 H (@ The Group’s investment properties were located in the

IR ERERGARLE
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED

A10F 5 A £ 1B D R50%)
MEEMEMRFE - R =
T——&H+-_A=+—8"
AEBEREMEZAREN
B AR #69,275,0007T (ZF
—Z4F : A R#69,000,000
L) c RARBEER T ——
F+-_fA=+—HEAEE
ZIREBEYEREITHE - HE
FRBLEERBZEGERM
ETHE AR EEZMG
BT 2 E AR E R A&
TZHEUMEZTEMET -

PRC under medium-lease terms (lease period of 10 years
or more but less than 50 years). The fair value of the
Group’s investment properties at 31 December 2011 was
approximately RMB69,275,000 (2010: RMB69,000,000).
The fair value of the Group’s investment properties at 31
December 2011 have been estimated by the directors
of the Company. No valuation has been performed by
independent qualified professional valuers. The valuation
performed by the directors of the Company was arrived
at by reference to market prices for similar properties in
the same locations and conditions.
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22, 1BEYMEZ) 22. INVESTMENT PROPERTIES (Continued)

(b) RZE——F+ZA=+— (b) As at 31 December 2011, no investment property for
H - REBIWEERERE which the Group has not been granted formal titles
ANEBIACKEME (= (2010: RMB4,231,000). In the opinion of the directors
T—TF: AR%4,231,000 of the Company, the absence of formal titles to these
L) c MRZE—FTF+=A investment properties did not impair the value of the
=+—H8 ARREERE - relevant properties to the Group as at 31 December
REZZHREMEZERE 2010. The formal titles to those properties have been
BEFRAITESANEEBBER granted to the Group in year 2011.
BYFEZEBELBRE-  Z
SREMEZERNEEEHR
ERZZE——FERTAEER -

(© LR EMETNEGEIR (©) The above investment properties are depreciated on a
T R20F (AR & B %E) straight-line basis over the shorter of the term of the
wE- lease and 20 years.

23. REBELFTNER 23. INTEREST IN AN ASSOCIATE
2011 2010
AR&TiT ARETFT
RMB’000 RMB’000
MIEFHEBLATINIRER A  Cost of investment in an unlisted
associate 10,179 10,179
FEEW R SR - Mk Share of post-acquisition profits,
S EIEO)E S net of dividend received 11,582 6,441
21,761 16,620
RZE——F+-A=+—H" K As at 31 December 2011, the Group had interest in the following
EEPUTHEEARES E associate:
31 ]
EBER HEREIR EREEx EiEESR
REARER B BENR PR mER [ - Bk EEEE
Percentage
Form of Place of Nominal value of equity
business incorporation  Class of of registered attributable to
Name of associate structure and operations  shares held capital the Group  Principal activities
LREETERERERAA =B HE BARA AEHRVB 20% HEENREERM
(I3r&)) 84,930,0007T
Shandong Zibo Xincat Incorporated ~ PRC Contributed Production of
Pharmaceutical Co., Ltd. capital medicine and
(“Xincat Pharmaceutical”) medical products

IR ERERGARAT
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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23. PEEAoTFIMNES (&) 23. INTEREST IN AN ASSOCIATE (Continued)
EEAEEBE QRN REEZY The summarised unaudited financial information in respect of the
BERBENT Group’s associates is set out below:

2011 2010
ARW¥FIT AREFor
RMB’000 RMB’000
BEE Total assets 171,191 145,628
BEE Total liabilities (62,389) (62,529)
FEE Net assets 108,802 83,099
REFERBEANRFEE Group’s share of net assets of
an associate 21,761 16,620
2011 2010
ARWFIT AR For
RMB’000 RMB’000
A Revenue 253,002 210,203
F R A Profit for the year 25,703 26,299
AEBEE(LEERRFARF Group’s share of profit of
an associate for the year 5,141 5,260
24, WHHEZRE 24. AVAILABLE-FOR-SALE INVESTMENTS
2011 2010
ARWFIT AR For
RMB’000 RMB’000
EmzEE: Listed investments:
—RAFREETZIRAES — Equity securities listed in the PRC,
WA RETY R (K ita) at fair value (Note a) 132,872 155,446
AEMZIEE - Unlisted securities:
—IR AR (M 5Eb) — At cost (Note b) 33,200 33,200
B BRRBEEE (Fitb)  Less : Impairment loss recognised
(Note b) (30,000) (30,000)
4Bt Total 136,072 158,646

IR ERERGARAT
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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I
24. TN[EHEZRSE (Z) 24, AVAILABLE-FOR-SALE INVESTMENTS
(Continued)

Wit - Notes:
(a) RZTE——FR-ZFT—FF+=A (a) At 31 December 2011 and 2010, the fair value of the listed equity

=+—B LTRAFTHFRENA securities are determined based on the quoted market bid prices

REDESE LFEFRSHZH available on the Shanghai Stock Exchange and the changes in fair

LREMET  AREBEEHEFTA value has been recognised into other comprehensive income.

Hih 2 EMzF -
(b) It FEEEEN P BEMK 2L (b) The amount represents investments in unlisted equity securities issued

BOERTZFLDRATS 2K
E-ARAEAAEREEHER
B NBARREERREEA R
WEBERAAE  BRUZFRER
BEPREEANBRES -

NZZ——F+-A=+—8 K
ABHOEER-RELTELHERS
ARIRKABFBFEREEARZE
& AN A A R %30,000,0007T ©
ZBHRH A A IEE MR-
B It B 5 LA B 6 2 T ROR BB B A
R #30,000,0007C ° KA G EER
B ZORET2BW BRI k% E
FRGATZABERERELR
EEEIES -

WZE—-——F+=-_A=+—8"
FETRAZBHTEREAEER
MEREZRE KEEAZT XK
EENREEINERE3B5%HRA
EH -RBE-ZT—ZF+=A
=t+—BLEFERN NEBBRH
EREVZRERINABLEZEE
ENEENHBEZKE (EEH
15 R K 5E31) °

by private entities incorporated in the PRC. They are measured at
cost less impairment at the end of the reporting period because the
range of reasonable fair value estimates is so wide that the directors
of the Company are of the opinion that their fair values cannot be
measured reliably.

As at 31 December 2011, the unlisted equity securities included
an investment in an unlisted securities trading company, Tian Tong
Securities Company Limited, with a cost of RMB30,000,000. The
securities trading company was in financial difficulties and impairment
loss of RMB30,000,000 had been recognised in prior year. The
directors of the Company are of the opinion that the impairment
made is based on their best estimation with reference to the market
situation and circumstances of the securities trading company.

As at 31 December 2011, the unlisted equity securities also included
the Group’s investment in 35% of equity interest of Xinhua Changxing
with a carrying amount of nil (2010: nil). During the year ended 31
December 2010, the Group reclassified the investment in Xinhua
Changxing from assets classified as held for sale to available-for-sale
investments (see note 31 for more details).

25, &8 25. INVENTORIES
2011 2010
AR¥TFiT AR TFor
RMB’000 RMB’000
R Raw materials 44,253 56,675
p ol Work-in-progress 106,824 56,488
BUAK &R Finished goods 258,814 275,656
A Consumables 13,898 12,724
423,789 401,543
gz —_E——F+-_A=+—81 During the year ended 31 December 2011, reversal of allowance

FE BARHEBEFEECHEREHE
B BAEEBELFEEREOAR
#8,890,0007C (- T — T4 : &) -

of inventories of approximately RMB8,890,000 (2010: nil) has
been recognised as the corresponding inventories were either
sold or utilised.

IR ERERGARAT
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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26. BRERRAMEBWKHRERA 26. TRADE AND OTHER RECEIVABLES
2011 2010
AR¥TFTT AR For
RMB’000 RMB’000
FEUBR A R ZEE Trade and bills receivables 393,531 308,235
B R R AR Less : Allowance for doubtful
debts of trade receivables (563,328) (1,979)
340,203 306,256
Hib e EIE me &k Other receivables, deposits and
SEEN ] prepayments 58,397 78,835
S B Ath R YL FRTE R ER B A Less : Allowance for doubtful debts
of other receivables (9,244) (9,128)
49,153 69,707
FEWBEF R H M fEUL FRIB 48 %8  Total trade and other receivables 389,356 375,963

RZTE——F+ZA=+—H B
R B EL A ARE107,959,000
T (ZE—ZF : AR¥80,819,000
7T) R #) B A R#1,826,0007T (=&
—ZTF B DRIAET R EEHE -

AEEZHOBHERABAERE
HNRREFTNET BREHADR
HEARPHERGIE - RRELE
FREREMNFI AKRBEREKR
WESHEFPETFHORZRES
A B P & P X FOORZRERH -

TR BER BRERRERE
(BHBRBUEARER®E) RER
BHEIZ25 2 BRE DT -

As at 31 December 2011, included in the trade receivables of
approximately RMB107,959,000 (2010: RMB80,819,000) and
approximately RMB1,826,000 (2010: nil) is denominated in
United States Dollars (“USD”) and Great Britain Pounds (“GBP”)
respectively.

The Group’s revenue from export sales is on letter of credit or
documents against payment. The credit period is agreed upon
and stipulated in the sales contract. Except for some particular
customers where payment in advance is normally required, the
Group allows an average credit period of 30 days to its local
trade customers and 90 days for local hospital customers.

The following is an aged analysis of the trade and bills
receivables net of allowance for doubtful debts presented based
on the invoice date at the end of the reporting period.

2011 2010
AR¥TFiT AREFT
RMB’000 RMB’000
—FR Within one year 335,408 303,310
ZR—FEMELA More than one year but

within two years 3,212 2,601

ZHRMERBZFUA More than two years but
within three years 1,583 319
ZR=F Over three years — 26
340,203 306,256

IR ERERGARLE
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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26.

FE U AR 3% R 3 fth FE U B I/

(&

AEBZREEEREREREHBTE
48 R T B H 4 A A R #39,684,000
T (ZZE—ZF : AR¥E4,764,0007T)
CHREREERD BN MAEE
TEREREBEBELREE A&
B ERZEEHRIFEEMERES -

IEKERLREMS  AREH
AZXPHHMITERNERATM K
BY-—EWERARE BEFhE:
BHIEPBEMND BN R R
FRORBRE Y2EEFPRHE
MEAUEEPELENKEHERE -
76% (ZF —FF 1 98%) W UK
RERBEABHPARBE X%
BEERNERAFEET  BRIDH
mERLE -

26.

TRADE AND OTHER RECEIVABLES (Continued)

Included in the Group’s trade and bills receivable balance
are debtors with aggregate carrying amount of approximately
RMB39,684,000 (2010: RMB4,764,000) which are past due as
at the reporting date for which the Group has not provided for
impairment loss.

In respect of trade and bill receivables, individual credit
evaluations are performed on all customers requiring credit over
a certain amount. These evaluations focus on the customers’
past history of making payments when due and current liability to
pay, and take into account information specific to the customer
as well as pertaining to the economic environment in which
the customers operate. 76% (2010: 98%) of the trade and bill
receivables that are neither past due nor impaired have good
settlement history under the Group’s individual credit evaluations.
The Group does not hold any collateral over these balances.

B i B 1B 5% iRk {5 A% PR Ui B 3% 2 AR 2 Ageing of trade receivables which are past due but not
impaired
2011 2010
AR%TFT ARBFT
RMB’000 RMB’000
—FRr Within one year 38,193 2,723
ZR—FEMEUA More than one year but
within than two years 1,343 1,817
ZHRMEB=ZFUR More than two years but
within than three years 148 212
ZRZ=F More than three years — 12
4Bt Total 39,684 4,764

2 780 H3 1B I 48 R (8 2 8 W 0 0R B2 R
ZHEAEERBERFEBERHEZE
FEB REABETER BEER
RELSHEBEFEIR T AL ES
REH BNRBRZERIAR2H
Yom - 3w B AE R EFE - A
SEWEZEFEBF A EAER
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Receivables that were past due but not impaired relate to a
number of independent customers that have a good track record
with the Group. Based on past experience, management believes
that no impairment allowance is necessary in respect of these
balances as there has not been a significant change in credit
quality and the balances are still considered fully recoverable.
The Group does not hold any collateral over these balances.
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TRADE AND OTHER RECEIVABLES (Continued)

(&
R Mz B % R R 8 (G 2 D Movements in the allowance for doubtful debts of trade
receivables

2011 2010

AR%TFT ARBFT

RMB’000 RMB’000

—H—H At 1 January 1,979 7,603

B [o 2 R E 1B Impairment losses reversed — (691)

BRI EEE Impairment losses recognised 51,349 312

8 AR U B R IE Amounts written off as uncollectable — (5,245)

+-A=+—H At 31 December 53,328 1,979

T TE B MR PR SRR A AT MR [ B - R
S E S 58RI R U
BN EREEZRARVNRHKEEZA
EEERESHRNEAES - AR
BEFBEABRARBEETHE
ERBEFIEEAR -

FEREWRORERES @B
RAEZERERBBHOAARE
53,328,000 (ZZE—ZTF : AR¥
1,979,00070) - A B ZEEH
BESETMAEER -

In determining the recoverability of trade receivables, the Group
considers any change in the credit quality of the trade receivables
from the date credit was initially granted up to the end of the
reporting period. The concentration of credit risk is limited due to
the customer base being large and unrelated.

Included in the allowance for doubtful debts are individually
impaired trade receivables with an aggregate balance of
approximately RMB53,328,000 (2010: RMB1,979,000) which
were found to be under severe financial difficulties. The Group
does not hold any collateral over these balances.

HtERSRARIERHGED Movements in the allowance for doubtful debts of other
receivables

2011 2010
AR®TFiT AR For
RMB’000 RMB’000
—H—H At 1 January 9,128 7,838
B[Oz RmEEE Impairment losses reversed (216) —
2R EEE Impairment losses recognised 332 1,290
+ZA=+—8 At 31 December 9,244 9,128

EEMERFENRERET B
BERIFHERE 2 e R IB A
45 AR 244,0007T (Z B — T4,
AR#9,128,0007T)  ZEEHAH
MR - NEBBRZELEHM
EISEEEES -

IR ERERGARLE
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Included in the allowance for doubtful debts are individually
impaired other receivables with an aggregate balance of
approximately RMB9,244,000 (2010: RMB9,128,000) which were
found to be under severe financial difficulties. The Group does
not hold any collateral over these balances.
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TRADE AND OTHER RECEIVABLES (Continued)

During the year ended 31 December 2011, the Group recorded
compensation income of approximately RMB7,907,000. At the
end of the reporting period, the balance is yet to be settled and
is included in other receivables in the consolidated statement of
financial position.

As at 31 December 2011, certain secured bank loans were
secured by trade and bills receivables of the Group with an
aggregate carrying values of approximately RMB58,837,000
(2010: nil) (Note 33).

AMOUNTS DUE FROM (TO) FELLOW
SUBSIDIARIES

2011 2010

ARETT ARBTFT

RMB’000 RMB’000

FE W [R] BT B8 2 Bl 5k TE Amounts due from fellow subsidiaries 19,074 12,511

D ) MNCIE Less : Allowance for doubtful
2 RIREHE debts of amounts due

from fellow subsidiaries (12,474) (12,474)

6,600 37
JEASH[R) 22 B /&8 2 AR IE Amounts due to fellow subsidiaries (2,835) (6,087)
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29. BERBRTER 29.

BHHARTERARERZERE
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ZHRITMEZTER - ARZERT
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The balances with fellow subsidiaries are trading in nature.

AMOUNT DUE TO AN ASSOCIATE

The balance with an associate is trading in nature.

PLEDGED BANK DEPOSITS

The amounts represent deposits pledged to bank to secure
banking facilities granted to the Group in respect of bills issuance
and operation. As these banking facilities are short-term, the
deposits are classified as current assets. The deposits carry fixed
interest rate at 2.98% (2010: 1.98%) per annum. The pledged
bank deposits will be released upon the settlement of relevant
facilities.

IR ERERGARAT
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