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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 2012 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,
except for the Hong Kong Independent Auditor’s Report and those sections
prepared under Hong Kong Generally Accepted Accounting Principles.
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ShineWing

Certified Public Accountants
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Summary of Financial and Operating Results @ BENEEBERE

1. EBEPESHENRER_T 1.  Key financial data for the year ended 31

——_FETESHHE (& December 2012 prepared in accordance with
Fi) PRC accounting standards (Audited)
"E Items —2—=
2012
AR #T
RMB
EENE Operating profit (18,705,181.33)
e Profit before taxation 34,981,068.98
BN LT ARRERFAE Profit attributable to the equity 23,663,577.96
holders of the Company
BENLETARRRENNR Profit attributable to the equity (20,394,764.53)
IS E B R B AFRE (A7:2) holders of the Company
after extraordinary loss (Note)
KETHELENH S REFE Net cash flow from operating activities 37,817,990.40
Kia o EREMIBRMINBIES K25 (BT Note:  Extraordinary items after income tax include:
BRiB) T -
Zg-C —F- “5-%
2012 2011 2010
WA Items ARBT NEET ANEET
RMB /it Notes RMB RMB
FrBEERERS Profit or loss from disposal of 1294067553 EEETAERL  Profit/loss of (3,438,803.56)  (18,024,418.06)
non-current assets BREERR disposal of fixed
assets and
intangible assets
SAEHBENBAREY Government subsidies recognise in current 43,102,518.23  UrE R HEm Received and 29,258,563.27 7,336,000.00
BEATEREEERZNEE profit and loss, (excluding those closely FAEHES amortizationed
HABERBERE related to the Company’s normal operations MR government
RR-TEETHITERE and granted on an ongoing basis under subsidies reckon
Z OB BB N the State's policies according to into current term
certain quota of amount or volume)
BAARERCEXKABNEMRESR  Gans/losses from fair value 2,571,92000 AEHESE Dividends of held- ~ 3,866,053.56 3,048,698.99
REEBN RERSULREE changes of trading financial assets and BEMM for sale financial
RHteREBEELYN trading financial liabilties, assets

DhEEEDBEE and investment income from
URRERSHLREE disposal of trading financial assets,
RHUEREBNTRIESREE trading financial liabilties and
nEMHRERS available-for-sale financial assets,
except effective hedging activities related to
the Company’s normal operations
BEREBEZ ML EESN Non-operating income or cost (2,339,973.59) (4,525,232.16) (868,335.09)
AR it except items above
LERERRYER Minority interests 24,447.44 (4,500.31) (19,851.04)
Ry &8 Income tax (12,241,245.12) (3,956,007.44) (1,530,339.21)
At Total 44,058,342.49 2120008436 (5,058,244.41)

IWRHERERBBRAF
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S HBENERBERHE Summary of Financial and Operating Results

1. EBEPESHENRER_T 1.  Key financial data for the year ended 31

——_FETESHHE (& December 2012 prepared in accordance

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

BRAMCABEMNENEH Items by fair value

AR HARSHRH
Moed REEDRE LARERD FMROEE PS4

Amount as at Total Amount as at
1 January Change of change of Provision 31 December
BH ltems 2012 fair value fair value impairment 2012
(AE#T) (AR#T1) (ARET) (AR#T) (ARET)
(RMB) (RMB) (RMB) (RMB) (RVB)
CREE: Financial assets:
a1 URREE Include: 1. Financial assets - - - - -
FERE by fair value
BEAEE and its change s
B#EA included into
CHEE profit and loss
A (TESREE Include:  Derivative - - - _ _
financial assets
2. tHE 2. Available-for-sale 136,072,016.00 131,877,530.00 156,302,848.00
TREE financial assets
SREE NG Total of financial assets 136,072,016.00 131,877,530.00 156,302,848.00
At Total 136,072,016.00 131,877,530.00 156,302,848.00
2. HERE 2.  Financial Summary
(i) BESEREMA Y @ E A (i) In accordance with Hong Kong Generally Accepted
=8 (st Accounting Principles (“HKGAAP”) (Audited)
coKax Consolidated income statement
2012 2011 2010 2009 2008
ARBFT AREFT AREFT AREFL AREFT
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
1 Revenue 2,932,116 2,917,860 2,589,447 2,295,101 2,077,758
BRBATR R Profit before tax 33,515 91,272 128,967 116,388 41,447
&% ER Income tax expense (8,499) (13,302) (22,159) (13,008) (5,677)
AEERR Profit for the year 25,016 77,970 106,808 103,380 35,770
FERER Non-controlling interests 2,599 3,595 5,509 3,693 5,706
ARRFEAEMER  Profit attributable to owners 2417 74,375 101,299 99,687 30,064
of the Company
ZE-"FFR
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Summary of Financial and Operating Results @ BENEEBERE

2. BEBE (Z) 2. Financial Summary (continued)

(i) REBLTREMZETREE (i) In accordance with Hong Kong Generally Accepted
RE(EHE) (&) Accounting Principles (“HKGAAP”) (Audited) (continued)
SFAMBEKRAE Consolidated statement of financial position

2012 2011 2010 2009 2008

ARBFT AEEFT AREFT ANEEFT AEEFT

RMB’000 RMB’000 RMB’000 RMB'000 RMB’000

BEE Total assets 3,639,490 3,017,412 2,772,599 2,636,363 2,159,424

BaE Total liabilities (1,855,699) (1,259,624) (1,048,367) (955,542) (659,144)

FERER Non-controlling interests (39,701) (39,807) (38,010) (36,318) (33,746)

ARRFEAEMESR  Equity attributable to owners 1,744,090 1,717,981 1,686,222 1,644,503 1,466,534
of the Company

(ii) RHRBEEERRR (L' (ii) In accordance with PRC accounting standards (Audited)
TEMEHE Principal financial date

REL EFER
HH Change as
Item 2012 2011 compared to 2010
(AR%T) (AR#r) the last year (AR#T)
RMB RMB (%) RMB
BEHERA 2,971,519,619.90 2,937,528,055.33 1.16  2,614,233,634.62
Total operating income
b (18,705,181.33)  71,927,673.11 (126.01)  131,701,950.29
Operating profit
FE@ss 34,981,068.98 93,211,526.67 (62.47)  125,128,440.97
Profit before taxation
HEN EMARREAFEFRE 23,663,577.96 76,023,665.57 (68.87) 97,256,602.75

Profit attributable to the equity

holders of the Company
FRR T ARRRNINRIELTHE

B FERE (20,394,764.53) 54,823,601.21 (137.20)  102,314,847.16
Profit attributable to the equity

holders of the Company

after extraordinary loss
KEEHELANREREFE 37,817,990.39 97,083,018.85 (61.05)  173,000,248.75
Net cash flow from operating activities

IWRHERERBBRAF
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S HBENERBERHE Summary of Financial and Operating Results

2. HMEBBEZE)

(i

EPESFERR (KE)
(%)

2. Financial Summary (continued)

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

TEHENE(Z) Principal financial date (continued)
20125 20114 2010%F
12A31H 12A31H RER 12A31H
As at As at b R As at
HH 31 December 31 December Change as 31 December
Item 2012 2011 compared to the 2010
(AR¥T) (AR¥T) end of last year (AE#T)
RMB RMB (%) RMB
BEET 3,628,270,364.03 3,004,190,190.68 20.77 2,739,564,533.49
Total assets
ERGE 1,851,281,249.01 1,254,451,169.37 47.58 1,025,030,560.11
Total liabilities
FEBREMARBREMEEES 1,737,287,914.32  1,709,932,330.07 1.60 1,676,523,546.19
Total equity attributable to equity
holders of the Company
IR (BZ) 457,312,830.00 457,312,830.00 — 457,312,830.00
Capital (share)
TEMHER Principal financial summary
REL EFER
Item Change as
|\H 2012 2011 compared to 2010
RMB RMB the last year RMB
(AR¥T) (AR¥T) (%) (AR#¥T)
EXRgkkE 0.05 0.17 (70.59) 0.21
Basic earnings per share
e =g dlien 0.05 0.17 (70.59) 0.21
Diluted earnings per share
MR ENERENERNTRIE (0.04) 0.12 (133.33) 0.22
Basic earnings per share after
extraordinary loss
DT 195 R E U R (%) 1.38 4.46 TH3.08EEHZ
Return on equity of weighted Decrease 3.08 5.81
average (%) points
MBRIELEUEEED (1.19) 322 THRAMEESH
T FEEREE%)
Return on equity of weighted average Decrease 4.41 6.11
after extraordinary loss (%) points
FRELIFDEENREREFE 0.08 0.21 (61.90) 0.38

Net cash flow from operating
activities per share

-5 FH
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Summary of Financial and Operating Results @ BENEEBERE

2. HMEBRBEZ) 2.  Financial Summary (continued)
(ii) IR E e R RS (L) (ii) In accordance with PRC accounting standards (Audited)
(%) (continued)
TEHEEREZ) Principal financial summary (continued)
2012% 20114

12A31H 123318 RER 2010F &
As at As at b ARG As at
Item 31 December 31 December Change as 31 December
HH 2012 2011 compared to the 2010
RMB RMB end of last year RMB
(AB&T) (AE#ET) (%) (AR#T)
GERLTARARRNERFEE 3.80 3.74 1.60 3.67

Net assets per share attributable to
equity holders of the Company

BERABR(%) 51.02 4176 FFHO26EEHE
Asset-liability ratio (%) Increase 9.26 37.42
points
B HERMAEZTREWZEAN Note:  There has been no change in the share capital of the
NAEPRAR RIS E &L - Company from the end of the financial year 2012 to the

publication date of the results announcement of 2012.

(i) i e s B B R (iii) Appendix to the profit and loss account prepared in
X R (EEE) accordance with PRC accounting standards (Audited)
BRER AEET)
Earnings per share (RVB)
MEFHBEEREEY) EFXHRER BESRER
Weighted average
RERTE return on equity (%) Basic earnings per share Diluted earnings per share
Reported Profit 2012 2011 2012 2011 2012 2011
HER EMORREFHE 1.38 4.46 0.05 0.17 0.05 0.17

Profit attributable to the equity
holders of the Company
FEN T ARIRES MG (1.19) 3.22 (0.04) 0.12 (0.04) 0.12
BB R R T
Profit attributable to the equity
holders of the Company
after extraordinary loss items

IWRHMERERBBRAF
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SN HBENERBERHE Summary of Financial and Operating Results

3. HEPEEFEAMEFEY 3. Reconciliation of accounts prepared in

EBRMAZEHEFERERKE accordance with PRC accounting standards
=R and HKGAAP
FAFREAEERT
Profit attributable to owners BEE
of the Company Net assets
(AR®T) (AR®T)
RMB RVB
T i HEE EEE 8
As at As at
31 December 1 January
2012 2011 2012 2012
BEBLEREMN TR 22,417,000.00  74,375,000.00 1,744,090,000.00 1,717,981,000.00
Prepared under HKGAAP
R E g e 23,663,577.96  76,023,665.57 1,737,287,914.32 1,709,932,330.07

Prepared under PRC accounting standards
REBRLERRMGHRABBRNSERE
HKGAAP adjustments:

EERIE 221,422.04 292,334.43  (1,199,914.32)  (1,420,330.07)
Depreciation charges due to revaluation in previous years
HEEED (1,468,000.00)  (1,941,000.00) 8,002,000.00 9,469,000.00
Surplus from revaluation for listing of H Shares
Hit - - - =
Others

REBLTEREMY S RNERAEH (1,246,577.96)  (1,648,665.57) 6,802,085.68 8,048,669.93

HKGAAP adjustments total

BiaE - SEBARIINSEAERZEAEAR Note:  Explanation of the difference between the PRC accounting standards
and HKGAAP:

1. EBREAEBHEMAZER 1. Education expenses are regarded as actual expenditure without
AHEREBEY Y M|EZ the need of provision under HKGAAP. As at 31 December 2012,
12 B E20124128318 1+ % the balance of education expenses was RMB8,002,000.00 under
hHAEHERFIENHERE the PRC accounting standards, and the education expenses
# %8 A A R #8,002,000.007T were RMB1,468,000.00 for 2012;

NRFEHERBHEERA
R #1,468,000.007T :

2. HRLMEZE  HAQXTNIE 2. The aforesaid difference also led to the difference in the
EHEHMERTEZE 2 Company’s deferred income tax, with the difference in
HFEEFREHREEABARKE accumulated deferred income tax being RMB1,199,914.32
1,199,914.327C « & H IR T PR and the deferred income tax of the current period being
EHER B ARM221,422.04 RMB221,422.04.

ﬁ: °
ZE-"FFH
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Changes In Share Capital and Shareholders RAZE KRR ER

1. BRpEEHERE 1.  Share capital structure
B R38R 2012£12A31H 2012%1R1A
Class of shares 31 December 2012 1 January 2012
BHh8E E@RFLEH BiruE 11112 N4
Number of % of the total Number of % of the total
Shares share capital Shares share capital
(share) (%) (share) (%)

1. AREGHHRERAH

Total number of shares subject to conditions of trading 961 - 5,331 -
GBS
State-owned shares - — - -
BREAFR
Domestic legal person shares - — — —
ARBREGRHSER
Senior management A shares subject to

conditions of trading 961 - 5,331 —
BNEEEEARR

Domestic non-state legal person shares - - - -

2. ERERHOTBRAF

Total number of unconditional tradable shares 457,311,869 100.00 457,307,499 100.00
ARBERER (AK)
Renminbi ordinary shares (A shares) 307,311,869 67.20 307,307,499 67.20
Bih EONE R (HiR)
Overseas listed foreign shares (H shares) 150,000,000 32.80 150,000,000 32.80
3. KirEs
Total number of shares 457,312,830 100.00 457,312,830 100.00
Fiat - B ZE2012F12A31BE B8R /HIEE Note:  As at 31 December 2012, a total of 9,380,000 shares held by
ERAR R EHH AR 79,380,000 Qingdao Haowei Investment Development Company Limited in the
A% A% 1 4% BSR4 o Company have been pledged and freezed.
R BB A R A F)
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BRABB K RRER Changes In Share Capital and Shareholders

2. BEBRINE 2.  Shareholders information
() RZE—=—F+-_A=+— (i)
B ARXaBRERALHA
38,5017 + B HEHR X #56
F - A% 38,4455 -

As at 31 December 2012, the Company had on record
a total of 38,501 shareholders, including 56 holders of H
Shares and 38,445 holders of A Shares.

FEREWEBNFESER S
BHARBK R B EA38817TF
BIEHIX X 565 - ARRR B

As at the end of the fifth trading day before the release
of the annual report, the Company had on record a total
of 38,817 shareholders, including 56 holders of H Shares

38,761F » and 38,761 holders of A Shares.
(ii) NR-E——F+=-B=+— (i) As at 31 December 2012, the top ten shareholders of the
HiEFAAKQTRRD A+ 2% Company were as follows:
RIERMAT -
Fit BER®E BHRHE R (LEBRELLH%)
Number of % of the total
No Name of Shareholders Class of shares shares held share capital
1 WRHEBREEEERETRA B Al 166,115,720 36.32
Shandong Xinhua Pharmaceutical State-owned shareholder,
Group Company Limited A shares
2 BRPREE(REBA)BRAF M EHR 147,943,998 32.35
HKSCC (Nominees) Limited Listed H shares
3 EERAREERERAR RER—REA 9,386,851 2.05
Qingdao Haowei Investment Domestic general legal
Development Company Limited person shares
4 IRF BABAA 751,400 0.16
Wang Cuiping Domestic individual
5 SR B I ERNEAA 639,000 0.14
Zhang Linlin Domestic individual
6 Bt X BARBAA 591,800 0.13
Liu Shida Domestic individual
7 BREFBOARDARP BA—REA 505,000 0.1
ERRGEREREF
Haitong Securities Company Limited Domestic general legal
Customer credit transaction backed person shares
securities account
8 09273 BRNBEAA 500,000 0.11
Lin Ruhong Domestic individual
9 B= BAREBAA 499,990 0.11
Zheng Huidan Domestic individual
10 WANG ZHIHAI Vipbilalikd 456,000 0.10
WANG ZHIHAI Listed H shares
ZE-"FFH
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Changes In Share Capital and Shareholders BRASE KRR ER

2. EBERWRNEBE) 2.

(i

(%) (i)
R-F-—ZF+-A=*1—
AREARA RN A+ 28
PREGIFBRERMT :

BRER

Name of Shareholders

Shareholders information (continued)
(continued)
As at 31 December 2012, the top ten shareholders

holding unconditional tradable shares of the Company
were as follows:

BEEREGEHBRNNE
Number of unconditional
listed shares

BfEm

Class of shares

WRHFEREEERRETAA

Shandong Xinhua Pharmaceutical Group Company Limited

BRPREE (REBA)BRAT

HKSCC (Nominees) Limited

EERBREERARAA

Qingdao Haowei Investment Development Company Limited

IRY

Wang Cuiping

SR I3

Zhang Linlin

ERN

Liu Shida

BRELSROBEBARNELEARHERELEREP

Haitong Securities Company Limited Customer credit
transaction backed securities account

og

Lin Ruhong

BEH

Zheng Huidan

WANG ZHIHAI

WANG ZHIHAI

166,115,720 AR
A Shares

147,943,998 HA%
H Shares

9,386,851 AR%
A Shares

751,400 AR

A Shares

639,000 A%

A Shares

591,800 AR

A Shares

505,000 AR

A Shares

500,000 AR

A Shares

499,990 AR

A Shares

456,000 HAZ

H Shares

Wizt - Note:

1. ARABEERM L+ 1.
ABRRFRRZBREER
ERBBERRTEESE
BERZRE((TEER
gl) Bz L AT K
REREDHESREEE
HEIVREN—RITBA -
AR ERR 2 HRED
FEBBREAERKC(ETR
ARRFSRESDESRE
EIRPR) REM —RAT
BA -

RRABEERMN LM ER
EEEREZE - il
MR AR R B+ KRR
ZEREGEEMAEEE-
B IAHAREFE(EMA
ARRFERESESEE
BIEPE) M E K — AT
A o
2. BB KRR ARMDE%IA L8 2.

55 7K % B A 1L BT 3 B8
SEEREFQA -

The Directors are not aware as to whether there is any
association amongst the ten largest shareholders of the
Company, nor the persons acting in concert as defined in
the “Rules for the information Disclosure of Changes in the
Shareholding of Listed Companies” issued by the China
Securities Regulatory Commission (the “CSRC”). In addition,
the Directors do not know whether there is any association
amongst the shareholders of H Shares of the Company or
persons acting in concert as referred to above.

The Directors do not know whether there is any association
amongst the ten largest shareholders of unconditional
tradable shares of the Company, any association between
the ten largest shareholders of the Company and the ten
largest shareholders of the Company or the persons acting
in concert as defined in the “Rules for the information
Disclosure of Changes in the Shareholding of Listed
Companies”.

The only domestic shareholder with more than 5% of the
total issued shares of the Company is Shandong Xinhua
Pharmaceutical Group Company Limited.

IWRHERERBBRAF
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BRABB K RRER Changes In Share Capital and Shareholders

2. EBERWERNEBE)

(iii)

ZR AR R BN

NN B2 g el AT
BEHEEBRETRA ([F
EEEH])  MESEBERKILIR
—hhAFEX"A+HB A
BEEBER G EMEARE
AR ¥298508 7t ' A AR
KAERRSE  ELesEA:
KRENRELETIRERT it
ERZ ER: pEHRE-
L THEM R &S &R
M HE L IER (B
ftEERM) HE  KEED
O¥% (BEEHENRLE) -
012 EHELETREE
WA ANBRE32.65E T FE
AR#e,7718 7T - E 2012
FR FELEEEELEA
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2.  Shareholders information (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). In 2012, the operating
income and the profit of SXPGC were approximately
RMB3,265,000,000 and RMB67,710,000. As at the
end of 2012, the total assets and the total liabilities of
SXPGC were approximately RMB3,956,190,000 and
RMB2,126,540,000, the asset-liability ratio was 53.70%.
In 2012, net cash flow from operating activities was
RMB61,380,000.

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
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Brief Introduction of Directors, Supervisors and
Senior Officers

Directors

Mr. Zhang Daiming, aged 50, 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 Shandong Xinhua Pharmaceutical Group Company Limited, and
Shandong Xinhua Pharmaceutical (Europe) GmbH, the executive director
of Shandong Xinhua Import & Export Company Limited, the chairman
of Zibo Xinhua Eastwest Pharmaceutical Company Limited, and Zibo
Xinhua- Perrigo Pharmaceutical Company Limited and Xinhua (Zibo) Real
Estate Company Limited.

Mr. Ren Fulong, aged 50, 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 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.

Mr. Du Deping, aged 43, 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 49, is a senior accountant. He graduated from
Shandong Television and Broadcasting University in 1986 specialising
in enterprise management. 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 Medical Trade Company Limited, the director
of Shandong Xinhua Pharmaceutical (Europe) GmbH and the director of
Xinhua Pharmaceutical (Shouguang) Company Limited.

IWRHERERBBRAF
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Brief Introduction of Directors, Supervisors and
Senior Officers (continued)

Directors (continued)

Mr. Xu Lie, aged 47, 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 53, 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 the enterprise 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.

Mr. Zhu Baoquan, aged 66, 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 69, 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 and
Sihuan Pharmaceutical Holdings Group Limited. Mr. Bai is currently an
independent non-executive director of the Company.
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Brief Introduction of Directors, Supervisors and
Senior Officers (continued)

Directors (continued)

Mr. Kwong Chi Kit, Victor, aged 45, 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 extensive experience
covering auditing, accounting and financial management in commercial,
manufacturing and public accounting sectors.

Supervisors

Mr. Li Tianzhong, aged 50, 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 63, 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 43, graduated from East China University of
Politics and Laws and obtained a bachelor’s degree in law. Mr. Tao was
also conferred 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 38, 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, the head of the labor union office and
employee supervisor of the Company.
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Brief Introduction of Directors, Supervisors and
Senior Officers (continued)

Senior Officers

Mr. Dou Xuejie, aged 53, 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.

Mr. Du Deqing, aged 48, 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 43, is a senior economist. He graduated from
the Shandong Polytechnic University, specialising in materials science
and engineering and obtained a MBA from Shandong University. 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,
and the chairman of Shandong Xinhua Medical Trade Company Limited,
the executive director of Zibo Xinhua Drug Store Chain Company Limited
and Xinhua Pharmaceutical (Gaomi) Company Limited.

Mr. Cao Changqgiu, aged 43, is a senior economist. He graduated from
the 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 of the Company.

Ms. Guo Lei, aged 44, 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 an office supervisor 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’ and Supervisors’ and Senior Officers’

BRI R R SAMITEN IS R positions and remunerations in SXPGC
ERREMN
ERREA BEHMAR
ERMARMR BREMRE L5300 %1 EHERBHY IR H ]
Remuneration
Name of Termination received from
Name the shareholder Position Beginning date _ date shareholder
R MESE BER 2010407 A06H — B
Mr. Zhang Daiming SXPGC Chairman 6 July 2010 — No
EE8E MESHE EE KR 2010407 A06H  — e
Mr. Ren Fulong SXPGC Director and 6 July 2010 — No
general manager
=5 MEEHE o= 201191 H13H — B
Mr. Xu Lie SXPGC Director 18 January 2011 — No
PN MESE BlAaIR 2009%10A16H — e
Mr. Li Tianzhong SXPGC Deputy 16 October 2009 — No
general manager
EF EFRHEMEREEAR Directors’ and Supervisors’ and Senior Officers’
BEXAFIRMER Interests in Shares of the Company
720125£12A31H ®20125£1R1H
As at As at
31 December 2012 1 January 2012
4 B% B8 ;.3
Name Positions Number of shares Number of shares
-
Directors
SR8 BER REHB KRFEFE
Mr. Zhang Daiming Chairman Nil Nil
FE8E EHITES KB REFE
Mr. Ren Fulong Non-executive director Nil Nil
HiEF BITESE - BKe KEFE AR
Mr. Du Deping Executive director, general manager Nil Nil
=R /NES HITES  BIEKE MBAaEA RFFE RFEFHE
Mr. Zhao Songguo Executive director, deputy general manager, Nil Nil
financial controller
=31 FMITESE AR REE
Mr. Xu Lie Non-executive director Nil Nil
by FEBITES KRFEFE KEEHE
Mr. Zhao Bin Non-executive director Nil Nil
KRER BYIIERITES RFEFE REEHB
Mr. Zhu Baoquan Independent Non-executive director Nil Nil
HER BNERITES KR REE
Mr. Bai HuiLiang Independent Non-executive director Nil Nil
BB R 5t BYUFRITES KFEFHE RKEHB
Mr. Kwong Chi Kit, Victor Independent Non-executive director Nil Nil
WRHERBERGBRLT
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Directors’ and Supervisors’ and Senior Officers’
Interests in Shares of the Company (continued)

720125%12A31H #2012%1A18
As at As at
31 December 2012 1 January 2012
] B 3 - B& &
Name Positions Number of shares Number of shares
E=
Supervisors
FRA EEeER AEH AEEE
Mr. Li Tianzhong Chairman of the Supervisory Committee Nil Nil
5k A B BB EsE] AR
Mr. Zhang Yueshun Independent supervisor Nil Nil
b 8 bV AEHE AR
Mr. Tao Zhichao Independent supervisor Nil Nil
B BIeE= KEFE AEFH
Ms. Hu Yanhua Employee supervisor Nil Nil
HttmREEAR
Senior Officers
EEg Bl AFHE AEFH
Mr. Dou Xuejie Deputy general manager Nil Nil
HiEE BlAgR AR AR
Mr. Du Deqing Deputy general manager Nil Nil
BRE BlaagI AR AR
Mr. He Tongging Deputy general manager Nil Nil
R ExewE 1,281 1,281
Mr. Cao Changgqiu Company secretary
EiES EEgME AR REFE
Ms. Guo Lei Company secretary Nil Nil
&t 1,281 1,281
Total

ARAEE BEERINEEAEMFEAR
ARG AR -

B EXPRIESN  MARIZES  BREE
ABREEMAEZ R_E——_F+t_A
=t—H REARAZEE SREEA
BREFERRBRE SUEAREER (F
ER(BEFEBE G FEXVER) 1Bt - 48
R S EHFERBERME) P A
EARRIE(ES R BE G BXVEEFE7H
FEHMFBANEARA R EFBB AR
XA (BRBREB(GEFRBERI)DZLE
MR EREFELESE SREEAER
EFEHANREIRR)  IRBE(GEFK
HA'E 1R () 5535216 M 7E T A0 81X AR 2 AR
FHERMORAIRE  HRIET BB
RErES ETARRA (T ETRR) M+
M ETAREFETEZFIZNTERA
BHEARAREBHIMOERIRE -
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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
2012, 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”).
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Remuneration of Directors, Supervisors and Senior
Officers

The remuneration policy of the Directors, the Supervisors and the
Senior Officers is based on (i) State policies, (i) 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 2012 Annual
Remuneration of Directors and Supervisors and The Proposal of 2012
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.

Ex EENAMSREZAAHR(E2S
BHFFRES - RAT)

Remuneration of Directors, Supervisors and Senior Officers
(including retirement insurance, before tax)

2012 &
2012
AREE T
RMBO’000
EE Directors
R EE Mr. Zhang Daiming 42.2
Frase Mr. Ren Fulong 37.2
HiEF Mr. Du Deping 36.2
fis=R7NES Mr. Zhao Songguo 29.2
% 5l Mr. Xu Lie 29.2
iz I8 Mr. Zhao Bin 7
XER Mr. Zhu Baoquan 7
P At Mr. Kwong Chi Kit, Victor 7
HER Mr. Bai Huiliang 7
EX Supervisors
TRAE Mr. Li Tianzhong 29.2
Bk Ms. Hu Yanhua 10.1
sk A JIE Mr. Zhang Yueshun 3
bR =5 Mr. Tao Zhichao 3
HttEREEAR Senior Officers
FEg Mr. Dou Xuejie 29.2
MEE Mr. Du Deging 28.7
BRE Mr. He Tongging 28.7
oHESK Mr. Cao Changgiu 10.7
2 & Ms. Guo Lei 10.7

T —EEE EENRATEABNT
ERMETE A AREIS5.38 T

The aggregate remuneration of the Directors, Supervisors and Senior
Officers for 2012 was approximately RMB3,553,000.
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Change of Directors, Supervisors and Senior
Officers

During the year, there has been no change to the Directors, Supervisors
and Senior Officers of the Company.

Staff and Remuneration

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

As at 31 December 2012, the number of staff employed by the Group
was 6,066, and the total amount of their salaries and wages for the year
2012 was approximately RMB228,698,000.

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

BIA®

Number of

RIMEE Area of Work Employees
H£EANE Staff in production 3,899
TiERMAER Staff in engineering and technology 101
THEREAB Staff in administration 413
B AB Staff in finance 86
EmMAEAE Staff in research and development 168
HKEABR Staff in procurement of raw materials 41
HEAEB Staff in sales 1,005
EEEERAIAER Staff in quality control and inspection 353
&t Total 6,066
EIA®

Number of

BINFEE Academic Qualification Attained Employees
KEK LA +EBFF University or above 799
REZRE Tertiary Institutions 1,683
hEZERE Intermediate Institutions 1,204
B EERER Senior high schools and technical schools 1,803
P R ATER Junior high schools or below 677
&5t Total 6,066

BE-_Z——+_-_A=+—BILtA&EH
RIREE T A#A2,585A °
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As at 31 December 2012, the number of retired staff of the Group was

2,685.
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Information disclosed under the requirement
of CSRC

Standard Self-examination
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 eight Board meetings. The
independent non-executive directors’ attendance at the eight

EEAWT meetings are set out below:
RatE/
EemRS EEERR
The number of Personally
BUERT meetings attended/ BiEHE
EENA requiring written Commissioned BE W
Name participation resolution to attend Absent Remarks
R 8 8 0 0
Mr. Zhu Baoquan
BE 8 8 0 0
Mr. Bai HuiLiang
Hh 8 8 0 0

Mr. Kwong Chi Kit, Victor

EXEERN ARRERGERE

BgABRARERE  BBEILIENT

During the year, the Audit Committee convened four meetings.
The independent non-executive directors’ attendance at the four

EEHEeZBEROT meetings are set out below:
EEmRe
The number of
BIFHT meetings HAHE ZEHE
EERR requiring Personally Commissioned BE E
Name participation attended to attend Absent Remarks
R 4 4 0 0
Mr. Zhu Baoguan
BE 4 4 0 0
Mr. Bai Huiliang
BHG 4 4 0 0

Mr. Kwong Chi Kit, Victor

EAFEN ARREZSHHA
ERZEgHEBMREHE  BEEH
MREZZEEXNENKRER A
BROLFEES -

During the year, the Remuneration and Examination Committee
of the Company convened one meeting. Mr. Zhu Baoquan and
Mr. Bai Huiliang attended the meeting.
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Information disclosed under the requirement
of CSRC (continued)

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

During the year, the independent non-executive directors did not
raise any disputes on the matters of the Company.

Auditing of the 2012 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 2012:

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.

2) The Audit Committee reviewed the financial and
accounting statements for year 2012 of the Company
again after the issue of a preliminary audit opinion by
ShineWing in respect of the financial statements for year
2012 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 2012. The information therein
is truthful, accurate and complete.
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Information disclosed under the requirement
of CSRC (continued)

Auditing of the 2012 annual report by the Audit Committee
(continued)

The Audit Committee considered that the financial
statements for the year 2012 of the Company which were
preliminarily audited by ShineWing can be submitted for
consideration and approval by the Board of Directors.

Conclusive report of ShineWing in respect of the auditing
of the financial report of the Company for 2012.

On 5 January 2013, the Audit Committee of the Board
of Directors approved the overall auditing plan for
the financial report of 2012 of the Company which
was negotiated and confirmed by the Company and
ShineWing.

ShineWing was of the opinion that the Company issued
a standard auditing report without any reserved opinions
or conclusions. The Company considered that ShineWing
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 2012 and the operating
results and cash flow of the Company in 2012. The
conclusion upon auditing was in line with the actual
circumstances of the Company.

In 21 March 2013, the Audit Committee of the board
of directors convened a meeting to review the audited
accounts and results announcement of 2012 and
recommended to re-appoint ShineWing and SHINEWING
(HK) CPA Limited as the financial auditing institution for
the year 2013 with a term of one year.
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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.

(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.

(i) 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.

(iii) 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.

(iv) 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.

(v) 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

During the reporting period, the Company continued to enhance
its corporate governance and regulate its operation, so as
to consolidate and deepen achievement from earlier special
campaigns for corporate governance. In strict compliance with
the “Company Law”, “Securities Law”, “Corporate Governance
Guidelines for Listed Companies”, “Rules Governing the Listing
of Stocks on the Shenzhen Stock Exchange”, “Guidelines of
the Shenzhen Stock Exchange for the Internal Control of Listed
Companies” and other relevant laws, regulations and regulatory
requirements, the Company constantly improved its internal
operational mechanism and promoted stringent enforcement
of applicable rules and regulations, ensuring the standard and
effective exercise of decision-making, execution and supervision
powers by the shareholders’ general meetings, the Board of
Directors and the Supervisory Committee based on their clearly-
established responsibilities and orderly operation. The convening
procedures of general meetings and meetings of the Board of
Directors and the Supervisory Committee were in compliance
with the relevant requirements of the Company Law and the
Articles of Association. Directors and Supervisors earnestly
performed their duties in accordance with applicable laws and
regulations, accountable to the Company and its shareholders
and fully safeguarding the rights of the shareholders. The
management made business decisions in strict compliance with
standardized operational procedures and various internal control
rules, so as to ensure the Company operated in accordance
with rules and systems. The Company attached importance
to the performance assessment and incentive and constraint
mechanisms and emphasised position performance appraisal
system to stimulate the enthusiasm and creativity of the
managers at various levels.

During the reporting period, the Company earnestly and
timely fulfilled its information disclosure obligations under the
principle of “being fair, impartial and open (=7)” and in strict
compliance with the”Rules Governing the Listing of Stocks
on the Shenzhen Stock Exchange”, the “Guidelines for Fair
Information Disclosure by Listed Companies” and other relevant
rules and regulatory documents, and ensured the truthfulness,
accuracy and completeness of the information disclosed and no
false representation, misleading statements or material omissions
contained therein. In addition, insider registration management
was further improved to prevent insider dealings and ensure
fairness to investors.
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¥ () of CSRC (continued)

NTFEREBISR (&) Corporate Governance (continued)

WEBAAN XA TAAE In the reporting period, the Company made amendments to its
) BETREHFEBREERLES Articles of Association. Pursuant to the requirements under the
(EARE—FPZELMRARREHA “Notice Regarding Further Implementation of Cash Dividends
BERAEENBA) - IWRBERE Distribution of Listed Companies” promulgated by the China
REFHER FHARE—PETRE Securities Regulatory Commission and the “Regulatory Circular
=) % ﬁj\ AHNEER \1|>> (e Regarding Promotion of Further Improvement and Establishment

75"1 RIRNRERBE S DA IGREE

@uﬁﬂ(?ﬁﬁ%%ﬂ@?é&fﬁ%
“Zlﬂ FHEBAEENESBAEX
2R RAH(RAREE) P HME
DEBREGENRA - ABBOR -
MEPEDTREBEZRERF HTEER
RBREEENED RIGTETT
MrTE BFEEMNBORERKE
RAME A BB BR-

of Cash Dividends Distribution Mechanism of Listed Companies in
Shandong Province”, “Regulatory Circular Regarding Amendments
to Provisions of Articles of Association in Relation to Cash
Dividends Distribution” and “Urgent Notice Regarding Relevant
Matters on Amendments to Provisions of Articles of Association
in Relation to Cash Dividends Distribution” promulgated by the
Shandong Securities Regulatory Bureau, the profit distribution
provisions under the Articles of Association, including the
principles for formulating profit distribution policy, specific policy,
procedures for considering profit distribution plans, implementation
of profit distribution plan and policy change, were supplemented
and improved to make the profit distribution policy more scientific
and reasonable, sustained and stable.

AArEERARIRENB A T?‘ The Company had continuing connected transactions with
ERFEEBE R SN & two related parties involving its holding company and its fellow
7 Rl 2 %%ﬁ:&%ﬁ{tlﬁﬁﬁ subsidiaries, namely Shandong Xinhua Wanbo Chemical
MRS B EREFR QA X & Industrial Company Limited and Shandong Zibo XinCat
SRNABARQR A HEK ﬁ{l:lf?ﬂ Pharmaceutical Company Limited. Through the transactions, the
MAEABEKERRBEIER HEM Company purchased chemical raw materials and sold water,
LERTE RZ2BHELR  TF electricity, gas and by-products. The transactions were priced
EFBRERIREANZNER BE fairly with reference to prevailing market practices, were in the
TTARRRIAE R H BRI interests of minority shareholders, and in compliance with the
FFRENRNERER - approval procedures and required announcement procedures for

AR EPER A E R H B A EE
NrEBEMRERFET

BEHAHERERASHEFR
BB HMRHBMNOET
HHEHER

internal connected transactions of the Company.

No substantial business competition existed between the
Company and its holding company nor its fellow subsidiaries.

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

HREAEEABRNIRE AQF The Company selects its Senior Officers from its staff on the
RRES SR ErREBNRA basis of talent and ability. Prior to selecting and appointing
—RERRRNPETRER BBE the Senior Officers, the Board of Directors follows a set of
RWREABNELEAEEZRE -4 strict selection criteria, which include the assessment of each
BB TEENNETLS candidate’s character, moral standard, coordination ability,
FTHEHMNERE  WEBEREEER working ability and sense of responsibility. Once nominated by
Fr AHRB2ZEERE REBRE the Nomination Committee and eventually appointed by the
EeETERA -FREABHPME ES Board of Directors, the Board of Directors will evaluate the Senior
EEHESRERABHETEZ A Officers regularly, particularly in respect of achievements and
MEZ TBEREZRIIEE xﬁl f =4 their execution of resolutions passed by the Board of Directors.

BRTEESRBREZTENED

BRYBUSRERABNBE D
o AEREMME TEEE B
RHEEURBEMERGE 27
R8T B RN A SR A o

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.
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Information disclosed under the requirement
of CSRC (continued)
Development of internal control

The interal control leading team, as authorized by the Board of
Directors, is responsible for the organization and implementation of
specific internal control activities, the development of implementation
strategies for internal control, decision-making on material events
and supervision over the implementation and reports to the Board
of Directors in respect of the development and evaluation of the
Company’s internal control. An internal control evaluation team led by
the Audit Department of the Company and comprising key officers
with ample professional experience was set up to take charge of
the specific implementation of internal control evaluation. The Audit
Department of the Company is responsible for formulating the work
plan for evaluating internal control, which is implemented after being
approved by the internal control leading team. Pursuant to the work
plan and focusing on such key factors as internal environment, risk
assessment, control activities, information and communication and
internal supervision, the internal control evaluation team carries out
a comprehensive evaluation on the design and operation of the
Company’s internal control, including organization and implementation
of risk identification, survey of deficiencies in internal control,
preparation of the evaluation draft, summarization of the evaluation
results, preparation of internal control evaluation document. During
the evaluation process, the evaluation team timely reports to the
leading team in respect of the evaluation progress and conducts
communication and discussion on the preliminary evaluation results.
The internal control evaluation report prepared by the evaluation
team, after having been reviewed, will be submitted to the Board of
Directors for consideration and approval. Having been considered and
approved by Board of Directors, the internal control evaluation report
then will be disclosed publicly. ShineWing has been engaged by the
Company to conduct an independent audit on the effectiveness of
the Company’s internal control.

Statement of the Board of Directors on responsibilities in
relation to internal control

The Board of Directors and all Directors of the Company warrant
that there are no false representations, misleading statements
contained in or material omissions from this report, and severally
and jointly accept full responsibility for the truthfulness, accuracy
and completeness of the information herein contained. It is the
responsibility of the Board of Directors to put in place a sound
and effective internal control mechanism, the establishment and
implementation of which shall be overseen by the Supervisory
Committee. The management shall be responsible for the day-
today operation of this mechanism. The objectives of the internal
control: to reasonably ensure that the Company’s business
operation is in compliance with laws and regulations and that the
financial report and relevant information are true and accurate; to
ensure safety of assets; to improve efficiency and effectiveness of
operation and management, and to facilitate achievement of the
Company’s development strategies. Given its intrinsic limitations,
internal control can only provide reasonable assurance to the
above objectives. Moreover, the effectiveness of internal control
is subject to changes in internal and external environment and
the Company’s operation conditions. The Company has set up
supervisory system for internal control. Correction measures will
be adopted upon identification of any defect in internal control.
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Information disclosed under the requirement
of CSRC (continued)

Basis for establishment of internal control over financial
reporting

This evaluation report aims to assess the effectiveness of the
design and operation of the Company’s internal control as at
31 December 2012 pursuant to the requirements of the Basic
Standards for Corporate Internal Control (“Basic Standards”)
Guidance on Application of Corporate Internal Control (“Guidance
on Application”) and Guidance on Assessment of Corporate
Internal Control (“Guidance on Assessment”) jointly issued by the
Ministry of Finance of the People’s Republic of China and other
four ministries and commissions and the Company’s internal
control system and evaluation methods on basis of the day-to-
day monitoring and special supervision of the Company’s internal
control.

Self-evaluation report on internal control

During the reporting period, the Company established internal
controls in all material aspects according to the Basic Standards
for Corporate Internal Control and relevant rules. As such internal
controls were implemented effectively, the Company’s internal
control objectives were fulfilled and no crucial deficiency was
found.

Audit report of internal control

ShineWing is of the opinion that the Company has maintained
effective internal control over financial reporting in all material
aspects pursuant to the Basic Standards for Corporate Internal
Control and relevant rules as at 31 December 2012.

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

CORPORATE GOVERNANCE CODE

The Directors (including the independent non-executive Directors)
are of the opinion that for the year ended 31 December 2012,
the Company complied with all code provisions set out in the
Corporate Governance Code (the “Code”) contained in Appendix
14 to the Listing Rules.

The Company has always strived to comply with the best
practices of the Corporate Governance Code.
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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. (continued)

Corporate Governance Policies and Related Duties of the
Board

The Company strictly complies with the Listing Rules, and takes
all principles as set out in the Code as its corporate governance
policies. The Board has the following duties in respect of
corporate governance:

(1 To formulate and review corporate governance
policies and practices of the Company, and make
recommendations to the Board;

2 To review and monitor the training and continuous
professional development of the Directors and senior
management;

)] To review and monitor the policies and practices of
the Company in compliance with legal and regulatory
requirements;

4) To formulate, review and monitor the code of conduct
and compliance manual of employees and directors;

5) To review the Company’s compliance with the Code.

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.
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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. (continued)

MODEL CODE FOR SECURITIES TRANSACTIONS BY
DIRECTORS OF LISTED ISSUERS (“MODEL CODE”)

During the year, the Company has adopted a code of conduct
regarding securities transactions by Directors and Supervisors
on terms no less exacting than the required standard set out
in the Model Code as set out in Appendix 10 to the Listing
Rules. Following specific enquiries made with the Directors and
Supervisors, the 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.

The Board of Directors

(1) The Board consists of

EE

Directors

SR Bk

Mr. Zhang Daiming Chairman
EE5E FHITES

Mr. Ren Fulong
HiEF

Mr. Du Deping
/NGl

Mr. Zhao Songguo
(el

Mr. Xu Lie

Mr. Zhao Bin
KRER

Mr. Zhu Baoquan
RBP4

Mr. Kwong Chi Kit, Victor

BER
Mr. Bai Huiliang

Non-executive director

WITESE  BKE

Executive director, general manager
BITEE - BIAKE UBAREA
Executive director, deputy general manager, financial controller
FMITES

Non-executive director

FHITES

Non-executive director

B EMITES

Independent non-executive director
B FMITEE

Independent non-executive director
BUFMITES

Independents non-executive director

BABMEIIEBR] -
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Brief Introduction of the Board members are set out
in section four headed “DIRECTORS, SUPERVISORS,
SENIOR OFFICERS AND STAFF”.
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(Z) RIETEEBHSTITIMERL 2. Information disclosed under the requirement

FAMBESFLEHRAUEE of the Rules Governing the Listing of

(& Securities on the Stock Exchange of Hong

Kong Ltd. (continued)

BEE® (&) The Board of Directors (continued)

@) EAFERN ARRESES @) During the year, the Board convened eight Board
HEMNESZEESE &5 meetings. The details of Directors’ attendance at the eight
EHFEEAEEZSBERNOT ¢ Board meetings are set out below:

BEHE/
E2mRE E@RR
The number of Commissioned
meetings PEHE to attend /
EENS requiring Personally written BE g
Name participation attended resolution Absent Remarks
b 8 8 0 0
Mr. Zhang Daiming
£ 8 8 0 0
Mr. Ren Fulong
fHEE 8 8 0 0
Mr. Du Deping
RS 8 8 0 0
Mr. Zhao Songguo
& 3l 8 8 0 0
Mr. Xu Lie
B O 8 8 0 0
Mr. Zhao Bin
RER 8 8 0 0
Mr. Zhu Baoquan
BER 8 8 0 0
Mr. Bai HuiLiang
S 8 8 0 0
Mr. Kwong Chi Kit, Victor

3) EFLEF (3) Operation of Board

FEeMBERALRRAIRK The duties of the Board are to create value for

REEEE BEARAR
B BIRNGETE - -REBT
MREXKBEER - EFE
BEREBEREBRA -EFF
EXRBAEBREHBDRA
BPEROER  ARER
AER)RBERE /AR
ARERMEZRAEENT
1 o 72 5 T8 A BB 122 ) Ko il
EHT EFSRQAKLE
BHBEDERABRE

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 Board shall manage the Company diligently
and effectively. The members of the Board work in
accordance with the 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 Company
and 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.
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(Z) RIETEEBHSTITIMERL 2. Information disclosed under the requirement
FAMBESFLEHRAUEE of the Rules Governing the Listing of
(&) Securities on the Stock Exchange of Hong
Kong Ltd. (continued)

BEE® (&) The Board of Directors (continued)

3) BEEEEFE(E) 3) Operation of Board (continued)
FEECTEEREADANK The Board is responsible for deciding on the Company’s
BitEAMBERE  RER business plans and investment plans and the internal
NN EERBEORE - management structure of the Company, establishing the
HIEARARNRMEREIESEZ - basic management system of the Company, resolving on
HARQA R HMEREKM major business and administrative issues of the Company
THREEEDAZTHEE and supervising the management. The management
[BHEITER - AR RIEIEE - of the Company, under the leadership of the General
EREE (R TMARITES) Manager (also an Executive Director), is responsible for
HMEET AERTTESES implementing various resolutions made by the Board
EERZERE  BEEAA and presiding over the daily operation and management
AMARKEERE -EFE of the Company. The Board has formulated the Rules
PREBEPREGERER for the Operation of the Board and the Rules for the
KRIBRN ET EmEA]) - General Manager according to the relevant PRC laws and
DRHETTCEETE TEK regulations and the listing rules of stock exchanges both
By - CHBASIR TIEMRRBI) - # in the PRC and overseas, in which the duties and powers
— S ES e - of the Board are further defined and the internal operation
REEESSRNPIERR procedures of the Board standardised. Therefore, the
B EEEe KL RED Board can fully perform its function as the decision-maker
OAER  #E— 4 TR of the Company. The procedures for the appointment of
BELSMBE - B&EIIE the General Manger have been laid down. The power,
MR TERF U KB scope of work, working procedures and responsibilities of
BES- the General Manager have been specifically defined.

“) SEERREFER (4) Information and professional development
EXSHEEREZTEAR(N It is considered of great importance that the Directors (1)
WARAATIREXKEEER attain a good knowledge of the Company and its business
RHE RO E SRR HE and (2) allocate sufficient time to the Company to
RKAREBBEANENBITE B discharge those responsibilities effectively. The Company
BE A ATeHANEETE will set out clearly the agendas of Board meetings to
EERPMAR UERMES ensure that the Directors are briefed on a wide range
BN ABRZEE - EEI of topics. The Directors are also given the opportunity
EHReRARNTNAEER to visit the Company’s production and business places
SRR EEB S mERE and discuss aspects of the business with employees,
2o URTFTHEAANTETE and regularly meet the heads of the Company’s main
HENETEEem - BTN departments. Apart from internal briefings, the Directors
HEFe E5heLFEH also attend appropriate external seminars.

FtE g -
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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)

(4)

(%)

Information and professional development (continued)

All Directors have access to the advice and services of
the company secretaries, who are 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 it has been
considered to be necessary for the discharge of Directors’
duties.

Directors’ Training

The Company attaches great importance to continuous
training for the Directors to ensure that the Directors
have adequate knowledge of its operations and
businesses. During the reporting period, all Directors
attended the compliance training session for listed
companies organized by the Company. Apart from that,
certain Directors (such as Zhang Daiming, Ren Fulong,
Du Deping, Zhao Songguo and Xu Lie) attended the
training for China’s economic situation analysis; other
Directors, namely, Zhao Songguo and Zhao Bin attended
the training for directors of listed companies; another
Director, Bai Huiling, attended the trainings for information
disclosure of listed companies, the construction and
evaluation of the internal control system and new drugs
research and CRO position.
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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. (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 has been the Chairman of the Company while
Mr. Du Deping has been 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.

FEEZEES Remuneration and Examination Committee

ARATBRI THFMNEEZEZES ([ The Company has established a Remuneration and Examination
@Hi,\ @)  AEEERIUNE EJ Committee (the “Remuneration Committee”), which is a special
TEHE HEEgaE-E8M committee responsible to the Board. The Remuneration

ﬂi%@%?ﬁﬁ#%ﬂﬁ%%ﬂia?‘
AER HITEFRAHBRIFNTE
FERE ETRERSFHESE
ZEREEER -

ARBCEHE(EETSHMEZE X
ZEETFHARD -FHZBEERE
ﬁ*“?é%&ﬁ@ BABME
B ETEERSREBAENE
ZIRE m&$¢mm§ﬁLﬁ%
B ARIERENORBEL
B7s YHRXERS M - H
ZEENMBERENREREHRS
B o

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.
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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. (continued)

Remuneration and Examination Committee (continued)

During the year ended 31 December 2012, the Remuneration
Committee convened one meeting for the purpose of passing the
“Proposal of 2012 Remuneration of Directors and Supervisors”
and the “Proposal of 2012 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;

(©) selecting Directors and Senior Officers on basis of
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;
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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. (continued)

Nomination Committee (continued)

(e) assessing the independence of independent non-
executive directors; and

(M making recommendations to the Board on relevant
matters relating to the appointment or re-appointment of
Directors or Senior Officers.

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

During the year ended 31 December 2012, no Nomination
Committee meeting was held.

Auditors’ remuneration

SHINEWING (HK) CPA Limited was re-appointed as the
international auditor and ShineWing was re-appointed as the
domestic auditor in the 2011 annual general meeting held on 26
June 2012.

ShineWing was re-appointed for the seventeenth successive
year, SHINEWING (HK) CPA Limited was re-appointed for the
seventh successive year.

In 2012, the auditors’ remuneration for audit services provided
was as follows, no significant non-audit services have been
provided during the period.

2012 & 20114 [E
kR (BB G BBER AR RMB420,000 RMB420,000
SHINEWING (HK) CPA Limited
KR MEETE BT RMB420,000 RMB420,000
ShineWing
== 5 3
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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. (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 is responsible for ensuring 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 2011, the wunaudited 1st quarterly
financial statements for 2012, the unaudited interim statements
for 2012 and the unaudited 3rd quarterly financial statements for
2012.

The Audit Committee convened a meeting on 21 March
2013 to review the 2012 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.
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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. (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 subsection
above 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 internal controls
system 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 a
regular basis.

The Board confirms that it has reviewed the effectiveness of the
internal control system of the Company and its subsidiaries.
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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. (continued)

Responsibility Statement of Directors on Financial Report

The Directors acknowledge that they 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.

The Company has not encountered with any material
uncertainties or situations that might cause material doubt to the
ability of continuous operation of the Company.

Communications with shareholders

The general meeting shall be the supreme authority of the
Company. All shareholders exercise their power through
general meetings. The Company shall hold general meetings
in strict compliance with relevant regulations to ensure that all
shareholders, especially the minority shareholders, enjoy equal
status and can exercise their rights fully. Under the guidance of
the Company’s Articles of Association, the Company maintains
orderly, stable and healthy development in the interest of the
Company and shareholders.

Attaching great importance to opinions and suggestions of its
shareholders, the Company actively carries out various investor
relation activities to keep in contact with shareholders and meet
their reasonable demands in time.

The Company releases its announcements, financial data
and other relevant data on its website www.xhzy.com, which
serves as a channel facilitating effective communication. The
shareholders may send any enquiry in writing to the Company’s
principal place of business in Hong Kong. The Company will
properly handle all enquiries in time.

The Board welcomes suggestions from shareholders, and
encourages shareholders to attend general meetings or directly
express misgivings that they may have to the Board and the
management.

Shareholders may convene an extraordinary general meeting and
make proposals on the meeting in accordance with Articles 58
and 76 of the Articles of Association, which was published on the
websites of the Company and the Hong Kong Stock Exchange.
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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. (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
2012, 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
2012, 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 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.
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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.

)

On 10 May 2012, the notice of the 2011 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 26 June 2012. Two shareholders (including those
represented by their proxies) attended the AGM, representing a
total number of 169,361,720 shares and accounting for 37.03%
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 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 2011;

2. To approve the report of the Supervisory Committee for
the year 2011;

3. To approve the audited financial statements of the
Company for the year 2011;

4, To approve the profit distribution plan and the distribution
of a final cash dividend of the Company for the year 2011;

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 2012 and authorise the Board to fix their
remuneration;

6. To approve the remuneration of the Directors and the
Supervisors for the year 2012;

7. To approve the proposal in relation to the purchase of a
RMB14,400,000 liability insurance cover for the directors,
supervisors and senior management of the Company
for 2012 to 2013. The annual premium is charged
at 2% of the aforesaid insurance coverage amount;
and on the condition that the scope of the insurance
coverage remains substantially the same and the
insurance coverage amount does not exceed the above
mentioned amount, to authorise the Board to consider
and approve the renewal of such liability insurance cover
for the directors, supervisors and senior management in
subsequent years.
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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 27 June
2012.

On 18 November 2012, the notice of the first extraordinary
general meeting of 2012 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 28 December
2012. Two shareholders (including those represented by their
proxies) attended the meeting, representing a total number
of 167,297,720 shares and 36.58% 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 resolutions were passed at
the meeting:

1. To approve and confirm the agreement entered into
between the Company and SXPGC dated 26 October
2012 and the proposed annual caps in relation to the
selling of waste materials, water, electricity and steam by
the Company and/ or its subsidiaries to SXPGC and/or
its subsidiaries and the purchasing of accessories, raw
materials and packaging materials by the Company and/
or its subsidiaries from SXPGC and/or its subsidiaries
in the sum of RMB170,000,000, RMB195,000,000 and
RMB230,000,000 for 2013, 2014 and 2015 respectively
under such agreement.

2. To consider and approve the proposed amendments to
Article 147 of the Articles of Association 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 29 December 2012.
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Dear shareholders,

| hereby present for your review the annual report of the Company for
the year ended 31 December 2012.

Results and Dividends

In the fiscal year ended 31 December 2012, the operating income of
the Company and its subsidiaries (the “Group”) prepared under PRC
accounting standards was RMB2,971,520,000, representing an increase
of 1.16% as compared with 2011. The Group recorded its profit
attributable to the equity holders of the Company of RMB23,664,000,
representing a decrease of 68.87% as compared with that of year 2011.
Earnings per share was RMB0.052.

The Group’s sales prepared under HKGAAP were RMB2,932,116,000,
representing an increase of 0.49% as compared with 2011. A profit
attributable to owners of the Company of RMB22,417,000 was
recorded, representing a decrease of 69.86% as compared with 2011.
Earnings per share was RMBO0.049.

The Board of Directors has announced and proposed a final dividend for
the year ended 31 December 2012 of RMBO0.01 per share (approximately
HK$0.0125 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 2012.

Business Review

In 2012, the Group encountered great difficulties in its development. In
response, the Group took proactive measures against adverse factors
such as weak demand for pharmaceutical products both at home and
abroad, and a dampened chemical industry market, and successfully
ensured a healthy production and operation through focusing on
technological progress, vigorously developing new markets, endeavoring
to reduce purchase costs, strengthening risk management and
accelerating project construction.

1. Emphasis on marketing with focus on market development
for key and strategic products

Active efforts were made in development of pharmaceutical
market both at home and abroad. Through strengthening the
strategic partnership with world renowned pharmaceutical
companies, we saw a rapid growth in the export of major bulk
pharmaceuticals including caffeine and ibuprofen. As such, we
maintained as one of the top five players in China in terms of bulk
pharmaceuticals export. Upon passing the on-site audit of the
Medicines and Healthcare Products Regulatory Agency (“MHRA”)
of the United Kingdom, the amount of preparation products
exported to the European Union grew substantially. Accordingly,
we became one of the first batch of fifteen Chinese entities being
“Pioneers in Preparation Products Internationalization Among
China’s Pharmaceutical Companies”) 1[5 88 & (> 5 S0 B B (L,
SEAE) | and was honored as one of the top ten players in
terms of preparations export in China.
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Business Review (continued)

1.

Emphasis on marketing with focus on market development
for key and strategic products (Continued)

Meanwhile, we took advantage of our in-house production
of bulk pharmaceuticals to expand the sales of preparation
products in China. Through adopting the “differentiated focusing”
strategy, we achieved rapid growth in sales of new products
such as ShuTaiDe (87 %=18) and JieNing (/T ) .

We grasped market opportunities to reduce purchase costs, with
a decrease in purchase cost of RMB51.14 million in 2012.

Emphasis on technological renovation with focus on
industrialization of research and development outcomes

We devoted more resources in research and development
and actively established strategic partnerships with scientific
research academies and institutions at home and abroad to build
research and development platforms, thus forming multi-layer
and multi-pattern research and development approaches for new
medicines.

Currently, we have 10 new products which had been reported to
the pharmaceutical product assessment center of the State Food
and Drug Administration. We are in the process of submitting
relevant registration materials for 6 new products. In addition,
we have 15 items at the mid-scale trial production stage, and 31
items having completed the laboratory research work. We have
8 new products including the DC pellet Ibuprofen (DCEE L %
%¥) actively engaged in the production implementation whereas
15 new products including Ibuprofen Capsules (/% 25 42 32 }2 5¢)
have completed trial production or production on-site inspection.

We successfully implemented 21 scientific and technological
outcomes which enabled us to save raw material cost of
RMB8.85 million.

During the year, we were granted 7 invention patents and 3 new
utility model patents. The Company was upgraded by the Patent
Bureau of Shangdong Province to have the highest three-star
rating with the tile of “China Patent Shandong Star Enterprise”
(FREEFLRAFLZEE) .
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Business Review (continued)

3.

Emphasis on park construction with focus on scientific
project planning

The new headquarter building in the High Technology Industrial
Development Zone was put into formal use and the new research
center is about to be put into use.

The salicylic acid and aspirin projects in Hutian Park were
successfully put into production at the first attempt, and passed the
GMP certification. Meanwhile, the aspirin project was granted the
EU COS certificate. In addition, we have completed construction
for the multi-functional industrialization center, which are receiving
the presences of a batch of new products. Plant construction has
been completed for the “5A” ([ L% | K5I/ §h) series products (i.e.
Analgin, Aminopyrine, Isopropylantipyrine, Antipyrine and Analgin
magnesium) , for which equipment installations are under progress.

The production capacity expansion projects at Shouguang
park have been completed one after another and are put into
production in succession.

Relocations of Calcium Polycarbophil, Trimethoprim and
Barbitone have been completed in tandem, and they have
passed GMP certification smoothly.

Emphasis on corporate management to tamp the growth
foundations

We increased efforts in risk management and control and revised
a number of risk management rules.

We kept enhancing quality management. The workshop for
solid preparations smoothly passed the review of MHRA, while
the liquid preparations workshop (KE®EIHER]) and various
relocated products passed the new GMP certification. Analgin
and Trimethoprim products were granted new CEP certificates.
Amlodipine besylate received the DMF registration number from
FDA of the USA. In addition, the Company smoothly passed over
100 cases of quality audits made by customers and completed
12 quality breakthroughs.

During the year, we devoted more resources in environmental
protection, which made emissions of COD and ammonia
nitrogen drop respectively by 6.96% and 3.01% year on year.
We implemented over 20 energy conservation projects, leading
to a year on year drop of 4.09% in the energy consumption per
RMB10,000 production value.
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PROSPECTS

There is no significant improvement in the market demand in
2013 so far, and the market competition remains intense for bulk
pharmaceuticals. As affected by the bidding system and price cuts for
essential drugs, the marketing of preparation products will experience
great difficulties. As our relocation and reconstruction project reaches its
critical stage, a large amount of capital is required for construction. We
also face great pressure in respect of environmental protection.

2013 is a critical year for the Group’s implementation of the “12th Five-
Year” plan. It is also the 70th anniversary of the Company. The Group
will focus on the following tasks:

1. Grasp opportunities for marketing

We will aggressively push ahead with the internationalization
strategy to ensure continuing growth in export of major
bulk pharmaceuticals. Taking the opportunity that the solid
preparation workshop has successfully completed its capacity
expansion and reconstruction and obtained the recognition by
the MHRA of Britain, we will strive for a rapid growth in export of
preparation products. We will strengthen direct communication
with international clients through our subsidiaries in the US and
Europe to maintain our international markets and further increase
our international market share.

By fully leveraging on the multi-function industrialization center,
we will increase efforts in developing the domestic market for
featured bulk pharmaceuticals, with an aim to fostering new profit
drivers.

We will proceed with our marketing strategy of extensive
preparation products, and formulate proper marketing strategy
through the “one strategy for one product” approach for key
products. We will increase efforts in marketing of new products
and work practically on drugs bidding, so as to further enlarge
our market share.

The Group will strengthen the hierarchy management of and
cooperation with suppliers and further reduce the number of
exclusive suppliers. We seek to further reduce procurement
costs through improving and standardizing the procurement
management measures.
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PROSPECTS (continued)

2.

Broaden thoughts for scientific progress

We will speed up the development of new products. The
Company is about to obtain the production approval for the
calcium polycarbophil (B IEE), a specific medicine for
constipation, and is striving for the approval for another four new
medicines this year.

We will further increase investment in research and development,
and make full use of existing research and development platform
to strengthen cooperation with both local and overseas research
and development institutions. In specific, we will strive for
registration of eight new products, obtaining of eight patent
pending numbers, completion of mid-scale trial productions
for nine projects, completion of laboratory research for eight
projects, and prepare for another 16 new projects At the same
time, we will actively conduct biopharmacy research, so as to
cater for the long term development of the Company .

Strengthen execution with focus on fundamental
management

Great efforts will be put in improvement and optimization
of production process, and strengthening of quality control.
We will continue to promote the application of the “four new
technologies”, and strictly control various expenses in overhaul,
environmental protection, energy and power as well as period
expense to continuously reduce production cost and enhance
competitiveness.

We will enhance the management and control over significant
matters of our subsidiaries and provide more resources support
to them, so as to improve the management standard and growth
momentum of our subsidiaries.

Push ahead with scientific development with focus on
industrial park construction

We will ensure the production relocation of the aspirin production
line be completed as scheduled, and the technological renovation
for the “5A” products series to be completed smoothly, for which
we will strive for a successful commissioning at the first attempt.

The Group will further improve the bidding system for
equipment purchase and project construction, and duly carry
out subsequent audit and assessment to guarantee the project
quality and lower construction costs.
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PROSPECTS (continued)

5.

Exercise strict control over expenses with focus on risk
control

Centralized capital management will be implemented and
strict restrictions on capital approval authority and process for
capital approval will be put in place. With strengthened budget
management, we will ensure various non-production expenditures
be controlled within the budget.

We will enhance risk management to properly control account
receivables. Meanwhile, we will determine the quotas for various
funds occupation to reduce funds occupation.

Through taking active measures against the operating difficulties,
the Group managed to ensure a healthy production and
operation in 2012. 2013 is a critical year for the Group to
proceed with the “12th Five-Year” plan, the Group will as always
carry forward the reform and renovation spirit, and strive to
achieve various production and operation tasks, thus giving a
salute to the 70th anniversary of the Company.

Zhang Daiming
Chairman

Zibo, Shandong, PRC
22 March 2013
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The Board of Directors hereby submits to the shareholders the report
of the Board of Directors for 2012 and the audited accounts of the
Company and the Group for the year ended 31 December 2012.

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

7 o attributable to its principal operations.

#at (AR#ZET) Outline (RMB’0000)

HH ltem 2012 2011 B Increase
(%)

EEIA Operating income 297,152 293,753 1.16

AR AR AR Costs in the period 299,602 287,462 4.22

HEEH Expense in the period 51,584 41,298 24.91

HEERA Research and 9,773 9,949 (1.77)

development investment
KBS EER Net cash flows from 3,782 9,708 (61.05)

BWeEmEFHE operating activities
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The significant increase in costs in the period was due to:
1) more investment in the research and development in new
product market by the Company which resulted in higher sales
expenses; 2) the increase in borrowings which resulted in higher
interest expenses so as to finance the normal production and
operation as well as relocation.

The decrease in net cash flows from operating activities was
mainly due to the significant decrease in net profit for the
period as compared with the same period last year and larger
percentage of bank acceptance bill in the proceeds from sales.

Sales Analysis

Under the PRC accounting standards, the Group had an
operating income of approximately RMB2,971,520,000 for the
year ended 31 December 2012. Sales of bulk pharmaceuticals,
preparations, medical logistics, chemical and other products
accounted for 47.50%, 20.10%, 24.19% and 8.21% respectively
of the total sales of the Group, representing a decrease of 2.89
percentage points, an increase of 1.37 percentage points, a
decrease of 0.81 percentage points and an increase of 2.33
percentage points respectively as compared with that of last
year.
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Management Discussion and Analysis (continued)

1.

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

Sales Analysis (continued)

During the year 2012, the sales revenue of the Group’s bulk
pharmaceuticals amounted to RMB1,411,466,000, representing
a decrease of 4.65% over last year. The decrease was mainly
because sales of some products declined due to the economic
situation at home and abroad.

The sales revenue of preparations was RMB597,295,000,
representing an increase of 8.54% 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
RMB718,835,000, representing a decrease of 2.11% over last
year. The decrease was mainly because sale of Shandong Xinhua
Pharmaceutical (Europe) GmbH (a subsidiary of the Group)
declined.

The sales revenue of chemical and other products amounted to
RMB243,924,000, representing an increase of 41.31% over last
year. The growth was mainly attributable to a substantial increase
in external sales by the Shouguang Park.

Results Analysis

For the year ending 31 December 2012, the profit attributable to
equity holders of the Company prepared in accordance with the
PRC accounting standards was approximately RMB23,664,000,
representing a decrease of 68.87% as compared with that of last
year. Profit attributable to owners of the Company for the year
ended 31 December 2012 prepared in accordance with HKGAAP
was approximately RMB22,417,000, representing a decrease
of 69.86% as compared with that of 2011. The decreases were
mainly attributable to a downturn in both the domestic and
foreign demand for the leading products of the Company’s bulk
drugs, the sale of preparation products has been under the
impact of, among other things, the medical reform, the tendering
result and the limitation imposed on the use of antibiotic. The
chemical product market in which the Company’s subsidiary
operates is highly competitive and has experienced decline in both
demand and prices. The amount of interest expenses increased
due to increased borrowings by the Company for the purposes
of ensuring usual production and operation of the Company and
funding the relocation of the Company.



Report of the Board of Directors EEE%#%&

BEETEMTRY R (Z) Management Discussion and Analysis (continued)
1. FEEFHEEREEESRR(Z) 1. The business scope and operating results of the Company
(continued)
EEDW(E) Results Analysis (continued)
HE—_%F
HUEFFEIH (%)
As % of total
TEER Major Products sales in 2012
A. LBREE A. Pharmaceutical raw materials
ok Analgin 9.44
o0k Caffeine 7.28
AL Aminopyrine 279
B &) I AR Aspirin 4.87
R AINEEVN Hydrocortisone 2.01
Mt UK % Pipemidic acid 0.55
mgE Ibuprofen 5.77
LhE%e Levodopa 6.38
B. RE B. Preparations
MUK BS Fr Pipemidic acid tablets 247
BHHER Co-liquorice tablets 1.19
BEMT R Nimodipine tablets 0.88

BAEEHERYHBRT  EE
R 5

R2012F 12 A3HE A EBBEE S
AR¥3,628270F L REFMAR
#3,004,190F Jo4 11 A R #624,080
T EA2077% - BEE AN
TERRALSANFEERIE N -

R2012F12A31HAEBEKE S
BAREA2144T T  BEMAR
#200,220F T 1 A R #122,915
T EANEERERAFER
#n e

R2012F12A31B BB R LT A A
R ER B AR 1,737,288 F 7T ¢
BE AR H1,709,932T 7T N A
R ¥27,356F L L F1.60% * £ F
NEZRRALRNFEELRT -

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

Total assets of the Group as at 31 December 2012 was
approximately RMB3,628,270,000, increased by approximately
RMB624,080,000 or 20.77%, as compared with the figure of
approximately RMB3,004,190,000 at the beginning of the year.
The increase in total assets was mainly due to the increase of
loans.

Cash of the Group as at 31 December 2012 was approximately
RMB422,144,000, increased by approximately RMB122,915,000,
as compared with the figure of approximately RMB299,229,000
at the beginning of the year. The increase in cash was mainly
due to the increase of loans.

Total equity attributable to the shareholders of the Company as
at 31 December 2012 was approximately RMB1,737,288,000,
increased by approximately RMB27,356,000 or 1.60%, as
compared with the figure of approximately RMB1,709,932,000 at
the beginning of the year. This increase was mainly attributable
to the increase of profits this year.
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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 (continued)

The total liabilities of the Group as at 31 December 2012 were
approximately RMB1,851,281,000, representing an increase of
approximately RMB596,830,000 or 47.58%, as compared with
the figure of approximately RMB1,254,451,000 at the beginning
of the year. The increase was mainly attributable to objective of
the Group to ensure sufficient supply of funds for production,
operation and projects, leading to an increase in loans.

Operating loss of the Group for the year of 2012 and net
profit attributable to the Company’s shareholders for 2012
amounted to approximately RMB18,705,000 and approximately
RMB23,664,000 respectively, representing relatively large
decreases as compared with those of the previous year. The
main reasons for the decrease are set out in the above section
headed “Results Anaysis”.

The Group’s net increase in cash and cash equivalents for the
year of 2012 was approximately RMB107,579,000. The increase
was mainly attributable to the increase of loans.

Segmental information of the main products for 2012 prepared
under PRC accounting standards is as follows:

EERBRA FEXRERF EAE
%
RTEESER By product or By section Turnover  Cost of goods sold Rate of gross margin
ARETFT AEEFT
RMB’000 RMB’000 %
LB RER Pharmaceutical raw materials 1,411,466 1,130,707 19.89
g0 Preparations 597,295 355,459 40.49
EIERREM Chemical & other products 204,520 221,123 (8.12)
BB T ¥/ Subtotal of pharmaceutical 2,213,281 1,707,289 22.86
industry
HERB Medical commercial logistics 718,835 697,035 3.03
&&f Total 2,932,116 2,404,324 18.00
—T-EFR
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Management Discussion and Analysis (continued)

1.

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

Analysis under HKGAAP

As at 31 December 2012, the current ratio and the quick ratio
of the Group was 130.41% and 83.22% 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 861.57% and 528.16%
respectively.

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

The Group’s main source of funds was loans. As at 31 December
2012, the total amount of outstanding loans was approximately
RMB1,211,017,000. As at 31 December 2012, cash on
hand and in bank of the Group amounted to approximately
RMB422,144,000 (including bank acceptance drafts deposits of
approximately RMB37,500,000).

As at 31 December 2012, the Group charged the land use
rights in Hutianzhen, Zhangdian, to a bank for loans. The total
original value of the land use rights is RMB73,109,000, net value
is RMB68,113,000. The Group pledged accounts receivable
US$10,123,000 to a bank for a loan of US$10,000,000. There
was no other charge on the Group’s assets except the above
charged assets.

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.

In 2012, the Group acquired 100% equity interest of Shandong
Tianda Biological Pharmaceutical Company Limited held by its
original shareholders at a consideration of RMB22,000,000. After
the acquisition, it was renamed as the Xinhua Pharmaceutical
(Gaomi) Company Limited and was added into the 2012 scope
of consolidated financial statements of the Company.

Apart from the above transactions, the Group did not have
material acquisitions and sales of assets, nor any material
mergers and acquisitions during the reporting period.

As at 31 December 2012, the number of staff employed by the
Group was 6,066, and the total amount of salaries and wages
for 2012 was approximately RMB228,698,000.
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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 debt-to-capital ratio of the Group was 69.44% (debt-to-
capital ratio = total borrowings/equity attributable to owners of
the Companyx100%).

The bank balance of the Company will mainly be used as
working capital for project construction and relocation of the
Company.

The assets and liabilities of the Group were mainly recorded in
Renminbi. For the year ended 31 December 2012, the revenue
from the Group’s exports was approximately US$175,179,000,
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.

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
lbuprofen. As at 31 December 2012, the total assets
of the subsidiary was approximately RMB67,561,000,
equity attributable to shareholders of the subsidiary was
approximately RMB63,601,000. In 2012, the operating
income and the profit after taxation of the subsidiary were
approximately RMB108,550,000 and RMB5,072,000
respectively, representing an increase of 1.58% and an
increase of 7.70% respectively as compared with that of
last year.

) 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 2012, the total assets of the subsidiary
were approximately RMB13,472,000, equity attributable
to shareholders of the subsidiary was approximately
RMB12,879,000. In 2012, the operating income and
the net loss of the subsidiary were approximately
RMB6,821,000 and RMB526,000 respectively.
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Management Discussion and Analysis (continued)

2.

Operations and Results of subsidiaries of the Company
(continued)

3)

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 Chinese 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 2012, the total assets of
the subsidiary were approximately RMB244,657,000,
equity attributable to shareholders of the subsidiary
was approximately -RMB8,282,000. In 2012, the
operating income of the subsidiary was approximately
RMB1,104,814,000, representing a decrease of 1.70%
as compared with that of last year. The net loss of the
subsidiary was RMB27,813,000.

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 2012, the total assets of the
subsidiary were approximately RMB17,289,000, and the
equity attributable to shareholders of the subsidiary was
approximately RMB12,409,000. In 2012, the operating
income and the profit after taxation of the subsidiary
were approximately RMB64,815,000 and RMB2,767,000
respectively, representing an increase of 4.05% and an
increase of 28.97% 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 2012,
the total assets of the subsidiary were approximately
RMB685,554,000, equity attributable to shareholders
of the subsidiary was approximately RMB276,419,000.
In 2012, the operating income, the operating loss
and the net loss of the subsidiary were approximately
RMB482,453,000, RMB31,225,000 and RMB4,031,000
respectively.
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Management Discussion and Analysis (continued)

2.

Operations and Results of subsidiaries of the Company
(continued)

©)

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 Chinese herbal medicine for
decoction, chemical preparations, drugs for diagnosis,
drugs for birth control, medical devices, health foods and
cosmetics. As at 31 December 2012, the total assets
of the subsidiary were approximately RMB14,663,000,
and the equity attributable to shareholders of the
subsidiary was approximately RMB4,304,000. In 2012,
the operating income of the subsidiary was approximately
RMB34,865,000, representing an increase of 15.35%
as compared with that of last year. The net loss of the
subsidiary was approximately RMB465,000.

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 2012,
the total assets of the subsidiary were approximately
RMB9,808,000, and the equity attributable to
shareholders of the subsidiary was approximately
RMB6,876,000. In 2012, the operating income was
approximately RMB11,280,000, representing an increase
of 9.283% as compared with that of last year. Profit
after taxation of the subsidiary was approximately
RMB2,170,000, representing an increase of 41.06% 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 and
intermediates. As at 31 December 2012, the total assets
of the subsidiary were approximately RMB29,054,000,
and the equity attributable to shareholders of the
subsidiary was approximately RMB13,087,000. In 2012,
the operating income was approximately RMB75,920,000,
representing a decrease of 17.77% as compared with
that of last year. Profit after taxation of the subsidiary was
approximately RMB568,000.
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Management Discussion and Analysis (continued)

2.

Operations and Results of subsidiaries of the Company
(continued)

©

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 2012, the total assets of the subsidiary
were approximately RMB49,853,000, and the equity
attributable to shareholders of the subsidiary was
approximately RMB19,456,000. In 2012. the net loss of
the subsidiary was approximately RMB370,000.

Total registered capital of Xinhua Pharmaceutical (Gaomi)
Company Limited is RMB19,000,000, and the Company
holds 100% of its equity interest. This subsidiary was
established in April 2012 and is mainly engaged in
the business of powder injection and tablets. As at 31
December 2012, the total assets of the subsidiary were
approximately RMB30,674,000 and the equity attributable
to shareholders of the subsidiary was approximately
RMB26,673,000. In 2012. the net loss of the subsidiary
was approximately RMB5,612,000.
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BEETEMTRY R (Z) Management Discussion and Analysis (continued)
3. BERE2MEARER 3. Use of Proceeds
KANRR-_EBEE—FNLA =A% On 3 September 2001, the Company raised an amount of
3,3008 IRARR (& B & IR #5300 RMB370,517,000 from the issue and offer of 33,000,000 A
BER) EEEsFEAARK Shares (including the offer of 3,000,000 state-owned shares). As
370517 F Bl ——F+= at 31 December 2012, a total of approximately RMB360,260,000
A=+—H HFAEEELESL AR from the proceeds of the above issue of A Shares had been
#360,260F 7T - EEZARATIEE - used in the following projects:
BERe 2012§ TR R
#AMHE EB#A RiRER -4 1:0)47)
BEEOREMALR Total Investment Accumulated % of the total fiisE
Name of project investment in 2012 investment investment Remark
ANRETFT AREFIL AREFIL
RMB’000 RMB’000 RMB’000
BERERMETOREER 74,500 17,171 50,327 67.55% -
State-level technical centre
HEGMPHEIER 80,000 - 80,226 100.28% 7L
Injection workshop GMP renovation Completed
Tk R R E TR B 160,000 - 188,201 117.63% =T
Caffeine technical renovation Completed
L-3605 fiT ki E B 29,980 - 23,442 78.19% %I
L-350 technical renovation Completed
Z iR AGMPREIE B 39,800 - 46,265 116.24% I
Analgin GMP renovation Completed
At 384,280 17,171 388,461 -
Total
Bzt - Note:
1. S8 (GMP) i3 T B 2 AR EY 1. The projected profit level of the injection GMP renovation project was
&S0 B Z FFE Bk not attained due to the drop in the drugs price.
2. MEEERFE M SGEE R SEREE QD 2. The projected profit level of the caffeine technical renovation project
BRMERTRNEE  REIEFE was not attained due to the drop in price and export tax rebate rate.
BIKF
3. BRBEMROMNETEE FEITR 3. The main project of the renovation of the state-level technical center
BT has been completed.
MARFTHEANEEESSLERNET B The unused proceeds have been deposited in banks and will be
HRBAGEINEBEBEFER - used in accordance with project commitments.
ZE-"FFR
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EETHHASRS W (Z) Management Discussion and Analysis (continued)
4. BLOBSRHSH 4. Analysis of core competitiveness
NEEERERREED  EONS The Company enjoys an advantage of large scale operation,
xmﬁr@ar;ﬁ Tt A H O B o and is the largest production and export base for antipyretic
NREEEMEIRER  LBEAT analgesic drugs. The Company has an advantage in fundamental
ISO9001 * ISO14001 * ISO10012 * management and passed the 1SO9001, 1ISO14001, 1SO10012
ISO22000%8 ZRFE ° and 1S022000 certifications from time to time.
ﬁ EHEBEBR(LEEES  A7THEE The Company has an advantage of international operation. With
BIBEBFDARE - 108 E REE seven items of the Company’s products having passed the American
JHCOSM £ E ot AR &350 FDA certification and ten items having obtained the European COS
{I BExRMtE - Aa A2 EE# certificate, the Company’s products were sold to more than 50
5REHEB RSB EDE countries and regions in the world. The Company is one of the first
2 — I FE AB2011E 5 & X 7 %% 15 pioneering enterprises which implement an internationalization
REHE O R g2 - strategy, and was listed in the Top Five Enterprises in Export of Bulk

Materials for Western Medicine in China.

NBBEERMEIHED  RAHRK The Company has an advantage in technological innovation.
SHENCE BxRNETEE=E The Company is a national high and new technology enterprise,
SHBEMNMNE BRI MNEFZEY a key high and new technology enterprise under the National
BREmEXENEROE BEAEXK Torch Program, and a key enterprise in the bio-pharmaceutical
MOERMPL  BALHEFBELB industrial base under the National Torch Program. The Company
B TEY - E50Z KRB #HE R has a national-level enterprise technology centre, established
SERREEEZAE- enterprise post-doctoral research station, and has extensive

cooperation with more than 50 scientific and research institutions
and universities.

EFERTEHRSE Working Report of the Board
1, EAFER ARAREZEeHAEH 1. During the year, the Board of Directors passed resolutions on

JUR & eight occasions:

(1) KRR —_E——%—AH” (1) On 16 January 2012, the second extraordinary meeting
+RBUEZEERRAAFRAEH of the Seventh Board was convened by way of written
FLtEEEEE _NBRE resolutions, and the results of the meeting were published
eH HELAEFHNERZ-Z in Securities Times in the PRC, HKExnews and on the
——F— A+t HRHMGES Company’s website on 17 January 2012,

BR)  BEABMIHEES -
KRR o

) KRR —_E——_F=AH 2) On 23 March 2012, the second meeting of the Seventh
—_tT=BERAAEMBHE Board was convened at the Company’s registered
tEEEeF e M office, and the results of the meeting were published
BASHER - ZT——F= in Securities Times in the PRC, HKExnews and on the
A+ BRMGEAERR) - Company’s website on 26 March 2012.
BERBMIMEES  AQF
Bk o

) KARNR_ZT——_FWMA ) On 25 April 2012, the third meeting of the Seventh Board
“tTRHEERAREMBRAE was convened at the Company’s registered office, and
+EEEeE=- e B the results of the meeting were published in Securities
BAETIBER T — % Times in the PRC, HKExnews and on the Company’s
A=+ /B At BHRER) website on 26 April 2012.

EXRBMIMEES AR A
HHuf o

IWRHERERBBRAF
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EEEIERE (&) Working Report of the Board (continued)
1. EREERN KA EeHBH 1. During the year, the Board of Directors passed resolutions on

JNke:3% (&) eight occasions: (continued)

(4) RKAFIR—_ZE——FERAMN (4) On 4 May 2012, the third extraordinary meeting of
BUAZERAAXNEHE the Seventh Board was convened by way of written
IEEE = =N - resolutions, and the results of the meeting were published
HEASHER T ——4F in Securities Times in the PRC, HKExnews and on the
A ARBARHE %E—; $&>> Company’s website on 5 May 2012.
BERBIMEES AR
FERA

(5) KA —_ZE—=—F A 5) On 23 August 2012, the fourth meeting of the Seventh
—_+= EI E TE )ﬁﬁ” B E Board was convened at the Company’s registered
+EEFSFNNSHE office, and the results of the mesting were published
BAAEHER-_ZE——FN in Securities Times in the PRC, HKExnews and on the
A=+ mHE A EEER) Company’s website on 24 August 2012.
BEABMREES  KNAF
Bk o

(6) ARl —_ZET——_F+AH1 (6) On 26 October 2012, the fifth meeting of the Seventh
—+/,xH 7ﬁ~E AMEFMBARE Board was convened at the Company’s registered
tEEEeFh 2% office, and the results of the meeting were published
7] “iﬂl‘ﬁA T —_F+ in Securities Times in the PRC, HKExnews and on the
A+ B Rt GEHR i&}) Company’s website on 29 October 2012.
BEBBIMERES AR
HERID

(7) IN/N —E——F+—A8 (7) On 5 November 2012, the fourth extraordinary meeting
HH LA%E%’%BU? NEBHE of the Seventh Board was convened by way of written
+tEEEeENARESE resolutions, and the results of the meeting were published
HEAAEHER-_ZE——F in Securities Times in the PRC, HKExnews and on the
+—ANBRMGEHFRR) - Company’s website on 6 November 2012.
ERBIMBEES AR A
4Bk o

®) KRARR_ZT——%F+=A8 ®) On 17 December 2012, the fifth extraordinary meeting

TrtHAEERAFRAEBH
FLtREEECFRNER
EH HBEAETER=-Z
——F+Z A+ N\BRHGE
SR BEB I E

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 18 December 2012.

5 - ARFEH -
2. BEEHAMRAGREER 2

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

:%**i@”?haaﬁ::

The dividend for 2011 of the Company was distributed by the
end of August 2012.

- FR
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EEMeAt
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ARAEE - HEF2HREELBRRAZ
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EF EEMERGARARSH
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ARE - HERABRERAREMMHEA
BB AR E N B B AT LA 2B
HEARARBZEFNESE BERAERBRHE
RKimT N\EFLBBEARRB KA E
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EF EFEZEREaH
FAES  ERERESDTTLRBEAL -
BEEFLEFRADAMETLER —

FARAELEEOCEEBERN TARLEZ
RIBEH -

TEEW

REERN  ARARLESRBERER N EME
EEBHNERNTRIERTRFEEM

BH -

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 2012 were directors. For details, please refer to note 17 to the
Accounts prepared in accordance with the HKGAAP.

Directors’ and Supervisors’ Rights to Acquire
Shares

At no time during the year has the Company, its holding company or its
fellow subsidiaries become 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.

IWRHERERBBRAF
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REEEEERMNZETRARPEGH
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Resflem(8R)

Cash Dividend Amounts
(including tax)

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 2012 and the
financial position of the Group and the Company as at 31 December
2012 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 PRINCIPLES” 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”.

Profit Distribution

In accordance with PRC accounting standards, the Group recorded a net
profit of approximately RMB23,664,000 for the year ended 31 December
2012, 10% of the net profit of the Company was transferred to the
statutory surplus reserves amounting to approximately RMB5,589,000.
The Board has recommended to distribute a final dividend at RMBO.1
per 10 shares (equivalent to approximately HK$0.125, tax inclusive)
on 307,312,830 A Shares and 150,000,000 H Shares in issue,
which is aggregated to be approximately RMB4,573,000. The above
recommendation will be submitted to the 2012 Annual General Meeting
of the Company for approval.

Cash dividends of the Company in the past three years

AHBRPBERBAFN HEHBRPBRERE LT
FENBHA(RhEE AEENBNEERPETH
EAER) HEARE) Mt E

Net Profit attributable to % of Net Profit attributable
the equity holders of the to the equity holders of the
Company in consolidated Company in consolidated
statements (prepared in statements (prepared in
accordance with PRC accordance with PRC
accounting standards) accounting standards)

(AR#®T) (AR®T) (%)

RMB RMB %

2011 13,719,384.90 76,023,665.57 18.05

2010 22,865,641.50 97,256,602.75 23.51

2009 22,865,641.50 102,244,346.19 22.36
bt et 33
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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 section
above headed “CHANGES IN SHARE CAPITAL AND SHAREHOLDERS”

Reserves

Movements in the reserves of the Group and the Company during the
year 2012 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.

Fixed Assets

Details of the movement in the fixed assets of the Group and the
Company during 2012 are set out in note 19 to the Accounts prepared
in accordance with the HKGAAP, and note 6.11 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 2012 are set out in note 33 and note 34
to the Accounts prepared in accordance with the HKGAAP, and notes
6.17, 6.26 and 6.28 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
RMB2,818,000.

Staff Quarters

The Group did not sell any staff quarters to its employees during the
year ended 31 December 2012 but has been 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 2012, contributions to the accommodation scheme made by
the Group in this respect amounted to approximately RMB8,299,000.

IWRHERERBBRAF
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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 implemented the Basic Medical Insurance
System for Employees in December 2004. For the year ended 31
December 2012, the total contribution of the Group to the staff medical
insurance was approximately RMB12,264,000.

Preferential Tax Treatment

According to the formal notice (Lu Ke Gao Zi (2012) No. 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, the
Company is recognised as a new and high technology enterprise,
the recognition would 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 Company could enjoy a preferential tax rate of 15%
with regard to its enterprise profits tax.

Designated Deposits

For the year ended 31 December 2012, 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 2012 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 8.79% and 16.64%
of the Group’s total purchases and total sales, respectively, for the year
ended 31 December 2012.

The percentages of purchases and sales attributable to the Group’s
largest supplier and largest customer were 2.07% and 6.29% of the
Group’s total purchases and total sales, respectively, for the year ended
31 December 2012.
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TEERREER(Z) Major Customers and Suppliers (continued)
HEE GEEHELELA
Proportion to Annual
ERER Name of customers Sales Amount Total Sales
(AE#T) (%)
(RMB) (%)
Mitsubishi Corporation Mitsubishi Corporation 187,012,052.47 6.29
ZEEA SR Perrigo 128,652,921.39 4.33
CHINA SHANDONG GROUP LIMITED CHINA SHANDONG GROUP LIMITED 63,141,361.56 2.12
RGP EEER AR Shandong Ruizhong Pharmaceutical 60,234,037.92 2.03
Company Limited
RERTNEEEHEEBARAFR  Tianjin Ta Sly Medicine Distribution 55,550,484.57 1.87
Group Company Limited
BT GEESBETALE

Proportion to Annual

HEERR Name of suppliers Purchase Amount Total Purchase

(AR#T) (%)

(RMB) (%)

WEFRESER AR Zibo Qianyu Trade Company Limited 50,578,556.66 2.07

WEREKBACIARRDA Shandong Jinmei Riyue Chemical 47,130,331.50 1.93
Company Limited

RSN EAAELRERAA Shandong Shouguang Juneng Thermoelectricity 43,497 507.58 1.78

Development Company Limited

IWER KK BIEBRAA Shandong Dacheng Agrochemical 37,468,340.85 1.53
Company Limited

HEHMLCERRAE Weifang Baili Chemical Company Limited 36,504,496.60 1.49

BEFEEMA MEEE  RERBAL (R
BEMLXAETRARE)  XFEART]
BABBAN ZAEZBRERAFERAE
Bz bEP M EEmEE R -

BE HERBOEXARZ LT
B {7

HE-_Z——F+-A=+—HLFER
RARWEBELOAQFZ EHGD - RAF

REMBARREFEAYERE HERE
Bl fa] A 2 B R A7

Ekadnie

ARARMAREREFEEEL EELR
PR 1R ©

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.

Purchase, Sale and Redemption of the Company’s
Listed Securities

During the year ended 31 December 2012, 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.

IWRHERERBBRAF
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Retirement Scheme Arrangements

The Group participates in the State Social Retirement and Pension
Insurance 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 2012, the
total contribution of the Group to the Scheme was approximately
RMB34,230,000.

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 EENMBAELZEEFIE)), followed by strict implementation.
No cases of non-compliance were discovered during the year.

Social responsibility

Taking “protecting health and benefitihng community” as its corporate
missions, the Company has made great efforts in fulfilling its social
responsibility in such aspect as saving lives, curing the sick and product
quality, protecting legitimate rights and interests of its shareholders and
creditors, employees, customers, suppliers and other stakeholders,
attaching great importance to environmental protection and safety
production, and actively participating in social welfare undertakings.

In respect of energy saving and emission reduction, the Company
achieved a year-on-year decrease of over 10% in energy consumption
per RMB10,000 production value for five consecutive years, and was
honoured the advanced enterprise in energy saving in Shandong
Province. As to environmental protection, the Company was the first
pharmaceutical enterprise in China to pass the ISO 14001 environmental
management system certification audit, and acquired Class A clean
production certificate of Shandong Province, making it a qualified entity
in terms of standardized management of hazardous waste in Shandong
Province.

In accordance with trading principles of honesty and trustworthiness,
reciprocity and mutual benefit and legal and regulatory compliance,
the Company has maintained good relationships of cooperation with
suppliers and distributors to provide consumers with quality products
and services. While endeavouring to achieve sustainable development,
the Company has strengthened strategic partnership with customers
through holding meetings with suppliers and customer seminars, thus
making mutual cooperation more efficient and harmonious and closer.
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Social responsibility (continued)

The Company cares about the growth and development of its employees
and has put more efforts in education and training for various talents.
The Company boasts of 4 chief technologists of Shandong Province,
10 chief technologists of Zibo City, 260 senior technologists and 660
technicians. As such, the Company is named as the talent training base
for the pharmaceutical industry in Shandong Province, one of the top
100 Chinese enterprises in education and China’s corporate training
demonstration base. The Company’s golden and blue-collar training
base passed the review of the Human Resources and Social Security
Bureau of Shandong Province and was approved as the first workstation
for chief technologists of Zibo City.

Whenever any major disaster or accident occurs in China, such as
the “SARS”, Wenchuan earthquake, “April 28th”"Jiaoji Railway crash
and Yushu earthquake, the Company has always been one of the
first to donate money and medicines, thus fulfilling its corporate social
responsibility and commitment well.

In future development process, the Company will be, as always, a law-
abiding operator, strongly contribute to community, and to play an active
role in the sustainable development of the society.

Establishment and implementation of the
accountability system for material errors in annual
reports

In order to improve the Company’s standard operation level and
strengthen the truthfulness, accuracy, completeness and timeliness of
information disclosure, the Accountability System for Material Errors
in Annual Reports was considered and approved at the 10th meeting
of the sixth Board of Directors of the Company in 2011, which has
enhanced the accountability of the persons in charge of information
disclosure of annual reports and improved the quality and transparency
of the information disclosure of annual reports. During the reporting
period, the system was strictly implemented and there was no correction
of material accounting errors, supplement of material omissions or
modification of operating results forecast.

IWRHMERERBBRAF
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REXH Connected Transactions
NREBEEFEEBKOBERNETZENER Significant connected transactions carried out in the normal course of
BALIRZGHENT : the Group’s business are summarised as follows:
—2--F —ZT——F
2012 2011
ARBFT AR¥FT
RMB’000 RMB’000
HEREATIREME QT With holding company and its subsidiaries
— HEKEARER — Sale of water, electricity, steam and
waste materials 11,973 10,667
— HELBRBEREIRR — Sale of bulk pharmaceuticals and chemical raw materials 63,141 29,057
— RERME — Purchase of raw materials 72,744 52,696
— HEEAE — Payment of annual trademark licence fee 7,500 1,100
— RET — Acquisition of land use rights 8,399 —
BREEHEHNTHFEREH Total of transactions approved in general meeting 163,757 93,520
— HETBIA — Design fees income 66 116
— et — Rental expenses 500 500
Hti&at Others total 566 616
HEREERAR With ultimate holding company
— IHERAE — Interest expenses of loan 29,150 -
— ZEREEER — Underwriting expenses of loan 1,500 —
&t Total 30,650 —
HEEAT With associates
— RERMH — Purchase of raw materials 1,076 276
— HEKESR — Sale of water, electricity and steam 377 447
att Total 1,453 723
HIBER With minority shareholders
— HELBRNERCTRER — Sale of bulk pharmaceuticals and chemical raw materials 137,816 157,367
— EEL IR MKER — Purchase of chemical raw materials and
water, electricity, steam - 447
o Total 137,816 157,814
#est Grand total 334,242 252,673

In the opinion of the Directors (including the Independent Non-Executive
Directors), the above transactions were carried out in the ordinary and
— R IEFER R - 20114 [ FM20124F usual course of the Group’s business and on normal commercial terms.
BEHEERBEAATIRERSH ENEE The aggregate amount of the above transactions for each of the years
R o 2011 and 2012 did not exceed the annual caps approved in the general
meeting of the Company.
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Connected Transactions (continued)

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.

M 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 2012 is
RMB220,000,000 and the annual cap for the Company selling
certain products to SXPGC and/or its subsidiaries for the year
2012 is RMB39,000,000.

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 2012 was
RMB72,744,000. 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 2012 was RMB11,973,000.

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.
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Connected Transactions (continued)

@

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.

On 23 March 2012, the Company and SXPGC entered into the
Supplemental Trademark Licence Agreement which amends and
supplements the Trademark Licence Agreement. Pursuant to the
Supplemental Trademark Licence Agreement, the annual licence
fee for the Company to use the Trademark is RMB10,000,000
for the period between 1 April 2012 to 31 December 2014. Other
terms of the Trademark Licence Agreement remain unchanged.

The Company paid the 2012 annual fee of RMB7,500,000
in accordance with the Supplemental 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 announcements on 28 October 2009 and 23
March 2012.

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 2012 under the Eastwest Agreement is
RMB18,000,000.

The actual amount incurred in 2012 under the Eastwest
Agreement was RMB9,163,000 .

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.
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Connected Transactions (continued)

)

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 2012 under the New Perrigo Agreement is
RMB65,000,000.

The actual amount incurred in 2012 under the New Perrigo
Agreement was RMB20,113,000.

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.

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 2012 was RMB108,540,000.

In relation to the above continuing connected transactions, the
Company issued an announcement on 5 September 2008.
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Connected Transactions (continued)
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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 2012 is
RMB140,000,000.

The actual amount incurred in 2012 under the China Shandong
Agreement was RMB63,141,000.

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.

The Board (including the independent non-executive Directors)
considered that all the above connected transactions and
continuing connected transactions had been negotiated on
an arm’s length basis and were on normal commercial terms
and in the ordinary course of business. They also considered
the transactions had been entered into in accordance with the
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.

The disclosed related party transactions with associates in the
auditors’ report were not continuing connected transactions
or connected transactions as defined by Chapter 14A of the
Listing Rules. All the transactions mentioned in this section were
connected transactions or continuing connected transactions as
defined by Chapter 14A of the Listing Rules.
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BB Auditors

ARAIRAEBAFEHRBEBLREBRMN The accounts of the Company and the Group for this year are prepared
ZEHRARTESFEANFEENIIRERD in accordance with HKGAAP and PRC accounting standards and have
SRAEXFPMN(FER) @t EBBAER been audited by SHINEWING (HK) CPA Limited (Hong Kong Certified
ANE (BB ESTEN) ME KPP AMETED Public Accountants) and ShineWing, (PRC Certified Public Accountants)
BT (R EMEEtEm) iz e respectively.

AKAREBR - ZE—=ZFBANAQRA_F The Company intends to re-appoint SHINEWING (HK) CPA Limited and
——FERAFREARE FEZEREKD ShineWing as international auditors and PRC auditors of the Company
M(EB) @tMEBAAR QR MEKF respectively for the year 2013 at the annual general meeting for the year
MEAMELMHNBRRA T —=4F 2012 to be held in 2013.

JE B R AN P B 4% B AT o

AESZEMH By order of the Board
RACER Zhang Daiming
s Chairman

R e |l|3R o S5 1H Zibo, Shandong, PRC
—E—=F=ZA=-+=H 22 March 2013
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To All Shareholders,

In 2012, all members of the supervisory committee of the Company (the
“Supervisory Committee”) proactively 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 in an active, diligent and faithful manner.

The Supervisory Committee convened four meetings this year:

The second meeting of the Seventh Supervisory Committee was
convened at the Company’s registered office on 23 March 2012, in
which the following resolutions were passed:

(1) To approve the report of the Supervisory Committee for the year
2011;

2 To approve the annual report and results announcement for the
year 2011;

3) To approve the audited accounts of the Company for the year
2011;

(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 continuing connected
transactions and the use of funds for the year 2011;

(6) To approve the report of self-evaluation of the Company’s
internal control for the year 2011;

(7) To approve the resolution of continuing connected transaction in
relation to trademark fees.

On 25 April 2012, the third meeting of the Seventh Supervisory
Committee was convened at the Company'’s registered office to approve
the first quarterly report of 2012.

On 28 July 2012, the fourth meeting of the Seventh Supervisory
Committee was convened at the Company’s registered office to approve
the 2012 interim report of the Company and the connected transactions
for the first half of 2012.

On 26 October 2012, the fifth meeting of the Seventh Supervisory
Committee was convened at the Company’s registered office to approve
the third quarterly report of 2012 and continuing connected transactions.
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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
2012 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 2012 reflects the true financial position
and results of the Company.

During the year, the Company maintain effective internal control over
financial reporting in all material aspects in accordance with the Basic
Standards for Corporate Internal Control ({{& %R &R H| AR E))
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
22 March 2013
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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.

On 16 January 2012, the Company and Zhu Zhenhua and Zhang
Peng entered into an equity transfer agreement. The Company
acquired 100% equity interest of Shandong Tianda Biological
Pharmaceutical Company Limited held by Zhu Zhenhua and
Zhang Peng at a consideration of RMB22,000,000. In April
2012, it was renamed as Xinhua Pharmaceutical (Gaomi)
Company Limited. Total registered capital of this subsidiary
is RMB19,000,000. This subsidiary is mainly engaged in the
business of powder injection and tablets. As at 31 December
2012, the total assets of the subsidiary were approximately
RMB30,670,000 and the equity attributable to shareholders of
the subsidiary was approximately RMB26,670,000. In 2012, the
net loss of the subsidiary was approximately RMB5,610,000.

Apart from the above transactions, the Group did not have
material acquisitions and sales of assets, nor any material
mergers and acquisitions during the reporting period.

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

During the reporting period, save and except the guarantee of
bank accepted bills of exchange of RMB35,000,000 provided
by the Company in favour of Shouguang Company, its wholly-
owned subsidiary, there has been no other material guarantee
provided by the Company, nor has there been any obligations
that have not been performed in full by the Company.

During the reporting period, there has been no investment by the
Company.

None of the Company, the Directors and the Senior Officers has
been penalised by any PRC authorities during the year ended 31
December 2012.

Disclosure of undertakings by the Company or its shareholders
holding more than 5% of shares of the Company: Nil

The related party transactions are as set out in Note 7 to
the Accounts prepared in accordance with PRC accounting
standards.

On 4 January 2012, the Company received RMB500,000,000
from its ultimate control company HHGC out of funds raised by
HHGC through issuing medium-term notes. Such funds were
provided to the Company to repay bank loans, supplement
working capital and fund the construction of the Company’s key
projects under the “12th Five-Year Plan” for a term of five years.
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10.

11.

12.

13.

ZEED 10.  Auditors
BRAGEEEEFMERFERIAT The auditors of the Company and respective remuneration
ERARANERE R ZEAMME ] — of auditors are set out in the section headed “Auditors’
£ o remuneration” disclosed in the “Corporate Governance and
Internal Control Report”.
BEEMETARREBL(ARE 11.  Information about holding other listed companies (RMB)
7T)
BENREE
HZLH Eags
MaRER#A [:3:]:47] MXREEE Change of
BH5EE Initial Proportion of Book value HEWIEE shareholder's
EHFRB 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 HEIAR 7,000,000.00 0.06% 112,500,000.00  1,750,000.00 16,450,000.00
China Pacific Insurance
601328 RBIRTT 14,225,318.00 0.02% 40,602,848.00 821,920.00  3,780,832.00
BANKCOMM
At 21,225,318.00 — 153,102,848.00 2,571,920.00 20,230,832.00
Total
WMEHEESAN BB K F 12.  There have been no reception research, communication or
EENIER interview during the reporting period.
RARAEREGIAEREZEREER 13.  Between 15 May 2012 to 31 December 2012, Well Bring Limited

RAor ([EE8Ek]) mBEgEESE
A a (WELL BRING LTD: &)
2012458150 £20126F12A31H
BEEEBARIHERATRS
R EE A G =R BEHAL7,476,0008% -
R FTE BB B B 1THAY 894.98% © 16
FERED HITAKMA1.63% ° B
201265 4150 1 FHR 1% - =BT
A% K B — 27T ) A B E K 2R121E
AAEFET BN ERLEDETA
& 17 2% B 37 2 B BEHRR AR 17 °

(@ Hong Kong subsidiary of HHGC, the ultimate controlling
company of the Company) purchased 7,476,000 H shares of
the Company via the trading system of the SEHK representing
4.98% of the issued H shares of the Company and 1.63% of the
total issued share capital of the Company. After the aforesaid
purchase of H shares on 15 May 2012, HHGC and its parties
acting in concert intended to increase its holding of H shares
of the Company by no more than 2% of the total issued share
capital of the Company within the next 12 months.

IWRHERERBBRAF

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED




EBBIREEHE Hong Kong Independent Auditor’s Report

ps. A fes AR (75 48)
-
4 57]§ ﬁa I T
EHEHS

8hineﬂ)in§/’

5 3L 4% B BT 46 5

BLURHERNBRAARLT2EEE
(R EANRAFE ZMALZ R F R
7])

BPEERURAERERNBERAR (&
READEEWBAR (REAIEEE]) &
REEEZF186ANGER I BHE £
RIB-——F+-_A=+—HHHEAUTE
ARRK  BEZALFENGEAKRER &
EERENER SARDREFRLGEERSE
MERNMNERETEZEHBRME RHE A
B A

EFHRSMBEBRREALNR
-5

RESAVBBRMERELYHERRE
BERAEMAERMNBTEYHREE
BIAR BB RGP RBEERIELEER
RAFHRBE BEAREENAME - Ml
ERWBUARANBEG ARRES B
BHRENBENFEERE R (T FiHE
BREHAFRLHERMER) -

53 LT g

BAMEEDRERMNBZNLFTES
PHBREHBULER - WER D EIRRR
& MBREZEZHERR  ARETF
EEMAE - HPITERARENARAE
AL B BEFREEMNEE - RPIRBEE
SRR AERMNFTAE ERETER -
ZFHERBREPIETRTRENR LA E
FRETABERUETIUSREMBERR
EETFEEARNEREGL -

“E-"EER

2012 ANNUAL REPORT

i [FGE33SE 434

INDEPENDENT AUDITOR’S REPORT

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 82
to 186, which comprise the consolidated statement of financial position
as at 31 December 2012, 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.
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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 2012 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
22 March 2013

IWRHERERBBRAF

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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Consolidated Income Statement

RESBLBRA ST RAFER

Prepared under Hong Kong Generally Accepted Accounting Principles
BE_Z-—-F+-A=1t—-HILFE

For The Year Ended 31 December 2012

2012 2011
M st AR #TT AREFIT
NOTES RMB’000 RMB’000
BET Revenue 5 2,932,116 2,917,860
$HE AR Cost of sales (2,427,711) (2,369,697)
E ] Gross profit 504,405 548,163
AW Investment income 7 5,592 4,105
Hofth o 2 Other income 8 66,465 46,335
HiEA Other expenses 9 (15,341) (34,658)
DERIHEER Distribution and selling expenses (239,897) (214,103)
EIEEH Administrative expenses (231,907) (235,613)
BB Finance costs 10 (59,004) (28,098)
FEAG B & 2 5] Share of profit of an associate 23 3,202 5,141
534 p2 ] Profit before tax 33,515 91,272
Frisii & A Income tax expense 11 (8,499) (13,302)
FERH Profit for the year 12 25,016 77,970
DTEHEEEEERT - Profit for the year attributable to:
PNNETIIZ =N Owners of the Company 22,417 74,375
FEVERR R == Non-controlling interests 2,599 3,595
25,016 77,970
SEREH — EXREE Earnings per share
— basic and diluted 14 RMBO0.049 RMBO0.163

- FR
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Prepared under Hong Kong Generally Accepted Accounting Principles

BE-Z-—-F1+-A=1t—-HLHFE . '
For The Year Ended 31 December 2012 Consolidated Statement of Comprehensive Income
2012 2011
ki3 AR¥TFIT ARBFIT
NOTE RMB’000 RMB’000
FEET Profit for the year 25,016 77,970
HErmikzE(BA) - Other comprehensive income
(expense):
BINEBREEE 2 Exchange differences arising
N =5 on translation of
a foreign operation 330 (864)
AHECIREELE Y Fair value gain (loss) arising
A ERE (BE) on available-for-sale investments 20,231 (22,574)
MEMEPERESER Income tax relating to components
BRAZFRSH of other comprehensive income 36 (3,035) 3,386
FERRERM Other comprehensive income
2EE2(EH) (expense) for the year,
net of tax 17,526 (20,052)
FEXELSER Total comprehensive income
for the year 42,542 57,918
UTEEEER2E Total comprehensive income
I §-3- 11 attributable to:
KAFFFA A Owners of the Company 39,828 54,625
e AR A = Non-controlling interests 2,714 3,293
42,542 57,918
WRHFENERMBRAT

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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2 AL LY
wh = Eji%ﬂk/ﬂ'% Prepared under Hong Kong Generally Accep_tej(‘j Afzountigg P_rinciples
Consolidated Statement of Financial Position s .51 Dicomber 2013

As at 31 December 2012

2012 2011
Bt AR¥TFIT AR T
NOTES RMB’000 RMB’000
ERBEE Non-current assets
B ilT Technical know-how 18 14,686 —
W - BE KRB Property, plant and equipment 19 1,426,187 1,065,521
EEITRE Construction in progress 20 273,977 363,330
T E AR Prepaid lease payments
T ERIE on land use rights 21 235,658 217,022
"B Investment properties 22 68,906 37,142
REEE R B R Interest in an associate 23 24,963 21,761
AItHEZRE Available-for-sale investments 24 156,303 136,072
EIEEREE Deferred tax assets 36 19,168 16,588
EES Goodwill 25 2,716 —
FEATER L 3 Prepayments for acquisition of
EAEZFIE land use rights 63,555 31,787
2,286,119 1,889,223
mENEE Current assets
FE Inventories 26 489,673 423,789
EUWERZ R EMEWFE  Trade and other receivables 27 428,468 389,356
TH RS Prepaid lease payments
A& K IE on land use rights 21 5,840 5,711
FENS R = M /8 A Amounts due from
fellow subsidiaries 28 3,971 6,600
FEW R & Tax recoverable 3,275 3,504
SR EIRITIFE K Restricted bank balances 29 46,600 31,263
WITERRIREESR Bank balances and cash 30 375,544 267,966
1,353,371 1,128,189
REBAE Current liabilities
EMERREMENZIE  Trade and other payables 31 522,747 485,119
FE AT AR Dividend payables 5,311 15,111
iERIEER [SHE A FIE Amounts due to fellow subsidiaries 28 1,484 2,835
JIE 15 B &2 2 B FR I8 Amount due to an associate 32 514 61
JE A fR 44 %’A R IA Amount due to ultimate
holding company 33 13,500 —
e Tax payable 883 608
B Borrowings 34 493,370 475,147
1,037,809 978,881
MOETESRH Net current assets 315,562 149,308
HEERRBAR Total assets less current liabilities 2,601,681 2,038,531
TR
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Prepared under Hong Kong Generally Accepted Accounting Principles

R=B-—=—F+=A=+—-H
As at 31 December 2012

e BRI T (E)

Consolidated Statement of Financial Position (continued)

2012 2011
BiaE AR®TFiT AR For
NOTES RMB’000 RMB’000
BER R Capital and reserves
A& A Share capital 35 457,313 457,313
f# Reserves 1,282,204 1,246,949
IRk < BARZ 8 Proposed final dividend 4,573 13,719
KARFAE AEGER Equity attributable to owners of
the Company 1,744,090 1,717,981
FEE IR R 5 Non-controlling interests 39,701 39,807
HES Total equity 1,783,791 1,757,788
FEBHER Non-current liabilities
RILFAEHRAE Deferred tax liabilities 36 12,331 5,570
REERARIER Loan from ultimate
holding company 37 496,500 -
B% Borrowings 34 221,147 213,321
PRIE U A Deferred income 38 87,912 61,852
817,890 280,743
2,601,681 2,038,531
FEEF1BAEAZIMAENBWMER T The consolidated financial statements on pages 82 to 186 were

—=F-At o HAREFSREREE
D AHATALIREESE

R
EF

HRE
EF

Zhang Daiming
Director

approved and authorised for issue by the board of directors on 22
March 2013 and are signed on its behalf by:

Zhao Songguo
Director

IWRHERERBBRAF

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

. . : BE-Z-—F+-A=+—-HLEE
Consolidated Statement of Changes in Equity For The Year Ended 31 December 2012
eV PN 1]

Attributable to owners of the Company
RE THRHEZH
K+ BRHERE ®F&0HE  REEE  EHAGE RiER  AHREE ERRE  RERY BEEG #  FBREG L4
Available-
Asset for-sale Non-
Share Capital Reserve  revaluation  investment Other  Exchange Retained Dividend controlling
Share capital premium reserve funds reserve reserve reserve reserve earnings reserve Total interests Total

AREFT  AREFT  AREFT AREFT AREFT AREFT AREFT AREFT AREFIT AREFT AREFT AREFT AREFZ
RMB'000 RMB000 RMB000 RMB'000 RMB'000 RVB'000 RVB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000
(Wit (Hitv) (Hite) (Hito)
(Note b) (Note b) (Note ¢) (Note d)

RZF——%-A-B(Fjl)
At 1 January 2011
(as originally stated) 457,313 466,618 78,642 183,865 25,850 114,088 481 (261) 336,760 20866 1,686,222 38010 1724232
NAFERE:
Prior year adjustment:
EHER R Wi)
Effect on change of accounting
policy (note 2) - - - - (25,850) - - - 25,850 - - - -

R-F-—%-A-R(E3)
At 1 January 2011 (as restated) 457,313 466,618 78,642 183,865 - 114,088 481 (261) 362,610 22866 1,686,222 38010 1724232

TEEER
Profit for the year - - - - - - - - 74,375 - 74,375 3,595 77970
TEEEMEZERA(RR)
Other comprehensive income
(expense) for the year:
BERNERELERER
Exchange differences arising on
translation of a foreign operation - - - - - - - (562) - - (562) (302) (864)
e REEEL
RREER
Fair value loss arising on
avallable-for-sale investments - - - - - (22,574) - - - - (22,574) - (22,574)
AEMLANEEER
BHZHAEHR
Income tax relating to components
of other comprehensive income - - - - - 3,386 - - - - 3,386 - 3,386

A2 ERX A%
Total other comprehensive
expense - - - - - (19,188) - (562) - - (19,750) (302) (20,052)

FERA(A NEER
Total comprehensive (expense)
income for the year - - - - - (19,188) - (562) 74,375 - 54,625 3,293 57,918

BERBEA
Transfer from retained eamings - - - 7423 - - - - (7423 - - - -
KA FHEERES RS
Dividends paid to

non-controlling interests - - - - - - - - - - - (1,496) (1,496)
BRRARLRE (Hi13)
Dividends recognised

as distribution (Note 13) - - - - - - - -
HE-T-—EXERS

(Hit13)
Proposed 2011 final

dividends (Note 13) - - - - - - - - (13,719 13,719 - - -

(22,866) (22,866) - (22,866)

RF——F+ZA=t-A

(E5)

At 31 December 2011

(as restated) 457,313 466,618 78,642 191,288 - 94,900 481 (823 415,843 13719 1,717,981 39807 1,757,788

- FR
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Prepared under Hong Kong Generally Accepted Accounting Principles I%H-F (=] *Eﬁ ﬁ EJ % (/%)
HEZ-——_F+-A=+t—-HLFE

For The Year Ended 31 December 2012 Consolidated Statement of Changes in Equity (continued)
SLRRAARS
Attributable to owners of the Company
RE THRHEZH
K+ BRHERE ®F&0HE  REEE  EHAGE RiER  AHREE ERRE  RERY BEEG #  FBREG L4
Available-
Asset for-sale Non-
Share Capital Reserve  revaluation  investment Other  Exchange Retained Dividend controlling
Share capital premium reserve funds reserve reserve reserve reserve earnings reserve Total interests Total

AREFT  AREFT  AREFT AREFT AREFT AREFT AREFT AREFT AREFT AREFT AREFT AREFT ARETZ
RMB'000 RMB000 RMB000 RMB'000 RMB'000 RVB'000 RVB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000
(Hito) (Hito) (Hite) (Hito)
(Note b) (Note b) (Note ¢) (Note d)

R=F——F+ZA=t-A

(E5)

At 31 December 2011

(as restated) 457,313 466,618 78,642 191,288 - 94,900 481 (823 415,843 13719 1,717,981 39807 1,757,788

RERER
Profit for the year - - - - - - - - 22417 - 22417 2,599 25,016
REEEMZERARR)
Other comprehensive income
(expensg) for the year:
BEENEBELZERER
Exchange differences arising on
tranglation of a foreign operation - - - - - - - 215 - - 215 115 330
AREE REEEY
L
Fair value gain arising on
avalable-for-sale investments - - - - - 20,231 - - - - 20,231 - 20,231
HEMEANEREE
BEZHER
Income tax relating to components
of other comprehensive income (3,035) - - - - (3,035) - (3,035)

A2 AkmLE
Total other comprehensive
income - - - - - 17,196 - 215 - - 1741 115 17,526

FR2ENERR
Total comprehensive income
for the year - - - - - 17,19 - 2

>

247 - 30,828 2714 42,542

#ERERA
Transfer from retained eamings - - - 5,589 - - -
kR TEERER RS
Dividends paid to non-controlling

interests - - - - - - - - - - - (2,820) (2,820)
BRRARZRE (W 13)
Dividends recognised

as distribution (Note 13) - - - - - - - -
BE-Z-—ERIRE

(H#13)
Proposed 2012 final dividends

(Note 13) - - - - - - -

(5,589) - - - -

{8719 (13719 - (18,719)

(579 4573 - - -

RZZ-ZE+ZR=1-H
At 31 December 2012 457,313 466,618 78,642 196,877 - 112,09 481 (608) 428,008 4573 1,744,000 39701 1783791

IWRHERERBBRAF

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

RESBLBRA ST RAFER

Prepared under Hong Kong Generally Accepted Accounting Principles
BE-_Z-"F+-A=1t—-HILFE
For The Year Ended 31 December 2012

Biat - Notes:
(@ RIBEREARENB((HE]) BEEE LR () Pursuant to the relevant regulations in The People’s Republic of China (the

ANERIZARER  BRBIE SR BRI RF “PRC”) and the Company’s Articles of Association, profit after tax shall be

DR appropriated in the following order:

1) R RETEE 1) make up accumulated losses;

@) REBR B 18 5 A 2 10% 8 B Z 5 F @) transfer 10% of the profit after tax to the statutory surplus reserve.
BHBNES BEATABLAESS When the balance of the statutory surplus reserve reaches 50% of the
HEEFMEARZ50% @ o] B registered capital, such transfers need not be made;

BY

@) HREZERFPBRRAGBEBZE ) transfer to the discretionary surplus reserve an amount approved by
ERAHBLES R the shareholders in general meetings; and

(4) MRRDIRAS ° 4 distribute dividends to shareholders.

HEFEITRBKANEE 2 SBEKRERSD The amount transferred to the statutory surplus reserve shall be based on the

SHEAGEA Y ETEEP 2B BB ETE profit after tax in the statutory accounts prepared in accordance with the PRC

Ho accounting standards.

(b) B RERERERARTES (b) Share premium account and capital reserve

B RERABITRENMES  YENK Share premium account arose from issues of shares net of issuing expenses.

BIREER BARNBEETEBRFEAAR Capital reserve comprises mainly surplus between the appraised value of

A ENAE AR BB R A RREET assets and value of shares issued when the Company was converted from

EERERTRAOKRAZRE - BEFREH a state-owned enterprise to a joint stock limited company. According to the

ER BARRES RRG HERR AN E relevant regulations in the PRC, capital reserve and share premium account

AR AR © can only be used to increase share capital.

(©) HEES (©) Reserve funds

EEBBRLES ERRBRARS it

Statutory surplus Discretionary
reserve surplus reserve Total

(K1) (K 33i)

(Note (i) (Note (i)
AR¥EFTr ARBFor ARBEFT
RMB’000 RMB’000 RMB’000

R-—_Z——F—H—H At 1 January 2011 122,319 61,546 183,865

EEREAN Transfer from retained earnings 7,423 - 7,423

R-ZT——F+-A=+—H At 31 December 2011 129,742 61,546 191,288

EEHREAN Transfer from retained earnings 5,589 - 5,589

R-ZT——F+-A=+—H At 31 December 2012 135,331 61,546 196,877

ZE-"FFR
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Prepared under Hong Kong Generally Accepted Accounting Principles
HEZ-——_F+-A=+t—-HLFE

For The Year Ended 31 December 2012

GERRSBR(A)

Consolidated Statement of Changes in Equity (continued)

Biat : (#)

()

wEED (F)

()

EERBATED

AEBSFARRTEATRR
Z BB RER (KRR B &R
AREZEXERBERMER) 2
10% HEEEFRAHKRLDES  H
EEREZTEMBAMNG0% © %2
EEAARBERENSEEZER
SRIE IR A o BR A ER A BRI -
FEREMAETEEHATEEHE
ER M E A 225% °

EERBLATESE

EERBRAREDNEEFAENT R
MimZY - FERRRBEKRE L4t
R RTRSAARRIEREE
EZBEFIEMNBRA - M REEE
2 B E BT ASRRRBRREX
g LHE -

HA0 &

H b (5 #95 B FEIE IR IR BRI B A 7] 2
EZONREBZAABEEAEYEZEF

7

FE
A

EZEEERIER-

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.

IWRHERERBBRAF

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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Consolidated Statement of Cash Flows

RESBLBRA ST RAFER

Prepared under Hong Kong Generally Accepted Accounting Principles
BE_Z-—-F+-A=1t—-HILFE

For The Year Ended 31 December 2012

2012 2011
ARETFT AREFT
RMB’000 RMB’000
BETEH OPERATING ACTIVITIES
T3 A A Profit before tax 33,515 91,272
HE: Adjustments for:
+ b {F R 2 FERS Amortisation of prepaid lease payments
AEZEEH on land use rights 5,840 5,711
Bl g Amortisation of technical know-how 2,260 —
M - BB RREN Depreciation for property, plant and
BEMEZIE equipment and investment properties 159,034 129,016
BATFEWA Bank interest income (3,020) (2,206)
BEBA Compensation income - (7,907)
AEEERE ZREBA Dividend income from
available-for-sale investments (2,572) (1,899)
HERE DN Rz e Gain on disposal of an associate - (1,967)
EE&EEME Impairment loss on property, plant and equipment 98 —
HHER Finance costs 59,004 28,098
HEWE  BEREE (Gain) loss on disposal of property,
kAR BNEE plant and equipment and prepaid lease
FEz (BA) EE payments on land use rights (12,914) 11,345
FEAE B & N B A Share of profit of an associate (3,202) (5,141)
JE U B R K i JE U B Reversal of impairment loss on trade and
ZREEERE other receivables (585) (216)
BRFEEE Reversal of allowance for inventories (4,807) (8,890)
JFE i B 3R K% EL A B W IR Impairment loss on trade and other receivables
ZHEBE 9,928 51,681
IR ERRIA Waiver of trade payables (2,732) (1,586)
FERUA Write-down of inventories 7,959 5,440
B B Government grant (43,103) (29,259)
BEAEHRI 2 LE Operating cash flows before movements
ReRE in working capital 204,703 263,492
FEEm Increase in inventories (69,036) (18,796)
JE W R 0 e E A Increase in trade and other receivables
e W R IASE N (48,125) (57,815)
i EEY NS b e Decrease (increase) in amounts due
WA () from fellow subsidiaries 2,629 (6,563)
B 5 K E b B 2OE Increase (decrease) in trade and other payables
#mOmd) 39,085 (4,890)
JEfF B A B FRIB IS AN Increase in amount due to an associate 453 59
ERRZMBATZRIERY  Decrease in amounts due to fellow subsidiaries (1,351) (3,252)
REEECRS Cash generated from operations 128,358 172,235
EREERH Income tax paid (10,842) (25,055)
REIDELENRERE NET CASH FROM OPERATING ACTIVITIES 117,516 147,180
k- Lk 3
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Prepared under Hong Kong Generally Accepted Accounting Principles :%?.F (=] IE; ﬁ ==} % (/?Ls
BE_Z-——_F+t-A=t-HLHFE

For The Year Ended 31 December 2012 Consolidated Statement of Cash Flows (continued)
2012 2011
wiF ARETFT AREFT
NOTE RMB’000 RMB’000
REEH INVESTING ACTIVITIES
TNERIRZE Payment for construction in progress (445,385) (376,376)
BAME  BE&EE Purchases of property,
plant and equipment (67,327) (63,690)
4 3 {5 4 2 TR Increase in prepaid lease payments
HEFIEEM on land use rights (31,768) -
FENERMEREZIE  Prepayments for acquisition of
land use rights (29,452) (22,135)
WERBRBIEE Y Net cash outflow on acquisition
Re T FE of a subsidiary 38 (22,000) -
TRERITEZCEM) WL (Increase) decrease in restricted
bank balances (15,337) 4,717
BAKEWE Purchases of investment properties - (4,692)
HEWE  BEREHEZ Proceeds from disposal of
FTiS 5/ IE property, plant and equipment 76,095 1,695
DU ERERTT A B Bank interest received 3,020 2,206
PUERAIHERE 7S Dividends received from
available-for-sale investments 2,572 1,899
HEBE QR ZFERE Proceeds from disposal of an associate - 11,613

REZHBRANRSEN NET CASH USED IN

INVESTING ACTIVITIES (529,582) (444,763)
MEEH FINANCING ACTIVITIES

FILER New borrowings raised 576,530 564,940
RIEERABER Loan from ultimate holding company 495,000 —
2 U B T 4 B Government grant received 69,163 35,373
B EREERA B FIER N Advance from ultimate holding company 13,500 -
EREN Repayment of borrowings (550,481) (352,000)
BERFE Interest paid (57,729) (27,971)
BRI S Dividends paid (23,519) (21,367)
EYREESEL O $opd ) &) Dividends paid to

non-controlling interests (2,820) (1,496)

MEIHEENHEBRH NET CASH FROM

FINANCING ACTIVITIES 519,644 197,479

ReRBEEED NET INCREASE (DECREASE) IN

B/mGed) BE CASH AND CASH EQUIVALENTS 107,578 (100,104)
R—A—H®H&ER CASH AND CASH EQUIVALENTS

HesEED AT 1 JANUARY 267,966 368,070
R+=B=+—H® CASH AND CASH EQUIVALENTS

ReRASERY AT 31 DECEMBER, represented

ERTERRE &R by bank balances and cash 375,544 267,966

WRHERBERGBRLT

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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Amendments to HKFRS 1
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Amendments to Hong Kong Accounting Standard
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Amendments to HKFRS 7
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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 on 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
and its principal subsidiaries.

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.

APPLICATION OF NEW AND REVISED HONG
KONG FINANCIAL REPORTING STANDARDS
(“HKFRSs”)/CHANGES IN ACCOUNTING
POLICIES

In the current year, the Group has applied the following new and
revised HKFRSs issued by the Hong Kong Institute of Certified
Public Accountants (the “HKICPA”).

HERRMERIBEE B BREERETREER
HERBFAEREHRE

First-time Adoption of Hong Kong Financial
Reporting Standards - Severe Hyperinflation and
Removal of Fixed Dates for First-time Adopters

RIERIR - WEIAER & E

Deferred Tax: Recovery of Underlying Assets

HE-EEoREE
Financial Instruments: Disclosures
— Transfers of Financial Assets

The application of the above amendments to HKFRSs has had
no material impact on the Group’s financial performance and
position for the current and prior years and/or the disclosures set
out in these consolidated financial statements.
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APPLICATION OF NEW AND REVISED HONG
KONG FINANCIAL REPORTING STANDARDS
(“HKFRSs”) / CHANGES IN ACCOUNTING
POLICIES (Continued)

Changes in accounting policies

During the year, the Group has changed its accounting policy
relating to its property, plant and equipment as follow.

Prior to the change, the Group used to measure its property,
plant and equipment using the revaluation model. The
management of the Group consider that measuring property,
plant and equipment at cost model provides more relevant
information about the Group’s financial performance and is
consistent with that of in the Group’s accounting policies under
the PRC Accounting Standards. As a result, the Group has
decided to state them at cost, less any accumulated depreciation
and accumulated impairment losses. This change in accounting
policy has been applied retrospectively in accordance with HKAS
8 “Accounting Policies, Changes in Accounting Estimates and
Errors”.

This change in accounting policy has decreased asset revaluation
reserve and increased retained earnings by RMB25,850,000 as
at 1 January 2011 and 31 December 2011 and 1 January 2012.
There is no effect on the carrying amount of property, plant and
equipment as at 1 January 2011, 31 December 2011 and 2012
and no effect on the consolidated income statements for the
years ended 31 December 2011 and 2012 as the revaluated
amounts had been fully depreciated in prior years.

IWRHERERBBRAF
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BBV ELER (BFTA)
HKFRSs (Amendments)

BB BHREERE1TR (BFTA)
HKFRS 1 (Amendments)

BB BREERETHR BFTA)
Amendments to HKFRS 7

EEMEREEBFOR L FETHR (BETA)
Amendments to HKFRS 9 and HKFRS 7
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Amendments to HKFRS 10, HKFRS 11
and HKFRS 12
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Amendments to HKFRS 10, HKFRS 12
and HKAS 27

BB EERIFEW

HKFRS 9

BB B HRELERE1058

HKFRS 10

BB BHRELERE1158

HKFRS 11

BB HREERIE125

HKFRS 12

BB B HRELERE1358

HKFRS 13

BB ERE195% (2T ——FE35])

HKAS 19 (as revised in 2011)

BB ERE27H (Z T — —F1E35])

HKAS 27 (as revised in 2011)

BB ERE28 (ZF——F1E5])

HKAS 28 (as revised in 2011)

BB ERIE1R 2185

Amendments to HKAS 1

BB GHHERIE325

Amendments to HKAS 32

B (B BEHREREZES)— R EFH20%

HK(IFRIC) - Int 20
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APPLICATION OF NEW AND REVISED HONG
KONG FINANCIAL REPORTING STANDARDS
(“HKFRSs”) / CHANGES IN ACCOUNTING
POLICIES (Continued)

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

ZETNE_T - —FFEEBVBHREERBCE R

Annual Improvements 2009-2011 Cycle'

BRERZ &

Government loans!

RE-HHEcMEERSRBE B

Disclosures - Offsetting Financial Assets and
Financial Liabilities'

BB A LRI < 58 $I M A H B &
BEREN LS T A2

Mandatory Effective Date of HKFRS 9 and
Transition Disclosures?

RAMBHRE GELHRBEENEMEE 2R
g5

Consolidated Financial Statements, Joint Arrangements
and Disclosure of Interests in Other Entities:
Transition Guidance’

BAER

Investment Entities*

eRTA?

Financial Instruments?

FRE B BmK

Consolidated Financial Statements!
S8R

Joint Arrangement’

RENHEMERE R

Disclosures of Interests in Other Entities’
AYNETIES

Fair Value Measurement’

EEBA

Employee Benefits'

BB HRK

Separate Financial Statements’
REEERAIREEREZREAE!
Investments in Associate and Joint Ventures'
2YEMEEWAIERS

Presentation of Items of Other Comprehensive Income?®
eRMITA-Z27-KFeHEERSRE E
Offsetting Financial Assets and Financial Liabilities*
BR R BRI 5 A B I R 2 R B

Stripping Costs in the Production Phase of a Surface Mine'
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APPLICATION OF NEW AND REVISED HONG
KONG FINANCIAL REPORTING STANDARDS
(“HKFRSs”) / CHANGES IN ACCOUNTING
POLICIES (Continued)

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

2 Effective for annual periods beginning on or after 1 January 2015.
8 Effective for annual periods beginning on or after 1 July 2012.
4 Effective for annual periods beginning on or after 1 January 2014.

Annul improvements to HKFRSs 2009-2011 Cycle issued in
June 2012

The Annual Improvements to HKFRSs 2009 - 2011 Cycle include
a number of amendments to various HKFRSs. The amendments
are effective for annual periods beginning on or after 1 January
2013. Amendments to HKFRSs include the amendments to
HKAS 16 Property, Plant and Equipment and the amendments
to HKAS 32 Financial Instruments: Presentation.

The amendments to HKAS 16 clarify that spare parts, stand-
by equipment and servicing equipment should be classified as
property, plant and equipment when they meet the definition
of property, plant and equipment in HKAS 16 and as inventory
otherwise. The directors do not anticipate that the application
of the amendments will have a material effect on the Group’s
consolidated financial statements.

The amendments to HKAS 32 clarify that income tax on
distributions to holders of an equity instrument and transaction
costs of an equity transaction should be accounted for in
accordance with HKAS 12 Income Taxes. The directors
anticipate that the amendments to HKAS 32 will have no effect
on the Group’s consolidated financial statements.

IWRHERERBBRAF
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APPLICATION OF NEW AND REVISED HONG
KONG FINANCIAL REPORTING STANDARDS
(“HKFRSs”) / CHANGES IN ACCOUNTING
POLICIES (Continued)

Amendments to HKAS 32 Offsetting Financial Assets
and Financial Liabilities and amendments to HKFRS 7
Disclosures - Offsetting Financial Assets and Financial
Liabilities

The amendments to HKAS 32 clarify existing application issues
relating to the offset of financial assets and financial liabilities
requirements. Specifically, the amendments clarify the meaning
of “currently has a legally enforceable right of set-off” and
“simultaneous realisation and settlement”.

The amendments to HKFRS 7 require entities to disclose
information about rights of offset and related arrangements (such
as collateral posting requirements) for financial instruments under
an enforceable master netting agreement or similar arrangement.

The amendments to HKFRS 7 are effective for annual periods
beginning on or after 1 January 2013 and interim periods
within those annual periods. The disclosures should also be
provided retrospectively for all comparative periods. However,
the amendments to HKAS 32 are not effective until annual
periods beginning on or after 1 January 2014, with retrospective
application required. The directors anticipate that the application
of these amendments to HKAS 32 and HKFRS 7 may result in
more disclosures being made with regard to offsetting financial
assets and financial liabilities in the future.

HKFRS 9 Financial Instruments

HKFRS 9 Financial Instruments issued in November 2009 and
amended in October 2011 introduces new requirements for the
classification and measurement of financial assets and financial
liabilities and for derecognition.
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APPLICATION OF NEW AND REVISED HONG
KONG FINANCIAL REPORTING STANDARDS
(“HKFRSs”) / CHANGES IN ACCOUNTING
POLICIES (Continued)

HKFRS 9 Financial Instruments (Continued)

. 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.

o The most significant effect of HKFRS 9 regarding the
classification and measurement of financial liabilities
relates to the presentation of 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 presented 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.
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APPLICATION OF NEW AND REVISED HONG
KONG FINANCIAL REPORTING STANDARDS
(“HKFRSs”) / CHANGES IN ACCOUNTING
POLICIES (Continued)

HKFRS 9 Financial Instruments (Continued)

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 no significant impact on
amounts reported in respect of the Group’s financial assets and
financial liabilities.

New and revised standards on consolidation, joint
arrangements, associates and disclosures

In June 2011, a package of five standards on consolidation, joint
arrangements, associates and disclosures was issued, including
HKFRS 10, HKFRS 11, HKFRS 12, HKAS 27 (as revised in 2011)
and HKAS 28 (as revised in 2011).

Key requirements of these five standards are described below.

HKFRS 10 replaces the parts of HKAS 27 “Consolidated and
Separate Financial Statements” that deal with consolidated
financial statements and HK(SIC)-Int 12 “Consolidation - Special
Purpose Entities”. HKFRS 10 includes a new definition of control
that contains three elements: (a) power over an investee, (b)
exposure, or rights, to variable returns from its involvement with
the investee, and (c) the ability to use its power over the investee
to affect the amount of the investor’s returns. Extensive guidance
has been added in HKFRS 10 to deal with complex scenarios.
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APPLICATION OF NEW AND REVISED HONG
KONG FINANCIAL REPORTING STANDARDS
(“HKFRSs”) / CHANGES IN ACCOUNTING
POLICIES (Continued)

New and revised standards on consolidation, joint
arrangements, associates and disclosures (Continued)

HKFRS 11 replaces HKAS 31 “Interests in Joint Ventures” and
HK (SIC)-Int 13 “Jointly Controlled Entities - Non-Monetary
Contributions by Venturers”. HKFRS 11 deals with how a joint
arrangement of which two or more parties have joint control
should be classified. Under HKFRS 11, joint arrangements are
classified as joint operations or joint ventures, depending on
the rights and obligations of the parties to the arrangements.
In contrast, under HKAS 31, there are three types of joint
arrangements: jointly controlled entities, jointly controlled assets
and jointly controlled operations. In addition, joint ventures under
HKFRS 11 are required to be accounted for using the equity
method of accounting, whereas jointly controlled entities under
HKAS 31 can be accounted for using the equity method of
accounting or proportionate accounting.

HKFRS 12 is a disclosure standard and is applicable to entities
that have interests in subsidiaries, joint arrangements, associates
and/or unconsolidated structured entities. In general, the
disclosure requirements in HKFRS 12 are more extensive than
those in the current standards.

In July 2012, the amendments to HKFRS 10, HKFRS 11 and
HKFRS 12 were issued to clarify certain transitional guidance on
the application of these five HKFRSs for the first time.

These five standards, together with the amendments relating
to the transitional guidance, are effective for annual periods
beginning on or after 1 January 2013 with earlier application
permitted provided that all of these standards are applied at the
same time.

The directors of the Company do not anticipate that the
application of these five standards will have significant impact on
the amounts reported in the consolidated financial statements
under the current group structure. And the directors of the
Company will reassess the impact on 1 January 2013.
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APPLICATION OF NEW AND REVISED HONG
KONG FINANCIAL REPORTING STANDARDS
(“HKFRSs”) / CHANGES IN ACCOUNTING
POLICIES (Continued)

Amendments to HKFRS 10, HKFRS 12 and HKAS 27
Investment Entities

The amendments to HKFRS 10 introduce an exception to
consolidating subsidiaries for an investment entity, except where
the subsidiaries provide services that relate to the investment
entity’s investment activities. Under the amendments to HKFRS
10, an investment entity is required to measure its interests in
subsidiaries at fair value through profit or loss.

To qualify as an investment entity, certain criteria have to be met.
Specifically, an entity is required to:

o obtain funds from one or more investors for the
purpose of providing them with professional investment
management services;

. commit to its investor(s) that its business purpose is to
invest funds solely for returns from capital appreciation,
investment income, or both; and

. measure and evaluate performance of substantially all of
its investments on a fair value basis.

Consequential amendments to HKFRS 12 and HKAS 27 have
been made to introduce new disclosure requirements for
investment entities.

The amendments to HKFRS 10, HKFRS 12 and HKAS 27 are
effective for annual periods beginning on or after 1 January 2014,
with early application permitted. The directors anticipate that the
application of the amendments will have no effect on the Group
as the Company is not an investment entity.
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APPLICATION OF NEW AND REVISED HONG
KONG FINANCIAL REPORTING STANDARDS
(“HKFRSs”) / CHANGES IN ACCOUNTING
POLICIES (Continued)

HKFRS 13 Fair Value Measurement

HKFRS 13 establishes a single source of guidance for fair value
measurements and disclosures about fair value measurements.
The Standard defines fair value, establishes a framework for
measuring fair value, and requires disclosures about fair value
measurements. The scope of HKFRS 13 is broad; it applies
to both financial instrument items and non-financial instrument
items for which other HKFRSs require or permit fair value
measurements and disclosures about fair value measurements,
except in specified circumstances. In general, the disclosure
requirements in HKFRS 13 are more extensive than those in
the current standards. For example, quantitative and qualitative
disclosures based on the three-level fair value hierarchy currently
required for financial instruments only under HKFRS 7 Financial
Instruments: Disclosures will be extended by HKFRS 13 to cover
all assets and liabilities within its scope.

HKFRS 13 is effective for annual periods beginning on or after 1
January 2013, with earlier application permitted.

The directors anticipate that the application of the new Standard
may affect the amounts reported in the consolidated financial
statements and result in more extensive disclosures in the
consolidated financial statements.
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APPLICATION OF NEW AND REVISED HONG
KONG FINANCIAL REPORTING STANDARDS
(“HKFRSs”) / CHANGES IN ACCOUNTING
POLICIES (Continued)

Amendments to HKAS 1 Presentation of Items of Other
Comprehensive Income

The amendments to HKAS 1 Presentation of Items of Other
Comprehensive Income introduce new terminology for the
statement of comprehensive income and income statement.
Under the amendments to HKAS 1, a ‘statement of
comprehensive income’ is renamed as a ‘statement of profit
or loss and other comprehensive income’ and an ‘income
statement’ is renamed as a ‘statement of profit or loss’. 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 items of other comprehensive
income to be 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 do not change the option to present items of other
comprehensive income either before tax or net of tax.

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 future accounting periods.

SIGNIFICANT ACCOUNTING POLICIES

The consolidated financial statements have been prepared on
the historical cost basis except for certain financial instruments,
which are measured at 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.
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SIGNIFICANT ACCOUNTING POLICIES
(Continued)

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.

Business combinations

Acquisitions of businesses are accounted for using the
acquisition method. The consideration transferred in a business
combination is measured at fair value, which is calculated as the
sum of the acquisition-date fair values of the assets transferred
by the Group, liabilities incurred by the Group to the former
owners of the acquiree and the equity interests issued by the
Group in exchange for control of the acquiree. Acquisition related
costs are generally recognised in profit or loss as incurred.
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SIGNIFICANT ACCOUNTING POLICIES
(Continued)

Business combinations (Continued)

At the acquisition date, the identifiable assets acquired and
the liabilities assumed are recognised at their fair value at the
acquisition date, except that:

. deferred tax assets or liabilities and liabilities or assets
related to employee benefit arrangements are recognised
and measured in accordance with HKAS 12 Income
Taxes and HKAS 19 Employee Benefits respectively;

. liabilities or equity instruments relate to share-based
payment arrangements of the acquiree or share based
payment arrangements of the Group entered into the
replace share-based payment arrangements of the
acquiree are measured in accordance with HKFRS 2
Share-based Payment at the acquisition date; and

o assets (or disposal groups) that are classified as held for
sale in accordance with HKFRS 5 Non-current Assets
Held for Sale and Discontinued Operations are measured
in accordance with that standard.

Goodwill is measured as the excess of the sum of the
consideration transferred, the amount of any non-controlling
interests in the acquiree, and the fair value of the acquirer’'s
previously held equity interest in the acquiree (if any) over the
net of the acquisition-date amounts of the identifiable assets
acquired and the liabilities assumed. If, after assessment, the
net of the acquisition-date amounts of the identifiable assets
acquired and liabilities assumed exceeds the sum of the
consideration transferred, the amount of any non-controlling
interests in the acquiree and the fair value of the acquirer’'s
previously held interest in the acquiree (if any), the excess is
recognised immediately in profit or loss as a bargain purchase
gain.

Non-controlling interests that are present ownership interests and
entitle their holders to a proportionate share of the entity’s net
assets in the event of liquidation may be initially measured either
at fair value or at the non-controlling interests’ proportionate
share of the recognised amounts of the acquiree’s identifiable
net assets. The choice of measurement basis is made on a
transaction-by-transaction basis. Other types of non-controlling
interests are measured at their fair value or, when applicable,
another measurement basis required by another standard.

“E-"EER

2012 ANNUAL REPORT



REFBLERMN SRR

Prepared under Hong Kong Generally Accepted Accounting Principles g"?‘é /E\ZI. ﬁ% ﬁ 43—% M;.I- EI (ﬂﬁ:;;)

HE-—Z-——F+-A=+—-HLEE . . . .
For The Year Ended 31 December 2012 Notes to the Consolidated Financial Statements (continued)

FESRE(E)

WHERBEL 2B RRARE
MREREBRIIERELEE -

R EAEME  WEBRELEZRE
BNVOETEABRBRMR S EM -
FMBMRE ELAR  BHRER
WiiE 2 R R o

EREEFECRIASEVUEFR
EEMARHRBEZFREETT
MER M - s EHE A —HKE
TELAZEHEME CEEREZ
ROABEUDRZRERNRZA
ETRERN - RG22
ARESBEINZEM 2 REE
AREE RS RS LERE L
DEHNZEM RERABLEE
BEZREESEEZLL O 2 2%
BUucHEpEEZEMNEEZER
BE-BEZEAREBERILIEER
HABSERZBEBER - BEZR
EEEREZEEATERD -

MEERERNRSEL HEZ
EhHeRERNHERFAETRS
ZEE -

RHBLRZRE

MBARAXAARENZER-
EANFARXE-—RERUB
FAQERE - BN E R &R
B B HIHE - NAFfEIE bR
SEREARATEBLERERE -

RARBZHBARRKS - DK E
RAZRE TR AR R EHRE R
BIR - MEBRA ZEERARA
BB R R B EEAR -

REEAFNER

BERNBDAREEAHETEEAXN
FEN BYXFNMBRAINAE
CERZEGCERB - BAYERE
RSERKBEH W REERK
HE ST SE 1 Y R A R B X R -

SIGNIFICANT ACCOUNTING POLICIES
(Continued)

Goodwill

Goodwill arising on an acquisition of a business is carried at cost
less accumulated impairment losses, if any, and is presented
separately in the consolidated statement of financial position.

For the purposes of impairment testing, goodwill is allocated to
each of the Group’s cash-generating units (or groups of cash-
generating units) that is expected to benefit from the synergies of
the combination.

A cash-generating unit to which goodwill has been allocated is
tested for impairment annually, or more frequently when there is
indication that the unit may be impaired. For the goodwill arising
on an acquisition in a reporting period, the cash-generating unit
to which goodwill has been allocated is tested for impairment
before the end of that reporting period. If the recoverable amount
of the cash-generating unit is less than its carrying amount, the
impairment loss is allocated first to reduce the carrying amount
of any goodwill allocated to the unit and then to the other assets
of the unit on a pro-rata basis based on the carrying amount
of each asset in the unit. Any impairment loss for goodwill is
recognised directly in profit or loss in the consolidated income
statement. An impairment loss recognised for goodwill is not
reversed in subsequent periods.

On disposal of the relevant cash-generating unit, the attributable
amount of goodwill is included in the determination of the
amount of profit or loss on disposal.

Investments in subsidiaries

Subsidiaries are entities controlled by the Company. Control
exists when the Company has the power to govern the financial
and operating policies of an entity so as to obtain benefits from
its activities. In assessing control, potential voting rights that
presently are exercisable are taken into account.

In the Company’s statement of financial position, the investments
in subsidiaries are stated at cost less accumulated impairment
loss. The results of the subsidiaries are accounted for by the
Company on the basis of dividends received and receivable.

Investments in associates

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.
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SIGNIFICANT ACCOUNTING POLICIES
(Continued)

Investments in associates (Continued)

The results and assets and liabilities of associates are
incorporated in the consolidated financial statements using
the equity method of accounting. The financial statements of
associates used for equity accounting purposes are prepared
using uniform accounting policies as those of the Group for
like transactions and events in similar circumstances. 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.

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.

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)

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.

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 consolidated financial statement of financial position at
cost less subsequent accumulated depreciation and accumulated
impairment losses, if any.

Depreciation is recognised so as to write off the cost of items
of property, plant and equipment other than properties under
construction less their residual values over their estimated useful
lives, using the straight-line method. The estimated useful lives,
residual values and depreciation method are reviewed at the
end of each reporting period, with the effect of any changes in
estimate accounted for on a prospective basis.
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SIGNIFICANT ACCOUNTING POLICIES
(Continued)

Property, plant and equipment (Continued)

Properties in the course of construction for production, supply or
administrative purposes are carried at cost, less any recognised
impairment loss. Costs include professional fees and, for
qualifying assets, borrowing costs capitalised in accordance with
the Group’s accounting policy. Such properties are 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.

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 disposal or retirement of an item of property, plants
and equipment is determined as the difference between the sales
proceeds and the carrying amount of the asset and is recognised
in profit or loss.

Leasehold land and buildings under development for future
owner-occupied purpose

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 including properties under construction
for such purposes.

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.

Intangible assets

Intangible assets acquired separately and with finite useful lives
are carried at costs less accumulated amortisation and any
accumulated impairment losses (see the accounting policy in
respect of impairment losses on tangible and intangible assets
below). 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.
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SIGNIFICANT ACCOUNTING POLICIES
(Continued)

Intangible assets (Continued)
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.

The cost of acquiring the rights to technical knowhow for the
development and production of new pharmaceutical products is
stated at cost less any impairment losses and is amortised on a
straight-line basis over the estimated economic life of the know-
how, commencing from the date when the products are ready
for use.

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;

o 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.
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SIGNIFICANT ACCOUNTING POLICIES
(Continued)

Intangible assets (Continued)
Research and development expenditure (Continued)

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.

Intangible assets acquired in a business combination

Intangible assets acquired in a business combination are
recognised separately from goodwill and are initially recognised
at their fair value at the acquisition date (which is regarded as
their cost). Subsequent to initial recognition, intangible assets
with finite useful lives are carried at costs less subsequent
accumulated amortisation and any accumulated impairment
losses, being their fair value at the date of the revaluation less
subsequent accumulated amortisation and any accumulated
impairment losses (see the accounting policy in respect of
impairment losses on tangible and intangible assets below).
Amortisation for intangible assets with finite useful lives is
recognised on a straight-line basis over their estimated useful
lives.

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.
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SIGNIFICANT ACCOUNTING POLICIES
(Continued)

Foreign currencies (Continued)

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. RMB) 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).

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 on a systematic and rational basis
over the useful lives of the related assets.
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SIGNIFICANT ACCOUNTING POLICIES
(Continued)

Government grants (Continued)

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.

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 before tax” 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 are recognised in profit or loss,
except when they relate 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.

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.

Provisions

Provisions are recognised when the Group has a present
obligation (legal or constructive) as a result of a past event, it is
probable that the Group will be required to settle the obligation,
and a reliable estimate can be made of the amount of the
obligation.

The amount recognised as a provision is the best estimate of
the consideration required to settle the present obligation at the
end of the reporting period, taking into account the risks and
uncertainties surrounding the obligation. When a provision is
measured using the cash flows estimated to settle the present
obligation, its carrying amount is the present value of those cash
flows (when the effect of the time value of money is material).
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SIGNIFICANT ACCOUNTING POLICIES
(Continued)

Provisions (Continued)

When some or all of the economic benefits required to settle
a provision are expected to be recovered from a third party, a
receivable is recognised as an asset if it is virtually certain that
reimbursement will be received and the amount of the receivable
can be measured reliably.

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, restricted bank balances 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).

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).
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SIGNIFICANT ACCOUNTING POLICIES
(Continued)

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

Dividends on available-for-sale equity instruments are recognised
in profit or loss when the Group’s right to receive the dividends
is established.

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.

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

o significant financial difficulty of the issuer or counterparty;
or
. 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

U the disappearance of an active market for that financial
asset because of financial difficulties.
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SIGNIFICANT ACCOUNTING POLICIES
(Continued)

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

For certain categories of financial asset, such as trade and other
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.

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.
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SIGNIFICANT ACCOUNTING POLICIES
(Continued)

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

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

Debt 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.

Equity instruments

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.

Effective interest method

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.
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SIGNIFICANT ACCOUNTING POLICIES
(Continued)

Financial instruments (Continued)
Financial liabilities and equity instruments (Continued)
Financial liabilities

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

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.

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.

The Group derecognises financial liabilities when, and only when,
the Group’s obligations are 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.
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SIGNIFICANT ACCOUNTING POLICIES
(Continued)

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 with finite useful
lives 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.

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.
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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.

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.



REFBLERMN ST RAUGR

Prepared under Hong Kong Generally Accepted Accounting Principles
B-—F+=B=+—ALFE
For The Year Ended 31 December 2012

B2=

e M RRMEE ()

Notes to the Consolidated Financial Statements (continued)

4,

MEEARRETAEE
HZEBRRE(E

EHTREMZEERE(F)
Brig

RZEBE—=—ZF+=ZA=+—8"
RAEBNGEETEHRREFH
AENERE=ZERRT ARE
19,168,000 (ZE——F : AR
16,588,0007T) MIEEFT SR & &= -
D RIKH AR #43150007T A R
#290,212,000 (ZE——F : AR
#173,0007T & A R #15,988,0007T )
WFTEE B R EM RN 2 T
ZBE ARAREFBE2TAITE
BIMEMAERBEMNECHERE
E-BEMBHEENERFEFEK
FEAR SR A] AR R 505 B sk IR AN TR B
BHEEZRE . —BRKREBRELNE
FMERTEE  AIFJREREERRE
BROECHEHREE  TRHEE
MR AR -

VE BERRERREYRZIT
B

ME BEMREREREDERG
REMGFRGEER REMGFA
ERFHUNERETE - AHERF
BRHGpEECETRERE M
AEBE-AREEFEEDE  BE
RgmhmEYE 2 EMHFHE
TEM WEHERAN GG TR
AIEEZERARHAFRE ZNES
B MAKRRABZ HERELE
R e

WE BERRE HEITE L1
EHERREYEZ B IEEE

EBRNRBRREZECBTYE BE
R EE2IR THERER
KREMHE 2 REE AR B
B8 EERERN - AT E ST
HEREBEEMENZEE L &2
EEFTMBAERBERR ZF
SHENMGET R E R ARG -

CRITICAL ACCOUNTING JUDGEMENTS
AND KEY SOURCES OF ESTIMATION
UNCERTAINTY (Continued)

Key sources of estimation uncertainty (Continued)
Income taxes

As at 31 December 2012, a deferred tax asset of
RMB19,168,000 (2011: RMB16,588,000) 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 and other deductible
temporary differences of approximately RMB4,315,000
and RMB29,212,000 respectively (2011: RMB173,000 and
15,988,000 respectively) 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.

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.
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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

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.

As at 31 December 2012, the carrying amount of trade
receivables is approximately RMB340,438,000 (net of allowance
for doubtful debts of approximately RMB63,125,000) (2011:
carrying amount of approximately RMB340,203,000, net of
allowance for doubtful debts of approximately RMB53,328,000).

As at 31 December 2012, the carrying amount of other
receivables is approximately RMB88,030,000 (net of allowance
for doubtful debts of approximately RMB8,790,000) (2011:
carrying amount of approximately RMB49,153,000, net of
allowance for doubtful debts of approximately RMB9,244,000).

As at 31 December 2012, the carrying amount of amounts due
from fellow subsidiaries is approximately RMB3,971,000 (net of
allowance for doubtful debts of approximately RMB12,474,000)
(2011: carrying amount of approximately RMB6,600,000, net of
allowance for doubtful debts of approximately RMB12,474,000).

Estimated impairment of goodwill

Determining whether goodwill is impaired requires an estimation
of the value in use of the cash-generating units to which goodwill
has been allocated. The value in use calculation requires the
Group to estimate the future cash flows expected to arise from
the cash-generating unit and a suitable discount rate in order to
calculate the present value. Where the actual future cash flows
are less than expected, a material impairment loss may arise.
As at 31 December 2012, the carrying amount of goodwill is
RMB2,716,000. Details of the recoverable amount calculation are
disclosed in note 25.
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CRITICAL ACCOUNTING JUDGEMENTS
AND KEY SOURCES OF ESTIMATION
UNCERTAINTY (Continued)

Key sources of estimation uncertainty (Continued)
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 RMB4,807,000
(2011: RMBS8,890,000) and write down inventories of
approximately RMB7,959,000 (2011: RMB5,440,000).

Impairment loss of available-for-sale investments at cost less
impairment

The Group determines that available-for-sale investments are
impaired when there is a 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. In addition, impairment may be appropriate when
there is evidence of a deterioration in the financial health of the
investee, industry and sector performance, change in technology
and operational and financing cash flows. As at 31 December
2012, the carrying amount of available-for-sales investments was
approximately RMB156,303,000 (2011: RMB136,072,000) (net
of accumulated impairment losses of RMB30,000,000 (2011:
RMB30,000,000)).

IWRHMERERBBRAF
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Prepared under Hong Kong Generally Accepted Accounting Principles
BE-_Z-—-F+-A=1t—-HILFE
For The Year Ended 31 December 2012

4. MBI REMNAETE CRITICAL ACCOUNTING JUDGEMENTS
MZEERIE (&2 AND KEY SOURCES OF ESTIMATION
UNCERTAINTY (Continued)
B FEEEZEERE(Z) Key sources of estimation uncertainty (Continued)
Biriaat e Impairment loss of technical know-how
AEBERBENEEGHERETFE The Group performs annual assessment on whether there
THF -REeELABLNITKE S have been impairment of technical know-how. The recoverable
HEFHAEENGFEMEE %% amounts of cash-generating units are determined based on
AEHEARRAEEERAREKEE - value in use calculations. These calculations require the use of
BRESRTIT IR RETER (5T R RAR - estimates and assumptions made by management on the future
LA K2 5t B 55 A B (B W T VB /Y B Atb (& operation of the businesses, pre-tax discount rates and other
HoREMBRAT  WZREERRF assumptions underlying the value in use calculations. For any
BERARE AEEEREEECZERE instance where this evaluation process indicates impairment,
BT AMAET S5 - U the relevant intangible asset’s carrying amount is written down
ZEBEREEEERATUANE - to the recoverable amount and the amount of the write-down is
RZE—ZF+ZA=+—10 & charged against the consolidated income statement. As at 31
fir 2 BREE B & A R %14,686,000 December 2012, the carrying amount of technical know-how was
T(ZE——F &) o approximately RMB14,686,000 (2011: nil).
A I TAET B (& Contingent liabilities in respect of litigations and claims
AEEPRHBEBARERZERE The Group has been engaged in a number of litigations and
BHRLARRE -EEERBEEZER claims in respect of certain bills receivable. Contingent liabilities
BRYEEEEFLARREHETTH arising from these litigations and claims have been assessed by
HEFAEE -ERECDKREENG management with reference to legal advice. Provisions on the
ARHAEBEEBAIEELEENS possible obligation have been made based on management’s
BIELBE R-_T——F+=A best estimates and judgments. As at 31 December 2012, there
=+—B FRCIENEFEER is no provision for litigation made (2011: nil).
Fo(ZF——%:F)
5. I A REVENUE
AEBFERELBRERE . ZA The Group principally engaged in the development, production
(B B REFR) - EIRE and sales of bulk pharmaceutical, preparations (e.g. tablets
MEMMMAE RERHEENUKRE and injections), chemical and other products, and commerce
E g iR circulations.
2012 2011
ARWFIT ARKEFIT
RMB’000 RMB’000
b 2R} %5 Bulk pharmaceutical 1,422,469 1,491,589
B 7 Preparations 586,292 553,395
EEil Commerce circulations 718,835 734,364
LT R E A E M Chemical and other products 204,520 138,512
2,932,116 2,917,860
—e——w5H
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For The Year Ended 31 December 2012 Notes to the Consolidated Financial Statements (continued)
6. SEBEHE 6. SEGMENTAL INFORMATION
AEBERBRAAQARESS (AEXE The Group’s operating segments, based on information reported
WERREB)REZEREDEES to the board of directors of the Company, being the chief
FH-EEMYBIEERRTHE operating decision maker, for the purposes of resource allocation
ARPTEES @2 AR5 ERIE - and assessment of segment performance focuses on the types
FitEER s EZ2HAARLLERR of goods supplied. The principal types of goods supplied are
.oRE bt TUAREMERRE bulk pharmaceuticals, preparations, chemical and other products
¥nE - REFBMBEREERES and commerce circulations. The Group’s reportable segments
KZHTE AEEZAIZ2HRH H W under HKFRS 8 are as follows:
T
{22 TR A} 4 - - BER Bulk pharmaceuticals: Development, production
HEMLE and sales of
[R5 bulk pharmaceuticals
27| - BLER Preparations: Development, production
ikl and sales of preparations
(Blgn - B (e.g. tablets and injections)
KOFETR)
(EIREMER: ZERHEESE Chemical and other products: Production and sales of
{EI X chemical and
HhER other products
[EEVE:E BEERESH Commerce circulations: Trading of pharmaceutical
(BIEEE products (including retail
EAHEEE) and wholesale)
EFHELRDE AN ZWMWT - Information regarding the above segments is reported below.
WRHENERMBRAF

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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Notes to the Consolidated Financial Statements (continued) For The Year Ended 31 December 2012

6. SEBEHE (Z) 6. SEGMENTAL INFORMATION (Continued)
S ARXE Segment revenues and results
LTAREERZATEMRSEHEH 2 The following is an analysis of the Group’s revenue and results
WA REE DT by reportable segment.

BE=—F——FF+=-A=+—HI For the year ended 31 December 2012
FEF
tRREE gn BRAE (CIREMESR faf ] it
Bulk Commerce Chemical and
pharmaceuticals Preparations circulations  other products Eliminations Total
ARETFr AREFT ARETFT AREFT AREFT ARETFr
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
KA REVENUE
INEPSHE External sales 1,422,469 586,292 718,835 204,520 - 2,932,116
NEEEE Inter-segment sales 6,822 357,557 11,852 277,524 (653,755) -
#it Total 1,429,291 943,849 730,687 482,044 (658,755) 2,932,116
DEbEF (FE) Segment profit (loss) 108,804 9,967 (17,964) (20,797) 80,010
EaLiolen Unallocated income 28,954
KOENER Unallocated expenses (19,647)
HBER Finance costs (59,004)
E{EE € ARER  Share of profit of
an associate 3,202
BRE AR R Profit before tax 33,515
—
BE—F——F+-_H=+—HI For the year ended 31 December 2011
FE
tRREE L] BRNE CIREMESR Hi #t
Bulk Commerce Chemical and
pharmaceuticals Preparations circulations  other products Eliminations Total
ARETFT AREFT ANEEFT ARETFT ANREFT ARETFT
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
KA REVENUE
HMERSHE External sales 1,491,589 553,395 734,364 138,512 - 2,917,860
NHEEE Inter-segment sales 11,077 346,344 58,129 275,781 (691,331) -
@t Total 1,502,666 899,739 792,493 414,293 (691,331) 2,917,860
ABEF (BR) Segment profit (loss) 136,023 22,841 (39,034) 11,133 130,963
FPEMRE Unallocated income 21,181
RPBENER Unallocated expenses (37,915)
BRER Finance costs (28,008)
E{EBE ARER  Share of profit of
an associate 5141
B BiATE Profit before tax 91,272
—
—E-—EEH
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Notes to the Consolidated Financial Statements (continued)

SBEHE)
SWBAR R ()

Al 2 W0 B0 2 & R R R B FE3RT
REBZ T BERMAA - 2 2P 7
BED AR Z &8N - &SR
& W R H AW s (N BIEEF
By)  Efprz Rk EiE - HMER -
KREMEZHE MEERKEMN
iz NEE A o L R ERD K
RAFEMAIBRERKEZR
ZITE

DR B R IRIT 2 B T IAYER

SEGMENTAL INFORMATION (Continued)
Segment revenues and results (Continued)

The accounting policies of the reportable segments are the same
as the Group’s accounting policies described in note 3. Segment
profit represents the profit earned by each segment without
allocation of investment and other income (exclude government
grants), other expenses, depreciation for investment properties,
finance costs and share of profit of an associate. This is the
measure reported to the chief operating decision maker for the
purposes of resource allocation and performance assessment.

Inter-segment sales are charged at prevailing market rates.

SHEEHRAR Segment assets and liabilities
UTAEREBEZRAZ®ROHE D2 The following is an analysis of the Group’s assets and liabilities
BERBEDW - by reportable segment:
R-IE——#F+_H=+—H At 31 December 2012
t2REE L] WERE (LIREMES gt
Bulk Commerce Chemical and
pharmaceuticals Preparations circulations  other products Total
AEEFT AEEFT AREFT ARETFT AEEFT
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
NEMEE Segment assets 1,600,335 569,590 135,428 639,378 2,944,731
FPEREAEE Unallocated corporate assets 694,759
GREE Consolidated assets 3,639,490
AHEE Segment liabilities 230,703 93,825 51,620 162,097 538,245
FARRARE Unallocated corporate
liabilities 1,317,454
BAAE Consolidated liabilities 1,855,699
IR ERERGERAF
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6. SWEH(E) 6.
SWAERAR(A)

SEGMENTAL INFORMATION (Continued)
Segment assets and liabilities (Continued)

R-ZFE——FF+-HA=4+—H At 31 December 2011

t2REE L] WERE (LIREMES it
Bulk Commerce Chemical and

pharmaceuticals Preparations circulations  other products Total

ANEEFT AREFT AREFT AREFT ANEETT

RMB’000 RMB’000 RMB'000 RMB’000 RMB’000

NHEE Segment assets 1,300,312 483,372 182,817 536,615 2,503,116

KAEAREE Unallocated corporate assets 514,296

BARBE Consolidated assets 3,017,412

AHEE Segment liabilities 239,103 91,332 71,113 86,467 488,015
NG Unallocated corporate

liabilities 771,609

ZA8E Consolidated liabilities 1,259,624

BEESPRAMES D BB DR
‘R

For the purposes of monitoring segment performances and
allocating resources among segments:

. RRTEMEHEE RN E . all assets are allocated to reportable segments other than

RENER AIHEE 2K
E REME BEHE-
%@ﬂﬁ TR R ARITER
REEHRIN BEEEN
AmETiﬁ“%°ﬂ%ﬁ
DEMHARERZEETIIRE
m 2 oy 7B ERER 2 Y A
ETOE R

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

. BREMKRF  EEMSHE . all liabilities are allocated to reportable segments other
& mEERAGIER B than liabilities associated with dividend payable, deferred

b ﬁﬁ”ﬂl?\&ﬁ%%&ﬂﬁfﬁﬁl\ :
MERBHIREENE2®RD

tax liabilities, loan from ultimate holding company,
borrowings, deferred income and tax payable. Liabilities

HomE2@moy L WEK?J*Z for which reportable segments are jointly liable are
BEDNRMBE R 2 WD T allocated on the basis of revenues earned by individual
%HXZHSU\}E?‘T%@E reportable segments.

ZE-"FFER
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Notes to the Consolidated Financial Statements (continued)

6. SEHEHEE)

SEGMENTAL INFORMATION (Continued)

Hth3EEHE Other segment information
BE-—F——FF+-_HA=+—HI For the year ended 31 December 2012
FE
AT HERA D BEEFENS Amounts included in the measure of segment profit or segment
B assets:
{tRREE L] BERE LIRHEMES #it
Bulk Commerce Chemical and
pharmaceuticals Preparations circulations  other products Total
ANEEFT AREFT AREFT AREFT ANEETT
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
EREBBRERE (M)  Addition to non-current
assets (Note) 284,232 84,105 1,093 173,417 542,847
TEREH Depreciation and amortisation
(TRERENMEZIE)  (excluded depreciation
for investment properties) 90,830 28,763 2,174 41,061 162,828
TEEZHESE Impairment losses recognised
in respect of property,
plant and equipment — - — 98 98
MBS R EMEREIE  Impairment losses recognised
LREEE in respect of trade and
other receivables 124 37 9,721 46 9,928
JEMREEZ R M EIRFE  Reversal of impairment
LREBEER loss on trade and
other receivables (156) (47) (361) (21) (585)
BOGFEERE Reversal of allowance
for inventories (884) (263) (864) (2,79) (4,807)
FEHHA Write-down of inventories 2,232 663 1,852 3212 7,959
Kt ERBEEITRESHIE KE Note:  Non-current assets excluded financial instruments, investment

WE BREMSEHEERNBER
Tmfgf\u& o A B R 25 12 &
DEEA2FHDEL -

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

is allocated in the reportable segments

as described in note 25.

Br —FE——F+_-_H=+—HiI For the year ended 31 December 2012
FF
BERBATIELEARE BX Amounts regularly provided to the chief operating decision maker
FFADEEREIDHLEETEN S but not included in the measure of segment profit or segment
¥ assets:
tRREE Ea WERE (IREMER au
Bulk Commerce Chemical and
pharmaceuticals Preparations circulations other products Total
AEEFT AREFT AREFL AREFT ANEEFT
RMB’000 RMB’000 RMB'000 RMB’000 RMB’000
BENRRER Interest in an associate — 24,963 — — 24,963
%I 5 L{&Z A Interest income 2,008 554 150 308 3,020
HENE  BERLE Gain on disposal of property,
Rt@ER#EZEAAE  plantand equipment and
FEZWA prepaid lease payment
on land use rights 9,788 2,841 - 285 12,914
HBER Finance costs (44,716) (13,291) (413) (584) (59,004)
MERER Income tax expense (6,805) (1,200) (40) (454) (8,499)
WRHERNERGBRLT
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6. HWEE(E) 6. SEGMENTAL INFORMATION (Continued)
HtipEpEH (2) Other segment information (Continued)
I E_E——F A=+ —HI For the year ended 31 December 2011
FE
FFADHERISBEEFEN S Amounts included in the measure of segment profit or segment
¥ assets:
tRRHE gn HERE (LIREMER #it
Bulk Commerce Chemical and
pharmaceuticals Preparations circulations  other products Total
ANEEFT AREFT AREFT AREFT ANEETT
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000

ERBEERB (M) Addition to non-current

assets (Note) 219,501 59,302 1,221 182,177 462,201
FERREH Depreciation and amortisation
(TREREMEZHTE)  (excluded depreciation
for investment properties) 83,975 22,490 1,280 23,725 131,470
FEUBRF R EMAEYFIE  Impairment losses recognised
LREEE in respect of trade and
other receivables 419 20,555 30,629 78 51,681
fEUREEZ R M EIRFUE  Reversal of impairment
ZREBERD loss on trade and
other receivables - — (216) - (216)
BRoGEaE Reversal of allowance
for inventories (6,789) (1,979 (126) @) (8,890)
FEMH Write-down of inventories 1,072 767 702 2,899 5,440
Hiat - ERBEEABIESRIA -BE Note:  Non-current assets excluded financial instruments, investment
M CEERSHMEELREES A properties, deferred tax assets and interest in an associate.
A RS -
BE=—F——FF+=-A=+—HI For the year ended 31 December 2011
FEF
BERMHAETIELEARREE BEX Amounts regularly provided to the chief operating decision maker
FFADBEES _JZ DHEEFENS but not included in the measure of segment profit or segment
e assets:
t2R%E ga BERE (LIRKMES it
Bulk Commerce Chemical and
pharmaceuticals Preparations circulations  other products Total
ANEEFT AREFT AEETT ANEETT ANEEFT
RMB’000 RMB’000 RMB'000 RMB’000 RMB’000
N cAeUNGliol-E Interest in an associate 21,761 — — 21,761
MEMA Interest income 1,502 401 94 19 2,206
HENE  HRERRESE Loss on disposal of property,
plant and equipment (5,706) (1,59) (25) (4,016) (11,345)
HHER Finance costs (21,779) 6,133) (181) (5) (28,098
PR (BR)ES Income tax (expense) credt (9,819) 605 3,820 (7,908) (13,302)
ZE-"FFER
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Notes to the Consolidated Financial Statements (continued)

6. SWEHE)
HE S B HEE

AEBEFPTEMRFTE BN -
FEREMBEK -

SEGMENTAL INFORMATION (Continued)
Geographical information

The Group’s customers are mainly located in the PRC, Europe,
America and other countries.

FEMBERZIA

Revenues from external customers
2012 2011
AR¥TFIT ARETFT
RMB’000 RMB’000
== PRC 1,772,779 1,838,173
B Europe 496,242 410,081
= America 470,377 507,721
HER Others 192,718 161,885
2,932,116 2,917,860

REEMOBIA £ 2 FEREEEDM
REAEE MY E2INIREEMEM
BEIDZIFRBEEZ NN °

FEEREH

AEENEFPHEREZETRNE
P-E_ZE-——_FfR-_FT——%F"
AEERBEEATFPOWAREE
ERBEBAEBEKANI% Bt
BEREEFOHBARRL EEKRE

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.

Information about major customers

The Group’s customer base includes a wide range of different
customers. During the year ended 31 December 2012 and 2011,
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.

H o
7. BAKR INVESTMENT INCOME
2012 2011
ABR¥TFT ARETFT
RMB’000 RMB’000
RITERZFE Interest on bank deposits 3,020 2,206
KEETRAES KB Dividends from listed equity securities 2,572 1,899
5,592 4,105
WRHENERMBRAF
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7. ®BER&(E) 7.

WHBRAARBEFABRZEREE
FTERE 2 B aman T

INVESTMENT INCOME (Continued)

Investment income earned from financial assets not designated
as at fair value through profit or loss, is as follows:

2012 2011

AR¥FIT ARBFIT

RMB’000 RMB’000

AR EZRE Available-for-sale investments 2,572 1,899
B M ERE (BIERTT Loans and receivables

GREBRSER) (including bank balances and cash) 3,020 2,206

5,592 4,105

FHBEFEETEREZBRANAAR
#2 572,000 (ZE——F : AR
1,899,0007T) °

Included above is income from listed investments of approximately
RMB2,572,000 (2011: RMB1,899,000).

HNHEPARRKEENMBREFES
#)5 NR 135,487,000 (—ZFE——
& AR #25,473,0007T) HEZEHER
REBHEN - ZHBHRBERLERH
THGEFTEAEERE  LERTE
ERAE - FHRNBFHIHNEA
R#¥7,616,000C (ZZT——F : A
R %3,786,0007T) BiETE KA &
A (E %15 R K 38) « HiRE
B EN B E B HER -

8. Hthlg & 8. OTHER INCOME
2012 2011
AR¥TFiT ARBFoT
RMB’000 RMB’000

WA (K ita) Rental income (Note a) 4,659 1,118

BB (K7 aEb) Government grants (Note b) 43,103 29,259

B S Q R 2 e Gain on disposal of an associate - 1,967

o Bk FE < FRIE Waiver of trade payables 2,732 1,586

HEEWA Compensation income — 7,907

JE W BR SR K EL At FE IR FRIE 2 Reversal of impairment loss

A EERE on trade and other receivables 585 216

HEWE BELERER Gain on disposal of property,

THFRAEBNEE plant and equipment and prepaid
B Z WA lease payment on land use rights 12,914 —
H Others 2,472 4,282
66,465 46,335

Kiat - Notes:

(a) MEE-_T——F+=-A=+—H (a) Direct outgoing in respect of rental income earned during the year
IEFERMERERAESKRAERLN ended 31 December 2012 amounted to approximately RMB703,000
BEEYHHAEARK703,0000T (= (2011: RMB222,000), which has been included in administrative
T——%F: AR#222,0007T) B & expenses.

AATEEEBR -
(b) BT B R - 2 F E 48 BUF B (b) Included in the government grants is subsidy of approximately

RMB35,487,000 (2011: RMB25,473,000) 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 RMB7,616,000 (2011:
RMB3,786,000) is transferred from deferred income (see Note 38 for
more details), which is recognised over the useful lives of the relevant
assets.

-5 FRH
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Notes to the Consolidated Financial Statements (continued)

9. HtEH 9. OTHER EXPENSES
2012 2011
ABRETT ARBFT
RMB’000 RMB’000
M HEEFE Net foreign exchange loss 2,916 9,331
HEME  BERREBERE Loss on disposal of property,
plant and equipment - 11,345
BEEA Compensation expenses - 680
SIE Penalty 1,788 1,134
—EEFEK Net losses from sales of
scrap materials 6,952 7,456
Hh Others 3,685 4,712
15,341 34,658
10. M¥EH 10. FINANCE COSTS
2012 2011
AREFiT ARETT
RMB’000 RMB’000
ATEEZAE Interest on:
— 5FE PN EREEERN — Bank loans wholly repayable
RITER within 5 years 28,505 26,714
— ARSFATBHEEN — Government loans wholly
BFE R repayable within 5 years 1,265 1,205
— REERAREE — Loan from ultimate
holding company 30,650 —
60,420 27,919
B R BB AR F R Less: interest capitalised at
/35.90%-6.90% a rate of 5.90 - 6.90% per annum (2,818) —
57,602 27,919
HITEH BRI ER Discount charges on
bank acceptance notes 1,402 179
59,004 28,098
WRHERNERGBRLT

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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Notes to the Consolidated Financial Statements (continued) For The Year Ended 31 December 2012

11. FASHREH

INCOME TAX EXPENSE

2012 2011
AR%FIT ARETFT
RMB’000 RMB’000

PRI EFTEH PRC enterprise income tax
— KNHj — Current 9,779 19,719
— BAFEREIR — Under-provision in prior years 1,567 668
11,346 20,387
IEFERIE (f77336) Deferred tax (Note 36) (2,847) (7,085)
8,499 13,302

REFBECEMETE(LEME
BE]D) REEMBREBBIE -
TEARZHER L EMEFED
725% °

BEFBREBERZEER  ARQA
WREBDHTMEE - ZRE
ERHAE=ZF -ARFRB_T——
F-A—HE E_ET-—=F+=
B=+—BItN=F"NEREA
15% 2 BEFBE o

BEFBOMBEBEEEER  —FXRN
PEGEEZHBAR  SIBHE-R
MeseasRET s B-_2F
NE—A—HRBREZE-_ZTETNEF+ =
A=+—BI-0MFER R+ AT
B BT ZEF—F—BEZE
T+ -A=+—HItW=
F R T E R R50%F BTS2 @
B _ET——HF+_A=+—H%E-
REBFESHERTEES -

BEFBOBEEEER  — KRN
FREEZHB AR STEHESD
AREERETRG B _ZTT+
F—A—HBHRBEZE-_ZZNF+-A8
T+ HIEAMEREEPHHMEF
R -B-EZAF—A—BRzE=
E-——F+-A=+—HILWW=%F
AR ER 250%F B FTSH 2 B E -
—E——F+-_A=+—H% " Xk
ESMSHERLER -

-5 FRH
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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 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.
No extension on this tax reduction after 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. No extension on this
tax reduction after 31 December 2011.
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For The Year Ended 31 December 2012 Notes to the Consolidated Financial Statements (continued)
11. Fi3IREBR (&) 11. INCOME TAX EXPENSE (Continued)
KRB AEWER FABRBEI LA The tax charge for the year can be reconciled to the profit before
ARG ADE M E R T - tax per the consolidated income statement as follows:
2012 2011
ARWFIT AR For
RMB’000 RMB’000
B A A1 A Profit before tax 33,515 91,272
B NPT 1S BB R25% Tax at the domestic income
(ZF——%F :25%) tax rate of 25% (2011: 25%)
" S BIE 8,379 22,818
FREESHER I EE Effect of preferential tax rate
in the PRC (6,005) (8,354)
¢ﬁwgﬁﬁﬁﬁﬁﬁ Effect of tax exemption granted
Vel b to PRC subsidiaries (1,062) (827)
FEAG é‘fa%” TEMZ BIGHE  Tax effect of share of profits of
an associate (480) (r71)
EEFH S B & Tax effect of income not taxable
for tax purpose (1,903) (285)
AR BR 2 MG 2 Tax effect of expenses not deductible
for tax purpose 4,706 805
FINERE 2 S & (KT 7E) Tax effect of additional allowance
(Note) (1,045) (1,272)
AERRIEBEEE BB E Tax effect of tax losses
not recognised 1,036 43
REER AR ER HT s Tax effect of deductible temporary
EHIRBTE differences not recognised 3,306 492
BABTFER EE 2 2 B 7B 518 Utilisation of tax losses previously
not recognised - (15)
BEFERETR Under-provision in prior years 1,567 668
FEHREBEXEH Tax charge for the year 8,499 13,302
Hiat - Note:
B R AR B R B AR B S 16451 @Fiﬁﬁ% The amount represents the tax effect of additional tax allowance granted to the
BERmMSASBEREIINEREENT Group in respect of research and development expenditure as stipulated in the
2. relevant tax rules in the PRC.
BEMBHOFAERFZ2EME36 - Details of deferred taxation are set out in note 36.
IR ERERAERAT

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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Notes to the Consolidated Financial Statements (continued) For The Year Ended 31 December 2012

12. FE&RF 12. PROFIT FOR THE YEAR
FRBRMEMBR GTA) THIER : Profit for the year has been arrived at after charging (crediting):
2012 2011
AR®TFT AE#ETFT
RMB’000 RMB’000
W BERZRERE Depreciation for property, plant and
equipment 154,728 125,759
"EYENE Depreciation for investment properties 4,306 3,257
THb R R AE 2 TR Amortisation of prepaid lease
THE R TEE payments on land use rights 5,840 5,711

itz #E GIAESEER) Amortisation of technical know-how
(included in administrative

expenses) 2,260 —
TEmEHRE Total depreciation and amortisation 167,134 134,727
ZE R & Auditor’s remuneration 1,649 1,199
ERABERZHEBERAR Research and development costs

recognised as an expense 30,107 34,492
T REFIELHERS Operating lease rentals

on land and buildings 1,235 936

FEEF ZRERBERER Impairment losses recognised

in property, plant and equipment 98 —
SRIBEEZREFERR Impairment losses recognised
in respect of financial assets
— R R b fEURGRIE  — trade and other receivables
(HiE27) (Note 27) 9,928 51,681

BEFEEME (Bt ASERA) Reversal of allowance for inventories

(included in cost of sales) (4,807) (8,890)
FEEMOR (GT AEERKA) Write-down of inventories
(included in cost of sales) 7,959 5,440
BEIRA(TEREEER Staff costs (excluding directors’ and
EEMe) (HiE15) supervisors’ emoluments) (Note 15) 301,013 252,157
EHIAREAZEERAR Cost of inventories recognised
as an expense 2,427,711 2,369,697

-5 FRH
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Notes to the Consolidated Financial Statements (continued)

13.

14.

R2 13. DIVIDENDS
2012 2011
AR¥TFIT ARBFT
RMB’000 RMB’000
FRAERZEE Dividends recognised as
distribution during the year
—E-—ERERE — 2011 final dividend: RMB0.03
BRAR0.037T (2011 : 2010 final dividend
—E——F:ZT—FF RMBO0.05) per share
RNEARR B AR ¥0.057T) 13,719 22,866

AAFIESEDEZHS07,312,8300%
A% 150,000,000 HA% Ik 2 & A% A
R#0.01m (Z2——F : AR®0.03
7T) () BBE®0.0125 T (ZF ——
F : 75%0.03687T) * B 1E A BRAIFRT
BR)ZREKRE  ZHREALKE
RIEEERE LitE BERE
B HRER NIIER BREE -

(=2 % &l

BEREXBADIBELRAIRRE
ANEEREB RO AARE
22 417,000 (ZE——F : AR¥
74,375,0007T) RIEFRE BEITRMD
Z INHESE 1 $1457,312,8300% (= =
——4F : 457,312,8300% ) 5+ & o

HREBEE-_T——Ff+-_A=1+—
Ak—_FE——F+_A=+—8H1L
WMEFEYENEERNBEETZE Y
FH WERERAZFNESREE
BFMER -

14.

For the year ended 31 December 2012, final dividend of
RMB0.01 (2011: RMBO0.03) per share (approximately HK$0.0125
(2011: HK$0.0368) per share, including income tax of A shares)
on 307,312,830 A shares and 150,000,000 H shares has been
proposed by the directors of the Company and is subject to
approval by shareholders at the annual general meeting and has
been included as a dividend reserve in the consolidated financial
statements.

EARNINGS PER SHARE

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 RMB22,417,000 (2011:
RMB74,375,000) and based on the weighted average number
of 457,312,830 (2011: 457,312,830) shares in issue during the
year.

Basic earnings per share and diluted earnings per share for two
years ended 31 December 2012 and 2011 are the same as there
were no dilutive events existed during both years.

IWRHMERERBBRAF

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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Notes to the Consolidated Financial Statements (continued) For The Year Ended 31 December 2012

15. RIRBF(FEFEEERE
E=#Me)

15. STAFF COSTS (EXCLUDING DIRECTORS’

AND SUPERVISORS’ EMOLUMENTS)

2012 2011

ARW¥FIT ARETFor

RMB’000 RMB’000

HehTE Salaries and wages 229,188 185,633

ETwRFEEMEF Staff welfare and other benefits 37,740 36,190
RNEAF B R — Retirement benefit

S IRE S (A7 2E) scheme contributions
— defined contribution plans (Note) 34,085 30,334
301,013 252,157

Hit -

RPBMEBEER AT  AEB2EE T
B 2 REHRTRKRSE - B AE
HAEMN—FRALSBEEIXNZEHS
A REA ([BHEKAL BEMN19% (=T
——F:19%) X NHEK - BUEIE®AME
A AZ EBRAARET 4000 (Z2——F -
ARMET,40070) © RIAKGT B 2 500 E £
BiREWERP R -

BB AR BREAREMERERA
BRABTZREENEE - FIt - B EX
PR SRS - NSRBI EHE A B TXARIR
FAREMRARBBAMAELMERELSE -

BE-_Z——+-_A=+—HIEE &
£ EHE LD A ARKES4,230,0007T (=
T ——F: AR#¥30,479,0007T) MR K@
FIET B - RS ER - EBWIR2HEK
AHEAER DR RFE 2 EAERR -

-5 FRH
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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%
(2011: 19%) 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 (2011: 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 2012, the Group made retirement
benefits scheme contributions totaling approximately RMB34,230,000 (2011:
RMB30,479,000). At 31 December 2012, there are no forfeited contributions
(2011: nil) available to reduce the contribution payable in the future years.
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For The Year Ended 31 December 2012 Notes to the Consolidated Financial Statements (continued)
16. EFREEME 16. DIRECTORS’ AND SUPERVISORS’
EMOLUMENTS
ENEENFT=(ZE——%F: The emoluments paid or payable to each of the thirteen (2011:
TR ESRESZMES0T fifteen) directors and supervisors were as follows:
Bz—F——F+=-A=+—HI For the year ended 31 December 2012
FE
I®TE4
2UER Ho3 yep
e Hrig# g L3 H“E
Salaries,
bonuses, Retirement
allowances benefit
and other scheme
Fees benefits  contributions Total
ANEETFTT ARETFT ARETFT ANEETFT
RMB’000 RMB’000 RMB’000 RMB’000
HITEF Executive directors
RRBGRE Mr. Zhang Daiming - 400 22 422
HELEE Mr. Du Deping - 340 22 362
HINE & Mr. Zhao Songguo - 270 22 292
HHTEE Non-executive directors
% ks Mr. Xu Lie - 270 22 202
B OmEE Mr. Zhao Bin - 70 - 70
ERELE Mr. Ren Fulong - 350 22 372
BUHHTEE Independent non-executive directors
KERFEE Mr. Zhu Baoquan 70 - - 70
BEEEE Mr. Kuang Zhijie 70 - - 70
HERKAE Mr. Bai Huiliang 70 - - 70
£Z Supervisors
FREEHE Mr. Li Tianzhong - 270 22 292
BEELL Ms. Hu Yanhua - 88 13 101
fEBEE Mr. Tao Zhichao - 30 - 30
KABLE Mr. Zhang Yueshun - 30 - 30
@ Total 210 2,118 145 2,473
WRHENERMBRAF

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED



AN = = RESBLBRA ST RAFER
lélﬂﬁ‘ =] /E\ZI- ﬁ% #&%‘% M;.l. EI (/:ﬁl ) Prepared under Hong Kong Generally Accepted Accounting Principles

BE-Z-——F+-A=+—HLFE

Notes to the Consolidated Financial Statements (continued) For The Year Ended 31 December 2012

16. EEREREMS (2 16. DIRECTORS’ AND SUPERVISORS’
EMOLUMENTS (Continued)
BE—F——FF-_A=+—HI For the year ended 31 December 2011
FE
I8 74
RUR EHiET
e Httig#l g Lid o st
Salaries,
bonuses, Retirement
allowances benefit
and other scheme
Fees benefits  contributions Total
ANREFT ANREFT ANREFT ANREFT
RMB’000 RMB’000 RMB’000 RMB’000
HiTEE Executive directors
RAEHEE Mr. Zhang Daiming - 260 20 280
TRELE (Wita) Mr. Ren Fulong (Note a) - 292 20 312
HELEE Mr. Du Deping - 282 20 302
LB A& Mr. Zhao Songguo - 166 20 186
FHTEE Non-executive directors
% F%kE Mr. Xu Lie - 230 20 250
B OmEE Mr. Zhao Bin - - - -
FRELE (Wita) Mr. Ren Fulong (Note a) - - - _
BUHHTEE Independent non-executive directors
REREE Mr. Zhu Baoquan 70 - - 70
BHELE (M) Mr. Sun Minggao (Note b) 70 - - 70
BEARLE Mr. Kuang Zhijie 70 - - 70
BEREEWite) Mr. Bai Huiliang (Note c) - - _ _
£Z Supervisors
FREEE Mr. Li Tianzhong - 180 20 200
BYELLT (Witd) Ms. Hu Yanhua (Note d - 50 7 57
2 BuE(Wite) Mr. Liu Qiang (Note g) - 49 18 67
fREBEE Mr. Tao Zhichao - 30 - 30
KABLAE Mr. Zhang Yueshun - 30 - 30
M@t Total 210 1,569 145 1,924
- FFH

2012 ANNUAL REPORT
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For The Year Ended 31 December 2012

Notes to the Consolidated Financial Statements (continued)

16. EEREEME (&) 16. DIRECTORS’ AND SUPERVISORS’
EMOLUMENTS (Continued)
Biat - Notes:
(a) RZE——F+-A -+ ZHHE (a) Resigned as an executive director on 22 December 2011 and
WITES  RABEZERIENT appointed as a non-executive director on 22 December 2011.
=
(o) RZE——F+ A+ =HEE - (b) Resigned on 22 December 2011.
() RZZTE——F+AZ+-HEZ (© Appointed on 22 December 2011.
Fo
(@ RZTE——F AT+ NBEZFE- G) Appointed on 18 July 2011.
(e) RZE——F LA+ N\BET- (e) Resigned on 18 July 2011.
MEFEEDODERARGNEBLEEM Mr. Du Deping is also the Chief Executive of the Company and
Ll e B REEERB SN his emoluments disclosed above include those for services
& e rendered by him as the Chief Executive.

BT ——FRZTE——F+= No directors and supervisors waived or agreed to waive any
A=+—HBLMEFE $EEM emoluments paid by the Group for the two years ended 31
EEREEHNEXREREHLAE December 2012 and 2011. During the year ended 31 December
BXAMEAMe -FR - ~&EH 2012 and 2011, no emoluments have been paid by the Group to
MERARNARESHIESTIEM the directors or supervisors of the Company as an inducement
e LMIEBRSIBEEMALREE to join or upon joining the Group or as compensation for loss of
IR MAREE BN ERSEREE office.

17. EEE& 17. EMPLOYEES’ EMOLUMENTS

EREERAUZSHFMALH &
A (T ——F M) EF - H
MeFERN XM E6 EHRT

Of the five individuals with the highest emoluments in the Group,
five (2011: two) were directors, whose emoluments are set out
in note 16 above. The emoluments of the remaining zero (2011:

N(ZE——F =) &= HFHMA three) highest paid individual was as follows:
TMEemT :
2012 2011
AR¥TFiT AR For
RMB’000 RMB’000
e 1 ZRREMABEF  Salaries, bonuses,
allowances and other benefits - 816
BRIRE R TSR Retirement benefit scheme
contributions - 59
- 875
WRFENERGERAT

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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17. EE#& (& 17. EMPLOYEES’ EMOLUMENTS (Continued)
HEMEN FTATEER : Their emoluments were within the following band:
EE®A
Number of employees
2012 2011
= & % ¥1,000,0007T Nil to HK$1,000,000
T (2012: equivalent to RMB811,000,
LR ARES11,0007T - 2011: equivalent to RMB811,000)
- ——4F
EM AR H811,0007T) - 3
18. ¥ il§ 18. TECHNICAL KNOW-HOW
ARETFT
RMB’000
5% COST
RZZE——%—A—H" At 1 January 2011 and 31 December 2011
—T——%#+=A=+-8 6,550
BERWIETFARIEE Acquired on acquisition of a subsidiary 16,946
R-ZEBE——F+=-H=+—81 At 31 December 2012 23,496
k] AMORTISATION
RZE——F—H—H" At 1 January 2011 and 31 December 2011
—T——#+=A=+-8 6,550
FREE Charge for the year 2,260
R-ZE——F+=-HA=+—81 At 31 December 2012 8,810
RHEE CARRYING VALUES
RZZE——F+=ZA=+—H At 31 December 2012 14,686
RZZE——F+-H=+—H At 31 December 2011 -
AEBEBZBEMDEE=ZTBALE The Group’s technical know-how was acquired from third parties
BWETFARIEE ZERMHES or acquired via acquisition of a subsidiary. The technical know-
BRAEAFE - LAEFEES10 how had a finite useful life and amortised on a straight-line basis
FREH - over five to ten years.
k. Lt 33
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For The Year Ended 31 December 2012 Notes to the Consolidated Financial Statements (continued)
19. Y%  BERBRE 19. PROPERTY, PLANT AND EQUIPMENT
- 1-R% 1]
L 2 :E | RE @t
Plant,
machinery
and Motor
Buildings equipment vehicles Total
ANRETT ANRETFT ANREETFT ANREFT
RMB’000 RMB’000 RMB’000 RMB’000
5% COST
R-E——%—A—H At 1 January 2011 620,722 1,155,911 14,391 1,791,024
mERIEREA (fi220) Transferred from construction
in progress (Note 20) 43,071 90,236 - 133,307
NE Additions 2,782 58,637 2,371 63,690
e Disposals (9,270) (22,815) (869) (32,954)
—E——%+-A=1+—H At 31 December 2011 657,305 1,281,869 15,893 1,955,067
ﬁﬁﬁlkgkmﬁﬁw Transferred from construction
in progress (Note 20) 208,005 291,346 — 499,351
NE Additions 3,625 62,533 1,169 67,327
FRNETAREE Acquired on acquisition of
a subsidiary — 6,927 221 7,148
& Disposals (64,504) (62,586) (720) (127,810)
——F+=-HA=+—H At 31 December 2012 804,431 1,580,089 16,563 2,401,083
RHMEREE ACCUMULATED DEPRECIATION
AND IMPAIRMENT
—E——%—-H—H At 1 January 2011 200,252 578,696 4,753 783,701
im%ﬁ Provided for the year 29,599 93,624 2,536 125,759
& S8 Eliminated on disposals (3,159) (15,969) (786) (19,914)
—Z——%+-A=1+—H At 31 December 2011 226,692 656,351 6,503 889,546
E W Provided for the year 35,892 116,170 2,666 154,728
HEHH Eliminated on disposals (28,826) (39,962) (688) (69,476)
FNRE Impairment loss recognised
for the year - 98 - 98
—Z—E+=-HA=+—H At 31 December 2012 233,758 732,657 8,481 974,896
IREE CARRYING VALUES
i ——E+=ZHA=+—H At 31 December 2012 570,673 847,432 8,082 1,426,187
—ZE——%+-A=1+—H At 31 December 2011 430,613 625,518 9,390 1,065,521
WRHENERMBRAF

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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19. V¥  BERRME(2Z)

19. PROPERTY, PLANT AND EQUIPMENT

(Continued)

(@) AEEMBERFHURPE - (@) All the buildings of the Group are located in the PRC.
RZE—ZF+=ZRA=+— As at 31 December 2012, the carrying value of the
B ANEBHAEREXNE buildings for which the Group had not been granted
BEZEFEEFEORAR formal title amounted to approximately RMB274,689,000
#274,689,0007T (=& —— (2011: RMB139,730,000). In the opinion of the directors
F : AR¥139,730,0007T) ° of the Company, the absence of formal title to these
ARBIEERAR AEEEF buildings does not impair the value of the relevant
BEFEETTARERLZ buildings to the Group. The directors of the Company
ERFZEANEREMBME- also believe that formal title to these buildings will be
KABESZNAGE Z5E granted to the Group in due course.
FrZERERBERE TR
£H -

(b) FA ARBESETR (o) During the year, the directors conducted a review of
SEZHENRKES  WHETE the Group’s plant and machinery and determined that
—HEEEHRBRE AR a number of those assets were impaired due to their
HBEEMFEARAXR Bt » lower utilisation rate. Accordingly, impairment losses of
b2 & R EAMEmD E AT RMB98,000 has been recognised in respect of plant and
RAHmER#RE S ERRE machinery, which are used in the chemical and other
&5 18 B A R #98,0007T © 18 products segment. The recoverable amounts of the
HEEMNR KB SEEEE relevant assets have been determined on the basis of
ZAREEERLE AP their fair value valued by China United Assets Appraised
BEMEEEBRAGKA Group Co., Ltd. using the replacement cost method.
FERAEGE -

(@) ME -BEMEE 2 L@lE (©) The above items of property, plant and equipment are
BIRESERITE - W% depreciated on a straight-line basis. The estimated useful
WEREZHE 2B AEASF lives of property, plant and equipment are as follows:

B -

BgF 20%F Buildings 20 years

BE - s R®RE 5 - 20F Plant, machinery and equipment 5 - 20 years

RE 5% Motor vehicles 5 years
ZE-"FFER
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For The Year Ended 31 December 2012 Notes to the Consolidated Financial Statements (continued)
20. EEBIE 20. CONSTRUCTION IN PROGRESS
2012 2011
AR¥TFIT ARETFT
RMB’000 RMB’000
m—RA—H At 1 January 363,330 120,261
INE Additions 446,068 376,376
AW - BRE R RME (A7 19) Transfer to property,
plant and equipment (Note 19) (499,351) (133,307)
AR EYE (M i22) Transfer to investment properties
(Note 22) (36,070) —
Rt+—_A=+—8 At 31 December 273,977 363,330
ERIREER-_Z——F+=-A Construction in progress comprises expenditures incurred
=+ HEARBRIZEFT BEX on buildings, plants and machinery not yet completed at 31
MeEEE 2T - December 2012.
RZE——F+_A=+—H"' A Interest expenses of RMB2,818,000 are capitalised as the
R #2,818,0007T 2 & 72X FI| Bk 7 8 expenditures on the qualifying assets for the year ended 31
FERFARERBEEZRWL - December 2012.

o1. +HEREEMBEEHE 21. PREPAID LEASE PAYMENTS ON LAND USE

RIGHTS
2012 2011
AR%FIT ARETFT
RMB’000 RMB’000
FEERMHEERBESLE: The Group’s prepaid lease
payments comprise:
HREZHE T - Leasehold land in the PRC :
REIFEL Long lease 5,784 —
I EIFE A Medium-term lease 234,971 221,834
HEIEA Short lease 743 899
241,498 222,733
FIREMEL 2D Analysed for reporting purposes as :
RBEE Current asset 5,840 5,711
EMEBEE Non-current asset 235,658 217,022
241,498 222,733
WRHENERMBRAF

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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Notes to the Consolidated Financial Statements (continued) For The Year Ended 31 December 2012

21, TiERHECHANESERE 21. PREPAID LEASE PAYMENTS ON LAND USE

(& RIGHTS (Continued)
AEBECRESFE 2 T HF AR The Group has acquired land use rights in the PRC and has
WERLH FHEERF BARE erected buildings thereon. While the Group has paid substantially
EESNZEEREZRNBDHE - the full consideration of the purchase consideration, the relevant
1875 A AT % A 1) R 1) 7R 4% [ 4% ) government authorities have not granted formal title to certain of
ETZE LM FAER - RZZ these land use rights to the Group. As at 31 December 2012,
——H+ZA=+—H FAEEH the carrying values of the land use rights for which the Group
AEREAEE2 T HFERAEZER had not been granted formal title amounted to approximately
HEX A ARK7,964,000T (== RMB7,964,000 (2011: RMB17,665,000). In the opinion of the
—— & : AR%17,665,0007T) ° A< directors of the Company, the absence of formal title to these
NRIEERE  REZZLHER land use rights does not impair the value of the relevant land use
2 IEAREIL B AL E?Ji rights to the Group. The directors of the Company also believe
MmEREZEELRERE  AAA that formal title to these land use rights will be granted to the
ERVEG  RFLMERAEZE Group in due course.
AEEGERRTARER -
RZE—Z—F+-A=+—H 'K As at 31 December 2012, certain secured bank loans were
SENHORITERAREDLEBELD secured by certain prepaid lease payments on land use rights
AE%M,M?,OOOE (:ﬁ——ﬁ : of the Group with an aggregate carrying value of approximately
A R #69,575,0007T) & T b (E RMB44,147,000 (2011: RMB69,575,000) (Note 34).
Az BNEEFIEERER (M
34) ©
22, BEWYE 22. INVESTMENT PROPERTIES
ARETFT
RMB’000
5% COST
RZE—F—F—H At 1 January 2011 44,319
NE Additions 4,692
R-_ZT—F+-A=+—H At 31 December 2011 49,011
g ITRE A (Hitz0) Transferred from construction in progress
(Note 20) 36,070
R-E——F+-_HA=+—H At 31 December 2012 85,081
REtihE ACCUMULATED DEPRECIATION
R-_ZE——F—H—H At 1 January 2011 8,612
FNEE Provided for the year 3,257
R-_ZT——F+-_A=+—H At 31 December 2011 11,869
FREE Provided for the year 4,306
R-_TE——F+-_A=+—H At 31 December 2012 16,175
W T & CARRYING VALUES
R-ZEB——F+-H=+—H At 31 December 2012 68,906
R-_ZTE—F+-A=+—H At 31 December 2011 37,142
ZE-"FFER
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Notes to the Consolidated Financial Statements (continued)

22. BEMER(E) 22. INVESTMENT PROPERTIES (Continued)

(@) AEEMEPPBELY (BB A
105 = JA £ 18 2 1504 ) By
KEMEMRFH R T
——HF+-_A=+—H &
SEREMEZIAANENR
A R #136,600,0007T (==&
—— % : AR #69,275,000
TT) c RABEER T ——
F+-_A=Z+—RH8EA&EE
ZIEREYEETHE BE
ERBLAEERELEEER
ETHE - ARFEZEZMH
B2 E R & &AM
TzEUMEZTEMET -

(b) R-_E—=—F+-_A=+—
A AEEHEEBEARE
36,070,0007C 2 & & ¥ %
REREFAEEERZIRE
ME(ZE——F 8 oA
REERAREREXNFERE
BRAYSETZEINESEEHA
ZIEREMENEE &R
BeEENRHEEREXE
A o

() LR EMETIAE E

T K205 (AR EE RE)
I -

23. REBELATNHER

(@)

The Group’s investment properties were located in the
PRC under medium-term leases (lease period of 10 years
or more but less than 50 years). The fair value of the
Group’s investment properties at 31 December 2012 was
approximately RMB136,600,000 (2011: RMB69,275,000).
The fair value of the Group’s investment properties at 31
December 2012 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 similar locations and conditions.

As at 31 December 2012, the carrying value of investment
property for which the Group has not been granted formal
titles amounted to RMB36,070,000 (2011: nil). In the
opinion of the directors of the Company, the absence of
formal titles to these investment properties did not impair
the value of the relevant properties to the Group as at 31
December 2012. The formal titles to those properties will
be granted to the Group in due course.

The above investment properties are depreciated on a
straight-line basis over the shorter of the term of the
lease and 20 years.

INTEREST IN AN ASSOCIATE

2012 2011
ARW¥FIT AR For
RMB’000 RMB’000
RIELETEZ R AIMIRER A Cost of investment in

an unlisted associate 10,179 10,179

JEEW R HF - kR Share of post-acquisition profits,
Bl EIm S net of dividend received 14,784 11,582
24,963 21,761

WRHENERMBRAF

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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23. RHEATFIHER (&) 23. INTEREST IN AN ASSOCIATE (Continued)
RZE—ZF+ZA=+—H" & As at 31 December 2012, the Group had interest in the following
EERATHEE AREAER associate:

*5E
EBRR HER&IR BEEX 311 ¥
RELTEE 39 EEHR FiFRGER @mE =521 TERY
Form of Place of Nominal value Percentage of
business incorporation ~ Class of of registered  equity attributable
Name of associate structure and operations shares held  capital to the Group Principal activities
2012 2011
RSB EREER DA EE HE BARA ARE 20% 20% EEEYRBERR
(T#E)) 84,930,0007T
Shandong Zibo Xincat Incorporated PRC Contributed ~ RMB84,930,000 Production of medicine
Pharmaceutical Co., Ltd. capital and medical
(“Xincat Pharmaceutical’) products
B AR EEE A N B R R & =A% B The summarised unaudited financial information in respect of the
FEEREENT : Group’s associates is set out below:
2012 2011
AR ¥ TFT ARBFIT
RMB’000 RMB’000
BEEE Total assets 203,319 171,191
BwaE Total liabilities (78,502) (62,389)
FEAE Net assets 124,817 108,802

REEERNBERNRIFEE Group’s share of net assets of

an associate 24,963 21,761

2012 2011

AR®TFT ARETT

RMB’000 RMB’000

A Revenue 278,317 253,002
FRmA R AR Profit and total comprehensive

income for the year 16,013 25,703

REFE RIS ATEREGEMN  Group’s share of profit of
an associate for the year 3,202 5,141

-5 FRH
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24, TNHEZESE 24, AVAILABLE-FOR-SALE INVESTMENTS

2012 2011
AR¥TFIT ARETFT
RMB’000 RMB’000

E2RE Listed investments:

— RFRE ET 2 IRARE — Equity securities listed in the PRC,

TR RBESNEE (B ata) at fair value (Note a) 153,103 132,872

FLEMZRE : Unlisted securities:

— R ANBBE (F17Eb) — At cost (Note b) 33,200 33,200

B BHERREESE (#15b)  Less: Impairment loss recognised

(Note b) (30,000) (80,000)

FEE Total 156,303 136,072

MaF - Notes:

(a) NZE——Fr-_FT——%F+=-A (a) At 31 December 2012 and 2011, the fair value of the listed equity
=+—8 ETREABHEEHR securities are determined based on the quoted market bid prices
RENELELEEFZHA 2T available on the Shanghai Stock Exchange and the changes in fair
BHREMET  AAEZHEFA value has been recognised into other comprehensive income.
Hith2EM S -

(o) e EEEE NP EEMRLZ L (b) The amount represents investments in unlisted equity securities issued

(i)

(i)

BOERITZRLENTRAEBZZE
E-ARAEARBEHEERER
B UAHARREERREE R
WESERAAE  RUZFRER
WEPRIGEAHBIREE -

NZE——F+-_A=+—8 K
ABHEER-RIELTELERS
ARAARAEBEBHBEREERAZE
& A A AR #30,000,0007T °
HEFR G AE R REH
A BRARTFEERBESBA
R #30,000,0007T c " A Al E ER
B ZRETLBMSIRN R %E
ARG AR ABBERERELR
EhF ML -

RZB——F+-A=+—08" 3
ETRABELFTBIEAEEREE
BHMBLEQR ([WHE]) 24#&
& KA A/ AR 3,200,0007T (=
T ——4F: AR%3,200,0007) °
REEBMREERES®% (ZF——
F 1 3%) MR AN o

R-FE——F+—-A=+—8" 3
FIRABHNBERAEBRH
ERECIXREBERAR ([FE
RENDZEBRE EEEAT (ZT
——F:F) AEBEMRE L
EREBW (ZT——F :35%) K
B AN 2 o

FREIHEMERER  AEEATK
MEER(EFLRLD) REME  AEE
HEENBRRNNES  AEH
BELRAMZ —HREERRA LT
EEBUMERERNERTE -

(i)

(il

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 2012, 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 2012, the Company held 3% (2011: 3%) unlisted
equity securities of an investment company, Ruiheng Pharmaceutical
Science and Technology Investment Co., Limited (“Ruiheng”), with a
cost of RMB3,200,000 (2011: RMB3,200,000).

As at 31 December 2012, the unlisted equity securities also included
the Group’s investment in 35% (2011: 35%) of equity interest of
Shandong Xinhua Changxing Chemical Equipment Co., Ltd. (“Xinhua
Changxing”) with a carrying amount of nil (2011: nil).

Following a plan to disposal of Xinhua Changxing, a director appointed
by the Group was removed as a director of Xinhua Changxing and the
Group has no rights to reappoint a new director of Xinhua Changxing.
Therefore, the Group has less than one-fifth of the voting power and
hence is no longer in a position to exercise significant influence over
Xinhua Changxing.

IWRHMERERBBRAF

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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25. e 25. GOODWILL
AR For
RMB’000
BE COST
KEWEF AR EE (H5239) & Goodwill arising from acquisition of
WZZE—=—F+=-_A=+—H a subsidiary (Note 39) and
at 31 December 2012 2,716
i {E IMPAIRMENT
20124128311 At 31 December 2012 —
IREE CARRYING VALUES
20124128311 At 31 December 2012 2,716

RRENATE  REBE K
BrRAERFERTFH I AEE S
EE—lENEEELEM -FTF
ReELBEMHYRERE HER
EETAEZEMER BILE=-F
——F+-A=+—HBH BHENE
AHNERREZDIZELAAR
#2,716,0007T °

R—_EBE——F+-_A=+—H &
EEEERTLEREDRNER
FRFHAENENBRCELS

fiL °

AREEEREREFEETE &
RERBRARSRBRFTE  HiZ
IR BB 2 R ESF B 2 BB
BZEERE  FHEEXRRT%
SFERHIM 2B R ER0% - R X
REF14%  BEBESORR - I
AR ENReELSM ZERE -
ARREERR REELBEMZ
AREmecHEEaEREE BHA
FEEEREBE - TEEMREE
b EFRREZERMAETRKR
XEHIrEeEYHELRAERR
Hu g El R4 -

-5 FRH
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For the purposes of impairment testing, goodwill with indefinite
useful lives has been allocated to one individual cash generating
units (“CGUs”"). All CGUs are involved in the business of is
manufacturing, sale and trading of the medical products. The
carrying amounts of goodwill (net of accumulated impairment
losses) as at 31 December 2012 allocated to this unit is
RMB2,716,000.

During the year ended 31 December 2012, management of the
Group determines that there are no impairments of any of its
CGU containing goodwill with indefinite useful lives.

The recoverable amount is determined based on a value-in-use
calculation. The value-in-use is calculated based on discounted
cash flow projection, which is prepared on the basis of financial
budget approved by management covering a 5-year period
with an average growth rate of 7% and a growth rate of 0%
for budget beyond 5-year period. The discount rate of 14%
per annum, which represents the risk involved in the business,
was used in the calculation of value-in-use of this CGU. The
directors of the Company are of the opinion that the recoverable
amount of this CGU exceeds its carrying amount and no
impairment loss of goodwill is necessary. Management believes
that any reasonably foreseeable change in any of the above key
assumptions would not cause the aggregate carrying amount of
the goodwill to exceed its aggregate recoverable amount.
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26. B 26. INVENTORIES
2012 2011
ARWFIT AR For
RMB’000 RMB’000
=R Raw materials 55,571 44,253
TR M Work-in-progress 144,906 106,824
BIRK G Finished goods 274,242 258,814
FH® Consumables 14,954 13,898
489,673 423,789
He—_Z——F+-_A=+—H81 During the year ended 31 December 2012, reversal of
FE BHREBEFEELExRER® allowance of inventories of approximately RMB4,807,000 (2011:
B SMAEEELBFERBEOAR RMBS8,890,000) has been recognised as the corresponding
#4,807,000C (ZE——F : AR¥ inventories were either sold or utilised.
8,890,0007T) °
27. FEU AR B 3 fth FE U #R 18 27. TRADE AND OTHER RECEIVABLES
2012 2011
ARWFIT AR For
RMB’000 RMB’000
FEWETREE Trade and bills receivables 403,563 393,531
T FEURBR IR BR G Less : Allowance for doubtful debts
of trade receivables (63,125) (563,328)
340,438 340,203
Hih e 218 -~ 124 KT8 %18 Other receivables, deposits
and prepayments 53,096 45127
JEAIEEMAIARFIENE R VAT recoverable 14,737 13,270
& I Hb E UK Consideration receivable
on disposal of land 28,987 —
A HAE W R IE R RS Less : Allowance for doubtful debts
of other receivables (8,790) (9,244)
88,030 49,153
FEURBE 2 K E i E U 2k 1B 48 %8 Total trade and other receivables 428,468 389,356

N-ZE——&F+-_RA=+—H FEK
IR BE 4 A A RE127,346,000
T (ZZT——4F : AR¥107,959,000
TT) R #) B AR#2,071,000T (=&
——% : AR1,826,0007T) 7 Bl A
ETLRHEERE -

As at 31 December 2012, included in the trade receivables
of approximately RMB127,346,000 (2011: RMB107,959,000)
and approximately RMB2,071,000 (2011: RMB1,826,000) is
denominated in United States Dollars (“USD”) and Great Britain
Pounds (“GBP”) respectively.

IWRHMERERBBRAF
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27. EBWESFREMEWRHIA 27. TRADE AND OTHER RECEIVABLES (Continued)
(&
AEBZHOBERABUERE The Group’s revenue from export sales is on letter of credit or
FTRZEBEFANET REBHIIR documents against payment. The credit period is agreed upon
HEARPHBERBIE BRELR and stipulated in the sales contract. Except for some particular
FPREEELMNRI REBRER customers where payment in advance is normally required, the
HWESEFPETFEHIOKR R - Group allows an average credit period of 30 days to its local
AN 2P B P % FO0KR 2 BRBRHA - trade customers and 90 days for local hospital customers.
ATTR®mER  BREREER The following is an aged analysis of the trade and bills
(EMBERERRERE) REE receivables net of allowance for doubtful debts presented
BE (RORERRABHAER) 2 based on the invoice date, which approximated to the revenue
P2 BREe AT © recognition dates, at the end of the reporting period.
2012 2011
ARWFIT ARKEFIT
RMB’000 RMB’000
—FR Within one year 333,317 335,408
ZR—FEMFEARN More than one year but
within two years 6,904 3,212
ZHRMEBR=ZFUA More than two years but
within three years 217 1,583
340,438 340,203
AEEBsEREREREBEZEHBRE Included in the Group’s trade and bills receivable balance
LEEMmAE XY B ARK4A2,551,000 are debtors with aggregate carrying amount of approximately
T (ZT——4F : AR¥39,684,000 RMB42,551,000 (2011: RMB39,684,000) which are past due as
T ZRBEREEBER  mAS% at the reporting date for which the Group has not provided for
B3t BB E R I8 R R E o impairment loss.
REREFREEEME A5EEHY In respect of trade and bill receivables, individual credit
FERPHHITERERFTME - A evaluations are performed on all customers requiring credit over
BT —TEWMEABEE SLFHE a certain amount. These evaluations focus on the customers’
ZHIEPBEMI BN REER past history of making payments when due and current liability to
BFEORBBEBE U2ERPEE pay, and take into account information specific to the customer
HEMUREPEENRBRE - as well as pertaining to the economic environment in which
86% (= F ——F : 76% ) K E UK ER the customers operate. 86% (2011: 76%) of the trade and bill
REEBEARBHBERRE  EAE receivables that are neither past due nor impaired have good
BEHMEAERAFEHET  BERITFW settlement history under the Group’s individual credit evaluations.
HEHEHE AEBEUERZZEH The Group does not hold any collateral over these balances.
FREEMERD -
—e——E5H
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27. BIRERRHEMEWRRIE 27. TRADE AND OTHER RECEIVABLES (Continued)

(#%&
B i B 1B 5% iRk {5 A% FE Ui B 3k - AR 2 Ageing of trade receivables which are past due but not
impaired
2012 2011
ABRETT ARBFT
RMB’000 RMB’000
—F K Within one year 37,802 38,193
ZR—FEMEUA More than one year but
within than two years 4,532 1,343
ZHRMEB=ZFUR More than two years but
within than three years 217 148
st Total 42,551 39,684

B #6 BB 0 MR (B 2 FE UK IE B R
SHRAKEERERIEBELH T
FPEH BERAILR BEER
RZERHBEEEERTATES
Kﬁzgj E.1Bwu7%u/<—rm)\lﬁ—.[%%(
e - IS BEH R ERE o K
SEVERZEEARBTRETMER

=]
on °

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.

BIERRIRE S Movements in the allowance for doubtful debts of trade
receivables

2012 2011
AR#TFiT ARBFor
RMB’000 RMB’000
—H—H At 1 January 53,328 1,979
B[O 2R EE R Impairment losses reversed (111) —
BRI EESE Impairment losses recognised 9,908 51,349
+-A=+—H At 31 December 63,125 53,328

1A HE TE & YRR R A4 AT UG B B - AR
SEEE B E AR E MK
EWEEIRaRVIEHEEZA
EEEHRSHRANEFES - AR
BPHERABRARBEETEE  M/(E
ERBETREERR -

FERBGHREREES  HHERH
B EAMRLNE P HRREZ B
IR 4% 4 A A R #63,125,0007T
(Z=2——F : AR#53,328,000
) c AEERZEEHEERSET
RS -

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 RMB63,125,000 (2011: RMB53,328,000) which
were found to be under severe financial difficulties. The Group
does not hold any collateral over these balances.

IWRHMERERBBRAF
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27. EBIWESREMEKSIE TRADE AND OTHER RECEIVABLES (Continued)
(&
HtEEZFERES S Movements in the allowance for doubtful debts of other
receivables
2012 2011
AR%FIT ARETFT
RMB’000 RMB’000
—A—H At 1 January 9,244 9,128
B[ 7 REEE Impairment losses reversed (474) (216)
PR ERE Impairment loss recognised 20 332
+=-A=+—H At 31 December 8,790 9,244
EHMERREOREREED 2 Included in the allowance for doubtful debts are individually
B8 B 5t 12 R (B < H fth FE W R IB 48 58 impaired other receivables with an aggregate balance of
#) & AR ¥8,790,0007T (Z & —— approximately RMB8,790,000 (2011: RMB9,244,000) which were
F: AR#9,244,00070) © L S5EH found to be under severe financial difficulties. The Group does
ALBEMERE AEERZEFLE not hold any collateral over these balances.
S ER A AT -
RZZE——FHH A5EHES During the year ended 31 December 2011, the Group recorded
A A AR KET7,907,000T B B (8 & compensation income of approximately RMB7,907,000. At 31
WA ZRER_TE——F+=A December 2011, the balance is yet to be settled and is included
=+t—HHAKE TEBELLEE in other receivables in the consolidated statement of financial
B 75 A S0 2% AR A B Ath FE U R IB AR o position. The balance has been settled during the year ended 31
ZRER_TE——_F+_A=+— December 2012,
AiEFEWE -
R-_ZE——F+-_HF=+—H K As at 31 December 2012, certain secured bank loans were
SEMNBHBRITERARDBED secured by trade and bills receivables of the Group with an
A R #62,855,0007T (=& ——%F - aggregate carrying values of approximately RMB62,855,000
A R #58,837,0007T) 9 JE 4 B 32X & (2011: RMB58,837,000) (Note 34).
ZREREI (H5E34)
k= Lk 33
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28. Bl (H)RARMELRNRE

28. AMOUNTS DUE FROM (TO) FELLOW

SUBSIDIARIES
2012 2011
ARW¥FIT ARKFIT
RMB’000 RMB’000
BN =YNCIE S Amounts due from fellow subsidiaries 16,445 19,074
o FEWR ZMTEBATRIE Y Less : Allowance for doubtful
RERAE debts of amounts due
from fellow subsidiaries (12,474) (12,474)
3,971 6,600
AR EY S-S NGTE ] Amounts due to fellow subsidiaries (1,484) (2,835)

EAEMBAGIRENERBE ST
o

\

20. ZRBIBPTER

The balances with fellow subsidiaries are trading in nature.

29. RESTRICTED BANK BALANCES

2012 2011

AR T AEBTFT

RMB’000 RMB’000

EEIFHRITER Pledged bank deposits 37,500 31,263
WOREERIRTT 8 Frozen bank balances 9,100 -
46,600 31,263

WRENBRITESHRRERAERR
MM ER TS RERITER ° 37
KB EM 43 -

BEEMBTERREREEREM
W FRIT UERBETFALEEZ
RITHREZTER BRZERITH
EEEHRE AUBEEFERIA
RENEE - ZETFHFIEN T EFE3.3%
TF——% :2.98%) 2 BEFEMET
BE-BEERBRIIGTREREEEHR
B 1% BRBR IR o

Frozen bank balances represent bank balances frozen by the
court order due to litigation of the Group. The details of the
litigation are stated in note 43.

Pledged bank deposits 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 3.3% (2011: 2.98%) per annum. The
pledged bank deposits will be released upon the settlement of
relevant facilities.

IWRHMERERBBRAF

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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30. RTEFEREREE&ER 30. BANK BALANCES AND CASH
RITFEREE S EHBERITER Bank balances and cash comprise bank balances and cash
KAEBERBBEZHREES Z@AXUT held by the Group, short-term bank deposits with maturity of
ZREEBTFER RITFERERIZAT three months or less. The short-term bank deposits are subject
2B F E1.39%F1.49% (= F to prevailing market rates which range 1.35% - 1.49% (2011:
——%F 1 1.39%%E1.49%) 5T & - 1.35% - 1.49%).

RITERRBRSERBTEATRIE - Included in bank balances and cash are the following amounts
ZERBDAEINEEBCERE denominated in foreign currencies other than the functional
BB BB AN INERHE - currencies of the relevant group entities to which they relate:
2012 2011
AR¥TFIT ARBFT
RMB’000 RMB’000
=TT usD 32,638 36,962
ki Hong Kong Dollars (“HKD”) 17 16
g GBP 637 _
31. EBFRERREMEFSRIE 31. TRADE AND OTHER PAYABLES
2012 2011
AR¥TFIT ARBFT
RMB’000 RMB’000
FESBRRX Trade payables 394,431 355,211
HithE R IE R EE & A Other payables and accrued charges 52,411 54,686
A TIRR Accrued construction expenses 75,905 75,222
522,747 485,119
LNTAEEZAHE®REHER The following is an aged analysis of trade payables presented
RBEIRARZERDIT - based on the invoice date at the end of the reporting period.
2012 2011
AR¥FIT ARBFIT
RMB’000 RMB’000
—F R Within one year 382,711 346,815
ZR—FRBILRME More than one year
but less than two years 6,294 3,986
ZRMEBIR=F More than two years
but less than three years 1,707 601
ZRZ=F Over three years 3,719 3,809
394,431 355,211
BEmAE 2 FHRERALOAR30XK - The average credit period on purchases of goods is
AEBEXBESRERERBRE MU approximately 30 days. The Group has financial risk management
WIRFT A BN FIBH R IRIREAN A policies in place to ensure that all payables are settled within the
B e credit timeframe.
ZE-"FFER
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32. BFABEALATRIE 32. AMOUNT DUE TO AN ASSOCIATE
BEANRRENERBESIEE - The balance with an associate is trading in nature.
33. EMNERXREELATIRE 33. AMOUNT DUE TO ULTIMATE HOLDING
COMPANY
ZHREREER 2L RAREX The amount is unsecured, non-interest bearing and no fixed
FrEE - repayment term.
34. B® 34. BORROWINGS
2012 2011
AR BT ARETT
RMB’000 RMB’000
RITET — FIKM Bank loans - secured 224,002 108,837
IRITER — E|IEH Bank loans - unsecured 470,515 559,631
BRER — EEH Government loan - unsecured 20,000 20,000
714,517 688,468

ARATHMERZ ZEMEE :  Carrying amount repayable:

RENRES—F AR On demand or within one year 493,370 475,147
ZR—FEBLRME More than one year but not more
than two years 147,000 73,321
ZRMERBLRAF More than two years but not more
than five years 74,147 120,000
ZREF More than five years - 20,000
714,517 688,468
o OREIABEPRMYA—EAN  Less: Amounts due within one year
B HA Ry FRIB shown under current liabilities (493,370) (475,147)
221,147 213,321
BHE-T——F+-A=+—HIL" As at 31 December 2012, secured bank loans were secured by
EERERRITERBARR Z L the Group’s prepaid lease payments on land use rights (note 21)
FRAEZENEERE (HEF21)k and trade and bills receivables (note 27).
FEU IR R R SRk (T 3E27) #597 -
EIRME K+ - AR90,000,0007T Included in the unsecured borrowings, RMB90,000,000 (2011:
(ZZ=——% : AR#¥230,000,0007T) RMB230,000,000) was guaranteed by the ultimate holding
HAARB M REZERABIRERER - company of the Company.
WRHENERMBRAF

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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Notes to the Consolidated Financial Statements (continued) For The Year Ended 31 December 2012

34. HER(ZE) 34. BORROWINGS (Continued)
REBEFZRTIFAGE : The Group’s borrowings are interest-bearing as follows:
2012 2011
AR #TIT ARETF T
RMB’000 RMB’000
& 7 A1 =& Fixed rate 207,000 40,591
SR EYF = Variable rate 507,517 647,877
714,517 688,468
REBZFHMNEERESNE R The Group’s variable rate loans carry interest at a margin over
RITREFRBKPEARBITHE Hong Kong Inter-bank Offered Rate (“HIBOR”) or prevailing rate
HZBRTHERFR -MNEF—ER quoted by the People’s Bank of China (‘PBOC’). Interest is re-
MAEHET - priced every one to six months.
AREFBEFRZERNXREEE (HEE The range of effective interest rates (which are also equal to
RERKEFE)MT : contracted interest rates) on the Group’s borrowings are as
follows:
2012 2011
[& 7F F| =& Fixed rate 5.60% - 6.56% 6.56% to 7.12%
SZEF R Variable rate 1.79% - 6.90% 1.71% to 7.85%
AEBENEBEREEIEEEL The Group’s borrowings that are denominated in currencies
Sz EEFEZERESLNAT other than the functional currencies of the relevant group entities

are set out below:

2012 2011

AR¥TFIT AREFoT

RMB’000 RMB’000

5 1 HKD 23,515 32,549

ETT uUsb 62,855 51,087
REBEE-_E——F+_-_A=+—H During the year ended 31 December 2012, the Group
LTEER AEBEHBEZARK obtained new loans in the amount of RMB576,530,000 (2011:
576,530,000 (ZZE——F : AR RMB564,940,000). These loans bear interest at market rates and
#564,940,00070) c ZEE RIE™ will be repayable within one to five years. The proceeds were

BHMERGFE UWER—ZRFAE used to finance working capital.
BoWENFBERRNBEREESS -

-5 FRH
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Notes to the Consolidated Financial Statements (continued)

35. B® 35. SHARE CAPITAL
Bin®E 123
Number of shares Share Capital
2012 2011 2012 2011
Fi& Fig ARETFT AREFT
‘000 ‘000 RMB’000 RMB’000
BRITRAE: Issued and fully paid:
BREEAR®ITZ State-owned shares of RMB 1 each
BEEER
W—A—H At 1 January 166,116 166,072 166,116 166,072
BREEARDEA Transfer from PRC legal
person shares - 44 - 44
R+-—A=+—H At 31 December 166,116 166,116 166,116 166,116
SREEAR¥ITZ PRC legal person shares of
MEE AR RMB 1 each
®—A—H At 1 January 13,158 21,714 13,158 21,714
BRELRR Transfer to ordinary shares - (8,512) - (8,512
EREEERR Transfer to state-owned shares - (44) - (44)
R+-_A=+—H At 31 December 13,158 13,158 13,158 13,158
BREEAR®ITZ Restricted senior management
RESERR shares of RMB 1 each
®—A—H At 1 January 5 20 5 20
M E TR Net decrease as a result of shares
sold from promoter and
senior management (4) (15) (4) (15)
R+-A=1+—8H At 31 December 1 5 1 5
BREEAR¥ITZ RMB ordinary shares (A Shares)
AEREER(AR) of RMB 1 each
R—RA—H At 1 January 128,034 119,507 128,034 119,507
BTEEARDEA Transfer from PRC legal
person shares - 8,512 - 8,512
AEEEA Transfer from promoter and
senior management 4 15 4 15
Nt-A=1+—-81 At 31 December 128,038 128,034 128,038 128,034
BEREEAR®ITZ Overseas listed foreign invested
w5 Lo FBR(HER) shares (H Shares) of RMB 1 each
R—A—BR At 1 January and 31 December
+-ZA=+—H 150,000 150,000 150,000 150,000
457,313 457,313 457,313 457,313
WRHENERMBRAF

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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36. BEFRBNM(EE)ARE 36. DEFERRED TAX (ASSETS) LIABILITIES
LWTHAFERBEFERRAZE The followings are the major deferred tax (assets) liabilities
ZRIEMEH (EE) BERAES) recognised and movements thereon during the current and prior

years:
&I ¢ Lo
BHER OREZED Bkt Bt HEEMSE &t
Assets
Change in revaluation
fair value surplus in
Accounting of financial Bonus business
provisions instruments accrued Others combinations Total
ANEEFT AREFL AREFT AEEFT AREFT ANEEFT
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
RWZF——%—F—H At1 January 2011 (11,505) 20,133 (6,459) (2,716) - (547)
sPA(MB)EEE  Charge (credit) to profi
(H11) or loss (Note 11) (11,988) - 4,342 561 - (7,085)
REMZEYSENE  Credit to other
comprehensive income - (3,386) — - — (3,386)
i At 31 December 2011
+-A=+-8 (23,493) 16,747 (2,117) (2,155) - (11,018)
stA(MB)EEE  Charge (credit) to profi
(H11) or loss (Note 11) (3,589) - 1,071 (335) - (2,847)
WEMZERENBR  Credit to other
comprehensive income - 3,085 - - - 3,035
WEF AR (H#39)  Acquisition of a subsidiary
(Note 39) — — - - 3,993 3,993
W_E——F At 31 December 2012
+-A=+-8 (27,076) 19,782 (1,046) (2,490) 3,993 (6,837)
BEGEMBIRRARP 22 HE For the purpose of presentation in the consolidated statement
B REEREREERELEMNSH of financial position, certain deferred tax assets and liabilities
BECKEGEE U AEHB have been offset. The following is the analysis of the deferred tax
REZBMETREERIBLAEGHDNT balances for financial reporting purposes:
2012 2011
AR BTIT AR FT
RMB’000 RMB’000
ARGV BRARAERZ Deferred tax assets recognised
EEFTEPREE on the consolidated statement
of financial position (19,168) (16,588)
BERE M IBARREK AR Deferred tax liabilities recognised
BREFTGRAE on the consolidated statement
of financial position 12,331 5,570
(6,837) (11,018)
ZE-"FFER
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36. BEFBR(RE)AR/E 36.

RERERR  AEEHES 7] K
AREMZABAKEEEEBLHAA
R#4,315000t (ZE——F : AR
#173,0007T) ° B R & 0 F 8 2
ZAATERIE  E AR ZER
BEEBRRECHBHREE BB
ERUTASEEELEFERAAT
NEITHES -

RBEBR NEEREEATHNKRE
Bt EBEO A ARK29,212,0007T
—ZT——%F: AR¥15,088,000
TL) ° AR — BB MRS F AR
SR BAMAMNGREREZSE A
b 4 R B 5 B AT 0 BR ER BEME E RE TR
RELEFSHEE -

37. EREZRAFER 37.

RRERARERSEER &
6.03%MERMEGFE - HEHAR
—E-RE+ZA=1H-

DEFERRED TAX (ASSETS) LIABILITIES
(Continued)

At the end of reporting period, the Group has unused tax
losses of approximately RMB4,315,000 (2011: RMB173,000)
available for offsetting against future profits. No deferred tax
asset has been recognised in respect of these tax losses due
to the unpredictability of future profit streams. The tax losses
can be carried forward for five years from the year in which the
respective loss arose.

At the end of reporting period, the Group has deductible
temporary difference in which approximately RMB29,212,000
(2011: RMB15,988,000) had no deferred tax asset been
recognised as it is not probable that the taxable profit will be
available against which the deductible temporary differences can
be utilised.

LOAN FROM ULTIMATE HOLDING COMPANY

The loan from ultimate holding company is unsecured, carried
effective interest at 6.03% per annum and maturity on 30
December 2016.

38. SEREUWA 38. DEFERRED INCOME

ARYE. BARimERR

ARBERE RBERRGY WAEEIHK
B9 RS 6 B B 9 B Ry By it

Government
grants

relating to Government Government

compensation  grants relating  grants relating

for relocation to property, to prepaid lease

of certain plant and payments on
premises equipment land use rights Total
AREFT AREFI ANEETFT AREFT
RMB’000 RMB’000 RMB’000 RMB’000

(Hiita) (Hiztn) (Hiitc)

(Note a) (Note b) (Note c)
RZE——%—H—H At 1 January 2011 37,586 10,834 7,318 55,738
#m Additions 4,000 5,900 - 9,900
FREH Amortised during the year (3,196) (590) - (3,786)
RZE——F+-A=+—H At31 December 2011 38,390 16,144 7,318 61,852
& Additions 16,106 17,570 - 33,676
FREE Amortised during the year (6,709) (907) - (7,616)
RZE——F+-A=+—H At31 December 2012 47,787 32,807 7,318 87,912

WRHERNERGBRLT

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED




me

PSRN & (/)

Notes to the Consolidated Financial Statements (continued)

RESBLBRA ST RAFER

Prepared under Hong Kong Generally Accepted Accounting Principles
BE-_Z-—-F+-A=1t—-HILFE
For The Year Ended 31 December 2012

38. BEWA (&)

39.

Bt

(a) REBEE-_Z——F+-_A=+—8
IFFEAR AEBEREBEAR AR
BT Y MU B B B B 4
A AR #16,106,0007T (Z T ——
& AR %4,000,0007T) - REE
—E-ZHF+ZRA=+—HIFE
A BR Y B ARS,709,0007T
(ZZF——%F : AR%3,196,0007T)
&) BT 7 B P MY A B0 AR 4R B AR
B R ATER AU -

(o) REBEE-ZT—=—F+=-A=+—
BEFER A"EEKRIEEE
BREEENBTHBOBARYE
17,570,000t (ZF——F : AR¥
5,900,0007T) © BT # Bh & #E T iR
B BEOGEEAE R F 8 /1046
ETEE REE T —F1+—
A=Z+—BLEFER HAARKE
907,000t (ZZE——F : AR¥
590,0007T) ) BT 6 Bh U 25 B 5T A

=) sz
AR -

(© REBTEREECEEREN
BB+ - £/ AR 7,318,000
T (ZE——%F: AKR¥7,318,000
JT) $8 ok W B8 £ vb (F PR M T T8 ok
BB R REBEE-T——F
E=ZF—=ZF+=ZA=+—HI1
FER - B B AT A5 69 i1
R BUEIR TR AR R A U
e —BAEEESHER T MmER
- BEHpeEERAE LN
HAPR B8 o

e B8 B B 22 W)

R-ZE——FNA=1+H @M
—RBIYE=ZANBESEHARE
22,000,0007T 47 & T 100% 37 & &) %
(BB ARAA (5] 2 lkARE
H(EBLURREEVRERH AR
NA) c RARSGAWE 408 -
REHWBMELANEEAARE
2,716,000 - B =8 & - £ E
REE - BENKERATERSE
EEREE -
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38.

39.

DEFERRED INCOME (Continued)

Notes:

(@) During the year ended 31 December 2012, the Group received
government grants of approximately RMB16,106,000 (2011:
RMB4,000,000) from the PRC government for compensation for
relocation of certain premises of the Company. During the year ended
31 December 2012, the conditions attaching to the government
grants of approximately RMB6,709,000 (2011: RMB3,196,000) had
been met so deferred income has been recognised as income.

(b) During the year ended 31 December 2012, the Group received
government grants of approximately RMB17,570,000 (2011:
RMB5,900,000) in respect of the acquisition of certain equipments.
The amounts are released over the estimated useful lives of the
relevant equipment of 10 years. During the year ended 31 December
2012, income recognised in the consolidated income statement
amounted to approximately RMB907,000 (2011: RMB590,000).

(c) Included in government grants relating to prepaid lease payments on
land use rights, approximately RMB7,318,000 (2011: RMB7,318,000)
represents government subsidies received in advance in relation to
the acquisition of land use rights. During the year ended 31 December
2012 and 2011, as the conditions attaching to these acquisitions
have not been met, no deferred income has be been recognised
as income. The amounts will be released over the lease term of the
leasehold land once the Group obtained the ownership.

ACQUISITION OF A SUBSIDIARY

On 30 April 2012, the Group acquired 100% equity interest
in MEREGH)AR AT (Xinhua Pharmaceutical (Gaomi)
Company Limited (“Gaomi”)) (formerly known as IR KELEY
BUEERG (D B BR A F), from two independent third parties, in cash
consideration of approximately RMB22,000,000. The acquisition
has been accounted for using acquisition method. The amount of
goodwill arising as a result of the acquisition was RMB2,716,000.
Gaomi is engaged in the business of manufacturing and
trading of medicine. Gaomi was acquired so as to continue the
expansion of the Group’s medicine business.
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39. WMEBLR (&)
WHBERNFAEL AR BED

39. ACAQUISITION OF A SUBSIDIARY (Continued)

Details of the fair value of net assets acquired in respect of the

BT acquisition of Gaomi at the date of acquisition were as follow:
ARETFT
RMB’000
BBZREE - Net assets acquired:
B A E Intangible assets 16,946
HBZE% Plant and equipment 7,148
E e At Other payables 817)
B EE Deferred tax liabilities (3,993)
BB FEE Net assets acquired 19,284
g S| e 2 A Goodwill arising on acquisition:
wRE Consideration transferred 22,000
B EBEZFEE Less: net assets acquired (19,284)
AU EEmES Z mE Goodwill arising on acquisition 2,716
AR For
HTHNAXXM: Satisfied by: RMB’000
ReX5H Cash consideration 22,000
Analysis of net outflow arising AEMBTF T
WHEhEEZBIHSHMT : on acquisition: RMB’000
BeRE Cash consideration paid 22,000
B WEFNRSKIREEE Less: cash and cash equivalent
balances acquired —
22,000

BHEEEENEETNTI B AER Included in the profit for the year of the Group is a loss of
S F A ARES5,612,0007T 2 M # UKk RMB5,612,000 attributable to the additional business incurred by
EBNSEMELEN AEESEHN Gaomi. Revenue for the year includes RMB5,180,000 generated
EERA A ARS5,180,0007T ° from Gaomi.

TR AA-_S——F—H— Had the acquisiton been completed on 1 January 2012,
H @ BEEE/AILEL I A total group revenue for the year would have been no change,
FEEB TR A ARE21,646,000 and profit for the year of the Group would have been
JL °© RMB21,646,000.

IWRHMERERBBRAF

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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40. BXEBEER 40. CAPITAL RISK MANAGEMENT
KEBEMNERNERABRAEE The Group manages its capital to ensure that entities in the
ETERBRELER N ARE Group will be able to continue as a going concern while
BECEBERAZHEBRAER maximising the return to shareholders through the optimisation
R RKEAB W AEH 7 BEEE of the debt and equity balance. The Group’s overall strategy
BE L FAF—Z  WmEE - remains unchanged from prior year.

AEBEREBREEL (EHE The capital structure of the Group consists of debt, which
R IS4 RITHTE 2 E R R &L includes the borrowings and loan from ultimate holding company
ERAFER) - ROIFRRBE4E disclosed in notes 34 and 37 respectively, bank balances
BHMERARNEBE ABRGEER (B1ER and cash and equity attributable to owners of the Company,
KR AEHE) o comprising share capital and reserves.

KRB EETEHRRTEREE -1 The directors of the Company review the capital structure
BEZBEH XD ARREEZE regularly. As part of this review, the directors of the Company
BEAKARME@ERRE RBEARAQ consider the cost of capital and the associated risks with
AEZNERZ A5ESRRAAE each class of capital. Based on the recommendations of the
SN FTREMKRES - BITHR - B directors of the Company, the Group will balance its overall
TEBLREEEHEAFABEELRRE capital structure through adjusting the amount of dividend paid
& o to shareholders, the new share issues, the issuing of new debts

and redemption of existing debts.

41. €MITH 41. FINANCIAL INSTRUMENTS

eMIAZER Categories of financial instruments
2012 2011
AR¥FIT ARBFIT
RMB’000 RMB’000
SMEE Financial assets
B R EWGRIE (B1ERTTFER Loans and receivables
RIS 4ER) (including bank balances and cash) 834,172 682,424
AfHEZRE Available-for-sale investments 156,303 136,072
EMAER Financial liabilities
REHEKAFEZERMBE Financial liabilities measured
at amortised cost 1,732,879 1,168,405
ZE-"FFER
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41.

&mMIR &)
SRMEREEERRBR

AEENTESRMTABSEAIMHY
EZRE - AR K A B MR
R Y EEY N - PNCIVNCIE § I
RBEBITHESR ROTEFAERE
AE R AN AR AR R H At FE A RO -
FEATRA « FEAS R 2R B A R 5R0R
FEfTHEE RBRIE - B REEK
RARE REERAREREE
ReoZEERTANFBERENE
TR - BZEeR T AREN
R\l BAET5E R (%R - A
Rk EmERRR)  EERRK
mBE R - T X5 [EE
ZERRBOBRE EREEEENE
RZERRE - AR RE KA R
PREUGE E A6 o

4% B B

7K S5 B 40 3 7 2 A AV O K
P R (B 0 % B ALIR -

B R

AR REETHB AR EAING
HERRBES HWSALEEMmME
SNEE R o AR S B GH & BEA40% (=
T——:37%) JYASNEMIEERE
BELHEHENEEEAE MY
98% (T ——:97%) BIRK AR Ti A
EEEENNEEBE-

AEBETREERR RITERR
Re#aRERDASEERINE
BRI EREGHE -

41.

FINANCIAL INSTRUMENTS (Continued)
Financial risk management objectives and policies

The Group’s major financial instruments include available-for-
sale investments, trade and other receivables, amounts due from
fellow subsidiaries, restricted bank balances, bank balances and
cash, trade and other payables, dividend payables, amounts
due to fellow subsidiaries, amount due to an associate, amount
due to ultimate holding company, loan from ultimate holding
company and borrowings. Details of these financial instruments
are disclosed in respective notes. The risks associated with these
financial instruments include market risk (currency risk, interest
rate risk and other price risk), credit risk and liquidity risk. The
policies on how to mitigate these risks are set out below. The
management manages and monitors these exposures to ensure
appropriate measures are implemented on a timely and effective
manner.

Market risk

The Group’s activities expose it primarily to the financial risks of
changes in foreign currency exchange rates, interest rates and
equity prices.

Currency risk

The Company and some of its subsidiaries have foreign currency
sales and purchases, which expose the Group to foreign
currency risk. Approximately 40% (2011: 37%) of the Group’s
sales are denominated in currencies other than the functional
currency of the group entity making the sale, whilst aimost 98%
(2011: 97%) of costs are denominated in the group entity’s
functional currency.

Certain trade receivables, bank balances and cash and
borrowings of the Group are denominated in currencies other
than the group entity’s functional currency.

IWRHMERERBBRAF

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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41. &€MTI AR (E) 41.

eRBREEARRBE(Z)

HHEE (Z)
Bk (&)

TRAEARANEBNRSEBHRAHEEE
NEAREEER 2 EEEEER

e BB UM EETEZRH K
ERBEEXEEMEEANEER

i)
2N

GBP

FINANCIAL INSTRUMENTS (Continued)

Financial risk management objectives and policies
(Continued)

Market risk (Continued)
Currency risk (Continued)

The following table shows the Group’s exposure at the end of
the reporting period to currency risk arising from transactions or
recognised assets or liabilities denominated in currencies other
than the function currencies of the relevant group entities to
which they relate.

2012 2011
E P W £ xTT B
usD HKD GBP usD HKD

ABRBTT ARETT ARETT ARETT ARETT ARETT

RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000

Assets 2,708 159,984 17 1,826 144,921 16
A&
Liabilities - 62,855 23,515 — 51,037 32,549

ANEB B AL EIEL DK 2
Efiﬁl_? S TE 3 [ B 3F 7% 8
FEERHEINERINERR

FEBTFTEMHBESE ETRBE

TRFNARNE R AR S AEE
MHOHBREASAERIZENS (ZF
—— 4 :5%) 5% (B ——4:
5%) AMEEZEEABHERNIBRS
HNIE BB P B SRR E - ?E@
B EINEERSEHAIESE
Eoﬁ,ﬁﬂﬁ@ﬁ%u%MJ@
MAEBHEBER R F R
%@TMWs:%——E:ww%
HRABEBHE FRESNBER
ERABEEE AN EEER
INEER - BAREHEEREME
B ES% (ZF——F :5%)K T
RTMIEHR TR T BT E &
m:gAREREREMEEZESY
(ZE——F :5%) B @YKRBE
FERMELA —EARSKEROT
2. PTHESBOEEREaH -
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The Group currently does not have a foreign currency hedging
policy but the management monitors foreign exchange exposure
and will consider hedging significant foreign currency exposure
should the need arise.

Sensitivity analysis

The Group is mainly exposed to the currencies risks of GBP,
USD and HKD.

The following table details the Group’s sensitivity to a 5% (2011:
5%) increase and decrease in RMB against the relevant foreign
currencies. 5% (2011: 5%) is the sensitivity rate used when
reporting foreign currency risk internally to key management
personnel and represents management’s assessment of the
reasonably possible change in foreign exchange rates. The
sensitivity analysis includes only outstanding foreign currency
denominated monetary items and adjusts their translation at
the end of year for a 5% (2011: 5%) change in foreign currency
rates. The sensitivity analysis includes external loans where the
denomination of the loan is in a currency other than the functional
currency of the borrower. A positive number below indicates an
increase in post-tax profit where RMB strengthen 5% (2011: 5%)
against the relevant currency. For a 5% (2011: 5%) weakening of
RMB against the relevant currency, there would be an equal and
opposite impact on the profit and the balances below would be
negative.
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4. &MIAE) 41. FINANCIAL INSTRUMENTS (Continued)
CHBARETEEARRBE (Z) Financial risk management objectives and policies
(Continued)
miERE (&) Market risk (Continued)
Erm b () Currency risk (Continued)
BRRE DT (&) Sensitivity analysis (Continued)
b %
usb HKD
2012 2011 2012 2011 2012 2011
AREFT AEEFT ARBFT ARETFT AREFIT ARETFT
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
BRI F AL OR D)
Increase (decrease) in profit
for the year, net of tax effect
— BEARBRINEAE
— if RMB strengthens against
foreign currencies (115) (78) (4,077) (3,866) 999 1,383
— EARERNEGE
— if RMB weakens against
foreign currencies 78 4,077 3,866 (999) (1,383)

T 1

AEBAEEDHEBRITERARE
SR 1717 3% (9 Bl B 7329 & Mf 3£ 30
EHRCHBERTERREHETE
R NEEERMmMER QL EF
RER (R F34EHZERFER)
NS AR B (M 5E37) &
SEBASA R R RER o A
BEEEHNXRBREBRESR £
e HRERNMNERAR B
BRI EM N BERITE -

AEENTRFBRITERLERE
b 3R & A R R (5K EE3048 B iR
TTHER K E34B Bz ERFS)
AEBEOBRIERTENENE
ERDAAEMERR -

AR E M B A R A FE R R
FBENAHETRDES AR ERE
—f o AKBEMRE RN ERER T
BEPRAEENFIEERELD
FERRTAXREFRBRTEAR
RITATIRAIRITA LB

Interest rate risk

The Group is exposed to fair value interest rate risk in relation to
fixed-rate pledged bank deposits and short-term bank deposits
(see note 29 and note 30 for details of these pledged bank
deposits and short-term bank deposits respectively) ,fixed-rate
borrowings (see note 34 for details of these borrowings) and loan
from ultimate holding company (note 37). The Group currently
does not have an interest rate hedging policy. However, the
management monitors interest rate exposure and will consider
other necessary actions when significant interest rate exposure is
anticipated.

The Group is also exposed to cash flow interest rate risk in
relation to variable-rate bank balances and borrowings (see note
30 for details of these bank balances and note 34 for details of
these borrowings). It is the Group’s policy to keep its borrowings
at floating rate of interests so as minimise the fair value interest
rate risk.

The Group’s cash flow interest rate risk is mainly concentrated
on the fluctuation of the HIBOR or prevailing rate quoted by the
PBOC arising from the Group’s variable-rate borrowings.

IWRHMERERBBRAF

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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41.

&mMIR &)
SMBREEERRUE (H)

HHEE (Z)
& E b (&)

LTS ES IR E RS BRI
METAmBENNERKRET - Y
FEERME MDA ERNR
EHRAEEREFEEELEM
B o HERS0EEE (T ——4F:
S50AEZ) ARTEEIREA S RN
WMEFMAFERR EEEEYF
REBBEZEBHTG -

GURE DT

fis F| & 38 p0 8 DS0EE B (= F
——F 50EES) BEMATAT
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FINANCIAL INSTRUMENTS (Continued)

Financial risk management objectives and policies
(Continued)

Market risk (Continued)
Interest rate risk (Continued)

The sensitivity analyses below have been determined based on
the exposure to interest rates for non-derivative instruments at
the end of the reporting period. For variable-rate borrowings, the
analysis is prepared assuming the amount of liability outstanding
at the end of the reporting period was outstanding for the whole
year. 50 (2011: 50) basis points increase or decrease is used
when reporting interest rate risk internally to key management
personnel and represents management’s assessment of the
reasonably possible change in interest rates.

Sensitivity analysis

If interest rates had been 50 basis points (2011: 50 basis points)
higher / lower and all other variables were held constant, the
Group’s post-tax profit for the year ended 31 December 2012
would decrease / increase by approximately RMB563,000
(2011: RMB1,619,000). This is mainly attributable to the Group’s
exposure to interest rates on its variable-rate bank balances and
variable-rate borrowings.

Other price risk

The Group’s other price risk is mainly concentrated on the
equity price of available-for-sale investments quoted in the stock
exchange of the PRC. The management monitors the price risk
exposure and will take appropriate measures should the need
arise.
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41.
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41.

FINANCIAL INSTRUMENTS (Continued)

Financial risk management objectives and policies
(Continued)

Market risk (Continued)

Other price risk (Continued)

Sensitivity analysis

The sensitivity analyses below have been determined based on
the exposure to equity price risks at the end of the reporting

period.

If the prices of the respective available-for-sale investments had
been 5% higher/lower:

2012 2011
ARBTFT ARETT
RMB’000 RMB’000
BREEEHEEE ZREHEE  Increase (decrease) in available-for-sale
EmORL) investment reserve for the year,
net of tax effect:
—EAREBELEH — as a result of increase in equity price 6,507 5,647
—EREBETK — as a result of decrease
in equity price (6,507) (5,647)
EERRE Credit risk

RZE——F+-_A=+—H" ' K
EERARGYH REBITAEEFRT
REZETMA S AE B @G
BEENESEERRELENGA
PR FRAMANSEECERE
BEEMNKREE -

ARTBREREEERR ~AEEE
BEEZk—HAABRAEHEREE
B FEEHEEMEZEREN
HABRERDRRETHRDERE
Rt AEBEEERSHRE
MEEENEZSERNJEE S -
VA B £ S SBOX W B SRIB/E 3T R BN
WEBE -BENL ARREF
RREEENEERRERERE -

As at 31 December 2012, the Group’s maximum exposure
to credit risk which will cause a financial loss to the Group
due to failure to discharge an obligation by the counterparties
provided by the Group is arising from the carrying amount
of the respective recognised financial assets as stated in the
consolidated statement of financial position.

In order to minimise the credit risk, the management of the
Group has delegated a team responsible for determination of
credit limits, credit approvals and other monitoring procedures to
ensure that follow-up action is taken to recover overdue debts.
In addition, the Group reviews the recoverable amount of each
individual trade debt at the end of the reporting period to ensure
that adequate impairment losses are made for irrecoverable
amounts. In this regard, the directors of the Company consider
that the Group’s credit risk is significantly reduced.

IWRHMERERBBRAF

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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41.

FINANCIAL INSTRUMENTS (Continued)

Financial risk management objectives and policies
(Continued)

Credit risk (Continued)

The credit risk on liquid funds is limited because the
counterparties are banks with high credit ratings.

The Group’s concentration of credit risk by geographical
locations is mainly in the PRC, which accounted for 40% (31
December 2011: 64%) of the total trade receivable as at 31
December 2012.

The Group has no significant concentration of credit risk as the
Group’s credit exposure spreads over a wide range of different
counterparties and customers.

Liquidity risk

In the management of the liquidity risk, the Group monitors
and maintains a level of cash and cash equivalents deemed
adequate by the management to finance the Group’s operations
and mitigate the effects of fluctuations in cash flows. The
management monitors the utilisation of borrowings and ensures
compliance with loan covenants.

The following table details the Group’s remaining contractual
maturity for its financial liabilities based on the agreed repayment
terms. For non-derivatives financial liabilities, the table has been
drawn up based on the undiscounted cash flows of financial
liabilities based on the earliest date on which the Group can be
required to pay. The table includes both interest and principal
cash flows. To the extent that interest flows are floating rate, the
undiscounted amount is derived from interest rate curve at end
of the reporting period.
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4. &MIAE) 41. FINANCIAL INSTRUMENTS (Continued)
CHBARETEEARRBE (Z) Financial risk management objectives and policies
(Continued)
REBESERE(E) Liquidity risk (Continued)
MEESRARE Liquidity risk table
*R M+ZB=t+-A
PR-%§ -E1F BBLE ReRgRE ZIEEE
Total Carrying amount
Less than undiscounted at
1 year 1-5 years Over 5 years cash flows 31 December
AEEFT AEEFT AREFT AEETFT AEEFT
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
—E--& 2012
i eMmAR Non-derivative financial
liabilities
ENGRFREMEZIE  Trade and other payables 501,053 - - 501,053 501,053
JER IR A Dividend payables 5,311 - - 5,311 5,311
ENFZMEATFE  Amounts due to
fellow subsidiaries 1,484 - - 1,484 1,484
ENFAERAFFIE  Amount due to utimate
holding company 13,500 - - 13,500 13,500
EfBEARZRE Amount due to an associate 514 - - 514 514
B Borrowings 501,961 243,198 — 745,159 714,517
REERARER Loan from ultimate
holding company - 525,650 - 525,650 496,500
1023823 768,848 - 1,792,671 1,732,879
2% 2011
T QMARE Non-derivative financial
liabilities
FER R R EMEMNFIE  Trade and other payables 461,930 - - 461,930 461,930
FEAT IR Dividend payables 15,111 - - 15,111 15,111
ENFAZHBELAZE  Amounts dus to
fellow subsidiaries 2,835 - - 2,835 2,835
EfBEARZRE Amount due to an associate 61 - - 61 61
B Borrowings 499,300 216,708 20,600 736,608 688,468
979,237 216,708 20,600 1,216,545 1,168,405
WRHENERMBRAF

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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41. &€mT AR (&) 41. FINANCIAL INSTRUMENTS (Continued)

NRE Fair value

CHMEERERMBENRAAEERMNU The fair value of financial assets and financial liabilities are

TRHEET determined as follows:

. RRBERORBUETISER . the fair value of financial assets and financial liabilities with
% MEREGRREED S standard terms and conditions and traded in active liquid
MEERESBRBENDAR markets are determined with reference to quoted market
TInR2RBRABEARE N bid prices and ask prices respectively; and
TMEETE &

. TREEREBMBEZIAN . the fair value of financial assets and financial liabilities is
B DEBRERFENEIE determined in accordance with generally accepted pricing
HX-EWBRBERENN models based on discounted cash flow analysis.

BE -

ARAREERA  REHKAREE The directors of the Company consider that the carrying amounts

EHMBHREAREZEHEER SR of financial assets and financial liabilities recorded at amortised

afE EEREESAEAREES - cost in the consolidated financial statements approximate their

fair values.

AREFETRP BRI RE T # Fair value measurements recognised in the statement of financial

R e position

REBZVERREAAREFZ The Group’s financial instruments that are measured subsequent

LERMIAE RUBEARERE to initial recognition at fair value are grouped into Level 1 based

BEAE MR- on the degree to which the fair value is observable.

. BAREFETHERD . Level 1 fair value measurements are those derived from
éf iz jZ BEREERMSP A quoted prices (unadjusted) in active market for identical
HORERAR)BBEE - assets or liabilities.

2012 2011
ARBFIT ARETFT
RMB’000 RMB’000
— & Level 1
AHfHEZRE Available-for-sale investments
B R ESH Listed equity securities 153,103 132,872
—E-——FEH

2012 ANNUAL REPORT
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42,

i
BERE

RBREPR AEEETEHREHIE
FREERENEEIR BEL
WERARLREEME BE LR
AR B RERBE 2 E R
EmT

42,

COMMITMENTS
Capital commitments

At the end of the reporting period, the Group had the following
capital commitments principally related to construction in
progress, purchase of land use rights and purchase of property,
plant and equipment in respect of buildings and production
facilities which were not provided for in the consolidated financial
statements.

2012 2011
ARW¥FIT ARETFor
RMB’000 RMB’000
BRAERERE Contracted for but not provided 239,826 211,184
BEREEREYL Authorised but not contracted for 17,626 397,700
257,452 608,884

EEHERE Commitments under operating leases

REFERAHAA The Group as lessee

REBEXHRTAEEREES
TEEEMEMNNES - KER -
ZEMENROZERMNF -1
FO-HSHEMRBARKR —ER0FH
BB R

REEHR - AEBERE A HE
KERONRTIEHAE 2 B RKIE

Operating lease payments represent rental payable by the Group
for certain of its retail shops. Lease for properties are negotiated
for a term ranging from one to five years and rentals are fixed at
the inception of lease for one to five years.

At the end of the reporting period, the Group had commitments
for future minimum lease payments under non-cancellable

FERFREEIEMT - operating leases which fall due as follows:
2012 2011
AR¥TFiT ARBF T
RMB’000 RMB’000
—FR Within one year 764 440
“TERAFAN(BIEEERT) In the second to fifth year inclusive 1,393 980
2,157 1,420

WRHERNERGBRLT

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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42. #&if (&) 42. COMMITMENTS (Continued)

BEWRRE(E) Commitments under operating leases (Continued)

KEFERBLHA The Group as lessor

AEBERBLEERNTHLAES The Group leases certain of its properties under operating lease

THUE - BHZEWEATFETK arrangements. The properties are expected to generate rental

6.77% (ZF——F :3.01%) & yields of 6.77% (2011: 3.01%) on an ongoing basis. Lease for

W o EHER ZEMENHDOZ properties are negotiated for a term of ten years.

FHRTF -

RBEER AREBEHUATRREK At the end of the reporting period, the Group had contracted

HEAEFEEBSFFI AL with tenants for the following future minimum lease payments:

2012 2011
AR¥TFIT ARETFT
RMB’000 RMB’000

—F R Within one year 4,953 772

“ERFAN(REERME) In the second to fifth year inclusive 8,758 3,363

AFE After five years 1,537 2,388

15,248 6,523
43. iR 43. LIGITATION

BEEREH BHERARAE—REE Up to the reporting date, the litigations listed below are related

FRAF—ILEHEBEZEZHER A to Shandong Xinhua Medical Trading Company Limited (“Medical

AI(TEE]EEFAFBOT ¢ Trading”), a wholly-owned subsidiary of the Company and the

Company.

(i) R_E——FFHA BER (i) On May 2011, Medical Trading and the Company, its
PN/ IS E}E KEBRT customer and Hua Xia Bank Co., Limited, Jinan City
B R A REREMRE X Branch (“Hua Xia Bank”) entered into an agreement by
fT (fatrgfﬁﬁj Bl T =1 using the bills for settling the receivable of their customer

AN FERANEZ L up to the amount stated in sales contract. This agreement
% BHEXPFHEIINHEES is valid for one year. When the bank received the deposit
FEHEWERR - tHZEE X from its customer, the bank will issue the delivery note to
BAE—F ZRTKIIER Medical Trading so that Medical Trading will deliver the
EFEFMRFES  RITENED goods to its customer.
REFHEE BEE
HEMTEEPR -

k= Lk 33
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43. ®RER (&) 43. LIGITATION (Continued)

—E—-F=ZR=+N\H"
BAREBRTESEE R
HoEAREL TR T8
BERARRAEBEINBEER
FARTFARITHFGEARE
ZEMRES DR AR
TZ——FNA-F+HAhBMZ
T-—_F A=+ HKE
HIEZE 4 AR¥2,100,000
7T & A8 FE F B A R #29,000
T o

RE R IR REER -
AARMBPTEREBAR
#2,600,0007T # % B R 45 ©
%%A%muiﬁﬁﬁ&%
RO BERARFBENK
SRIE -

R-ZZE——F+H BEmiH
EEERERBEEERET
AR ((EREREE]) FE
ERFEEEATZEREAR
o ERBEEEARE
6,500,0007T > RHUFFIBFWT -

R-_ZE——F+51" %%m
HeARMMBERRA

U‘@%Eﬁﬁﬁﬁmmﬁ
ETERERBHEUTNER -

RZE—=ZF—R EBE®
BRANIEEETETRRE
ARZEREBEEH AL
HEARES -RAEZH
NTHRA - MEMNEBEA
AR RER  BEHEEE
BESESL BEEENE
mAEZE f*_imﬂ

HRBEEZEENR T ——F
fHW£TEDM& 2
EREAEE NIRRT -

AZE—Z—_FNA EH
MIBITHEREEARE
6,500,0007T # A e R 4 o

EEHNERELER  TEXK
BZzEREOILREEETS
MEMAEEARZER

(i

(i)

(Continued)

On 28 March 2012, Hua Xia Bank issued a writ of
summons, pursuant to which Medical Trading and
the Company were required to fully repay the bills of
approximately RMB2,100,000 issued to Medical Trading
without settlement from Medical Trading’s customers and
the interests of approximately RMB29,000.

As at the reporting date, the court case is not finalised.
The bank balance of RMB2,600,000 in the Company
is being frozen. The directors of the Company, after
considering the legal advice rendered to the Medical
Trading and the Company, are of the opinion that
payment is remote.

In July 2012, EMRERBEFREMTLAR (‘EARE
B ), a supplier of Medical Trading, sued for an
outstanding balance in # R M Z & & A R%BT amounted
to RMB6,500,000. Details of the case are as follow:

In October 2011, Medical Trading transfer the bills issued
by B BRMEMEEARAR (BRELAR) to AR
#5 B2 2 for settlement.

In January 2012, &R € B & claimed that its bills which
are payable had been lost and posted a notice in P9JI| &
BRIitTHERERARER. If no one comes to claim they
own the bills, the bills will be automatically canceled after
60 days of that notice. The maturity of those bills is in
April 2012. Due to the cancellation of those bills in March
2012, F R E R B % is not able to claim the money.

In August 2012, the bank balance of RMB6,500,000 in
Medical Trading is being frozen.

However, Medical Trading filed the objection to the court
and would like to transfer the case back to LR & S&i#E
= T T e AR AR

IWRHMERERBBRAF

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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43.

(i)

RmER BRAFRLRT
B-RRIESRERNEIAR
RERRBHAERBENE
ERE ARBEXNERE
RERBERTALERR
EEBRENAZERE R
FEACEESHEERER
mE#RETREARE
Br B $RAE R -

AREEBLURBTHES
RAR(BTHED HAR
AREEN —EBRIELE
RRaEBREERAR (5
BRED ARIBE—/N
mB ot h BB B A IR A R
BORBMEER ERSERB
BREEBRERHIMEES L
G

BEBREUNEVEERERX
WEMEAFAEEBEMD
EmMBERNF AR BARQF
MBTHBEFRZ AR B
KRR BEEBRHODARE
7,475,000 - FILEE SR
ARZERCOIERFRFESE
2425RRFHIR - BRA QT
HEEBREEBEITEY
18 5% A R %570,0007T @ H &
B EFEKDN T IZIE - 12011
FOARAEMEBREX
T HERAESE -

201211 A25H » e B &
ErmfiieBHRBR B
SKEEILEE B RARER
(O10)B R T E242 R F
HIShE - RARH  IHH
ERBRENTYFRESR
MAABRERBRETNX
48 7 18 5 AR #5,074,000
TMARRGBGWNEE®E
REBEREERNNEEBR
A R #2,400,0007C » A ¥R &
A hRURER-

RAEELHBAERBRR
R ARABBRENKER
1K °
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LIGITATION (Continued)

(it

(i)

(Continued)

As at the reporting date, the court case is not finalised.
The directors of the Company, after considering the legal
advice rendered to the Medical Trading are of the opinion
that payment is remote since those bills are without
blemish when Medical Trading transferred them to R
ERE L pesides, FIREREL did not claim the bills
once the notice release in P0)I| & 2R IEMEEARER.

The Company sold an office building, of which the
Company had the ownership, to E&EBREBRA
A(EBRKRAE") by WREBETHEARQR(ETHE.
However, BER51% & cannot sell or lease the office building
out for the reason that a part of the building was leased
by BB R A R D ADETE 9 A FL

BERSIRE sued the Company and 2 THE for the
economic loss of approximately RMB7,475,000 for the
reason that BEFEI%E had no idea of the lease stated
as above. Besides, the area did not agree with the sold
area. According to the civil judgment, (2010) &R
F 52425k, issued by the Shandong Provincial Higher
People’s Court, the Company was required to pay BEfE
£ & RMB570,000 due to the discrepancy of the area.
The court did not support BERE % &’s other requirement.
The Company had paid RMB570,000 to 3R & in year
2011.

On 25 November 2012, #EM51%E appealed to the
Supreme People’s Court of Shandong Province to quash
the civil judgment of (2010) & 4K F5H2425%, and
required the economic loss of RMB5,074,000 and the
loss of RMB2,400,000 due to that the Company and &
T#HE concealed the area of the building. As at the
reporting date, the court case is not finalised.

The directors of the Company, after considering the legal
advice rendered to the Company, are of the opinion that
such payment is remote.
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44, EHXH 44, RELATED PARTY TRANSACTION
@ BRRGRE T IR R T FR A - (@) Except as disclosed elsewhere in the consolidated
AEEBTEEREBBERANE financial statements, the other significant related party
TZEMERBEIRS N transactions, which were carried out in the normal course
N of the Group’s business are detailed as follows:
2012 2011
ARBFT AREFT
RMB’000 RMB’000
HERRAF Immediate holding company:
mERE: SXPGC:
— YN EEHFAEE (HF) — Payment of annual trademark
licence fee (Note i) 7,500 1,100
—HexH — Rental expense 500 500
— BETiE AR — Acquisition of land use rights 8,399 —
BRBELR Ultimate holding company:
ESSERRLT Hualu Holdings Co., Ltd.:
— RRIERDRERA — Interest expenses of loan
EEZFEXZH from ultimate holding company 29,150 —
— REREERARER — Share of underwriting expenses of
FrEEMEHE loan from ultimate
holding company 1,500 —
FARHEBLH : Fellow subsidiaries:
— HEK B ARER — Sale of water, electricity,
steam and waste materials 11,973 10,667
— HENERBNER{TRE  — Sale of bulk pharmaceuticals
and chemical products 63,141 29,057
— REBRMH — Purchase of raw materials 72,744 52,696
— RETBRA — Design fee income 66 116
BREAR: Associate:
— HEKER — Sale of water, electricity and steam 377 447
— RBRME — Purchase of raw materials 1,076 276
FRBHSER Non-controlling interest

shareholders:
— HENERBER{TIRE — Sale of bulk pharmaceuticals and

_ chemical raw materials 137,816 157,367
— RBIEIRM — Purchase of chemical
raw materials - 447
WRHERNERGBRLT

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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4, REFXH (&
(@) (%)

E—AhAE+=A+8 -
AEBEFERERTE
RIEF  REBARBR
RAPBEREGINNESR &
BEEmE((aE) &
FFE K ARM600,000
TCHEBEBFERARYE
100,0007t - EEFBEH|
R AR #1,100,0007T -
hEFEEERTE &
EHHLIL - BEERRA
REZAREE (BE=
T—=%_"A=-+N\H)
BEAY UK THER
EMAEEEHH -

RZZE—=—F=ZA=+=
A SERMEBEER]
TEEMIHE tinE
JAEER T ——FNW
A—BZE=ZZFT—WF+=
A=+—RHHYMzE8A
A R #10,000,0007T ° il
HAmEiZ R AR T -

i. AN SR B R B i o BB
BETRZHE BBER
Ak H AR (5T ([E
BhX)ERSREE
BRI A EBERETL
BEH-BE_T—_F
tT-A=+—HLFEE"
AEBEEBAECEEER
EETRNEE &M RT
BRERMHMZRS ARE
ZEFRAUIFTHEAME
BLEZZFHRN K
EBBEPETZES
i A B R A I AN S Uit
225 A KR
NBEEZERS A%
R EY T EmEE B R
K MZEEEBRRLT
RAREFRAEABEED
oW EEEALEY
R ARAEEARL
ERXHI K ABILE
BeEANBEIRS -

(b) R-E—=—&F+=-A=+—
H AEBZHERERA
RAARNEBRREARE
90,000,000 (=& —— 4 :
A R #230,000,0007T) H ¥&
R o
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44. RELATED PARTY TRANSACTION (Continued)

(@ (Continued)

Notes:

On 7 December 1996, the Group was granted the exclusive
right to use the trademark “Xinhua” (“Trademark”) by SXPGC
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 extra RMB100,000 per year until the annual fee
reaches the cap amount of RMB1,100,000, which shall stay
as such until the agreement is terminated. The terms of the
agreement shall continue to have effect during the validity
period of the Trademark, being 28 February 2013, subject to
further renewal of the registration of the Trademark.

On 23 March 2012, the Group was entered into the
supplemental trademark licence agreement with SXPGC, the
annual licence fee to use the Trademark is RMB10,000,000
for the period between 1 April 2012 to 31 December 2014.
Other terms of the trademark licence agreement remain
unchanged.

The Group operates in an economic environment
predominated by enterprises directly or indirectly owned or
controlled by the PRC government through its numerous
authorities, affiliates or other organisations (collectively
“State-owned Enterprises”). During the year ended 31
December 2012, the Group had transactions with State-
owned Enterprises including, but not limited to, sales of
pharmaceutical products and purchases of raw materials.
The directors of the Company consider that transactions
with other State-owned Enterprises are activities in the
ordinary course of business, and that dealings of the Group
have not been significantly controlled or owned by the PRC
government. The Group has also established pricing policies
for products and such pricing policies do not depend on
whether or not the customers are State-owned Enterprises.
Having due regard to the substance of the relationships, the
directors of the Company are of the opinion that none of
these transactions is a material related party transaction that
requires separate disclosure.

(b) As at 31 December 2012, the ultimate holding
company provides guarantee to the Group amounted to
RMB90,000,000 (2011: RMB230,000,000).
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44.

45,

REHXH (&)
© IEEREzHS

44,

RELATED PARTY TRANSACTION (Continued)

(c) Compensation of key management personnel

EEREMTFEERENE The remuneration of directors and other members of key
RERBFHMBT : management during the year was as follows:

2012 2011
AR¥TFIT ARBFT
RMB’000 RMB’000
REEN Short-term benefits 3,298 2,566
BERR R EA Post-employment benefits 253 242
3,551 2,808

EERTEEEAB ZEMWM The remuneration of directors and key executives is

THRFHEZEEREMEARX
BRMIZBEMETE -

BREMERESER

W_ZE—=%—HAtH E=Z/A
BEEXBEXNYI—FRE2ETRAIAE
R EREE (ZE) ARETA
A+ HiF & & A1,500,000% 7T °
ARKRITHKBEB AR -_E—=F—A8
“—tAB -H#BR=-ZZE—=F—A
tHARMAENE -

R-ZZE—=F=ZA_-+_-H" 8
MEtHEEISHPOLRERE &
ARFREHE SRt a) T
REsERm FEEMERNEY K
B A A R¥56,650,8007T ° sEfE R =
E-—=ZF=ZF -+ -_HRARNASE
FIH o

45.

determined by the remuneration committee having regard
to the performance of individuals and market trends.

EVENTS AFTER THE REPORTING PERIOD

On 7 January 2013, the board of director approved the
investment on setting up the subsidiary in the United States of
America namely Shandong Xinhua Pharmaceutical (USA) Limited
with the capital injection of USD1,500,000. The completion date
was on 29 January 2013. Detail of the investment in subsidiary
was set out in the Company’s announcement dated 7 January
2018.

On 22 March 2013, Zibo Land Reserve and Exchange Centre
agreed to acquire, and the Company agreed to dispose of land
use rights of a Land, together with the buildings and fixtures
erected thereon, for a consideration of RMB56,650,800. Detall
of the disposal of the land was set out in the Company’s
announcement dated 22 March 2013.

IWRHMERERBBRAF

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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Notes to the Consolidated Financial Statements (continued) For The Year Ended 31 December 2012

46. BRTFZHMBRAEE 46. STATEMENT OF FINANCIAL POSITION OF
THE COMPANY
2012 2011
Wiz ARKEFT AREFT
Notes RMB’000 RMB’000
FERENEE Non-current assets
WE - BERRE Property, plant and equipment 927,106 703,482
EETiR Construction in progress 232,963 280,649
TR R TN Prepaid lease payments
HEZE on land use rights 180,929 159,432
BEME Investment properties 68,906 37,142
RITB AT ZIRE Interests in subsidiaries 383,474 348,475
RE LR T ER Interest in an associate 24,963 21,761
AfHEZRE Available-for-sale investments 156,303 136,072
AR EER T Prepayments for acquisition
5 A 2 3R of land use rights - 31,787
1,974,644 1,718,800
mENEE Current assets
FE Inventories 343,417 246,788
e BE FA X HL 4 EURERIE  Trade and other receivables 200,719 154,605
TR BN Prepaid lease payments
HERIA on land use rights 4,582 4,351
JE L H B A B 5R B Amounts due from subsidiaries (@) 545,127 390,331
[ [R) 2 B 22 B 3R Amounts due from
fellow subsidiaries (@ 3,963 4,489
W& Tax recoverable 409 2,882
W EIRITER Restricted bank deposits 31,100 28,263
BOIEREBR e EH Bank balances and cash 253,746 178,749
1,383,063 1,010,458
mEBAE Current liabilities
JERTBE R M FIE  Trade and other payables 403,624 309,875
JEE 15 A% 7 Dividend payables 5,311 13,614
TR ZHT B AR IE Amounts due to fellow subsidiaries  (a) - 441
JE A FR AR R A B 5B Amount due to ultimate
holding company (b) 13,500 —
¢ Borrowings 376,370 438,307
798,805 762,237
mEEERHE Net current assets 584,258 248,221
BRERRBDAR Total assets less
current liabilities 2,558,902 1,967,021
ot Lo 3 3

2012 ANNUAL REPORT
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For The Year Ended 31 December 2012 Notes to the Consolidated Financial Statements (continued)

46. FLATFZMERRNEER (Z) 46. STATEMENT OF FINANCIAL POSITION OF

THE COMPANY (Continued)

2012 2011
AREFT ARETFr
RMB’000 RMB’000
BERER Capital and reserves
PR Share capital 457,313 457,313
1 Reserves 1,282,509 1,215,246
R ARERE Proposed final dividend 4,573 13,719
1,744,395 1,686,278
EREBAR Non-current liabilities
BLEAEHRAE Deferred tax liabilities 8,948 5,570
SRIERARIER Loan from ultimate
holding company 496,500 —
B3 Borrowings 221,147 213,321
BB A Deferred income 87,912 61,852
814,507 280,743
2,558,902 1,967,021
Hiat - Notes:
@) ESEAmER . O N ARD (a) The amounts are unsecured, interest-free and repayable on demand.
KIEE -
(b) The amount is unsecured, non-interest bearing and no fixed
(b) ZEFRBEREER RBMNERE repayment term.
BEEHEROHENL -
WRHERNERGBRLT

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED



- RESBLBRA ST RAFER
%é /E\ZI- ﬁ%#&% M;.l. %I (ﬂﬁln) Prepared under Hong Kong Generally Accepted Accounting Principles
. . . . BE-_Z-—-F+-A=1t—-HILFE
Notes to the Consolidated Financial Statements (continued) For The Year Ended 31 December 2012

46. FLRTIZHBERABE(Z) 46. STATEMENT OF FINANCIAL POSITION OF
THE COMPANY (Continued)

Hiit - () Notes: (Continued)
(© ] () Reserves
qHHEL
BiEREE BFLHES RERE RRES REEH i
Available-for-
Share Capital  sale investment Reserve Retained
premium reserve reserve funds earnings Total
AREFT AREFTT AREFT AREFT AREFT AREFTT
RMB’000 RMB’000 RMB’000 RMB’000 RMB'000 RMB'000
WZE——F—F—H Asat1January 2011 466,618 97,501 114,088 183,085 304,582 1,165,874
KEREF Profit for the year - - - - 82,279 82,279
AEFEMEE Other comprehensive
(AZ) A (expense) income
for the year
EHEZREEE,  Fair value loss arising
MEER on available-for-sale
investments - - (22,574) - - (22,574)
HHMPARFEEEZ  Income tax relating to
BHZFER components of other
comprehensive income - - 3,386 - - 3,386
b2 AR RS Total other comprehensive
expense - - (19,188) - - (19,188)
EF2ENE (FI%) &% Total comprehensive income
(expense) for the year - - (19,188) - 82,279 63,091
EaRABH Transfer from
retained eamings - - - 7,423 (7,4293) -
BR-T——ERERE Proposed 2011 final dividend - - - - (13,719) (13,719)
R-Z— ﬁ As at 31 December 2011
+-RA=t- 466,618 97,501 94,900 190,508 365,719 1,215,246
—E-—EEH
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For The Year Ended 31 December 2012 Notes to the Consolidated Financial Statements (continued)

46. FLRFZMBRABE (=) 46. STATEMENT OF FINANCIAL POSITION OF
THE COMPANY (Continued)

Hiit - () Notes: (Continued)
(© (B () Reserves (Continued)
qHHEL
BiEREE BFLHES RERE RRES REEH i
Available-for-
Share Capital  sale investment Reserve Retained
premium reserve reserve funds earnings Total
AREFT AREFTT AREFT AREFT AREFT AREFTT
RMB’000 RMB’000 RMB’000 RMB’000 RMB'000 RMB'000
WZZE——F—F—B Asat1January 2012 466,618 97,501 94,900 190,508 365,719 1,215,246
KEREF Profit for the year - - - - 54,640 54,640
AEFEMEE Other comprehensive income
WA RR) (expense) for the year
WiHEZREESL 2 Fair value loss arising
RfERE on available-for-sale
investments - - 20,231 - - 20,231
SEMZAMEEBE  Income tax relating to
BRZAEH components of other
comprehensive income - - (3,035) - - (3,035)
Hin2ARGEE Total other comprehensive
income - - 17,196 - - 17,196
FEXANRLEE Total comprehensive income
for the year - - 17,196 - 54,640 71,836
BERARA Transfer from
retained eamings - - - 5,589 (5,589) -
BE-Z——FRHRE Proposed 2012 final dividend - - - - (4,573) (4,573)
i :E As at 31 December 2012
+ZA=t+- 466,618 97,501 112,096 196,097 410,197 1,282,509

IWRHMERERBBRAF

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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For The Year Ended 31 December 2012

47. MEATF 47. SUBSIDIARIES
WZZE—=—F+=—_A=+—8k= Particulars of Company’s subsidiaries as at 31 December 2012
T——F+-_fF=+—BARAMNH and 31 December 2011 are as follows:
BARZFFBMOT
BI/EREER BRITRER
HELFEH AEERER B /iMEs FRERER IERBRESHY
Place of incorporation/ Issued and fully
registration and form paid share capital / Principal activities and
Name of subsidiary of legal entity registered capital Effective interest held place of operation
2012 201
WRAHELE(EH) BRAT (HEEN) wH BREELT 769,007 65% 65% RENEEENREERRE
Shandong Xinhua Pharmaceutical (Eurape) B.V. Holland, imited company EURT69,000 Trading of medicine and
(*Xinhua Europe’) medical products in Europe
EE hE - BREALA AR%4B498900T  100% 100% MMEELENRBERRES
Medical Trading PRC, limited company RMB48,498,900 Trading of medicine and
medical products n the PRC
HENEREE (B ERAT ([ ARE]) hE ERELLT ARE2000000T  100% 100% REEEENRRERRTER
Zibo Xinhua Pharmacy (Chain] Company Limited PRC, limited company RMB2,000,000 Retai sales of medicine and
(‘Pharmacy’) medical products in the PRC
WENEBERIRARLA (Rik]) hE EREEAT ARE3 000000 100% 100% MPESEBEEETROFH
Zibo Xinhua Pharmaceutical Design Institute PRC, limited company RMBS3,000,000 Design of medical
Company Limited (‘Design’) production projects in the PRC
HENEhEYEAREALA(PE]) hE EREELT 1,500,000% T 5% 75% RAEEEREERFREDRHE
Zibo Xinhua-Eastwest Pharmaceutical PRC, lmited company USD1,500,000 Production and sale of calcium
Company Limited (‘Eastwest’) polycarbophil materials in the PRC
WRAEREERNRREARAR (LA hE BREEAA ARE5000000T  100% 100% REELNERRENKE
Shandong Xinhua Pharmaceutical Import & PRC, limited company RMB5,000,000 Import and export of chemical
Export Company Limited (‘Import & Export’) products and pharmaceutical
technical know-how in the PRC
KENERRREEREELA(BHE]) hE EREELT 6,000 00057 50.10% 50.10% RPETEENRBERR
SINO-USA Zibo Xinhua - Perrigo Pharmaceutical PRC, limited company USD6,000,000 Production of medicing and
Company Limited (‘Perrigo’) medical products in the PRC
HELE (B ERAA(HESR)) mE BRREAT ARE2300000007  100% 100% METEREELIER
Shandong Xinhua (Shonguang) Company Limited PRC, limited company RMB230,000,000 Production and sales of
(‘Xinhua Shouguang’) chemical products in the PRC
FE(4R)ExERAA(HEER)) hE EREALT ARE0000000  100% 100% U
Shandong (Zibo) Real Estate Company Limited PRC, limited company RMB20,000,000 Building management service
(Xinhua Real Estate)
B hE EREEAT ARE19000000T  100% NiA MELEENREERR
Gaomi PRC, limited company RMB19,000,000 Production of medicing and
medical products n the PRC
et - Notes:
AN B A R B R F RS F A B 21T None of the subsidiaries had issued any debt securities at 31 December 2012
I EBEES - and 2011 or at any time during the both years.
ZE-"FFH
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ShineWing

certified public accountants | 100027, PR.China

kA - +86(010)6554 2288
telephone: +86(010)6554 2288

9th Floor, Block A, Fu Hua Mansion,
No.8, Chao Yang Men Bei Da Jie,

Dong Cheng District, Beijing, (s +86(010)6554 7190
facsimile: +86(010)6554 7190

All Shareholders of
Shandong Xinhua Pharmaceutical Company Limited:

We have audited the accompanying financial statements of Shandong
Xinhua Pharmaceutical Company Limited (“the Company”), which
comprise the consolidated and the parent company’s balance sheet as
at 31 December 2012, and the consolidated and the parent company’s
income statement, the consolidated and the parent company’s cash
flow statement and statement of changes in shareholders’ equity for the
year then ended, and notes to the financial statements.

Management’s Responsibility for the Financial
Statements

The Company’s management is responsible for the preparation of these
financial statements in accordance with the Accounting Standards for
Business Enterprises. This responsibility includes: (1) preparing these
financial statements in accordance with the Accounting Standards
for Business Enterprises to fairly reflect the Company’s operation;
(2) designing, implementing and maintaining internal control relevant
to the preparation of financial statements that are free from material
misstatement, whether due to fraud or error.

IWRHERERBBRAF

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements
based on our audit. We conducted our audit in accordance with Chinese
Certified Public Accountants Auditing Standards. Those standards
require that we comply with ethical requirements and plan and
perform the audit to obtain reasonable assurance whether the financial
statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about
the amounts and disclosures in the financial statements. The procedures
selected depend on the auditor’s judgment, including the assessment
of the risks of material misstatement of the financial statements,
whether due to fraud or error. In making those risk assessments, the
CPA considers internal control relevant to the entity’s preparation of
the financial statements in order to design audit procedures that are
appropriate in the circumstances. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of
accounting estimates made by management, as well as evaluating the
overall presentation of the 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 financial statements comply with the requirements
of the Accounting Standards for Business Enterprises and present
fairly, in all important material respects, the consolidated and the
parent company’s financial position as at 31 December 2012, and the
consolidated and the parent company’s results of operations and cash
flows of the Company and the consolidated for the year then ended.

ShineWing Certified Public Accountants
Certified Public Accountant, PRC Tang Xuan

Certified Public Accountant, PRC Xue Genglei

Beijing, PRC
22 March 2013
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As at 31 December, 2012

BHRBRAAEERER

Consolidated and the Company’s Balance Sheet

Bl : ARET
Unit: RMB
& 2N
Consolidated The Company
Vi3 EXEH 88 EXReH ENeE
gE Balance at the Balance at the Balance at the Balance at the
Assets Notes end of the year  beginning of the year end of the year  beginning of the year
ROEE: Current assets
ERES Cash and Cash equivalents A 422,144,079.73 299,228,829.32 284,845,932.14 207,012,221.62
RHEEREE Held-for-trade financial asset - - - -
EWEE Note receivable N2 88,663,397.99 83,971,658.62 62,840,710.26 53,562,295.88
FE W8 30 Account receivable ~e3 255,710,229.48 262,870,515.11 290,030,541.66 256,004,460.97
BENTE Advances to suppliers N4 83,993,860.47 44,548,095.94 12,037,417.04 41,726,080.18
JEYFI B Interest receivable - - - -
FEMUR A Dividend receivable - - - 1,503,000.00
Hip QOther receivable AR 56,407,742.60 23,130,932.27 382,824,790.49 225,540,918.19
5 Inventories L) 489,672,752.10 423,789,013.64 343,416,393.05 246,788,527.02
—FRIPHOERHEE Non-current assets due within one year - - - _
EnnBEE Other current asset T 3,274,881.92 3,504,308.10 408,904.10 2,881,980.90
RHEESH Sub-Total current assets 1,399,866,944.29 1,141,043,348.00 1,376,404,688.74 1,035,019,484.76
kEDEE: Non-current assets
HEHESHEE Available-for-sale Financial Asset N8 156,302,848.00 136,072,016.00 156,302,848.00 136,072,016.00
BEZIHNE Held-to-maturity investment - - - -
REERZ Long-term receivable - - - -
RBRERE Long-term equity investment 79 26,469,105.56 23,354,546.13 408,437,703.55 370,235,110.84
REERE Investment property ~10 68,906,278.57 37,142,164.71 68,906,278.57 37,142,164.71
TEE Fixed assets Ao 1,422,986,240.48 1,063,156,229.23 925,888,204.23 702,928,789.04
FRIR Construction in progress N2 273,976,674.46 368,329,570.66 232,963,225.27 280,648,914.69
IEME Construction material - - - -
TEERE Disposal of fixed asset - - - -
EERENEE Biological asset - - - -
HREE Ol and nature gas - - - -
EWEE Intangible asset N 13 257,878,745.07 223,503,849.92 186,727,993.42 164,337,991.21
R Research & Development cost - - - -
HE Goodwil 714 2,715,585.22 - - -
REGHER Long-term prepayment - - - -
EILREHEE Deferred tax asset ~e15 19,167,942.38 16,588,466.03 - -
EnFERyEaE Other non-current asset - _ - _
ERBEESH Sub-Total non-current assets 2,228,403,419.74 1,863,146,842.68 1,979,226,253.04 1,691,364,986.49
BE&R Total Assets 3,628,270,364.03 3,004,190,190.68 3,355,630,941.78 2,726,384,471.25
WRHFENERMBRAT

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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Consolidated and the Company’s Balance Sheet (continued)
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Prepared in Accordance with PRC Accounting Standards

201212 A31H
As at 31 December, 2012

B - ARET
Unit: RMB
& 2N
Consolidated The Company
k3 £XeH FeE EXEH FNeE
AENRRER
Liabilities & Balance at the Balance at the Balance at the Balance at the
Shareholders’ equity Notes end of the year  beginning of the year end of the year  beginning of the year
RBAE: Current liabilities
RHER Short-term loans N7 419,855,000.00 296,147,188.29 302,855,000.00 259,307,188.29
RoteBEE Held-for-trade financial liabilities - - - -
ERER Note payable ~e18 122,278,300.00 113,522,400.00 212,278,300.00 110,352,400.00
&R Account payable 719 274,151,006.42 244,632,752.42 128,598,997.99 116,746,797.70
BUFoE Advances for customers N 20 14,523,093.09 18,506,602.50 6,226,783.65 7,520,634.94
ENBIEMN Employees’ wage payable N2 16,424,353.34 24,853,604.12 16,174,353.34 24,641,435.12
EXHE Tax payable N 22 (3,165,293.25) (7,979,147.28) 4,322,170.75 (860,605.43)
FERFIE Interest payable N 23 515,850.22 740,352.28 515,850.22 740,352.28
FE AR I Dividends payable N 24 5,310,599.53 15,111,220.33 5,310,599.53 13,614,220.33
L AP Other account payable 725 94,121,525.59 87,082,292.23 37,870,566.95 54,208,783.24
—ERIHENETHEE non-current liabilities within one year N 26 73,514,650.00 179,000,000.00 73,514,650.00 179,000,000.00
HrHas other current liabilities N 27 2,897,000.00 590,000.00 2,897,000.00 590,000.00
hBRRSH Sub-Total current liabilities 1,020,426,084.94 972,157,264.89 790,564,272.43 765,861,208.47
FEDAK: Non-current liabilities
REfT Long-term borrowings N 28 717,647,450.00 213,321,000.00 717,647,450.00 213,321,000.00
[Eft &% Bonds payable - - - -
REENT Long-term payable - - - -
HEEMNT Specific payable N 29 13,500,000.00 - 13,500,000.00 -
BHERE Provisions - - - -
BREMERAR Deferred tax liabilities 730 11,130,228.57 4,148,600.75 7,147,217.33 4,148,600.75
EERyas Other non-current liabilities 7~ 31 88,577,485.50 64,824,303.73 88,577,485.50 64,824,303.73
FEDARSH Sub-total of non-current liabilities 830,855,164.07 282,293,904.48 827,472,152.83 282,293,904.48
BE4H Total liabilities 1,851,281,249.01 1,254,451,169.37 1,618,036,425.26 1,048,155,110.95
ZE-"FFR
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As at 31 December, 2012 Consolidated and the Company’s Balance Sheet (continued)
Bl : ARET
Unit: RMB
EL 847
Consolidated The Company
it FXEeE FNeE FXEE FNeE
ARNRRER
Liabilities & Balance at the Balance at the Balance at the Balance at the
Shareholders’ equity Notes end of the year  beginning of the year end of the year  beginning of the year
BR#S: Shareholders’ equity
BA Capital N 32 457,312,830.00 457,312,830.00 457,312,830.00 457,312,830.00
EARE Capital reserve 38 676,695,708.42 659,499,501.22 676,214,977.65 659,018,770.45
W EFR Less: Treasury stock - _ _ _
ZEEE Special reserve - _ _ B
BHLE Surplus reserve N34 196,759,210.38 191,170,376.99 196,096,669.07 190,507,835.68
—REREE General Risk Provision - - - -
RAEHE Undistributed profits N3 407,127,875.87 402,772,516.20 407,970,039.80 371,389,924.17
NERRMEZE Exchange difference arising from transaction (607,710.35) (822,894.34) - -

of financial statements denominated in
foreign currencies

BERBLT Sub-Total shareholders’ equity attributable

BRERAH to the parent company 1,737,287,914.32 1,709,932,330.07 - -
PRERES Minority Interest 36 39,701,200.70 39,806,691.24 - -
RRER4H Total shareholders’ equity 1,776,989,115.02 1,749,739,021.31 1,737,594,516.52 1,678,229,360.30
RENEREREH Total liabilities & shareholders’ equity 3,628,270,364.03 3,004,190,190.68 3,355,630,941.78 2,7126,384,471.25

IWRHERERBBRAF

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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Consolidated and the Company’s Income Statement For the year of 2013
By - ARKIT
Unit: RMB
aff 53N
Consolidated The Company
HE ki3 ESH TEEE FESH TFSH
Balance for Balance for Balance for Balance for
Item Notes this year last year this year last year
- ERX&kA Total Operating Income 2,971,519,619.90 2,937,528,055.33 1,752,796,478.56 1,805,458,124.22
EfZ%WA Includes: Operating Income R8T 297151961990  2937,528055.33  1,752,796,478.56  1,805,458,124.22
Z. EXEEsx Total Operating Cost 2,996,016,283.80 2,874,617,794.85 1,725,454,400.94 1,749,515,071.83
Ao HERAE Including:  Operating Cost N 3T 2,447,201,083.03 2,391,580,913.17 1,453,204,111.04 1,533,694,893.06
BERER Business taxes and surcharges 7538
Bim 15,429,035.69 13,158,975.16 9,305,384.52 9,000,247.70
HEBR Selling Expense 39 239,897,943.29 199,663,018.57 29,066,464.92 22,897,050.70
EEBH Management Expense N 40 215,688,194.67 176,046,032.51 171,459,300.11 145,042,121.62
HHER Financial Expense A 60,254,240.00 37,268,918.23 59,629,956.92 36,971,658.53
EERERE Impairment loss of assets N 42 17,545,787.12 56,899,937.21 2,789,183.43 1,909,100.22
. DAEHE  Adk  Gainor Loss from changes
2EHUE in fair value - - - -
REWEH Investment gain or loss 748 5,791,482.57 9,017,412.63 9,254,512.11 10,509,738.64
Hep  HBAMEM Including: Gain or loss from investment
BELE in associates and joint ventures
RENE 3,202,592.71 5,140,685.08 3,202,592.71 5,140,685.08
3 Exchange gain - - - -
= BRE Operating profit (18,705,181.33) 71,927,673.11 36,596,590.33 66,452,791.03
Me BEHNEA  Add: Non-operating income 44 66,954,709.06 32,370,741.31 37,760,203.44 26,378,632.29
B BENTH  Less:  Non-operating expenses 45 13,268,458.75 11,086,887.75 10,231,507.92 7,352,654.85
Heh:3EREEE  Including: Gain or loss on disposal of
REBX non-current assets 6,807,412.80 3,910,059.76 6,714,600.83 3,858,833.73
m. FEEE Total profit 34,981,068.98 93,211,526.67 64,125,375.85 85,478,768.47
B FIBHER  Less: Income tax expense N 46 8,718,849.87 13,692,685.92 8,237,041.93 11,247,672.85
E | Net profit 26,262,219.11 79,618,940.75 55,888,333.92 74,231,095.62
GEREAT Net profit attributable to equity holder of
AR B SEF the company 23,663,577.96 76,023,665.57 - -
YR RER Net profit attributable to minority shareholder 2,508,641.15 3,595,075.18 - -
N BRES Earnings per share
(=) EARSRIKE Basic eaming per share 0.05 017 0.12 0.16
(Z) %EEREKE Diuted eaning per share 0.05 0.17 0.12 0.16
t. EftRena Other comprehensive income 17,527,259.50 (20,051,251.32) 17,196,207.20 (19,188,362.40)
N Gakasg Total of comprehensive incomes 43,789,478.61 59,567,689.43 73,084,541.12 55,042,733.22
SENTARREH Total of comprehensive incomes attributable to
GAWGESR the owners of the parent company 41,074,969.15 56,274,425.38 - -
SERNDHREL  Total comprehensive income attrioutable to
EEieatcE] the minority shareholders 2,714,509.46 3,293,264.05 - -
ZE-"FFR
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Prepared in Accordance with PRC Accounting Standards

2012 FF .
For the year of 2012 Consolidated and the Company’s Cash Flow Statement
By ARKT
Unit: RMB
aff BALF
Consolidated The Company
1| Vi3 337 ] LFEE 333 TE2E
Balance for Balance for Balance for Balance for
Item Notes this year last year this year last year
- EEIDEER CASH FLOWS FROM
ReRg: OPERATING ACTIVITIES
HERFS  B4K  Cash receipts from the sale of goods or
ell:opiekea rendering of services 1,903,060,384.55 1,855,244,488.33 1,209,310,029.47 1,310,421,451.44
e ERE Receipts of tax refunds 13,631,414.76 18,621,799.91 4,481,851.17 11,893,627.97
W i B8 %55 Other cash receipts relating to
BEEMRS operating activities 7~ 49 90,619,062.40 62,106,399.69 57,777,665.10 59,167,568.47
EBEHRRAA  SUB-TOTAL OF CASH INFLOWS
Y FROM OPERATING 2,007,310,861.71 1,935,872,687.93 1,271,569,545.74 1,381,482,647.88
BE®S ZEX4%  Cash payments for goods purchased and
UL services received 1271,697,875.11  1,183,762,064.67 725,139,560.44 869,837,792.37
SREBRINR Cash paid o and on behalf of employees
REIXfNERS 293,831,181.04 296,587,462.59 224,310,311.40 214,824,698.90
THMEERE Payments of all types of taxes 96,361,393.01 109,577,114.64 45,017,500.21 62,002,161.01
THEMREEES  Other cash payments relating to
BENRE operating activities N 49 307,602,422.16 248,862,127.18 129,223,739.73 101,980,027.26
EEEHRLARM  SUB-TOTAL OF CASH OUTFLOWS
Y ACTIVITIES 1,969,492,871.32 1,838,789,669.08 1,124,291,111.78 1,248,644,679.54
BETHELD NET CASH FLOWS FROM
ReRERH OPERATING ACTIVITIES 37,817,990.39 97,083,018.85 147,278,433.96 132,837,968.34
Z. REEHEEN CASH FLOWS FROM
BaReE: INVESTING ACTIVITIES
WE%EYEIHES  Cash receipts from disposals of investments - 11,612,520.00 - 11,612,520.00
BERERE Cash receipts from returns on investments
WEWE S 2,588,889.86 1,910,113.99 7,554,920.00 1,899,440.00
REETEE EF Net cash receipts from disposals of fixed assets,
BEMEMRHEE intangible assets and other long-term assets
KESRSFE 694,533.00 1,507,653.85 686,332.00 1,387,653.85
REFRAR Net cash receipts form disposals of subsidliaries
EnEZEN and other business units
KEmRE R - - - —
WEEERETE  Other cash receipts relating to investing activities
BENES - - - —
#EEHREMA  SUB-TOTAL OF CASH INFLOWS FROM
Y INVESTMENT ACTIVITIES 3,283,422.86 15,030,287.84 8,241,252.00 14,899,613.85
B2ETAE EF Cash payments to acquire or construct
EEMEMRS fixed assets, intangible assets and
BESRNRSE other long-term assets 386,464,457.15 337,568,945.86 297,560,972.99 208,540,148.08
RELZANRS Cash payments to acquire investments - - 35,000,000.00 —
BEFRAR Net cash payments for acquisition of
Hit 8% Ef subsidiaries and other business units
XRHREFE 21,997,322.00 - - —
SFEMEREES  Other cash payments relating to
BN investing activities - - 111,000,000.00 132,000,000.00
RETHRLRE  SUB-TOTAL OF CASH OUTFLOWS FROM
It INVESTMENT ACTIVITIES 408,461,779.15 337,568,945.86 443,560,972.99 340,540,148.08
REEHELEN NET CASH FLOWS FROM
ReRERH INVESTING ACTIVITIES (405178356.29)  (322,538658.02)  (435,319,72099)  (325,640,534.2)
WRFERNERBBERLT
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Prepared in Accordance with PRC Accounting Standards

Consolidated and the Company’s Cash Flow Statement For the year of 2013
By ARKT
Unit: RMB
& B4F
Consolidated The Company
RE Vi3 FESH LFEE FESH 588
Balance for Balance for Balance for Balance for
Item Notes this year last year this year last year
= EEEHELEN CASH FLOWS FROM
ReRg: FINANCING ACTIVITIES
R B W BRI Cash receipts from investors - - - _
Heb: FRRMRYE  Including: Cash receipts from
DHRE the shareholders of subsidiaries
REWE
bk - - - —
MEEZUEINES  Cash receipts from borrowings 1,076,889,590.50 529,537,228.29 956,889,590.50 529,537,228.29
WEIEMEEEES Other cash receipts relating to
BBENRE financing actvities - - - —
EZTHRLRAN  SUB-TOTAL OF CASH INFLOWS FROM
it FINANCIAL ACTIVITIES 1,076,889,590.50 529,537,228.29 956,889,590.50 529,537,228.29
EBEEHTHES  Cash repayments of amounts borrowed 510,523,378.14 352,000,000.00 510,523,378.14 352,000,000.00
AERF Cash payments for distribution of dividends
FE%ER or profits, or cash payments
FEXRanRe for interest expenses 83,840,918.44 49,373,466.21 75,680,581.80 49,378,466.21
Heb i FAFXA  Including: Cash payments to the minority
DYRRA shareholders for distribution of
e F - F78 dividends or profits 4,317,000,00 - - —
SHEMESEEE  Other cash payments relating to
BEnMRe financing activities 7549 5,000,000.00 - 5,000,000.00 —
EZZHHLARH  SUB-TOTAL OF CASH OUTFLOWS
it 599,364,296.58 401,373,466.21 591,203,959.94 401,373,466.21
EEEDELEN NET CASH FLOWS FROM
ReRERE FINANCING ACTIVITIES 477,525,293.92 128,163,762.08 365,685,630.56 128,163,762.08
m, EE@HERER  EFFECT OF FOREIGN EXCHANGE
ReSEMHYTE  RATE CHANGES ON CASH AND
CASH EQUIVALENTS (2,586,197.61) (2,813,057.83) (2,647,153.01) (2,333,402.09)
I BHE&RFEELEEN  NET INCREASE IN CASH AND
BEmME CASH EQUIVALENTS 107,578,730.41 (100,104,934.92) 74,997,190.52 (66,972,205.90)
m: BUBEEk  Add Beginning balance of cash and
ReZEY cash equivalents
B 267,965,349.32 368,070,284.24 178,748,741.62 245,720,947.52
N BXRRERRS ENDING BALANCE OF CASH AND
SEVEH CASH EQUIVALENTS 375,544,079.73 267,965,349.32 253,745,932.14 178,748,741.62
ZE-"FFR
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For ey of 2012 Consolidated Statement of Changes in Shareholder’s Equity
By - ARKT
Unit: RMB
REEaa#H
PRRRAS Total
SERBLARAREENG Minority ~ Shareholders
Equity attributable to the company Interests Equity
2 REOR W EER BB EBOR  -BERER  AOEVR 0]
-1 Share Capital Less: Treasury Special Surplus  General risk  Undistributed
Item capital reserve stock reserves reserves provision profits Others
- LEEFRE Ending balance of last year 45731283000 639,499,50122 - - 19117037699 - ARSI (62289434 3080669124 1749739021 31
- eHHREE Add: Effects of the changes in
accounting policies - - - - - - - _ _ _
HEEREE Effects of the connection of prior year
accounting errors - - - - - - _ - _ _
. KEEDRE Beginning balance of the year 457,312,830.00  659,499,501.22 - 191,170,376.99 - 402,772,616.20 (822,894.34)  39,806,691.24 1,749,739,021.31
Z FERRERLT Increase/decreased in the year - 17,196,207.20 - - 5588833.39 - 4,355,35067 215,183.99 (105,490.54)  27,250,093.71
[l il I Netproft - - - - - - 2368357796 250864115 26262.210.1
(2) AfuA%E 1 Other comprehensive income - 17,196207.20 - - - - 21518399 11586831  17527.25050
F(=)R(Z) st Subtotal of land I - 17,196,207.20 - - - - 23663,577.96 21518399 271450946  43,789,478.61
(2) RERAM Il Shareholder’s contribution capital
BOER and decrease in capital - - - _ _ _ _ B _ _
1. RREAEA a. Shareholder’s contribution
capital - - - - - - - - - _
2. RAZMHA b, share based payments record
Bt in reserve
x| - - - - - - - _ _ _
3 B c. Others - - - - - - _ _ _ _
(m) FESE IV Profits distribution - - - - 5588833.39 - (19,308218.29) - (2,820,000.00) (16,539,384.90)
1. ROBHOE a. Transfer to surplus reserves - - - - 558383839 - (5,568833.39) - - -
2. #O-# b, Transfer to general
EREE risk provision - - - - _ _ _ _ _ _
3 BREMSE o Distbution o sharehoders - - - - - — (1871938490 ~ A0 (16,539,38490)
4 £ d. Others - - - - - - _ _ _ _
(R) REEEAFEE V Transfer to intemal
shareholders' equity - - - - - - - - - _
1. EDREE a. Capital resenve to capital
BR(SRK) (Share capital) - - - _ _ _ _ _ B _
2. BHORER b, Surplus reserves to capital
BR(FRK) (Share capital) - - . . - _ _ _ _ _
3 BHLE ¢. Making good of loss with
ARER surplus reserves - - - - - - - . . _
4 it d. Others - - - - - - _ _ _ _
(%) 2RER VI Special reserves - - - - - _ _ _ _ _
1. RERE a. Transfer for the year - - - - . - - . _ _
2. KERH b, Utlisation of the year - - - - . - - _ _ _
(+) £ VI others - - - - _ _ _ _ _
B EERRE Ending balance of the year 45731283000 676,695.708.42 - — 19675921038 - ATITTSET 0771038 3070120070 1776.969,115.02

17 ARHT

IWRHERERBBRAF
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Consolidated Statement of Changes in Shareholder’s Equity (continued) For the year of sort
Unit: RMB
BEEE&H
YBRREE Total
BERBLAFFREENG Minority ~ Shareholder's
Equity attributable to the company Interests Equity
23 REOR W RER R BBOR -BERER  AOEFE R
A Share Capital  Less: Treasury Special Surplus  General risk  Undistributed
Item capital reserve stock reserves reserves provision profits Others
- LEERBH Ending balance of last year 457,312,830.00  678,687,863.62 - —  183,747,267.43 — 367,087,601.69 (262,016.55)  38,010427.19 1,714,533,973.38
M EHMEZE  Add: Eflects of the changes in
accounting policies - - - - - - - - _ _
HBEEEE Effects of the connection of prior year
accounting errors - - - - - - - - - _
Z REENRE Beginning balance of the year 457,312,830.00  678,687,863.62 - — 183,747,267.43 - 357,037,601.69 (262,016.55  38,010427.19 1,714,533,973.38
Z FERReDLH Increase/decreased in the year - (19,188,362.40) - - 742310956 - 4573491451 (560,877.79)  1,796,264.05  35,205,047.93
(=) #HlE I Netproft - - - - - — 7602366557 - 3507518 7961804075
(Z) Efefa%E 1 Oter comprehensive income - (19,188,36240) - - - - — (56087779 (30201113 (20,051,251.32)
Eif(=)R(Z)F Subtotal of land I ~ (19,188,362.40) - - - - 76,023,665.57 (560,877.79) 329326405  59,567,689.43
(Z) RERAR Il Shareholder's contribution capital
HOER and decrease in captal - - - - - - - _ _ _
1. BREAEA a. Shareholder's contribution
capital - - - - - - - - _ _
2. RARAEHA b, share based payments record
HRREH in reserve
2 - - - - - - - - . _
3 £ c. Others - - _ _ _ _ _ _ _ _
(m) HEAR - Profts distibuon - - - — 742310056 — (30,288,751.0) — (149700000 (24,362,641.50)
1. REBHLRE a. Transfer to surplus reserves - - - — 742310956 — (7423,10956) _ _ _
2. RB-# b Transfer to generel
BRER risk provision - - - _ _ _ _ _ _ B
3 HRRHAE ¢ Distibuton to shareholders - - - - - — (2286564150 — (149700000 (24362,64150)
4 B d. Others - - - - _ _ _ _ _ _
(%) BEBEAYES v Transfer to intemal
shareholders' equity - - - - - - - - - -
1. BRDRES a. Capital reserve to capital
BA(FRK) (Share capital - - - - - - - . - _
2. BHLRES b, Surplus reserves to capial
EX(8RE) (Share capital - . - a _ _ _ _ _ _
3 BHLNE ¢. Making good of oss with
ARER surplus resenves - - - - - - - . _ _
4 £t d. Others - - - - - _ _ _ _ _
() 2EEE VI Special reserves - - - - - - - _ _ _
1. KERE a. Transfer for the year - - - - . _ _ _ _ _
2. KEHR b Utiisation of the year - - - - _ _ _ _ _ B
(+) &t VIl others - - - _ _ _ _ _ _ _
B $EEXRBH Ending balance of the year 457312,83000  659,499,501.22 - ~191,170,876.99 — 40277251620 (822,89434)  39,806,691.24 1,749,739,021.31
—e——EEH
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Prepared in Accordance with PRC Accounting Standards
2012

For the year of 2012 The Company Statement of Changes in Shareholder’s Equity

g7 - ARKT
Unit: RMB
REREAH
i EER -RERER FAEHR Total
%A (29 EFLR Less: Treasury ERER EROR General risk Undistributed Shareholder’s
Item Share capital ~ Capital reserves stock  Special reserves  Surplus reserves provision profits Equity
- LEERBH Ending balance of last year 457,312,830.00 659,018,770.45 - - 190,507,835.68 - 371,389,924.17  1,678,229,360.30
m: EHBRESE Add:  Effects of the changes in
accounting policies - - - - - - - -
HBEREE Effects of the connection of prior year
accounting errors - - - - - - - -
iy 3321 | Beginning balance of the year 457,312,830.00 659,018,770.45 - - 190,507,835.68 - 371,389,924.17  1,678,229,360.30
s AERREDEE Increase/decreased in the year - 17,196,207.20 - - 5,588,833.39 - 36,560,115.63 59,365,156.22
(-) 5HB | Net profit - - - - - 55,888,333.92 55,888,333.92
(Z) EEARE I Other comprehensive income - 17,196,207.20 - - - - 17,196,207.20
HR(=)R(Z) gt Subtotal of [ and Il - 17,196,207.20 - - - - 55,888,333.92 73,084,541.12

(Z) RERAMFELER Il Shareholder's contibution capital
and decrease in capital - - - - - - - -
1. RREAEE a. Shareholder's contribution

capital - - - - - - - _
2. ROZHIA b, share based payments
Bttt record in reserve
x| - - - - - - - _
3 Kt c. Others - - - - . _
(m) HEAE W' Profts distibution - - - - 5,568,833.39 - (1930821829 (13719.38490)
1. REBBLE a. Transfer to surplus reserves - - - - 5,588,833.39 (5,588,833.39) -
2. RE-& b, Transfer to general
BRER rigk provision - - - - - - _ _
3 HRROAR ¢. Distrioution to shareholders - - - - - - (13,719,384.0) [18,719,384.90)
4 Eft d. Others - - - - - - - _
(R) RREZAPESE v Transfer o intemal shareholders’
equity - - - - - _ _ _
1. BRREEE a. Capital reserve to capital
ER(FRE) (Share capita) - - - - - - _ _
2 BHLNEES b, Surplus reseves to capitel
BR(FRE) (Share capital) - - - - - - _ _
3 BHLE ¢ Making good of loss vith
BrEE surplus reserves - - - - - - _ _
4 Ef d. Others - _ _ _ _ _ _ B
() BREE VI Specia reserves - - - - _ _ _ _
1. RERR a. Transfer for the year - - - _ - _ _ _
2. KERER b, Utlisation of the year - - - - _ _ - _
(+) £ VIl others - - - - - - - _
W FEERRE Ending balance of the year 457,312,830.00 676,214,977.65 - 196,096,669.07 - 407,970,039.80 1,737,594,516.52
WRHERBERGBRLT
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The Company Statement of Changes in Shareholder’s Equity (continued)

RIEPESHERRR

Prepared in Accordance with PRC Accounting Standards

2011 £ E

For the year of 2011

81y - ARHT
Unit: RMB
REREAH
i EER -RERER FAEHR Total
%A (29 EFLR Less: Treasury ERER EROR General risk Undistributed Shareholder’s
Item Share capital ~ Capital reserves stock  Special reserves  Surplus reserves provision profits Equity
- LEERBH Ending balance of last year 457,312,830.00 678,207,132.85 - - 183,084,726.12 - 327,447 579.61 1,646,052,268.58
m: EHBRESE Add:  Effects of the changes in
accounting policies - - - - - - - _
HBEREE Effects of the connection of prior year
accounting errors - - - - . _ _ _
Z KEEORE Beginning balance of the year TA28000  678,207,132.85 - - 13087612 - ATEI9E 164605226858
Z FERREDER Increase/decreased in the year - 19,188,362.40) - - 7,423,109.56 - 43,942,344.56 R,177,091.72
(=) #1R I Netproft - - - - - - 74.231,095.62 74.231,095.62
(Z) EEAKE I Other comprehensive income - (19,188,362.40) - - - - - (19,188,362.40)
R (=)R(Z) st Subtotal of [ and Il - (19,188,362.40) - - - - 74,231,095.62 55,042,733.22
(=) RERAMFLEE Il Shareholder's contribution capital
and decrease in capital - - - - - - - -
1. RREAEE a. Shareholder's contribution
capital - - - - - - - _
2. ROZHIA b, share based payments
Bt dat) record in reserve
2 - - - - - - . _
3 Kt c. Others - - - - - - . .
(m) HEAE - Profis distribution - - - - 742310056 - (30288,751.08)  (22,865,641.50)
1. ROBHLME a. Transfer to surplus reserves - - - - 7,423,100.56 - (7,423,109.56) -
2. RE-K b, Transfer to general
BRER rigk provision - - - - - . _ _
3. HREROAE ¢ Distrbution to sharsholders - - - - - - (22,865,64150) (22,865,64150)
4 Eft d. Others - - - - - - - _
(B) REREZAPESE v Transfer o intemal shareholders’
equity - - - - - - _ _
1. BRREEE a. Capital reserve to capital
ER(FRE) (Share capita) - - - - - _ _ _
2. BHLEES b Surplus reserves to capital
BR(FBRE) (Share capita) - - - - - - _ _
3 BHLE ¢ Making good of loss vith
BrEE surplus reserves - - - - - - _ -
4 Ef d. Others - _ . _ _ _ _ _
() 53BREE VI Special reserves - - - - - _ _ _
1. AERE a. Transfer for the year - - - - _ - _ _
2. KERR b, Utlisation of the year - - - - . _ - _
(t) £ VIl others - - - - - - - _
B, 3EEREH Ending balance of the year 457,312,830.00 659,018,770.45 - - 190,507,835.68 - 37138992417 1678,29,360.30
—e——EEH
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Unless otherwise indicated, all figures are stated in RMB’000
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Prepared in Accordance with PRC Accounting Standards
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Notes to the Financial Statements
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Background of the Company

Shandong Xinhua Pharmaceutical Company Limited (here-in-after
referred to the Company) was established in 1993, through the
reorganization of Shandong Xinhua Pharmaceutical Factory. The
Company was listed in Hong Kong and issued its H Shares at
Hong Kong Stock Exchange in December 1996 .The Company
also listed in Shenzhen and issued its A Shares at Shenzhen
Stock Exchange in July 1997. The Company became a foreign
invested joint stock company in November 1998, with approval
from Ministry of Foreign Trade and Economic Cooperation of
the People’s Republic China. As approval, the Company issued
additional 30 million ordinary A shares and decreased 3 million
state-owned shares on September 2001.

The Company’s registered capital at 31st December 2012 is
RMB 457.3183 million, the capital structure is as follow:

B EBE 11-1:3:%.3:4:]
The proportion
of the total
AV Class of shares Quantity of Shares share capital
(%)
— BREEENRBIREET | Subtotal of restricted tradable

outstanding shares 1 0.0002

ARBREKGRER A share restricted tradable senior
management-held shares 1 0.0002

. EREEGNTREBIRAET Il Subtotal of no restricted tradable
outstanding shares 457,312 99.9998
AR E @R (AR) RMB ordinary shares (A share) 307,312 67.1995
RN ETINE B (HAR) Overseas foreign shares (H share) 150,000 32.8003
= BB lll. Total shares 457,313 100.000

ARAETENEME HEMHEE
EBREE BB RcTERM -

ARBEBBERABILURFERESE
BAEREMERA (VAT BHEWLRH
EEE)  ARBRKEVARESR
EREEBERARD (A THBEER
ZH) o R KRG RN AR N #
B ROETEARKE S 85 -
BRE MBS EEFERERRZE -
ETEHBRRARGAE  RATTE
RAEAIMBERERE KEEARMA
BERBRAS EFGREAFEHE
IREENEELLERETE-

The Company is mainly engaged in developing, manufacturing,
selling of bulk pharmaceuticals, preparations and chemicals
products.

The company’s controlling shareholder is Shandong Xinhua
Pharmaceutical Group Co., Ltd. (hereinafter referred to as
Shandong Xinhua Group). The ultimate control company is Hualu
Holdings Co., Ltd. (hereinafter referred to as Hualu Holdings).
The Company’s authority is controlled by the general meeting
of shareholders. It exercises voting rights of company’s policy,
financing, investment, profit distribution and other significant
matters. The board of directors take responsibility for the general
meeting of shareholders, and execute company’s business
decision-making right. Managers takes charge of organization
and implementation of issue approved by the general meeting
of shareholders and the board of directors, also company’s
production, operation and management.

IWRHERERBBRAF

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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NOteS to the F/I’Ial’lC/a/ Statements (Continued) Prepared in Accordance with PRC Accounting Standards
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Background of the Company (continued)

The Company’s registered address is Chemical Area of Zibo
New and High Technology Industrial Development Zone, Zibo,
Shandong Province.

Significant Accounting Policies Accounting,
Estimates and Presentation of consolidated
Financial Statement Consolidation

1) Basis of the Preparation for Financial Statements

The financial statements have been prepared on the
basis of going concern. According to the actually incurred
business transactions and matters, in accordance with
(ASBEs) Accounting Standards for Business Enterprises
and other related requirements issued by the Ministry
of Finance, the financial statement have been prepared
based on the Significant Accounting Policies Accountings,
Estimates and preparation of consolidated financial
statements.

2) The Statement of Compliance with the ASBEs

The financial statements of the Company have been
prepared in accordance with the requirements of the
ASBEs, and present truly and completely, in all material
respects, the consolidated and the Company’s financial
position, the operations results as well as the cash flows.

3) Accounting Year

The fiscal year of the Company is from January 1 to
December 31 of each calendar year.

4) Functional currency

The Company’s functional currency is RenminBi (RMB).

5) Basis of accounting and principle of measurement

The financial statements have been prepared on an
accrual basis. Except for the held-for-trading financial
assets and available-for-sale financial assets which
measured at their fair value, the principle of measurement
of the Financial Statements is historical cost.
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Significant Accounting Policies Accounting,
Estimates and Presentation of consolidated
Financial Statement Consolidation (continued)

6)

Business Combination

Business combination refers the event or transaction that
the Company combines two or more separate enterprises
as one reporting entity. The Company shall recognize the
assets and liabilities derived from business combination at
the combination date or acquisition date. A combination
date or acquisition date is the date on which the
Company effectively obtains control of the company being
absorbed.

a

b)

Business combination involving enterprises under
common control

The assets and liabilities acquired through a
business combination involving enterprise under
common control is measured by the acquirer
according to the carrying amount recorded by the
acquirer’s at the combination date. The difference
between the consideration of combination and
the carrying amount of the acquired net assets is
included in capital reserve; if the capital reserve is
not sufficient, it is adjusted in retained earnings.

Business combination not involving enterprises
under common control

The cost of business combinations not involving
enterprise under common control is the aggregate
of the fair value, at the acquisition date, of the
assets given, liabilities incurred or assumed,
and equity securities issued by the acquirer,
in exchange for control of the acquire. When
the costs of business combinations exceed the
acquirer’'s identifiable net assets, the difference
is recognized as goodwill. When the costs of
business combination less than the acquirer’s
identifiable net assets, after reassessment, the
difference is included in the profit or loss in the
current period.
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Significant Accounting Policies Accounting,
Estimates and Presentation of consolidated
Financial Statement Consolidation (continued)

7) Basis of Preparation of Consolidated Financial
Statements

a) Scope of Consolidation

The consolidated financial statements include
subsidiaries and special purpose entities effectively
controlled by the Company.

b) Preparation of consolidated financial statements

Consolidated financial statements have been
prepared in accordance with the ASBEs No.
33-Consolidated Financial Statements and
relevant supplementary regulations. All significant
transactions and balances between the Company
and its subsidiaries are eliminated for the purpose
of consolidation. The equity of subsidiaries not
held by the parent company shall be presented
separately as minority shareholders’ equity in
consolidated shareholders’ equity.

Any difference arising from the inconformity of
accounting year or accounting policies between
the subsidiaries and the Company shall be
adjusted in the consolidated financial statements.

When preparing the consolidated financial
statements, if the Company acquired the
subsidiary through business combination not
involving enterprise under common control, the
separate financial statements shall be adjusted
based on the fair value of identifiable net asset at
the acquisition date. If the subsidiary is acquired
through business combination involving enterprise
under common control, the consolidated financial
statements shall included the carrying amount of
assets, liabilities, operating result and cash flow
of the subsidiary at the beginning of the current
period.
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Significant Accounting Policies Accounting,
Estimates and Presentation of consolidated
Financial Statement Consolidation (continued)

8)

9)

Cash and Cash Equivalents

The cash in the Cash Flow Statement refers to the cash-
on-hand and those deposits, which are available for
payment at any time. The cash equivalents refer to short-
term (due within 3 months since the date of purchase)
and highly liquidated investments that are readily
convertible to known amounts of cash and subject to an
insignificant risk of change in value.

Foreign Currency Business and Translation of
Financial Statements Denominated in Foreign
Currencies

a. Foreign Currency Transactions

Foreign currency transactions shall be translated
into RMB according with the spot exchange
rate on the first day of the month, in which the
transactions occurred. At the balance sheet
date, foreign currency monetary items shall be
translated into RMB using the spot exchange rate
on the balance sheet date. Exchange differences
arising from the differences between the spot
exchange rate prevailing at the balance sheet date
and those spot rates used on initial recognition or
at the previous balance sheet date are recognized
in profit or loss for the current period, except for
those arising from borrowing in foreign currencies
or production of qualified assets that are eligible
for capitalization, difference related to the principal
and interest on a specific-purpose borrowing
denominated in foreign currency for acquisitions,
constructions or production of the qualified assets,
which capitalized as cost of the related assets.
Foreign currency non-momentary items measured
in fair value are translated using the spot
exchange rate at the date when the fair value was
determined. Differences between the translated
amount and the original amount are accounted for
as changes in fair value and included in profit or
loss for the current period. Foreign currency non-
monetary items measured in historic cost using
the spot exchange rate when the transaction
occurred.
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Significant Accounting Policies Accounting,
Estimates and Presentation of consolidated
Financial Statement Consolidation (continued)

9) Foreign Currency Business and Translation of
Financial Statements Denominated in Foreign
Currencies (continued)

b. Translation of Financial Statements Denominated
in Foreign Currencies

Assets and liabilities in the balance sheet
denominated in foreign currencies are translated
at the spot rate prevailing at the balance sheet
date. The equity items, except for undistributed
profits, are translated at the spot exchange rate
when they occurred. Income and expenses in
the income statement denominated in foreign
currencies are translated at the spot exchange
rate at the date of the transactions. The resulting
differences are presented as a separated
component of shareholders’ equity in the balance
sheet. Cash flow dominated in foreign currency
or from the foreign subsidiaries are translated at
the spot rate when occurs. Effects on cash arising
from the change of exchange rate are presented
as separate item in the cash flow statement.

10) Financial Assets and Financial Liabilities
a. Classification of financial assets

Financial assets are classified into the following 4
categories: financial assets at fair value through
profit or loss, available-for-sale financial assets,
receivables and held-to-maturity investments,
the classification depends on the intention and
economic substance to hold the financial assets.

i Financial assets at fair value through
profit or loss are with the financial assets
held for short time, and presented in the
balance sheet as held-for-trading financial
assets.
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Significant Accounting Policies Accounting,
Estimates and Presentation of consolidated
Financial Statement Consolidation (continued)

10)

Financial Assets and Financial Liabilities (continued)

a.

Classification of financial assets (continued)

ii. Available-for-sale financial assets are non-
derivative financial assets that are either
designated in this category upon initial
recognition or not classified under other
categories.

iii. Receivable refers to non-derivative
financial assets for which there is no
quotation in the active market with fixed or
determinable amount. They include Notes
receivable, Accounts receivable, Interests
receivable, Dividends receivable and other
accounts receivables.

iv. Held-to-maturity investments refer to the
non-derivative financial assets with fixed
or determinable recoverable amount and
fixed maturity that the management has
the positive institution and ability to hold to
maturity.

Recognition and measurement of financial assets

The financial asset of the Company becomes
a party of financial contract, which is initially
recognized at its fair value in balance sheet.
Transaction cost related to the acquisitions of
financial assets at fair value through profit or
loss is expensed to the profit or loss as incurred.
Transaction costs are included in the carrying
amount of assets at initial recognition. Financial
asset are decongested when the contractual
rights to receive cash flows from the financial
assets expired, or all the risks and rewards related
to the ownership of a financial assets have been
substantively transferred to the transferee.
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Significant Accounting Policies Accounting,
Estimates and Presentation of consolidated
Financial Statement Consolidation (continued)

10) Financial Assets and Financial Liabilities (continued)

b.

Recognition and measurement of financial assets
(continued)

After initial recognition, the Company shall
measure the financial assets at fair value through
profit or loss and available-for-sale financial assets
at their fair values.

Changes in fair value of financial assets at fair
value through profit or loss are recorded in the
gain or loss from changes in fair value. Interests
or cash dividends received during the holding
period are recognized as investment income.
On disposal, the difference between fair value
and initial recognized amount are recognized as
investment income and adjust the gain or loss
from changes in fair value accordingly.

Except for impairment losses and exchange gains
or losses due to foreign currency financial assets,
changes in fair value of available-for-sale financial
assets are recognized in shareholders’ equity.
When financial assets terminate, the movement
is accounted into current income statement.
Interests calculated using the effective interest rate
method during the holding period is recognized
as investment income. Dividends from available-
for-sale equity instruments are recognized as
investment income.
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Significant Accounting Policies Accounting,
Estimates and Presentation of consolidated
Financial Statement Consolidation (continued)

10)

Financial Assets and Financial Liabilities (continued)

C.

Impairment of financial assets

Except for financial assets at fair value through
profit or loss, the Company shall assess the book
value of financial assets on the balance sheet
date. Provision for impairment loss is made if
there is objective evidence showing that a financial
asset is impaired.

If financial assets measured by amortized cost
decline, provision for bad debt is made due to
balance of estimated cash flow (Excluding future
credit losses that have not yet occurred) and
the present value lower than book value. If there
is objective evidence that the value of financial
assets has been restored, and objectively relates
to the loss matter, the previously recognized
impairment loss is recognized as profit or loss for
the period.

If available for sale financial assets at fair value
have a significant or prolonged decline, originally
recorded in the shareholders equity decline in
fair value due to the cumulative loss included in
impairment loss. If impairment of available for
sale financial assets has been confirmed, that
objectively relates to impairment losses when the
fair value increases, the previously recognized
impairment loss is accounted as profit or loss for
the period. For the confirmed impairment loss of
available for sale financial assets, the fair value
increase is directly accounted into shareholders’
equity.
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Significant Accounting Policies Accounting,
Estimates and Presentation of consolidated
Financial Statement Consolidation (continued)

10) Financial Assets and Financial Liabilities (continued)
d. Transfer of financial assets

If financial assets meet one of the following
conditions, will be derecognized:

(1) The contractual rights to receive cash
flows of the financial assets terminate;

2) The financial assets have been transferred
and major risk and rewards of the
Company’s financial assets ownership
transferred to the transferee;

3) The financial assets have been transferred,
and the Company gives up the control of
the financial assets, neither transfer nor
retain the risk and rewards of financial
assets ownership.

If the Company neither transfer nor retain risk
and rewards of ownership, and does not give up
the control of the financial asset, financial asset
and liability is recognized in accordance with its
continuing involvement in transferred financial
asset. Continuing involvement in transferred
financial assets means the risk level caused by
financial assets changes.
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Significant Accounting Policies Accounting,
Estimates and Presentation of consolidated
Financial Statement Consolidation (continued)

10)

Financial Assets and Financial Liabilities (continued)

d.

Transfer of financial assets (continued)

If the entire transfer of financial asset qualifies for
derecognition, the difference between the book
value of transferred financial assets and the sum
of accumulated fair value changes due to other
comprehensive income and transfer price are
recognized as profit or loss for the period.

If part of the transfer of financial asset qualifies for
derecognition, the book value is amortized based
on the fair value of recognized and derecognized
part. The difference between the amortized book
value of transferred financial assets and the sum
of accumulated fair value changes due to other
comprehensive income and transfer price are
recognized as profit or loss for the period.

Financial liabilities

Financial liabilities are classified as financial
liabilities at fair value through profit or loss and
other financial liabilities upon initial recognition.

Financial liabilities at fair value through profit
and loss include those held-for-trading financial
liabilities and those designated as financial
liabilities at fair value through profit or loss upon
initial  recognition. These financial liabilities are
subsequently measured at fair value. The gains
or losses from the change of fair value and the
dividends or interests expenses relating to these
financial liabilities are recognized as profit or loss
for the period.
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Significant Accounting Policies Accounting,
Estimates and Presentation of consolidated
Financial Statement Consolidation (continued)

10) Financial Assets and Financial Liabilities (continued)
e. Financial liabilities (continued)

Other financial liabilities are measured using actual
rate method, subsequently measured by using
amortized cost method.

When current obligations of financial liabilities
relieve as a whole or a part, it is derecognized.
The difference between its book value and
payment are recognized as profit or loss for the
period.

f. Determination method about fair value of Financial
assets and Financial liabilities

For the active financial assets or financial liabilities
in the market, the quotations will be used for
determination of their fair value. In an active
market, the company has held financial assets or
financial liabilities to be assumed by the current
bid price for the corresponding assets or liabilities
at fair value; The Company intends to acquire
financial assets or financial liabilities have been
assumed by the current asking price for the
corresponding assets or liabilities at fair value.
The economic environment has major change
recently after trade day. Refer to interest rate
or current price of financial assets or liabilities,
adjust recent trade market price to ensure the
fair value of financial assets or liabilities. The
Company has sufficient evidences to prove recent
market price of transaction is not fair value, and it
makes appropriate adjustments to market price to
determine fair value of financial assets or liabilities.
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Significant Accounting Policies Accounting,
Estimates and Presentation of consolidated
Financial Statement Consolidation (continued)

10) Financial Assets and Financial Liabilities (continued)

f. Determination method about fair value of Financial
assets and Financial liabilities (continued)

For the inactive financial instruments, the company
will adopt the evaluation technology to determine
their fair value. Evaluation technology reference
to the transaction between knowledgeable,
willing parties to recent market prices used in
transactions and the same current other financial
assets at fair value, discounted cash flow analysis
and option pricing models.

11) Accounting for provision for bad debts loss

a. The Company confirms accounting for provision
for bad debts loss as following principals:
Provision for bad debts is made when the debts
may go into liquidation, bankruptcy; or the debtors
have not enough assets to distinguish its liabilities;
or have severe short fall of cash; or there are
serve natural disaster that leading the debtors to
suspense their operations and unable to settle the
debts in the foreseeable period; or the debtors
let the payment overdue in settlement of debts or
other evidences showing that the amounts, will
not or probably be able to recover.

b. Bad debt losses are accounted for using the
allowance method, and at the end of the year
impairment test the accountings by individual
combination. Provisions for bad debts are made
on an aging basis and recognized in current gains
or losses. When there is evidence showing that
the amount is made to be recovered, it is written
off against the allowance accounted for receivable
after the Company’s approval procedures has
been completed.

IWRHERERBBRAF
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Significant Accounting Policies Accounting,

SHUHEERENEERF X Estimates and Presentation of consolidated
(4&) Financial Statement Consolidation (continued)
1. BRRFEERRERAEFE 11)  Accounting for provision for bad debts loss
(#&) (continued)
(1) EIHEEAIWEIE (i Accounts receivable for individual significant and
AT IR E B R FEN individually provision for bad debts
HE

BEsREANHEKEXSRELE

1% B8 I8 & %8 8 1B5008 TT Y FE W R TR AR 5
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Determine basis or amounts standards
for individual significant

Individual accounts receivable amount more than
5 million seem as a significant receivables

Provision method for amount individually significant
and individually provision for bad debt

According to the future cash flows is lower than
the difference between its book value,
provision for bad debts

Accounts receivable provision for bad debts
according to combination
Determine the basis of combination
Combination of aging

Dividing combination on the basis of aging
for the credit risk characteristics

Combination with the relationship between
trading partners

Dividing combination on the basis of
related party transaction

Combination for special accounts

Mainly including taxes to be deductible,
amounts receivable from export tax rebates
and other special

Provision method of provision for bad debts
according to combination

Combination of aging
Provision bad debts according to the aging analysis

Combination with the relationship between
trading partners

Provision bad debts according to other method
Combination for special accounts

Provision bad debts according to other method
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Significant Accounting Policies Accounting,

SHUHEERENEERF X Estimates and Presentation of consolidated
(& Financial Statement Consolidation (continued)
1. BRRFEERREZRAEFE 11)  Accounting for provision for bad debts loss
(#&) (continued)
@) B E I E R EE (ii) Accounts receivable provision for bad debts
JEW R () according to combination (continued)
1) HARBRSTENE A The preparation for provision for bad debts of
WK TE S AR E S IR adopting the aging analysis as following:
LBl T
3t BB U 7R
AR TR LA g 341
Withdrawal
percentage Withdrawal
of accounts percentage of
[ 5] Aging receivable  Other receivable
(%) (%)
1F AR Within one year 0.5 0.5
1-24F 1-2 years 20 20
2-34F 2-3 years 60 60
3FELF More than 3 years 100 100
2) B H Ath 77 R B9 FE IR (B) Other method for provision bad debts of account
RIBEREERTR - receivables
BT SEHRBIE Relationship with trading partner

AR 77 FE WRIR T EHR I BR

FRREIEEES

FENT S BRLE DR ESHRNIEEE
WA G R IR AR

@ EFEHRBHILEAE ©)
EEAIERERRERGN
JE MR IR
BIRFHRER AN IE R

EReBEIEANARBAATRERER
I BE [ R L R g 5 1 B R TR

BREBOFRTA

RBERKRSREBREER
HEEEENZE  HRERER

No provision for bad debts for related parties
Combination for special accounts
No provision for bad debts for taxes

to be deductible, amounts receivable
from export tax rebates and other special

Accounts receivable of individual amount is not
significant but individually provision for bad debts

The reason for individually provision for bad debts

Accounts receivable of individual amount is
not significant, and in accordance with
the provision for bad debts combination
does not reflect the risk characteristics

Method for provision for bad debts

Provision bad debts according to future cash flow
lower than the differences of book value

IWRHERERBBRAF

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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Significant Accounting Policies Accounting,
Estimates and Presentation of consolidated
Financial Statement Consolidation (continued)

12)

13)

Inventories

Inventories mainly include raw materials, packaging
materials, low-value consumables work-in-process,
finished products and goods in stock.

The company adopts perpetual inventory method, the
purchased inventories shall be accrued at the actual cost;
the purchase or warehousing of various inventories in the
company are priced based on the actual cost; the low-
value consumable products and packing material are
taken, they will be accrued to the cost at on time.

At the end of period, provision for decline in value of
inventories is made if the inventories are damaged,
become partially or completely obsolete or sold at a price
lower than cost. The provisions for finished goods and
large-amount raw materials are made on the excess of
their costs over their lower net realizable values on an
item-by-item basis. Other inventories items are assessed
on collective basis.

Net realizable value of goods-in-stock, work-in-progress
or held-for-sale raw materials are determined by their
estimated sales less the related selling expenses and
taxes. Net realizable value for raw material for held for
production are determined by the estimated selling price
of finished goods less the estimated cost to completion,
selling expenses and taxes.

Long-term equity Investments
a. Classification of Long-term Investments

Long-term Investments mainly include the
investments in entities over which the Company
can exercise control, joint control or can exercise
significant influence as well as those that do not
have quoted prices in an active market and whose
fair value can not be reliably determined and over
which the Company can not exercise control, joint
control or exercise significant influence.
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Significant Accounting Policies Accounting,
Estimates and Presentation of consolidated
Financial Statement Consolidation (continued)

13) Long-term equity Investments (continued)

a.

Classification of Long-term Investments
(continued)

The term Joint control refers to the control over an
economic activity in accordance with the contracts
and agreements. The determination of joint control
is based on the fact that there is no unilatered
control over the operating activities of the entity.
The decision relating to the operations must be
made by all parties’ unanimous agreement.

Significant influences refers to the rights to
participate in making decisions on the financial
and operating policies of an enterprise, but not
to control or do joint control together with other
parties over the formulation of these policies. The
existence of significant influence mainly based
on the fact that directly or indirectly through
subsidiaries held more than 20% (including 20%)
and less than 50% in the investee’s voting shares.
If there is no evidence showing that the Company
has no rights take part in the decision of the
investee’s operating decision, it will not constitute
the significant influence.

Initial Measurement of Long-term Equity
Investment

The initial investment cost of a long-term
equity investment acquired through a business
combination involving enterprise under common
control is the carrying amount of the owners’
equity of the party being absorbed at combination
date. The initial investment cost of the long-term
equity investment acquired through a business
combination but not involving enterprise under
common control shall be the aggregate cost of
assets given.

IWRHERERBBRAF
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Significant Accounting Policies Accounting,
Estimates and Presentation of consolidated
Financial Statement Consolidation (continued)

13) Long-term equity Investments (continued)

b.

Initial Measurement of Long-term Equity
Investment (continued)

Apart from the long-term equity investment
acquired through a business combination as
mentioned above, the initial investment cost
of long-term equity investment acquired by
payment of cash shall be actual purchase price
that has been paid, and includes those costs,
taxes and other necessary expenditures directly
attributable to the acquisition of the long-
term equity investment; For a long-term equity
investment acquired by the issue of equity
securities, the initial investment cost shall be the
fair value of the securities issued; For a long-
term equity investment invested by an investor,
the initial investment cost shall be value stipulated
in the investment contract or agreement; For a
long-term equity investment acquired through
an exchange of non-monetary assets or debt
restricting transaction, the initial investment cost
shall be determined in accordance with relevant
accounting standards.

Subsequent Measurement of Long-term Equity
Investment

Investments in subsidiaries are accounted for
using the cost method and adjusted by equity
method when the preparation of the consolidated
financial statements. Investments in joint ventures
and associates are accounted for using the
equity method. Investments, where the Company
does not have control, joint control or significant
influence over the investee and the investment is
not quoted in an active market and its fair value
cannot be reliably measured, shall be accounted
for using the cost method. Long-term equity
investment where the Company does not have
control, joint control or significant influence, but
the investment is quoted in an active market
and its fair value can be reliably measured are
accounted as available-for-sale financial assets.
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Significant Accounting Policies Accounting,
Estimates and Presentation of consolidated
Financial Statement Consolidation (continued)

13) Long-term equity Investments (continued)

C.

Subsequent Measurement of Long-term Equity
Investment (continued)

When the company adopts the cost method,
the long-term equity investment valuation as its
initial investment cost, and when the additiona
investment or recovers, adjusting the cost of long
term equity investment .When applying the equity
method, the investment gain or loss for the period
represents the Group’s share of the net profits
or losses made by the investee for the current
period. The Company recognizes its share of
the investee’s net profits or losses based on the
fair value of the investee’s individual separately
identifiable assets at the acquisition date, the
adjustments to align the accounting policies and
accounting period of the Company, unrealized
profit or loss resulting from the Company and
the associates and joint venture are eliminated
for the attributable to the Company based on its
share in the investee. For the first time held prior
to the implementation date of associates and
joint ventures in the long-term equity investments,
if their existence of an equity investment in
the investment-related debit balances, it will
be deducted from the original straight-line
amortization of the remaining period of the equity
investment debit balance confirmation Investment
income.

IWRHMERERBBRAF
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Significant Accounting Policies Accounting,
Estimates and Presentation of consolidated
Financial Statement Consolidation (continued)

13) Long-term equity Investments (continued)
a. Switching of cost method and equity method

The company will convert to use the cost method
for Long-term investment measured using equity
method will change to cost method when the
share of equity in the investee decreases so
that the Company has no longer joint control
or significant influence over the investee and
there is no quoted prices in an active market
for the investments and whose fair value can
not be measured reliably when the Company
has ability to exercise control over the investee
due to such reason as increase in investment,
the measurement of the investment is charged
to apply cost method. For the Long-term equity
investments over which the Company has gained
joint control, but not control, due to such reason
as increase in investment or when the Company
has no longer has ability to exercise control but
has ability to exercise joint control or significant
influence over the investee due to such reasons
as disposal of investment, the measurement will
change from cost method to equity method.

e. Disposal of Long-term Investments

On disposal of Long-term investment, the
difference between the carrying value if the
investments is recorded as investment gain or
loss. For the Long-term investments using equity
method, the share of owners’ equity other than
profit or loss, of the investee included in the
owner’s equity of the Company will be transferred
to reckon into owners’ equity as a result of
other change of investee owners’ equity except
net profit. If the company deals the investment,
investment gain or loss reckon into the period.
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2. Significant Accounting Policies Accounting,
Estimates and Presentation of consolidated
Financial Statement Consolidation (continued)

14) Investment properties

Investment properties for the period including rented land
use right and rented buildings.

Investment properties are initially measured at initial cost.
The cost of Investment properties purchased includes
purchasing price, tax, and other expenses directly
related to the assets. The cost of Investment properties
constructed by the Company itself is cost of construction
incurred to bring the assets to its intended usage
condition.

Investment properties are subsequently measured by cost
model. Depreciation is provided to investment properties
over their estimated useful lives and after taking into
account of their estimate residual value, using straight-
line basis. The expected usage life of the investment
properties, the net residual value rate and the annual

By EmT depreciation (amortization) rates of the investment
properties are follows:
AR IEFER (F) FERESR FiNEF
Estimated residual Annual
Types Depreciable life value rate  depreciation rate
(%) (%)
{6 A A RmbEFR
Land use right Benefit from the transfer of life 0 —
B2 2 EEY) 20%F
House & building 20 years 5 4.75

EREMEMENRERNE
AERE - RIENEZ B
BZEEAMEEERARE
ETEESRIVEE - ARE
WENRAENERRDES
HEARIEER BB NEZ
B BEEEERELE
EERSRENREME - 3
EEME > AEBE W RRE
EBEFRERENAREE-

EREUFMERESE - =X
FEXARMER BB T
WEE B & T S BE N 2
RUILFERZAR B FBE -
REUEHMENS BF -
WEERRBNEERAMG
HEMEEMHEBNERDY
T AEHBES -

It

a

When the usage of the investment properties is changed
to own-used, they will be accounted for as fixed assets
or intangible assets from the date of change. When the
usage of own-used properties change to held for rental
income or for capital appreciation, the properties will
be accounted for from fixed assets or intangible assets
to investment properties from the date of change. The
carrying amount of the assets immediately before the
change will be adopted as the cost immediately after the
change.

Investment properties are derecognized on disposal
or retirement that these shall be no economic benefit
after disposal. When the investment properties are sold,
transferred, scraped or changed, the proceeds received
after deducting their carrying amount and related taxes
are recognized in profit or loss for the period.

IWRHMERERBBRAF

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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Significant Accounting Policies Accounting,
Estimates and Presentation of consolidated
Financial Statement Consolidation (continued)

15) Fixed Assets

a)

b)

c)

Recognition of Fixed assets

Fixed assets are tangible assets with useful lives
for more than one accounting year, and held for
use in the production goods, rending of services,
for rental, or for administrative purposes and it is
probable that economic benefits associated with
the assets will flow to the Company; and the cost
of the asset can be measured reliably.

Classification of Fixed assets

Fixed assets include house & buildings, machinery
& equipment, vehicles, electronic instrument and
office equipment and other equipment.

Measurement of Fixed assets

Fixed assets are initially measured at actual
cost of acquisition, among which, the cost of a
purchased fixed asset comprises the purchase
price VAT, import, related taxes and any directly
attributable expenditure for bringing the assets to
working condition for its intended use. The cost
of self-constructed fixed asset comprises those
expenditures necessarily incurred for bringing
the asset to working condition for its intended
use. The cost of a fixed asset invested by an
investor are determined in accordance with the
value stipulated in the investment contract or
agreement, except where the value stipulated
in the contract or agreement is not fair in this
case fair value issued. The cost of a fixed assets
acquired by finance lease are the lower of the
fair value of the leased asset and the present
value of the minimum lease payments at the
commencement of the lease term.
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Significant Accounting Policies Accounting,
Estimates and Presentation of consolidated
Financial Statement Consolidation (continued)

15)

Fixed Assets (continued)

d)

Depreciation of Fixed assets

Fixed assets (excluding those fully depreciated
yet still used in operation) are depreciated on a
straight-line basis. The estimated net residual
value at 5%). Depreciation of a fixed asset shall
be provided for monthly and, depending on the
purpose for which the fixed asset is used, shall
either be included as part of the cost of the
relayed assets or recognized in profit or loss for
the current period. The useful life and rate of
depreciation are as follows:

BERmT

A IEFER(F) FIMEE%)
Items Depreciation period (year)  Annual Depreciation rate (%)
BB Y

House & buildings 20 4.75
MR

Machinery & equipment 10 9.50
BEfEe

Electronic instrument 5 19.00
MAREREHTA

Office equipment and vehicles 5 19.00
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Subsequent expenditure of fixed assets

The subsequent expenditures related to a
fixed asset, mainly include expenses for repair,
renovation and mending, improvement which
shall be included in the cost of the fixed asset
if it meets the recognition condition of a fixed
assets. The carrying amount of the replaced parts
is derecognized. Expenditure not quantified for
recognition as a fixed asset, once happen, it will
be recognized into current gain or loss.
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Significant Accounting Policies Accounting,
Estimates and Presentation of consolidated
Financial Statement Consolidation (continued)

15) Fixed Assets (continued)

f)

The company reviews the estimated useful life,
estimated net residual value, and the depreciation
method of the fixed assets at the end of each
year. Any change happened shall be treated as
changes of accounting estimates.

When fixed assets are disposed, or through the
use or disposal can not be expected to produce
economic benefits, fixed asset is derecognized.
The income of fixed assets sold, transferred,
scrapped or destroyed deducts net book value
and related taxes reckoning in current profit or
loss.

16) Construction-in-progress

a

b)

Measurement of construction progress

Construction-in-progress measured at the
expenditures actually incurred. The cost of
construction work undertaken by the Company
itself includes direct materials cost, direct labor
cost, and direct construction expenses. The cost
of constructing construction work is determined
according to amount paid to the contractor.
The cost of equipment installation is determined
according to the cost of equipment, installation
charges and test run expenses. Cost of
construction-in-progress also includes capitalized
borrowing costs and gain or loss from currency
exchange.

Timing for transfer of construction-in-progress to
fixed assets

Construction-in-progress is transferred to
fixed assets at the date of reaching its usable
conditions at an estimated amount based on the
construction budget, construction price, or actual
cost of construction. Depreciated is charged from
the next month after it is put into use. The value
of the asset will be adjusted when the resolution
procedures are completed.
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Significant Accounting Policies Accounting,
Estimates and Presentation of consolidated
Financial Statement Consolidation (continued)

17)

The Accounting Treatment of Borrowing Cost

Borrowing costs include interest, amortization of discount
or premium related to borrowings, ancillary costs incurred
in connection with the borrowings, and exchange
difference arising from foreign currency borrowings.
Borrowing costs are directly attributable to the acquisition,
construction or production of a qualifying asset. The
capitalization of borrowing costs can commence only
when all of the following conditions are satisfied;
expenditures for the asset are being incurred, borrowing
costs are being incurred; and activities relating to the
acquisition, construction or production of the asset that
are necessary to prepare the asset for its intended use or
sale have commenced. The amount of other borrowing
costs incurred shall be recognized as an expense in the
period in which they are incurred.

When funds are borrowed under a specific-purpose
borrowing the amount of interest to be capitalized is the
actual interest expense incurred on that borrowing for the
period less any bank interest earned from depositing the
borrowed funds before being used on the asset or any
investment income on the temporary investment of those
funds; when funds are borrowed under general-purpose
borrowings the amount of interest to be capitalized is
determinate by applying the weighted average of the
interest rate applicable to the general purpose borrowing
to the weighted average of the excess amounts of
cumulative expenditures on the asset over and above the
amounts of specific-purpose borrowings. Capitalization
rate confirmed as general borrowing weighted average
rate.

Qualifying assets are assets (fixed assets, investment
property, inventories,) .That necessarily takes a substantial
period of time for acquisition, construction or production
to get ready for their intended use or sale.

Capitalization of borrowing costs shall be suspended
during periods in which the acquisition, construction or
production of a qualifying asset is interrupted abnormally,
when the interruption is for a continuous period of
more than 3 months. Capitalization of borrowing costs
shall cease when the qualifying asset being acquired,
constructed or produced becomes ready for its intended
use or sale.
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Significant Accounting Policies Accounting,
Estimates and Presentation of consolidated
Financial Statement Consolidation (continued)

18) The Pricing and Amortization of Intangible Assets

a)

b)

The pricing method of intangible assets

The Company’s intangible assets mainly include
land use right, software use right, non-patented
technology, and etc. The cost of a purchased
intangible asset is determined by the expenditures
actually incurred and other costs. The cost of
an intangible asset invested by an investor is
determined in accordance with the value stipulated
in the investment contract or agreement, except
where the value stipulated in the contract or
agreement is not fair, fair value will be used.

Amortization of intangible assets

The cost of land use right is amortized evenly over
the whole period of the right. The cost of software
use right and non-patented technology of the
Company is amortized evenly over the shorter
period of the expected useful life, the contractual
beneficial period and the useful life specified in the
law, which is five years in the Company. Hand use
rights are amortized over the terms 8, the rights,
software use rights are amortized over 5 years.
The amortization charge shall be recognized as
cost of an intangible asset or profit or loss for
the current period by the object of benefit derives
from the assets.

For an intangible asset with a finite useful life, the
Company reviews the useful life and amortization
method at each financial year-end. There are
changes, adjustments will be made. For an
intangible asset with an indefinite useful life, the
Company reassesses the useful life of the asset
in each accounting period. If there is evidence
indicating that the useful life of that intangible
asset is finite, the Company shall estimate the
useful life of that asset and amortized accordingly.
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Significant Accounting Policies Accounting,
Estimates and Presentation of consolidated
Financial Statement Consolidation (continued)

19)

20)

Research and Development

According to the nature of expenditures and uncertainty
of the final achievement, expenditure on an internal
research and development project is classified into
expenditure on the research phase and expenditure on
the development phase.

Expenditure on the research phase of an internal research
and development project is recognized in profit or loss
in the period in which it is incurred. Expenditure on the
development phase is recognized as an intangible asset
when all of the following conditions are satisfied: (a) the
technical feasibility of completing the intangible asset so
that it will be available for use or sale; (b) the intention
to complete the intangible asset and use or sell it; (c)
there is a market for the output of the intangible asset or
the intangible asset itself; (d) the availability of adequate
technical, financial and other resources to complete the
development and the ability to use or sell the intangible
asset; (e) its ability to measure reliably the expenditure
attributable to the intangible asset during its development
phase.

Expenditure on the development phase which does not
meet the above conditions is included in the profit or
loss in the period in which it is incurred. Expenditure in
the development phase which has been included in the
profit or loss in the prior period will not be recognized
as intangible asset in subsequent period. The capitalized
expenditure in the development phase shall be recognized
as intangible asset when the asset is ready to its intended
use.

Impairment for Non-financial Assets

The Company assesses at each balance sheet date
whether there is any indication that may be impaired, as
long-term equity investment fixed assets, construction-
in-progress, intangible assets of finite useful life if there
is any indication that is an assets may be impaired, the
recoverable amount is estimated for the asset. Goodwill
and an intangible asset with an indefinite useful life shall
be tested for impairment annually, irrespective of whether
there is any indication that the asset may be impaired. If it
is not possible to estimate the recoverable amount of the
individual asset, the Company determines the recoverable
amount of the asset group or set of asset group to which
the asset belongs.
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Significant Accounting Policies Accounting,
Estimates and Presentation of consolidated
Financial Statement Consolidation (continued)

20) Impairment for Non-financial Assets (continued)

If the recoverable amount of an asset is less than its
carrying amount, the difference shall be recognized as an
impairment loss. Once the impairment loss is recognized,
it shall not be reversed in subsequent periods.
Recoverable amount of an asset is the higher of its fair
value less costs to sell and the present value of the future
cash flow expected to be derived from the asset.

The following are indications that an asset may be
impaired: (a) during the period, market value of the
asset has declined significantly more than that would
be expected as a result of the passage of time or
normal use; (b) there are significant changes with an
adverse effect on the Company have taken place during
the period, or will be taken place in the near future, in
technology, economic or legal environment. in which the
Company operates; (c) the market interest rates or other
market rates of return on investments have increased
during the period, and these increase are likely to affect
the discount rate used in calculating the present value
of an asset’s expected future cash flows and decrease
the assets recoverable amount materially; (d) evidence
is available of obsolescence or physical damage of an
asset; (e) an asset has become or is becoming idle,
the Company discontinues using an asset or plans to
dispose of an asset before the previously expected date;
(f) evidence is available from internal reports that indicates
that the economic performance of an asset is, or will be,
worse than expected, for example, the net cash flows
generated or operating profit realized (or operating loss
arising) from the asset are much less (or more) than the
budgeted amounts.; (g) other indications that an asset
may be impaired.

21)  Goodwill

Goodwill are the amount at the acquisition date or
purchasing date, of the investment cost or cost of
business combination not involving enterprises under
common control, that exceeds the acquirer’s interest in
the fair value of the investees’ or acquirer’s identifiable
net assets.

Goodwill related with subsidiaries is presented in
consolidated financial statements as a separate item.
Goodwill related with joint ventures and associates are
included in the carrying amount of long-term equity
investment.
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Significant Accounting Policies Accounting,
Estimates and Presentation of consolidated
Financial Statement Consolidation (continued)

22) Employee Benefits

In the accounting period in which an employee has
rendered service to the Company, employee benefits
payable are recognized as a liability. Employee benefits
are accounted as cost of related assets or charged
to profit or loss for the current period according
to the benefits derived from the employee service.
Compensation for termination of employment relationship
with employees is included in the profit or loss in the
current period.

Employee benefits mainly include wages or salaries,
bonuses, allowances and subsidies, social security
contributions, housing funds, union running costs and
employee education costs, and other expenditures
incurred in exchange for service rendered by employees.

23) Provision
a) Recognition of provision

A provision is recognized as a liabilities
when an obligation related to a contingency,
such as guarantees provided to outsiders,
pending litigations or arbitrations, product
warranties, redundancy plan, onerous contract,
reconstructing, expected disposal of fixed assets,
satisfied all of the following conditions: (a) the
obligation is a present obligation of the Company;
(b) it is probable that an outflow of economic
benefits will be required to settle the obligation;
(c) the amount of the obligation can be measured
reliably.

b) Measurement of provision

A provision shall be initially measured at the best
estimate of the expenditure required to settle
the related present obligation. Considering the
factors, such as risk, uncertainties, and time value
of money related to the contingencies. Where the
effect of the time value of money is material, the
best estimate shall be determined by discounting
the related future cash outflows. The Company
reviews the carrying amount of a provision at the
balance sheet date. Where there is a charge, clear
evidence that the carrying amount of a provision
does not reflect the current best estimate, the
carrying amount shall be adjusted to the current
best estimate.
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Significant Accounting Policies Accounting,
Estimates and Presentation of consolidated
Financial Statement Consolidation (continued)

24) Recognition of Revenue

The Company’s revenue is mainly from sale of goods,
rendering of services and alienating the rights to use
assets. Revenue is recognized when the amount of
revenue can be measured reliably and associated
economic benefit will flow into the Company the following
conditions are satisfied, for more details as follows:

a) Revenue from sales of goods

Revenue from the sale of goods is recognized
when all of the following conditions are satisfied:
(@) the Company has transferred to the buyer the
significant risks and rewards of ownership of the
goods; (b) the Company retains neither continuing
managerial involvement to the degree usually
associated with ownership or effective control
over the goods sold; (c) the amount of revenue
can be measured reliably; (d) it is probable that
the associated economic benefits will flow into the
Company; and (e) the associated costs incurred
or to be incurred can be measured reliably.

b) Revenue from rending of services

Revenue from the rendering of services is
recognized only when all of the following
conditions are satisfied: (a) the amount of revenue
and costs for the transaction involving the
rendering of services can be measured reliably;(b)
the associated economic benefits can flow into
the Company; (c)and the stage of completion of
the service can be measured reliably. When the
provision of service is commenced and completed
in the same year, revenue is recognized at the
completion; where in different accounting year, the
revenue is recognized percentage of completion
method at the balance sheet date the outcome
of the transaction can be estimated reliably. The
percentage of completion shall be determined by
the cost incurred and the estimated whole cost.
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Significant Accounting Policies Accounting,
Estimates and Presentation of consolidated
Financial Statement Consolidation (continued)

24)

25)

Recognition of Revenue (continued)

C) Revenue from alienating the rights to use assets,
revenue from alienating the rights those assets is
recognized only when the associated economic
benefit can flow into the Company, and the
amount of revenue can be measured reliably.

Government grants

Only the governmental allowance meeting the following
conditions attached and has been received will be
recognized: If the government grant is the form of
monetary assets, it will be measured at the actual amount
received. For the grant awarded in accordance with
the standards of fixed amounts, it will be measured at
amounts receivable. If the government grant is in a form
of a non-monetary asset, it is measured at the fair values;
if the fair values are not reliably obtained, they will be
calculated at the nominal amounts of RMB 1.

Government grant related to assets is recognized as the
deferred income and amortized evenly over the usage life
of relevant assets, to profit and loss. For a government
grant related to income, if the grant is a compensation
in relation to expenses or losses to the incurred in
subsequent periods, the grant is recognized as deferred
income and recognized in profit or loss over the periods.
If the grant is a compensation for related expresses
or losses already incurred, the grant is recognized
immediately in profit or loss for the current period.

IWRHMERERBBRAF

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED




B IS SRR M (/)

Notes to the Financial Statements (continued)

R RERMABRASBIFE A  UARB T IR

Unless otherwise indicated, all figures are stated in RMB’000
RIEPEIE SR R

Prepared in Accordance with PRC Accounting Standards

. EE®MKE- gsHEstm
EHMERENBERAE

(&)

26.

27.

BEFRSRBEMEERT
RAR

EIEFTS R EEMREFE
HABEREBEEEMABNG
HEEEREEENZE
(ERMER)FEER - Y
RIZ BRI TE BE SR A 1R
FREEREARASENA
A0 1B AN KR - AR (A
ERMEEERAEAELT
FEREE NEEREBR
B REMBHEEMNRLT
FEREE  REEHNE
ZEEXBEZABHM
ERREGE -

AR A LAR ] BE BRAS A 2R 4K
MAENEREEZNEN
MATS RS IR - R i Al 3K
NERMEERELHRTRR
BREE HOBRWEL
PSR EE - &2 RE
HIFERAEELZESEHN
FEM T P15 78 A AR R JE
MSREER  EBERLE
EREHREENKEEE-
R T RS B 5 00 JE A 7K
g%%ﬁ’ﬁﬁﬁﬁﬁ?u
2 -

R EHEE

ARABABHO G RER
REERBRER L - AE
HE MBS S RME
HEFTS L - B S B B AT A
BRRERNZZHMEIAIEE
2 B P 1S B AR T PT 1S 7R
RABRREZ  UREES
HELENELMESHFAERD
BNEmMEEIN  EBROE
HIFBHAREERSHER
F M EEFTAE HIBE -

HFEHERARERER
RIS T 5T BT BT 8
HBEENRXHMEE &
EWMBE MR AE
RSN RESHEE
RREERBEREBEET
HERHE T PTIS & E R
EREHAEERRERN
THBENRERRSE L
FEEJE’\]%QE\ °

(=

o

2 Bk R B

X

“B-TFFH

2012 ANNUAL REPORT

Significant Accounting Policies Accounting,
Estimates and Presentation of consolidated
Financial Statement Consolidation (continued)

26)

27)

Deferred Tax Assets and Deferred Tax Liabilities

A deferred tax asset and deferred tax liability is
recognized based on the difference (temporary difference)
between the carrying amount of an asset or liability and
its tax base. The deferred tax asset is recognized for the
carry forward of unused deductible losses and tax credits
to the extent that it is probable that future taxable profits
will be available against which the deductible losses and
tax credits can be utilized. At the balance sheet date,
deferred tax assets and deferred tax liabilities shall be
measured at the tax rates that are expected to apply to
the period when the asset is realized or the liability is
settled.

The Company recognizes the corresponding deferred tax
asset for deductible temporary differences to the extent of
the amount of taxable profits that will be available in the
future and which can be deducted from the temporary
difference. For the recognized deferred tax assets, if it is
unlikely to obtain sufficient taxable profits to offset against
the benefit of the deferred tax asset. Any such reduction
in amount shall be subsequently reversed where it
becomes probable that sufficient taxable profits will be
available.

Accounting Processing Method of Income Tax

The Company accounted for the income tax method.
Income tax expenses include income tax and deferred
income tax expenses. The income tax that associated
with the events and transactions directly included in the
owners’ equity is included in the owners’ equity. Deferred
income taxes derived from business combination are
included in the carrying amount of goodwill, except for
that above; the income tax expense is included in the
profit or loss in the current period.

The current income tax expense refers to the tax payable,
which is calculated according to the tax laws on the
events and transactions incurred in the current period.
The deferred income tax refers to the difference between
the carrying amount and the deferred tax assets and
deferred tax liabilities at the year-end recognized in the
method of debit in using balance sheet liability method.
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Significant Accounting Policies Accounting,
Estimates and Presentation of consolidated
Financial Statement Consolidation (continued)

28)

Description of Critical Accounting Estimates

During preparation of the financial statements, the
Company’s management requires the use of estimates
and assumptions. These could affect the application of
accounting policies and change the amount of assets,
liabilities, revenue and expenses. Actual results may
differ from these estimates. The Company’s management
will continue assessment of the key assumptions
and uncertain factors related to those estimates. The
influences of changes in accounting estimates are
recognized in the current and future periods.

The following accounting estimates and critical
assumptions lead to important risk within significant
adjustments of the carrying amount in assets and
liabilities in future periods.

a) Impairment for receivables

The Company’s receivables measured by
amortized cost at the balance sheet date, so
that to assess whether impairment occurs and
the specific amount of impairment loss if it does.
Objective evidence of impairment includes the
drastically decrease in expected future cash
flows of individual or combined receivables, and
significant negative factors of the debtor’s financial
position in individual or combined receivables. If
it there is evidence showing that the value of the
receivables has been restored, and it is objectively
related to issues occurring after the recognition
of the loss, the previously recognized impairment
loss will be recovered.
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Significant Accounting Policies Accounting,
Estimates and Presentation of consolidated
Financial Statement Consolidation (continued)

28) Description of Critical Accounting Estimates
(continued)

b)

c)

Impairment for inventory

The Company estimates the net realizable value of
inventories on a regular basis, and the difference
arised from the higher of inventory costs and the
net realizable value is recognised as the inventory
obsolescence. The Company estimated the net
realizable value of inventories by the estimated
price of similar goods deducts the expected costs
, selling expenses and related taxes during the
completion. When actual selling price or costs
differ from previous estimates, the management
will accordingly adjust the net realizable value. The
estimated results based on existing experience
may differ from the actual results. It may cause
the adjustment of the book value of inventory in
balance sheet. Therefore, the amount of inventory
impairment may change with the above-mentioned
reasons. Inventory impairment adjustments will
affect the profit or loss of the estimated period.

Impairment for goodwill

The Company implements annual goodwill
impairment test. The recoverable amount of asset
group and asset group combination related to
goodwill, are expected present value of future
cash flows. The calculation requires accounting
estimates.

If the management revise gross profit margin
adopted in measurement of future cash flow of
asset group and asset group combination, and
the revised gross profit margin is lower than the
current gross profit margin, the company need to
increase its goodwill impairment provision.
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Significant Accounting Policies Accounting,
Estimates and Presentation of consolidated
Financial Statement Consolidation (continued)

28)

Description of Critical Accounting Estimates
(continued)

c)

d)

Impairment for goodwill (continued)

If the management revise pre-tax discount rate
applied to discounted cash flow, and the revised
pre-tax discount rate is higher than the current
discount rate, the company need to increase in
goodwill impairment provision.

If the actual gross margin or pre-tax discount rate
is higher or lower than management’s estimates,
the company cannot recover the original provision
for impairment loss on goodwill.

Impairment for fixed assets

The Company implements impairment tests
for buildings, machinery and other fixed assets
with impairment indication at the balance sheet
date. Recoverable amount of fixed assets is the
higher amount, expected present value of future
cash flows or asset fair values reduce disposal
expenses. The calculation requires accounting
estimates.

If the management revise gross profit margin
adopted in measurement of future cash flow of
asset group and asset group combination, and
the revised gross profit margin is lower than the
current, the company need to increase in goodwill
impairment provision.

If the management revise pre-tax discount rate
applied to discounted cash flow, and the revised
pre-tax discount rate is higher than the current,
the company need to increase in goodwill
impairment provision.

IWRHMERERBBRAF

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED




Pr RS SRR M (/)

R RERMABRITBIFE AN  UARB T IR
Unless otherwise indicated, all figures are stated in RMB’000

RiIEPEEHERRR

NOteS to the FinanCia/ Statements (Continued) Prepared in Accordance with PRC Accounting Standards

—. EE®MKE- gsHEEtm
EHMERRNBERAE
(&

1=

28. EEgEHBRNAGE

“4)  BLEEEREEFR
2at 1t ()

WMREREHN R HH
AR R SR HER
BEEEME ARA
TaeEERE RN
B £ B E R EREME -

(6 AR EEER
LA

BEESHEENHS
AEEHRKEME
FREHENTPTER
KRR R R AT
OB HEE
MERIURANEE R
KEBRAEESE
5 HY) & 4 T P 1S 58
R R B MY
B 1 2= R o B () B )
WARTERMSHE
A (M as) A BB T P
SR MREE - Latfh
ST B ERY
EEFMBHNERH

®o

© BEEEE BEEEE
& A] (& F F IR

RRRZIREBFF
B HEEEEM
E A E WA E
ASmETER -1’
RS EERE
ERNRABEEERSERL
B 2ERITELE
PrIEMM AL AR
T8 HA B9 5B R T OR TE
B o B AR R il A3
EEREE Al
F& 38 B R R AR A9 4T
EEMNEHER -

-5 FRH

2012 ANNUAL REPORT

Significant Accounting Policies Accounting,
Estimates and Presentation of consolidated
Financial Statement Consolidation (continued)

28) Description of Critical Accounting Estimates
(continued)

d) Impairment for fixed assets (continued)

If the actual gross margin or pre-tax discount rate
is higher or lower than management’s estimates,
the company cannot recover the original provision
for impairment loss on fixed assets.

e) Deferred income tax assets recognized in the
accounting estimates

Estimates of deferred income tax assets require
evaluation of tax income and the applicable
tax rate for the coming year. The realization of
deferred tax assets depends on whether the
company obtains sufficient taxable income.
Future changes in tax rates and the reversal of
the temporary differences may also affect income
tax expense (income) and deferred income tax
balances. The changes of above estimates could
lead to important adjustments to deferred income
tax.

f) Usetul life of fixed assets and intangible assets

The company reviews the estimated useful life of
the fixed assets and intangible assets at least at
the financial year end. The estimated useful life
is determined based on management’s historical
experience of similar assets, reference to industry
generally applied estimates and combined with
the estimated technical update. When significant
changes in previous estimates occur, the
depreciation expense and amortization expense in
future periods will be adjusted.
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Changes in Accounting Policies, Accounting
Estimates and Correction of errors of prior
period’s

The company has no change in accounting policies, alteration of
accounting estimates and rectification for significant errors of last
year during 2012.

Taxes

The Company’s main tax categories and tax rates are as follows:

a)

b)

c)

Income tax

The Company is recognized as a high-tech enterprise,
based on the document Lu-Ke_Gao-Zi No. (2012)
19 issued by Shandong Science Technology Bureau,
Shandong Finance Bureau, Shaodong National Taxation
Bureau and Shandong Local Tax Bureau. The Company
has acquired the high-tech enterprise certification
on October 31, 2011. The term of validity is 3 years.
According to The People’s Republic of China Enterprise
Income Tax Law, the Company enjoys the enterprise
income tax preferential policies at the rate of 15%. The
Company is in a tax concession period of this year, so
the applicable tax rate is 15%.

Subsidiary, Zibo Xinhua - Perrigo Pharmaceutical Co.,
Ltd., is foreign-invested enterprise and enjoy the income
tax ‘two exemptions and three half’ tax incentives. In
2012, they are in the tax-free period. Except for this one,
the applicable tax rate for other Company’s subsidiaries
is 25%.

Value added tax
The Company is subject to value added tax for its sales

revenues at a VAT rate of 17% or 13% for domestic sales
and 0% for export sales.

In purchasing raw materials, the input VAT is deductible
against output VAT at the rate of 17%.

The VAT payable for the period is the net amount of
output VAT after deducting input VAT.
Business tax

Business tax is based on the design revenue, at a rate of
5%.

IWRHMERERBBRAF
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Taxes (continued)

Urban maintenance & construction tax and
educational surcharges
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Urban maintenance & construction tax and educational
surcharges are based on the amount of VAT payable
and sales tax payable, at the rates of 7%, 3% and 2%
respectively.
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Property tax

Property tax is levied based on 70% of the original cost
of the building property of the Company at the tax rate of
1.2%. The rental income from leasing its building property
of the Company is charged at a rate of 12%.

Business Combination & Consolidated
Financial Statements

EREHREHMERR 5

(=) FoarrRR a. Details of Subsidiaries
HBLRREE
REMATLAR
DRBRERE
SHEREAIN
REEBTFLAR
RELREHT JHRERER bl
AFRERY RRAEOE  HERRERR
ARER FAREE  ER RERR s EERE FREREE  RRWARE BREA%Y  RRELA BE&H  OHREHE BRRENAN Lt
The exceed
amount taken up
by the equity of
the Company's
shareholders for
the loss for the
year attributable
Amounts of to minority
profit orloss ~ shareholders
for the year  over beginning
Other amount Included in attributable balance of
Investment  substantively Consolidated to minority minority
Type of Place of Nature of attheend  constitutedas  Percentageof  Percentage of Financial Minority ~ shareholders’  shareholders’
Name of company Subsidiaries  registration business Registered capital ~ Business Scope ofthe year  netinvestment  shareholding voting rights Statements Interests equity equity
URHZBREAERAT  RATAN  LREEET  EREIHE  4S0K0BTARE BaEE ABBETARE 100 100 =
Shandong Xinhua wholl-owned  Zibo, Shandong  Sale of Medical  RMB 48.4989 millons  Drug sales 48.58 millons 100 100 YES
Phamaceutical Trade subsidiary Chemicals
Company Limited
REFRT WREEET  ER(IHE SWETARE HEEH-RE  SSOBTARM 100 100 3
EENHRRY
#%5 40E5
Shandong Xinhua wholy-owned  Zbo, Shandong  Sale of Medical RMB 5 milions ~ Engaged in goods,  RMB 5.5 millons 100 100 YES
Phamaceutical Export & subsidiary Chemicals and technology
Import Gompany Limited Import and export
and conducting
counter trade,
entrepot trade
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H REESHREHMBEER 5 Business Combination & Consolidated

(& Financial Statements (continued)
(=) FoRERE a. Details of Subsidiaries (continued)
ABLRREE
HE#EFLR
DHREARE
sHERERR
REEBFLAR
RELHAHT JRBEAER L OLEE]
AFFERN RRAROE  HETRHERR
ARER FARRE  ER REtE s #ERE FREREE  RRTERE BREA%  RRELA REGS  JBBEEE REMEHEN HEnRe
The exceed
amount taken up
by the equity of
the Company's
shareholders for
the loss for the
year attributable
Amounts of to minority
profit orloss  shareholders
for the year  over beginning
Other amount Included in attributable balance of
Investment  substantively Consolidated to minority minority
Type of Place of Nature of attheend  constitutedas  Percentageof  Percentage of Financial Minority ~ shareholders’  shareholders’
Name of company Subsidiaries  registration business Registered capital ~ Business Scope of the year  netinvestment  shareholding voting rights Statements Interests equity equity
AEFERERIRARLT ATLT  WRERET  EELIM SWETARE HETES SUETARE 100 100 £
Zibo Xinhua Pharmaceutical  wholly-owned  Zibo, Shandong  Sale of Medical RMB 3 milions ~ Medical Engineering RMB 3.04 miions 100 100 YES
Design Institute Company subsidiary Chemicals design
Limited
AEFEAREERARAD 2HTRR  LREEET  BRLIHE METARE B0TE A6ETARE 100 100 3
Zibo Xinhua Drug Store Chain -~ wholly-owned ~ Zibo, Shandong ~ Sale of Medical RMB 2 millions  Retaling of RMB 2.16 milions 100 100 YES
Company Limited subsidiary Chemicals medicines
URHERE (M) ARAR BETLE  HEERAT  EBELIHE BIEET BEEERRR S08ET 8 8 & 4155
JHE
Shandong Xinhua Control Rotterdam, Sale of Medical 769,000 Euro  Pharmaceutical 500,000 Euro 65 65 YES  RMB 4.75 millons
Pharmaceutical (European) subsidiary Holand Chemicals raw materials and
GmbH work in process
ERE-TRNE BRFAT WREEET  EELINE 1S0ERT  HE-HERFR  125EEAR 75 7 2 AT
HREELR HERHE
Zibo Xinhua-west Control Zibo, Shandong ~ Turing of 1.5 milion us dollars ~ Production and sales ~1.125 millions 75 75 YES  RMB 3.22 milions
Phermaceutical Company Subsidiary Medical of non-calcium us dolars
Limited Chemical poly Kaposi APls
Manufacture
ERFEATRRE BRYAT  LREMET  SREINE B0EXT 4 BERES  N06EXT 501 501 ? 317387
BRREAR RHE
Zibo Xinhua-Perrigo Control Zibo, Shandong ~ Turing of 6 milion us dollars ~ Production and 3006 milions 50.1 50.1 YES RMB 31.73
Phamaceutical Company subsidlary Medical sales of bulk drugs us dolars. milions
Limited Chemical Ibuprofen
Manufacture
FERB(RH)ARAA  2AFDT URERAT  BEMINE  B0ETARE EERERI  RBIMERARE 100 100 £
FRREH
Xinhua Pharmaceutical wholly-owned  Shouguang, Turing of 230 milions  Production and 230.71milkons 100 100 YES
(Shouguang ) Company subsidiary Shandong Medical sales of chemical
Limited Chemical equipment and
Manufacture accessories
FEOEBERARAT  2ETLR  LREEET  RFRERR 200ETARYE  FHERE 2000ETARY 100 100 &
Xinhua (Zibo) Properties wholl-owned  Zibo, Shandong  Developing of 20miions  Developing of 20 millions 100 100 YES
Company Limited subsidiary real estate real estate
FEYE(RDARAA  2ETRR  LWRARET  BELINE TN0ETARS EEBESHA  SS0ETARK 100 100 &
(BHER)
RHE
Xinhua Phamaceutical wholly-owned  Gaomi, Shendong  Turing of 19 milions  Production and 35 millons 100 100 YES
(Gaomi ) Company Limited subsidiary Medical sales of injections
Chemical (penicilin) and
Menufacture fablets and so on
IWRHMERERBBRAF
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5 Business Combination & Consolidated
Financial Statements (continued)

a. Details of Subsidiaries (continued)

a)

Shandong Xinhua Pharmaceutical Trade Company
Limited (hereafter referred to as Pharm. Trade)
was established on 30 August 2004 with a
registered capital of RMB 5 million by the
Company and Zibo Xinhua Drug Store Chain
Company Limited (subsidiary of the Company),
they held 98% and 2% of the registered capital
in Pharm Trade, respectively. In March 2005, the
registered capital of Pharm Trade increased by
RMB 43,498,900, among which, 42,628,900 was
contributed by the Company in tangible assets,
and RMB 870,000 was contributed by Zibo Xinhua
Drug Store Chain Company Limited in cash. There
has been no change in proportion of shareholding
in Pharm Trade of each shareholder’s equity

On 9 November, 2009, the Company entered
into an equity transfer contract with Zibo Xinhua
Drug Store Chain Company Limited whereby the
2% equity interests of Pharm Trade held by Zibo
Xinhua Drug Store Chain Company Limited was
transferred to the Company at a consideration of
RMB 10,536,140. Pharm Trade is a wholly owned
subsidiary of the Company.

Shandong Xinhua Pharmaceutical Export & Import
Company Limited (hereafter referred to as Xinhua
Export & Import) was established on 15 May
2006 with a registered capital of RMB 3 million by
Pharm Trade and Zibo Xinhua Drug Store Chain
Company Limited, and carrying on held 98% and
2% of the equity interests in Xinhua Export and
Import respectively. The principal operation of
Xinhua Export& Import is exporting & importing of
goods and technology, entrepot & counter trade
business.
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5

Business Combination & Consolidated
Financial Statements (continued)

Details of Subsidiaries (continued)

b)

(continued)

On April 30, 2009 it is resolved in the Shareholder
meeting of Xinhua Export & Import that the
registered capital be changed from 3 million to 5
million. Also, it is verified by Audit Report Lu Xin
Hui Yan Zi (2009) No.21 issued by Shandong Xin
Cheng CPA Co., Ltd.

On 5 November, 2009, the Company entered
into a contract with Zibo Xinhua Drug Store
Chain Company Limited whereby the 2% equity
interests in Xinhua Export and Import held by Zibo
Xihua Drug Store Chain Company Limited was
transferred to the Company at a consideration of
RMB 149,880.

On January 4, 2010, the Company entered into
an equity transfer contract with Shandong Xinhua
Pharmaceutical Trade Company Limited whereby
the 98% equity interests held by Shandong Xinhua
Pharmaceutical Trade Company Limited was
transferred to the company at a consideration of
RMB5,350,000.

Zibo Xinhua Pharmaceutical Design Institute
(hereinafter referred to as the Design Institute) was
formed in March 2002 with a registered capital
of RMB2,000,000 jointly by the Company and
Xinhua Pharmaceutical Group Company Limited
(hereinafter referred to as Shandong Xinhua
Group). They hold 90% and 10% of the registered
capital of Design Institute respectively.

On 30 July, 2009, the Company signed a property
rights transaction contract with Shandong
Xinhua Group whereby Shandong Xinhua Group
transferred its 10% equity interests of Design
Institute at a consideration of RMB 233,700 and
paid the related tax of RMB 4,000.

IWRHMERERBBRAF
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5 Business Combination & Consolidated
Financial Statements (continued)

a. Details of Subsidiaries (continued)

c)

(continued)

On 7 August, 2009, the Company contributed
additional capital of RMB 1 million to Design
Institute .The increase of capital have been verified
by the verification report “Price Waterhouse
Inspection Zi [2009] No. 098" issued by
PricewaterhouseCoopers Limited. Thereafter
registered capital of Design Institute was increased
to RMB 3millions. At 31 December, 2009, Design
Institute is the wholly-owned subsidiary of the
company.

Zibo Xinhua Drug Store Chain Company Limited
(originally known as Zibo Xinhua Drug Store
Company Limited, being changed to the present
name in December 2003, hereafter referred to as
the Zibo Drug Store) was incorporated in July,
1999 jointly by the Company and Shandong
Xinhua Group. lts registered capital was RMB
1,000,000. The registered capital was increased
to RMB2, 000,000 in September 2002. The
Company and Shandong Xinhua Group hold 88%
and 12% receptively.

On 30 July, 2009, the Company signed a property
rights transaction contract with Shandong
Xinhua Pharmaceutical Group Co., Ltd; whereby
Shandong Xinhua Group transferred its 12% equity
interests in Zibo Drug Store to the Company of at
a constriction of RMB 394,900 and paid related
tax RMB 4000. Drug Store is the wholly owned
subsidiary of the Company.
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5 Business Combination & Consolidated
Financial Statements (continued)

a. Details of Subsidiaries (continued)

e)

Shandong Xinhua Pharmaceutical (European)
GmbH (hereinafter referred to as the Xinhua
European) was established on 25 November
2008. It was jointly invested by the Company and
Mr. Lipeng of Germany. The registered capital
was 1 milion Euros. The Company holds 70%
of equity interests, while Mr. LIPENG owns 30%.
The registered address of Xinhua European is
at Rotterdam, Germany. Its reporting currency
is Euro. In July 2006, the registered capital
of the Company was changed to EUROB650,
000 according to the resolution of the Board
of Directors’ meeting, and the share of equity
interest held by the Company and Mr. LI PENG
was changed to 76.90% and 23.10% respectively.

On 24 June, 2009, the LK & K Trading Co., Ltd.
signed a co-operation agreement with Mr. Lipeng,
whereby Lipeng transferred all holding shares in
Xinhua European to LK & K Trading Co. Ltd. After
the transfer, the shares of Xinhua European held
by the Company and LK & K Trading Co. Ltd are
76.9% and 23.1% respectively.

On 8 September, 2009, the first general meeting
of Xinhua (European) passed the resolution that
LK & K Trading Co, Ltd increases its contribution
of RMB 119,000 to Xinhua (European). The
fund was received on 20 October, 2009. The
verification report was obtained on 10 November,
2009. After the injection the registered capital
of Xinhua (European) was Euro 769,000. The
Company invested Euro 500,000 and accounts
for 85%; LK & K Trading Co., Ltd. invested Euro
269,000, accounting for 35%.

IWRHMERERBBRAF
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5 Business Combination & Consolidated
Financial Statements (continued)

a. Details of Subsidiaries (continued)

f)

Zibo Xinhua-West Pharmaceutical Company
Limited (hereafter referred to as Xinhua-West)
was established on 15 November 2005 with
a registered capital of USD 1.5 million, jointly
by the Company and West United Group, Inc.,
which hold 75% and 25% of the equity interests
respectively, On 26 June 2006, the Company
and West United Group, Inc. injected USD 1.125
million and USD 0.375 million in cash respectively.
The paid-up capital of Xinhua-West was USD1.5
million. The principal operation of Xinhua-West is
production and sales of Calcium Polycarbophil
materials.

Zibo Xinhua-Perrigo Pharmaceutical Company
Limited (hereinafter referred to as the Xinhua-
Perrigo) was established by the Company and
Perrigo International Inc. on 11 September 2003
with a registered capital of USD 6 million. Each
party holds 50% of equity interests in Xinhua-
Perrigo. On 3 April 2006, Perrigo International Inc.
transferred 0.1% shares of Xinhua-Perrigo to the
Company at pursuant to the amendment Joint
Venture. The Company held 50.1% shares of
Xinhua-Perrigo.



B ER R BRASBIGERASN - IUARB T IR

Unless otherwise indicated, all figures are stated in RMB’000

R E SR RR

Prepared in Accordance with PRC Accounting Standards

PrES R & (/)

Notes to the Financial Statements (continued)

I SLEREHREMMBEER

(&

(=) Fau@ERE)

8.

FrERE (5 AR
ANSICEAIE ki
EZBHRAE (MU
TREBAMIE) -
X S 200649812
B @BAQARMLURE
AELERMERA
A (LA T S 78 K i B8
{LEE) HEHERE 7=
& AR AR 26008
T ARAE HE,274
B hafELrs
49% ° 2007411 A A&
DA R E R E
600E T E B K
HMEFEFMEAZEE
53,2008 7T ' A QA
H&E1,874& T fhaE
it & K #958.5625% °
20084 78 A &) U B K
WE L EBIFTEH K
o ETE 2 ISR E - A
513,972,3687F * I
BRI EE L B
ERE(SH)BRA
AATEBHES
) - FRRFEIES K
EABOOE T o B
BHESHEEIMER
% ¥ A58,0008 7T A
ARFREFRAA

200812 A &K R 7
3 #EF 1% E600
BT 20094 8 ¢
¥ EEF I8 B 44008
T N RIEE EKE
HERERET G
MEXHAEISE
2 AD B T (2009)%
021557 | R AR ERE -

5 Business Combination & Consolidated
Financial Statements (continued)

a. Details of Subsidiaries (continued)

h)

Shandong Xinhua Pharmaceutical (Shouguang)
Company Limited, originally named as
Shandong Dadi Salt Chemical Group Company
Limited(hereinafter referred to as Xinhua
Shouguang), was established with the registered
capital of RMB 26,000,000 by the Company and
Shandong Dadi Salt Chemical Group Company
Limited on 12 September 2006. The Company
contributed RMB 12,740,000, accounting for
49% of the registered capital. The Company
injected additionally RMB6,000,000 to Xinhua
Shouguang and increased its registered capital
to RMB32, 000,000 in November 2007. The
Company invested a total of RMB 18.74 millions
and held 58.56% of its shares. In 2008, the
Company purchase all the shares of Shandong
Dadi Salt Chemical Group Company Limited,
at a consideration of RMB 13,972,368.00.
and renamed. Shandong Dadi Salt Chemical
Group Company Limited as Shandong Xinhua
Pharmaceutical (Shouguang) Company Limited,
the Company also contributed an additional
capitals of RMB 48 millions. After the injection,
the registered capital of Shouguang was RMB 80
millions and became the wholly owned subsidiary
of the Company.

The company increased the capital of Shouguang
by RMB 6 millions in December 2008 and RMB
44 millions in April 2009. The capital increase
was verified by Shandong Shencheng certificated
public accountants with verification report
(Shencheng CPA 2009 NO.21).

IWRHMERERBBRAF
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5 Business Combination & Consolidated
Financial Statements (continued)

a. Details of Subsidiaries (continued)

h)

(continued)

In 2010 the company added capital of RMB 10
millions to Shouguang. The capital increase has
been recognized by Shouguang ShengCheng
Certified Public Accountants by the document
of Shousheng Certified Public Accountants Yan
Zi(2010) No. 010 verification report, and on August
26, 2010 Shouguang company get the Enterprise
legal person business license after the change.
After the capital increase, Shouguang company
has registered capital of RMB 230 million.

The main business of Shouguang includes
production and sales of chemical products
(excluding dangerous and poisonous chemical).

Xinhua (Zibo) Properties Company Limited
(hereinafter referred to as the Xinhua Properties )
was established in December 2010, the registered
capital of RMB 20 million, all of the Xinhua
Properties invest in cash by the company, a
wholly owned subsidiary of the company. Xinhua
properties established according to Shandong
PuHua Accounting firm capital verification report
which issued by the Price Waterhouse Yan Zi
[2010] No. 191 on 14 December 2010.

Xinhua Pharmaceutical (Gaomi ) Company Limited
(hereinafter referred to as the Xinhua Gaomi) is
a wholly-owned subsidiary acquired in this year.
(See Note 5.(c) Business Combination during the
Year)
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h fESHRESHBERE 5  Business Combination & Consolidated

(4 Financial Statements (continued)
(Z) AHEENHEH b. Changes in the Scope of Consolidation
1. KFEREFTAAE GF & 1) Companies newly included in scope of consolidation
VAT K=
ACEL HRMAGHBEENRE fEBRLLE (%) FXPEE FEBTR
Name of Reason to join in scope Percentage of Year-end net Year-end net
Company of consolidation shareholding (%) assets profits

MERE (ST ERAA  EE100%KE
Xinhua Pharmaceutical Purchase 100% equity 100.00 26,673 (5,612)
(Gaomi) Company Limited

2. KEFTFHMAE G 2) Companies no longer included in scope of
FHEB L FIER consolidation
RNEBFRNNBETE During the year, there is no company is no longer
MABFEHEH AT - included in the scope of consolidation.
(=) EEBEPHLESH c. New business combination during the year
7. BB IEE — 1 E R 1) New subsidiary acquired through business
HEHRERF 2 E] combination under uncommon control
ol =P
CE E it HEREF RASE BEEA(») SEEE
Investment at  Percentage of
Place of Registered the end of the  shareholding
Name of Company registration capital year (%) Business Scope
NELE(SF)BERAFT LREREM s R B RN
(F#M=E) - F -
BHAISEEEE
Xinhua Pharmaceutical Gaomi, 19,000 35,000 100.00  Production and sales of
(Gaomi) Company Shandong injections (penicillin)
Limited and tablets etc.
WRHERNERGBRLT

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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5 Business Combination & Consolidated
Financial Statements (continued)

c. New business combination during the year
(continued)

7)

New subsidiary acquired through business
combination under uncommon control (continued)

Xinhua Pharmaceutical (Gaomi ) Company Limited
(hereinafter referred to Xinhua Gaomi) formerly
known as Shandong Tianda Bio-Pharmaceutics
Co., Ltd. (hereinafter referred to as Tianda
pharmaceutical) is the surviving company after
the division in July 2011. The registered capital of
Tianda pharmaceutical is RMB6,000,000 before
merge. Among shareholders, a natural person
Zhenhua Zhu maintains RMB5,000,000, and her
percentage of shareholding is 83%; Peng Zhang
maintains RMB1,000,000 and his percentage
of shareholding is 17%. The main business is
production and sales of injections (penicillin),
tablets, granules, suspension, hard capsules,
sterile bulk drugs (sodium mezlocillin, azlocillin
sodium, ticarcillin sodium) (valid until December
31, 2015).

January 16, 2012, the Company and the former
shareholders of Tianda Pharmaceutical Zhenhua
Zhen and Peng Zhang signed the “Equity Transfer
Agreement” by mutual agreement, as the basis for
29,677,000 of the entire shareholder’s equity value
of Tianda Pharmaceutical estimated by income
approach, Tianda Pharmaceutical was acquired by
the Company with own funds of RMB 22,000,000
to purchase entire shareholding owned by Zhu
Zhen-hua and Zhang Peng (excluding the value
of the current assets). On the same day, the
proposal related to the acquisition of entire
shareholding of Tianda Pharmaceutical was
approved on the second extraordinary session of
the Seventh Session of the Board of Directors of
the Company. Upon completion of the merger,
the Company holds 100% shareholding of Tianda
Pharmaceutical.
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5 Business Combination & Consolidated
Financial Statements (continued)

C.

New business combination during the year
(continued)

7)

New subsidiary acquired through business
combination under uncommon control (continued)

(continued)

March 2, 2012, according to the enterprise name
change authorization notice approved by Gaomi
Industry and Commerce Administration Group,
(Gao) Name Change Approve Private [2012]
No. 0192) , the name of Shandong Tianda Bio-
Pharmaceutics Co., Ltd. was changed to Xinhua
Pharmaceutical (Gaomi ) Company Limited. On
April 11, 2012, Xinhua Gaomi obtained a business
license.

In May 2012, Xinhua Gaomi applied to increase
the registered capital by RMB 13,000,000. Gaomi
Hongce Joint Accounting Firm issued the capital
verification report for the capital increase of issued
(Hongce Nei Yan Bian Zi [2012] No. 12). On May
15, 2012, Xinhua Gaomi obtained a business
license after the capital increase.

The purchase date is April 30, 2012. The
recognitions are:

a) January 16, 2012, the proposal related to
the acquisition of entire shareholding of
Tianda Pharmaceutical was approved on
the second extraordinary session of the
Seventh Session of the Board of Directors
of the Company;

b) The two parities of the merger completed
all the property handover procedures;

C) The Company has paid RMB22 million,
representing 100% of the purchase price;

IWRHMERERBBRAF
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Business Combination & Consolidated

(& Financial Statements (continued)
() FEREMLESH(E) c. New business combination during the year
(continued)

1. BBIERE—EH T B 1) New subsidiary acquired through business
HEIRZR)F 2 A] combination under uncommon control (continued)
HIER (&)

@) (#&) ©) (continued)

4) RRARER L d) The Company has actual control of
B A5 I 37 2 the financial and operating policies
a5 (R4&X of Xinhua Gaomi (formerly known as
ER )/ Tianda Pharmaceutical) and bear the
%ML E K Corresponding profit and risk.
®WEAHIE
& & Uk 25 A0
B o

@) WEEFAUHREE ©) The acquiree’s identifiable assets and liabilities
BREBR

201244A300 (BEH)
Apr.30,2012 (Purchase Date)
REEE AREE

HEB Item Book Value Fair Value

BEBEe Cash & Cash equivalents 3 3

TE T BR K Advances to Suppliers 42 42

ot JE MR Other Receivable 5 5

FE Inventory 2,758 2,758

TEE Fixed Assets 4,822 7,148

B L E Intangible Assets 3,299 16,946

REFHER Long-term Prepaid Expenses 200 200

BRI Account Payable 732 732

TE UK BR 3k Advances from Customers 134 134

JE 1< B T %57 B Employees’ Wage Payable 4 4

H At A5 3K Other Payable 2,956 2,956

BEFMEHRaE Deferred Tax Liabilities — 3,993

ot Lo 3 3

2012 ANNUAL REPORT
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Notes to the Financial Statements (continued)

I SLEREHREMMBEER

(&

(2) FEREMHLEQH (F)

BB IR —FEH TP
HEVERFHF A
#1870 ()

Hi

ARRIWBHES
m(RBRERE)
100% 0% #& ("~ & 7K &
EEEHE) IAHXR
5 % B AR 22,000
T BEARAEWE
FEsR (RAaKE
BIEE) WA PERA o
RARZRRBILEAE
BEFHBRAASY
EMQLEXREED
BB HERA AR
RESEBEI GRS
(& 7 88 5T 3R £[2011]
$£0035%) EREE
BREREEmMFE
EARBEAARE
19,283F JT » & BHE K
AR #22,000F 7T
HETRRELER
EREEAABEA
R#19,283F L =58
AR®2 717T 7T » &K
NEER PRk g
REEE-

KBELBEEARD

5 Business Combination & Consolidated
Financial Statements (continued)

c. New business combination during the year
(continued)

7)

New subsidiary acquired through business
combination under uncommon control (continued)

The transaction price RMB22 million paid by
the Company to acquire 100% stake of Xinhua
Gaomi (formerly known as Tianda Pharmaceutical)
(excluding the value of the current assets), is
merger cost of the Company acquired Xinhua
Gaomi (formerly known as Tianda Pharmaceutical).
The Company refers to the Shandong Tianda
Bio-Pharmaceutics Co., Ltd. shareholders’ equity
valuation reports (Lu Zhongming Ping Bao Zi
[2011] No. 003) issued by Shandong Zhongming
Assets Appraisal Co., Ltd., to confirm that on
purchase date the fair value of the carrying
amount of net assets of Tianda Pharmaceutical is
RMB19,283,000. It has RMB2,717,000 difference
between the merger costs RMB22 million and
Tianda Pharmaceutical the fair value of the
carrying amount of net assets RMB19,283,000 on
the purchase date. The company recognizes this
amount as goodwill in the consolidated financial
statements.

The acquiree’s operating condition after purchase
date

2012£4H308 (BBER)-

2012%12A31H

Apr .30, 2012

(Purchase Date) -

HE Item Dec. 31, 2012
EE SN Operating income 5,180
b A Net profit (5,612)
KRETHHRSREFH Net cash flow from operating activities (7,723)
FHRERE Net cash flow 4,143

WRHENERMBRAF

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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H REESHREHMBEER 5 Business Combination & Consolidated
(4 Financial Statements (continued)

1=

(M) SrERRFR d. Translation of Financial Statements denominated in
Foreign Currencies

REARE
Balance sheet

NCIEE EXREF EMEEX FIERRASRER
Exchange rate Exchange rate Income Statement

at the end of  at the beginning of and Cash Flow

Name of Company the year the year Statement
LR ERE (BN ER AR 1BT=8.3176 AR 1BUT=8.1625 AR ¥ B4 AR BN EE X
Shandong Xinhua Pharmaceutical (Europe) Ltd. 1 Euro=8.3176 RMB 1 Euro=8.1625 RMB Exchange rate on

the date of occurred

N. CHUERETEFEHITE 6 Notes to the Consolidated Financial

Statements
T AT R R B IS R B R Unless otherwise indicated the terms of, ‘beginning of the
BIERR Z 5N - [F#]] 26201241 A year’ refers to 1 January, 2012, ‘end of the year’ refers to 31
18 - [F K] Z462012F12H31H - December, 2012. ‘This year’ refers to period from 1 January
[ 4| Z46201261 1B =12 A31 to 31 December 2012. ‘Previous year’ refers to period from
B [EF] Z4E2011F1A1HB E12 1 January to 31 December 2011. In the following notes the
A318 - BB ARARET T financial statements all figures are stated in RMB’000.
1. HRES 1) Cash & Cash equivalents
EXEH FUeE
Balance at the end of the year Balance at the beginning of the year
% HEEE HEARE R TEEX HaARE
Original Exchange  Converted Original Exchange Converted
by ltem Currency Rate into RMB Currency Rate into RMB
EnRE Cash on Hand - - 755 _ _ 205
Ed:ET Including: USD 7 6.2855 43 5 6.3009 33
ES EURO 9 8.3176 74 11 8.1625 91
A HKD 18 0.810850 14 18 0.8107 14
Ht JPY 66 0.073049 5 66 0.081103 5
BITER Cash in Bank - - 381,889 - - 260,761
Hep: % Including:  USD 5,186 6.2855 32,595 3,332 6.3009 20,994
BT EURO 390 8.3176 3,248 2,079 8.1625 16,970
B HKD 4 0.8109 3 2 0.8107 2
RE GBP 63 10.1611 637 - - -
HitE¥ES  Fundin - - 39,500 - - 38,263
other
currency
At Total 422,144 299,229

-5 FRH
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Prepared in Accordance with PRC Accounting Standards NOteS tO the FinanCia/ Statements (Continued)

N EHMEERRTITERBHERE 6 Notes to the Consolidated Financial
(& Statements (continued)

1=

1. BEwEe (E) 1)

(1) FREMEEE S H
AR ITANES
R 3& € 17 ;37,500F
JC A RERS T ELAY B
HTF2,000F 7T °

2 FREBEEZEMD

TEXUATHHER
HAEaFEME: —

FTEARBEERE
BIEASEBTEZERS
WRITHEFIEM: — 77
mEKETRE BN
SRAT BB 0 A 2 8
MHABEEIREEAR
ARBMERRZERE
BARRBRITEFR

oo

=

®3) FREBITERFE
9,100F JLERIT 17 3R
g (REBBRFR
K EE N 1 ROR R

Cash & Cash equivalents (continued)

At the end of the year, the balance of other fund included
bank acceptance security deposit of RMB 37,500,000
freely-drawn notifying deposit of RMB 2,000,000.

The increase of cash and cash equivalents at the end of
the year were mainly caused by combined effect of two
reasons: the Company borrowed 500 million yuan from
China Shandong Group Ltd., so that the Company’s bank
deposit increased; on the other hand, due to operating
activities recession, rising credit repayment, growing
investment in Hutianyuan project and other factors, the
Company’s bank deposit decreased.

There was 9,100,000 frozen bank deposit at the end of
the year. See notes 8.a. for Contingent liabilities caused
by pending litigation.

RSB AaR)
2. RS 2) Note Receivable
FXEH FHeHE
Balance Balance
at the end at the beginning
REER Nature of notes of the year of the year
WITHEH EZ Bank acceptance bills 88,663 83,972
(1) FREWEZE#ZEH a) At the end of the year, the balances of notes
mEE EmEER & receivable are unsecured, with no collateral, no
mHRPE = - overdue.
WRFENERGERAT

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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N SHMERRTIEEHEIE 6 Notes to the Consolidated Financial

(& Statements (continued)
2. =R (Z) 2) Note Receivable (continued)
@) #H 1F2012F12A831H b) By the end of 31 December, 2012, the total
ARARBKEBEERM amount of notes which were endorsed to the other
FEE KBS EE party but not yet expire is RMB 533,136,000, and
% %8 £ 5+533,136F the details of the largest top five balance are as
T EBERAMA R follows:
ZERMRIAT -
RRESE HEEM HRAH FHA 4]
Date of

Type Drawer Date of issue maturity Amount

RITERER XERTHBERA

Bank Draft Tianjin Tian Shi Li 2012-10-30 2013-4-30 10,000
Pharmaceutical Co., Ltd.

RITERER XERTHBEAQF

Bank Draft Tianjin Tian Shi Li 2012-11-30 2013-5-30 9,795
Pharmaceutical Co., Ltd.

RITEAESR BRLBEARAF

Bank Draft Xingtai Xin Kang Hong 2012-7-13 2013-1-13 6,000
Pharmaceutical Co., Ltd.

MITERLIER  MEMELBEAERAF

Bank Draft Xingtai Xin Kang Hong 2012-7-13 2013-1-13 5,000
Pharmaceutical Co., Ltd.

MITELER LIREEBEZ

Bank Draft Shandong Kang Hui 2012-9-25 2013-3-25 5,000
Pharmaceutical Co., Ltd.

A&t Total 35,795
3) # 1F2012F12A31H c) As of 31 December, 2012, there is no discounted
NN T2 B IR ok bank acceptance bills not yet expire.

BIEARIRIT A B -
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Notes to the Financial Statements (continued)

N. AHMBEERTIERAERE Notes to the Consolidated Financial
(& Statements (continued)
3. FE U AR 3% 3) Account Receivable
(1) JE UG 3R 37 B 73 4R a) Risk Classification of Account Receivable
EXEH ENEE
Balance at the end of the year Balance at the beginning of the year
L1 4] h%  ERER :4:.03 k2 e BHRER L fl%
Proportion  Bad debts  Proportion Proportion  Bad debts  Proportion

Item Amount %  Provision % Amount % Provision %
BREEBEAY ERARERERNEYEN
Account receivable of individual amount is

significant, individually provision for bad debts 50,329 15.73 50,329 100.00 50,401 15.88 40,321 80.00
RASHIRERERNEUR
Provision for bad debts according to

combination analysis - - - - - - - -
FRAS
Combination of aging 250,885 78.41 3,444 1.37 241,672 76.15 2,665 1.10
ER545HE4As
Combination with the relationship between

trading partners 1,267 221 - - 11,004 3.50 - -
BRABELAS
Combination for special account 1,002 0.31 - - 623 0.20 - -
BENT
Subtotal 259,154 80.99 3,444 1.33 253,389 79.85 2,665 1.05
BHEGBERTEAEEE N RER

EROERERER
Account receivable of individual amount is

not significant, but individually provision

for bad debts 10,503 3.28 10,503 100.00 13,559 427 11,492 84.76
At
Total 319,986 - 64,276 - 317,349 - 54,478 -

WRHERERGBRLE

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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6 Notes to

the Consolidated Financial

Statements (continued)

3) Account Receivable (continued)

a)

Risk Classification of Account Receivable
(continued)

Account receivable of individual amount is
significant, and individually provision for bad debts

BEUEE IREERE RIESE #REB(%) HREE
Book  Amount for
Clients balance bad debts Ratio(%) Reason
IWERMEEBEFR DA ZRERERNGHE
Shandong Xin Kang Qi Consider the solvency and
Pharmaceutical Co., Ltd. 40,606 40,606 100% full provision
HIBEREEHERR AR ZREREGHE
Zibo Hua Bang Consider the solvency and
Pharmaceutical Co., Ltd. 9,723 9,723 100% full provision
fit
Total 50,329 50,329 - -
R HEBREER AR The Company generated full provision of bad debts for
(LATFSFE R BT B 25) & Shandong Xin Kang Qi Pharmaceutical Co., Ltd. and its
HEFAEERAZRASE related secured party Zibo Hua Bang Pharmaceutical
TR EFR AT (LA Co., Ltd. (hereafter refers to Hua Bang Pharm.) Because
TrgfsEREsE)  ARE Shandong Xin Kang Qi Pharmaceutical Co., Ltd. (Xin Kang
HEBQEHIERY & Qi) has abnormal operation and capital chain break, its
SHEA MEHBRER related secured parties Hua Bang and itself cannot afford
BHHEGAEERBEIER trade payment of the Company’s subsidiary Xinhua Pharm.
BEEXERINART
TETFRARAEEARTER
AR FE i ERRE R
BAHRREER -
HEF  RERDN 1) Provision for bad debts according to aging
ERTIREREENE analysis
AR 3R
FXed FNeHE
Balance at the end of the year Balance at the beginning of the year
&8 Le 6% IR &R ik L A1% BRER
Bad debts Bad debts

HH ltem Amount Proportion% Provision Amount  Proportion% Provision
1F AR Within one year 243,344 0.5 1,217 238,587 05 1,193
1-2fF 110 2 years 6,277 20 1,256 1,792 20 358
2—34F 2 to 3 years 732 60 439 448 60 269
3FLE More than 3 years 532 100 532 845 100 845
A&t Total 250,885 - 3,444 241,672 — 2,665
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Pr:pared in Accorgance with PRC Accounting Standards NOteS to the FlnanCIa/ Statements (Contlnued)

N SHMERRTIEEHEIE 6 Notes to the Consolidated Financial

(4 Statements (continued)
3. FEU AR SR (&) 3) Account Receivable (continued)
(1) JE W BR R B 5 R a) Risk Classification of Account Receivable
(%) (continued)
3) Heah HEHEMA 1D) Other method for provision bad debts of account
EETIREREENE receivable
I giE ¢
REEREH HE®H
Amount for
Hewl Name of combination Book balance bad debts

HX F Y REEAES Combination with the relationship

between trading partners 7,267 —
Bk IEEE 44  Combination for special account 1,002 -
&t Total 8,269 —
4) FREHSHEHEITE V) Account receivable of individual amount is not
KEBBEFHIZEE®E significant, but individually provision for bad debts
18 B JiE W BR X
I Lokt IRE R HIESE aHRLEAI(%) aHEREE
Book  Amount for
Clients balance bad debts Ratio(%) Reason
LWRBESEEEFROFN ZREEER N 2 HEIR
Shandong Bai Yi Mei 3,997 3,997 100  Consider the solvency
Pharmaceutical Co., Ltd. * and provision
IWRHEBERR AR ZEEEE N2 EE
Shandong Xin Bao 2,991 2,991 100  Consider the solvency
Pharmaceutical Co., Ltd. * and provision
IWERHFETIERHBRDA ZEEEEN2EHIE
Shandong Xinhua Industry & 1,150 1,150 100  Consider the solvency
Trade Company and provision
MEEEM—FH)|BEDE FREKMERD
BRAA
Shanggiu Bai Chuan 795 795 100  No recover with
Pharmaceutical Co., Ltd. long account aging
THBENRBEER QA FREREZKE
Jiangsu Enhua He run 308 308 100  No recover with
Pharmaceutical Co., Ltd. long account aging
LIRS EREEFRDA FRERMERE
Shandong Jin Sheng Nuo 288 288 100  No recover with
Pharmaceutical Co., Ltd. long account aging
IWRGFHRAIBEFRAA FRERE XKD
Shandong Haiwang Yinhe 213 213 100  No recover with
Pharmaceutical Co., Ltd. long account aging
HiEmMEEAREEIAR FRERBERE
Xinjiang Shen Zhou 185 185 100  No recover with

Pharmaceutical Co., Ltd.

long account aging

IWRHMERERBBRAF

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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Notes to the Consolidated Financial
Statements (continued)

3) Account Receivable (continued)

a)

Risk Classification of Account Receivable
(continued)

FREESHETE V) Account receivable of individual amount is not
NEBBTRERSE significant, but individually provision for bad debts
8 FE YR R (&) (continueq)
BEUEE IREERE RIESE #REB(%) HREE
Book  Amount for

Clients balance bad debts Ratio(%) Reason
WERERBEEEFRAA ERBRMERD
Shandong Kang Yuan 164 164 100  No recover with

Pharmaceutical Co., Ltd. long account aging
EERREBEEEERAA FERBREERE
Lianyungang Kang Yuan 116 116 100  No recover with

Pharmaceutical Co., Ltd. long account aging

(Medical Station)
M EEREREEAR FREREERE
Linyi Ren Hua Pharmaceutical 95 95 100  No recover with

Co., Ltd. long account aging
SEHNBEERAETRA FREKEEKE
Heze Peony Pharmaceutical 68 68 100  No recover with

Co., Ltd. long account aging
RUERBERRLA FREKEERD
Anhui Hua Shi 52 52 100  No recover with

Pharmaceutical Co., Ltd. long account aging
TREBEFREEIAR FREREEKE
Pingyuan Pharmaceutical 52 52 100  No recover with

Co., Ltd. long account aging
WRETRGRERR FREREZRE
Shandong Yiyuan 25 25 100  No recover with

Pharmaceutical Co., Ltd. long account aging
IWREREEAR AR FREREERE
Shandong Guo Ying 4 4 100  No recover with

Pharmaceutical Co., Ltd. long account aging
CE 10,503 10,508 - -

WIERETERERR AR (A
THBEHERE)  LERA
HEBEFERAT (AT
FIRE B 5 X 88 8) ®RE
HBEEDBEERY
MEEHESECEHRRT -
B MEHEE
REEFERRRBEDH
BEE FHXBEEE
ERXNARRATEFA
ABRERAER ARF
H EA R R R E
o

The Company made full provision of bad debts for Shandong
Xin Kang Qi Pharmaceutical Co., Ltd. and its related
secured party Shandong Xin Bao Pharmaceutical Co., Ltd.
(Xin Bao), Shandong Bai Yi Mei Pharmaceutical Co., Ltd.
(Bai Yi Mei). Because Shandong Xin Kang Qi Pharmaceutical
Co., Ltd. (Xin Kang Qi) has abnormal operation and capital
chain break, its related secured parties Xin Bao, Bai Yi Mei
and itself cannot afford trade payment of the Company’s
subsidiary Xinhua Pharm.
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Notes to the Financial Statements (continued)

N AEMMERRIFEREHE

Notes to the Consolidated Financial

(4 Statements (continued)
3. FEU AR SR (&) 3) Account Receivable (continued)
@) NI JF 2R E g 82 ] b) Written-off bad debts for this year
(st fE]) 5%
5 5] 2 4k o] B
BESR  RiSHE $FE@E REREE 58O
L Lok FEHSE NEEHEEE (NWE)&E HFEHEKE (JKE)FRE
Provision
for bad
Book debts before Amount of Foundation
Clients balance recover Written-off of Bad debts Reason
A 30 K BE ER B RRRER Y Bl 5%38
Shenzhen Haiwang Xingchen
Pharmaceutical Co., Ltd. 64 64 64 Long aging Recovery
3) N E S A% SE H fE UK BR C) There are RMB61,000 account receivables written
RAREESIF T - off in 2012.
(4) FREWERGED d) At the end of the year, account receivable balance
TEHERKQNT% (5 does not include receivable due from shareholders
5% ) LA F R R 5 holding 5% or more of the Company’s voting
()RR SRR 2K o right.
5) FEREWEZHBEH e) At the end of the year, the balance of account
REBAZEMNETE receivable due from the top five debtors is RMB
@t AR #108,909F 108,909,000 accounting for 34.04% of the total
IT {5 FE YN BE T Eh A balance of account receivable, details are as
Lt 5l 534.04% - BR 48 follows:
LU
Efigi BELTIRE &8 RE L &%
Clients Relationship Amount  Aging Proportion%
WRMEHEZEER A FEBE S 1-26F
Shandong Xin Kang Qi Non-related parties 40,606  One to two years 12.69
Pharmaceutical Co., Ltd.
MitsubishiCorporation JE 1F LA
Mitsubishi Corporation Non-related parties 39,139  Less than one year 12.23
HMIET OB Ea) 1ELA
Zibo central Hospital Non-related parties 10,356  Less than one year 3.24
MEERBREHEERRA Ea ) 1-26F
Zibo Hua Bang Pharmaceutical Non-related parties 9,724  One to two years 3.04
Co., Ltd.
The Concentrate Manufacturing JERERE 7 EN,
Company of Ireland
The Concentrate Manufacturing Non-related parties 9,084  Less than one year 2.84
Company of Ireland
At
Total 108,909 34.04
WRHERNERGBRLT

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED



2 = R RERMABRITBIFE AN  UARB T IR

,E\7.|'7_]'§ $& %% B‘H EI (/{5) Unless otherwise indicated, all figures are stated in RMB’000
. . . RiIEPEEHERRR

NOteS tO the FlnanCIa/ Statements (Contlnued) Prepared in Accordance with PRC Accounting Standards

N SHMERRTIEEHEIE 6 Notes to the Consolidated Financial

(4 Statements (continued)
3. FEU AR SR (&) 3) Account Receivable (continued)
6) FREWERRGES f) At the end of the vyear, the balance of account
JE UL BAESE 75 SRIB S BT receivable due from the related parties is RMB
13,576F 7T ' 15 FE UK 13,576, 000 accounting for 4.25% of the total
BR AR EE4.25% - balance of account receivable, details are as
AT - follows:
HuEE HBEAFAE &8 SR %
Name of equity Relationship Amount Proportion%
EREBEAERAA 2R —EH AT
China Shandong Group Ltd. Control by the same 3,935 1.23
parent company
EE A M SBEREA H h 78 Bt
USA Perrigo International Co. Ltd. other-related parties 7,185 2.25
EBEFAEAEREETAA H b A S
USA Xinhua-West Pharmaceutical other-related parties 1,306 0.41

Company Limited

INRFETBRH AR A A H h 78 B

Shandong Xinhua Industry & other-related parties 1,150 0.36
Trade Company Limited

&&F
Total 13,576 4.25
@ FEUWREBR SRR BREAT 9) The ending balance of account receivable
HINEEBR TR denominated in the foreign currencies is as
follows:
FXeH e
At the end of the year At the beginning of the year
% HHEEE HEARW [R & HEZX HEARK
Name of Original Exchange Convercted Original Exchange  Convercted
Sp8 &I currency Currency Rate into RMB Currency Rate into RMB
T usb 18,999 6.2855 119,416 17,134 6.3009 107,959
BT EURO 2,623 8.3176 21,815 2,233 8.1625 18,230
e GBP 204 10.1611 2,071 188 9.7116 1,826
A&t Total 143,302 128,015
(8) /NI T e Sl e I = h) The company applies the export invoice amount
T8 18 o 17 BB it can be in under a financing business at Industrial
BTHOKEREE and Commercial Bank of China Zibo Branch, the
BRNEEZREER - corresponding amount of account receivable is
H O AT Uk BE B S AR $ 10,123,000 dollar, and the financing amount is
FE ) JE U BR R S $10,000,000 dollar.

10,123F =7t @&
$©%510,000FFETT o
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Notes to the Financial Statements (continued)

N AMMERREEREEE 6

Notes to the Consolidated Financial

(& Statements (continued)
4, Aft®RE 4) Advances to Suppliers
(1) TE1T 8 51 BR 2 a) Aging of advances to suppliers
EXEE FNeE
Balance at the end Balance at the beginning
of the year of the year
k4] e B% bk e 1%
HH Item Amount Proportion% Amount  Proportion%
1F AR Less than 1 year 82,860 98.65 34,863 78.26
1—-26 110 2 years 1,117 1.33 9,685 21.74
2—3%F 2 to 3 years 17 0.02 - —
3F More than 3 years 0 - — —
A&t Total 83,994 100.00 44,548 100.00
TEATBR RE ARG INHY The increase of advances to suppliers during this year is
TERAAKRAGE due to growing prepaid land premiums for the Company.
30 FREDIE ANFTEL o
2 FERFEMNEZRGES b) At the end of year, the top five balances of
A & R B AL R advances to suppliers are RMB72, 007,000 details
72,007F 7T - B4 A as follow:
T
L Lok BEAEME &8 B AEHRH
Reason for
Name of equity Relationship Amount Aging not settled
R SR B + 4 AR
Prepaid land premiums Non-related party 63,555 Less than one year Land certification
in progress
IRCMEXERAA JEREEE 1E AR BYARE
Jiangxi Renhe Pharmaceutical Non-related party 3,997  Less than one year Goods not yet
Co., Ltd. received
KEEEREERAA JERENE 1 AR BERRARK
Zibo Lvbo Gas Co., Ltd Non-related party 1,677  Less than one year Natural gas
prepaid
EMBEELREREER AR JERREE 1R EYRE
Guangzhou Baiyunshan Mingxing Non-related party 1,602 Less than one year Goods not yet
Pharmaceutical Co., Ltd. received
EMBELMIEHTERRAR FEEBS 1FE AR BYRE
Guangzhou Baiyunshan Heji Huangpu Non-related party 1,376  Less than one year Goods not yet
Chinese Herba Pharmaceutical received
Co., Ltd.
At
Total 72,007
WRHERNERGBRLT

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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N SHMERRTIEEHEIE 6 Notes to the Consolidated Financial

(& Statements (continued)
4, REARIE (&) 4) Advances to Suppliers (continued)
®) FREMNFEHEF c) At the end of the year, the balances of advances
TERARNALR (& payments do not include advances to shareholders
5%) A E R RER D holding 5% or more of the Company’s voting
O AR R BB FOR o capital.
) TEAT SRIE A HNEE BREE d) The ending balance of advance payments
denominated in the foreign currency is as follows:
FREH FOeE
Balance at the end of the year Balance at the beginning of the year
R HAEEX HEAR® R BEX HEARE
Name of Original Exchange Translated QOriginal Exchange  Translated
S5/ currency Currency Rate  into RMB Currency Rate into RMB
BT EURO - - - 20 8.1625 162
ET usb 28 6.2855 178 - - -
5. B fth FE i 3% 5) Other Receivable
(1) E WA 5 HE a) Risk Classification of Other Receivable
Balance at the end of the year Balance at the beginning of the year
B33 EY2E
%R & L%  EEER L% & A £ fil%
Proportion  Bad debts  Proportion Bad debts
Item Amount %  Provision % Amount  Proportion% Provision  Proportion%

EESEEAT ERHRERERNA MBI
Account receivable of individual amount is

significant, individually provision for bad debts 11,324 14.80 11,324 100.00 11,324 2591 11,324 100.00
RARHRERERNEBEUN
Provision for bad debts according to

combination analysis - - - - - - - -
EEE
Combination of aging 18,803 24,57 8,045 2179 14,289 32.70 8,499 50.48
ERHU5BEAR
Combination with the relationship

between trading partners 8 0.01 - - 8 0.02 - -
ERAGLEAS
Combination for special accounts 45,642 59.65 - - 17,333 39.66 - -

BRI
Subtotal 64,453 84.23 8,045 1248 31,630 72.38 8,499 26.87
BEGBERIBAEEEN RERERN
H b
Account receivable of individual amount is
not significant, but individually provision

for bad debts 745 0.97 745 100.00 745 171 745 100.00
aif
Total 76,522 - 20,114 - 43,699 - 20,568 -
H 4th fE U BE = F ok 18 More land and building receivables is the primarily
M EREREEE AREWK reason for the increase in other receivable during
BRELHWREM this year.

I INFTER -
ZE-FFH
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Notes to the Financial Statements (continued)

N AEMMERRIFEREHE

.
(&

5. Hftn BB % ()

(1)
1)

B b W7 ()

FREBESBEEAY
BRIIREREEN
H A E U R

EU&E

Clients

Notes to the Consolidated Financial
Statements (continued)

5) Other Receivable (continued)
a) Risk Classification of Other Receivable (continued)
) Other receivable of individual amount is significant,

and individually provision for bad debts

fREERE BES®E REEEA(%) HEFRE

Amounts of
Book amount bad debts

Ratio (%) Reason

WRHEEBLIARAR

EREGERNEREE

Shandong Xinhua Wanbo 11,324 11,324 100.00  Consider of solvency and
Chemical & Industrial full provision for
Company Limited bad debts

AEPR - IHEE® DN 1) Provision for bad debts according to aging

ERTIRERERBNH analysis

th & WK

FREH FNeH
Balance at the end of the year Balance at the beginning of the year
&f LE 1% BRER 2% £ 1% BRER
Bad debts Bad debts

HE ltem Amount  Proportion% Provision Amount  Proportion% Provision

1FEAA Less than 1 year 10,476 0.5 52 5,244 05 26

1-2F 110 2 years 376 20 75 352 20 7

2-3F 210 3 years 83 60 50 728 60 437

3FEP L More than 3 years 7,868 100 7,868 7,965 100 7,965

At Total 18,803 - 8,045 14,289 — 8,499

WRHERNERGBRLT

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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(4 Statements (continued)
5. HMEH(Z) 5) Other Receivable (continued)
(1) HE M EY 548 (4E) a) Risk Classification of Other Receivable (continued)
3) Hedh EREHEMA 1D) Other method for provision bad debts of account
EETIREREENE receivable
AR K
IEEiRHE HEeHE
Amounts of
HesE Name of combination Book balance bad debts
B Y REEES  Combination with the relationship 8 -
between trading partners
B EEEHEAET  Combination for special accounts 45,642 —
At Total 45,650 -
4) FEREELSBEHITEF V) Other receivable of individual amount is not
ANIBEIGHIRIE AR % significant, but individually provision for bad debts
1 ) B At WK
ok BmkE HWESE HRLA() HERER
Amount of
Clients Book balance bad debts Ratio (%) Reason
BrRE L TERAR FIRARAME - 2EEHR
Linyi yaoming chemical Co.,ltd. 652 652 100.00  Not recoverable under
judgement, full provision
REELERBREZSERLA TEEEEYR 28R
Harbin Zhenbaodao Pharmaceutical Co., Ltd. 28 28 100.00  No transaction, full provision
BEBBREXERAA THEEER 2EHE
Hainan Hai Ling Pharmaceutical Co., Ltd. 20 20 100.00  No transaction, full provision
IRECEEBRAF THEEEE  28HE
Jiangxi Hui Ren Pharmaceutical Co., Ltd. 20 20 100.00  No transaction, full provision
IEIHBEESEREERA THELER 2EHE
Jiangxi Xiang Zhong Pharmaceutical 8 8 100.00  No transaction, full provision
Trade Co., Ltd.
BrhinEEER AR TBEELE 28R
Linyi zhongrui pharmaceutical Co.,ltd. 7 7 100.00  No transaction, full provision
IRREEREXERAA TEBELE  2WHR
Jiangxi Zhongxing Hanfang 4 4 100.00  No transaction, full provision
Pharmaceutical Co., Ltd.
IRCAEXERAA TEBELE  2WHR
Jiangxi Ren He Pharmaceutical Co., Ltd. 3 3 100.00  No transaction, full provision
LWREEEFERERAT THEEEE 2HHE
Shandong Kangda Pharmaceutical Co., Ltd. 2 2 100.00  No transaction, full provision
RETREHEFREENA TEREEER AR
Zhangye zhongxing Pharmaceutical Co., Ltd. 1 1 100.00  No transaction, full provision
At
Total 745 745 - -
—e——%%H
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Notes to the Financial Statements (continued)

Notes to the Consolidated Financial

N AMMERREEREEE 6

(4 Statements (continued)
5. HMERH(Z) 5) Other Receivable (continued)
@) NI JF 2R O g 82 [ b) Written-off bad debts for this year
(tiiE]) 187
AEEEERERE There was no account receivable which has been
= (U E) B e written off in previous year, recovered during the
year.
®3) 2012%F K E b B UR 3% c) At the end of the year, other receivables do not
MBEPITER/FEALA include receivable from shareholders holding 5%
5% (85%) LA E&RA or more of the Company’s voting capital.
R 1 8 AR R B L K
=,
@) FRHE A FE W FREREE d) At the end of the year, the top five balances

Al B B 8 E b B UK
& B A F52,088F
7T ~ b 1 568.07% -
B4R ¢

of other receivables are RMB 52,088,000,
accounting for 68.07% of the total balance of
other receivable, details are as follows:

@B
| Tk BELTRE &8 BE % HERAR
Proportion
Name of equity Relationships Amount  Aging %  Nature or Content
BT LR Ea ) 1ELAR EREELH -
BEMHK
Zibo Land Reserve Centre Non-related party 28,087  Less than one year 37.88  Land and building
receivable
LRFEEBCIARDA Hio@m s 25k REHBEREN
Shandong Xinhua Wanbo Chemical & Other related party 11,324  More than two 14,80  Long-term accounts
Industrial Company Limited years
REERR B ) 1ELR JEWEE L3030
Houzhen Project Non-related party 8,000  Less than one year 10.45  Land receivable
JEH OER FEES 1E LR JEUH OEH
Pending deduction of VAT on purchase Non-related party 2,471 Less than one year 3.23  Rebate of export tax
IR e i) 1R MRS
Rebate of income tax Non-related party 1,306 Less than one year 1,71 Rebate of tax
At
Total 52,088 68.07
I

*N A A B 2013482
A2sB #tisiE ™ T i
HERLKREIRE -
- BEYIE -

On February 28, 2013, the Company received
the land and building receivable from Zibo Land
Reserve Centre.

IWRHMERERBBRAF

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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N SHMERRTIEEHEIE 6 Notes to the Consolidated Financial

(& Statements (continued)
5. HMEH(Z) 5) Other Receivable (continued)

(5) FRE A KRR e) At the end of the year, the balance of account
HhEK RS RIEE receivable due from the related parties of RMB
F11,332F 7T ~ HL I 11,332, 000 accounting for 13.72% of the total
B13.72% - B 48 40 balance of account receivable, details are as
N follows:

HEMEE BEATFIRE &8 {H A Bl%
Name of equity Relationship Amount Proportion%

IWRFETERMBRAT AR

Shandong Xinhua Industry & other-related parties 8 0.01
Trade Company Limited

WRFESECTERAR  Hih B

Shandong Xinhua Wanbo other-related parties 11,324 138.71
Chemical & Industrial
Company Limited

At
Total 11,332 13.72
©6) Eﬁwﬁi\”&%’\ﬁ] B f) The ending balance of other receivables
TONEERER - denominated in foreign currency is as follows:
FXEH FHEH
Balance at the end of the year Balance at the beginning of the year
% HAEEX HEARY [R% HEX HEARE
Name of Original Exchange Translated Original Exchange Translated
%L  currency Currency Rate into RMB Currency Rate into RMB
BT EURO 111 8.3176 924 19 8.1625 159
6. FARBRER 6) Inventories and Provision for decline in value of
inventories
(1) FREAH a) Classification of Inventories
EXEEW FNeE
Balance at the end of the year Balance at the beginning of the year
BRERE BRER BERE FESE BEERE RHEE
Provision Provision
for decline Carrying for decline
EH Item Book value in value value Book value in value ~ Carrying value
BHH Raw material 56,411 840 55,571 44,657 405 44,252
EEm Work-in-progress 147,390 2,981 144,409 108,397 1,673 106,824
EFER Goods-in-stock 284,476 11,577 272,899 267,199 10,228 256,971
EEZER  Low-value
consumables 14,954 - 14,954 13,902 — 13,902
5 EREEYE Special materials
for Government 1,840 - 1,840 1,840 — 1,840
At Total 505,071 15,398 489,673 435,995 12,206 423,789

-5 FRH
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Notes to the Financial Statements (continued)

N EHMEERRTITERBHERE 6 Notes to the Consolidated Financial
(4 Statements (continued)
6. EERBEERZE) 6) Inventories and Provision for decline in value of
inventories (continued)
@) FEHEERE b) Inventory Impairment
XHERD
Reduction
FNEE FUMHRE B B FREH
Balance
at the Balance at
beginning of Provision the end of
ERESE Item the year made Written back  Written off the year
B # Raw material 405 435 — - 840
EER Work-in-progress 1,573 2,981 — 1,573 2,981
177 fh Goods-in-stock 10,228 4,273 - 3,193 11,308
Bk & Finished Goods - 269 - - 269
At Total 12,206 7,958 - 4,766 15,398
FTEKEEHENE Please refer to Notes 2.12, for the policies for
RAZFZ2AAXRH provision for inventing impartment.
—12-°
3) FE S EE G2 c) Inventory impairment accrue
*HBOER FHEODSTLZN
HH MREABREEHROEKE BEEHOFE FRURSBEDLEH
Reasons for
reversal of Provision of
Basis for making of provision for reversal to the
provision for decline in decline in value of  ending balance of
Item value of inventories inventories inventories
R IREEAEEN A R FE
Raw material Book value is less than — —
net realizable value
EEm REEEEN AT #RFE
Work-in-progress Book value is less than — —
net realizable value
JERE = RHEEAERENAZHREE
Goods-in-stock Book value is less than — —
net realizable value
K REEAENAIZREE
Finished Goods Book value is less than — —
net realizable value
WRHERNERGBRLT

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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N. SHHMBEBREEHRHEAFEE 6  Notes to the Consolidated Financial
(& Statements (continued)
7. HtiiREEE 7 Other current assets
HH FEXEH FVeE HEH
Balance
Balance at the at the beginning
Items end of the year of the year  Nature
A EREN AR EREN
Prepaid income tax of Prepaid
parent company 3,275 3,504 income tax
8. AHHESMEE 8) Available-for-sale Financial Assets
FREH FmeH
Balance Balance
at the end at the beginning
HH ltem of the year of the year
BB BRI IR E NG RAE Shares of Ruiheng Pharmaceutical 3,200 3,200
& Technology Investment
Company Limited
TEIRITEAR Legal-person share of Bank of 40,603 36,822
Communications
KEEREEAR Shares of Pacific insurance 112,500 96,050
Company Limited
PNEEEE S Shares of Tiantong Securities 30,000 30,000
Company Limited
IWRHERE(CTHE Shandong Xinhua Changxing Chemical 3,987 3,987
BRAR Equipment Company Limited
at Total 190,290 170,059
At ESREERE Impairment of available-for-sale 33,987 33,987
financial assets
B RAEERERE Including: Impairment on shares of 30,000 30,000
Tiantong Securities Company Limited
WERHERE( TR Shandong Xinhua Changxing Chemical 3,987 3,087
BRARIRE Equipment Company Limited
MHHESMEERE Net value of available-for-sale 156,303 136,072
financial assets
9. RUBRERSE 9) Long-term Equity Investment
(1) RERERKE a) Long-term Equity Investment
FREH FNEE
Balance Balance
at the end at the beginning
HH Item of the year of the year
R A% E R YRR E Using the equity method 26,469 23,355
RERERE AT Total long-term equity investment 26,469 23,355
B REARRER B R E % Less: Impairment loss of
Long-term equity investment - -
REREREFE Net amount of Long-term
equity investment 26,469 283,355
ZE-"FFER
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N SHMERRTIEEHEIE 6 Notes to the Consolidated Financial

(4 Statements (continued)
9. RUIBIERE (&) 9) Long-term Equity Investment (continued)
(1) RAIRIEIRE (1B) a) Long-term Equity Investment (continued)
R BRI 0 The primary reason for increase of long-term
MNRAFZR/ARA equity investment during this year is the income
L RS E T E R from investment of Shandong Xincat Chemical &
BRAAZRE R IG Industrial Company Limited is rising.
DOFTEL -
@  EEm* b) Using the Equity Method
HARENER BREA% FRELA% o=t ] ENeR A58EM RitRD FXeF FERSMN
Cash
Balance at Balance at Dividends
Proportion of  Proportion of the beginning theend of  received in
Name of investee shareholding  voting rights ~ Original Cost of the year Additions  Deductions the year the year
REEEE
Using in equity method
LF SRR EERAR
Shandong Zibo XinCat
Pharmaceutical Company Limited 20 20 10,179 23,355 3,114 - 26,469 -
G HEELE BEL c) Investment in Joint Ventures and Associates
FRE
33 33 33 FEER
HARENER BRLAS%  RARMLA% REAE ARER PRESE BA#E A
Total assets at  Total liabilities Total net Total operating
Proportion of  Proportion of theend of the  attheend of  assets atthe income during Net profit of
Name of investee shareholding  voting rights year of year end of the year this year this year
HELR
Joint Ventures
WREBFELEERAT
Shandong Zibo XinCat
Pharmaceutical Company Limited 20 20 189,644 76,542 113,102 278,418 16,499
) ARal REBERSE d) No provision for impairment has been made and
NEERBEEE K no evidence indicates any impairment of long-term
ATREREBREREE equity investment of the Company.
e
(5) RARRBKRERE e) There is no significant restriction on the
BRERZEERRH o Company of the disposal of the long-term equity
investments.
WRHERERGBRLE

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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(#& Statements (continued)
10. KBEHEHE 10)  Investment properties
(1) K ARG E R 1R E I a) Investment properties measured by cost model
EHE
e FEB/m FERD EXe#d
Balance at Balance at
the beginning  Additions of Reductions of the end of
HH ltem of the year the year the year the year
RE Original price 49,011 36,069 — 85,080
EEZEY Buildings 40,235 36,069 — 76,304
+ 3 {5 A Land 8,776 — - 8,776
REtrE# Accumulated
Bt depreciation &
amortization 11,869 4,305 — 16,174
EEREY Buildings 11,650 4,086 — 15,736
TibfE Land 219 219 - 438
REBE Book value 37,142 - — 68,906
EEREEY Buildings 28,585 — — 60,568
+ i {55 A Land 8,557 — — 8,338
o (B 5 i Provision for impairment - - - —
EREEY Buildings - - - -
T A Land - - _ _
IREEE Book value 37,142 — — 68,906
EEREY Buildings 28,585 — - 60,568
+ 3455 A A Land 8,557 — — 8,338
AT 3T B AN 8 The depreciation and amortization charge for the
%H4,305F T © year was RMB 4,305,000.
@) RFEEZFHFAOTHE b) R & D centre 1# and Xinhua Building have not
EAEFEFZEITE been issued with title documents for current year.
HREEA o

-5 FRH
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N. SHHMBEBREEHRHEAFEE 6  Notes to the Consolidated Financial
(4& Statements (continued)
1. BEEEE 11)  Fixed Assets
(1) B EEHAZE a) Details of fixed assets
ENeE FERM FEFD EX3 1]
Balance at Balance at
the beginning the end of
Item of the year Additions Reductions the term
RE Original book value
REEEY Including:  Buildings 725,137 211,630 64,504 872,263
BaZ Machinery & Equipment 1,389,221 365,025 61,889 1,692,357
EBRE Vehicles 21,035 1,415 720 21,730
WAREMRE Office equipment and others 40,123 5,793 698 45,218
At Subtotal 2,175,516 583,863 127,811 2,631,568
RithE Accumulated depreciation
EEEEY Including: ~Buildings 286,405 33,917 26,926 293,396
BELE Machinery & Equipment 786,513 116,739 33,163 870,089
EBRE Vehicles 12,151 2,691 687 14,155
BAREMSRE Office equipment and others 27,201 4111 558 30,844
= Subtotal 1,112,360 157,458 61,334 1,208,484
Rm®E Net value of fixed assets
EEBEN Including:  Buildings 438,732 — — 578,867
HaR Machinery & Equipment 602,708 — - 822,268
BaRE Vehicles 8,884 - — 1,515
BAREMRE Office equipment and others 12,832 — - 14,374
At Subtotal 1,083,156 - - 1,423,084
WEER Provision for impairment
EEREY Including:  Buildings - — — _
KRRE Machinery & Equipment - 98 — %8
ERRE Vehicles - — - -
BOREMR Office equipment and others — — — -
I Subtotal - 98 - %8
BEEE Net currency value of fixed assets
EEREY Including:  Buildings 438,732 — — 578,867
BERE Machinery & Equipment 602,708 — — 822,170
ERRE Vehicles 8,884 — - 7,575
BOREMRE Office equipment and others 12,832 — — 14,374
B3t Subtotal 1,063,156 — — 1,422,986
RKEEZNOETEE During this year, the amount which fixed assets
ERh o opEREIR®E transferred from construction in progress was
A B % 58 5499,351 RMB499,351,000. The depreciation charge for the
Tt RNFEINH A year was RMB 146,145,000.
ETITER  KNFER
146,145F J¢

IWRHMERERBBRAF
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N SHMERRTIEEHEIE 6 Notes to the Consolidated Financial

(4 Statements (continued)
11. EBETEEEE) 11)  Fixed Assets (continued)

) KRBl ZEFRAA b) The formaldehyde plant in Xinhua Shouguang, the
MESH=FREM Company’s wholly-owned subsidiary, has shut
BEfFEI3FUE = down for more than three years. The fixed assets
FESHETEEER in that plant are idle. Therefore, the Company
E -AFEAQRALZ counted 98,000 yuan as provision for impairment
BABMEETMHE of fixed assets for machinery and equipment in
BRARE=FEIR that plant this year. The Company referred to
BEEEEBEHANE the asset appraisal report (China United Asset
EFEmE (PR R Appraisal Zi [2102] No. 1050) of formaldehyde
F[2012]%10505%) - project asset value issued by China United Assets
¥ = FEE B8 f A 1 B3 Appraisal Group.

BB IRETEER
BEFHBT T -

3) EiF R E R BT B E c) Temporary idle fixed assets

HE FERE AN E i {5 % RESRE fAE
Accumulated Provision for

Item Original Cost depreciation impairment Net value

FEEREY

House & Building 3,864 382 — 3,481

]

Equipment 10,168 4,737 98 5,333

&&F

Subtotal 14,032 5,119 98 8,814

HMBEEAEAENYAT Idle fixed assets are formaldehyde plant in

EIH=FBER - Shouguang, which has been shut down.

3) B A AT R B B d) Fixed assets leased through operating lease

BElE&E
R{E BE
HE Items Original Cost Net value
FEEREY House & Building 13,560 8,174
k- -F o . 3
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N SHMERRTIEEHEIE 6 Notes to the Consolidated Financial

(& Statements (continued)
11. EEE (&) 11)  Fixed Assets (continued)
) KR EFEFEZ LB e Fixed assets that have not been issued with title

FEE documents are as follows:

RESB R BE BHWEEERR
The time expected
to complete the title

Name of properties Original Cost Net value documents

HERERE BE2013F K

Xinhua Building 45,800 44,349 At the end of 2013

3000 /& 5 B F iR RES:S

Warehouse of 3000 ton Bunofen 26,046 21,312 At the end of 2013

] &) UC AR BE2013F K

Warehouse of Aspirin 16,000 15,620 At the end of 2013

IRE M REBE) HEF2013F K

Comprehensive Office Building (block B) 12,930 7,309 At the end of 2013

gl = BET2013F K

Civil engineering of Sulphuric acid phase B 12,476 12,328 At the end of 2013

MHEEETLERE FEE2013F K

Warehouse of Hutian Production Centre 12,000 11,952 At the end of 2013

BELNREE FEE2013F K

Warehouse of Pharm. Trade 10,696 6,716 At the end of 2013

DK=—HE = EF2013F K

Warehouse of DK phrase K 10,637 10,542 At the end of 2013

MAERERE BEF2013F K

Hutian Quality Inspection Building 10,000 9,881 At the end of 2013

HERS HEF2013F &

Xinhua Business Centre 9,847 7,919 At the end of 2013

DKE 5 BEF2013F K

Warehouse of DK 8,759 7,681 At the end of 2013

I R — BB FEF2013F &

Warehouse of Pyrazolone phrase ¥ 8,076 6,879 At the end of 2013

HEHHTE BEr2013F K

Civil Engineering of Southern District Power 7,670 7,609 At the end of 2013

HERENBER JEF2013F &

Xinhua Building surrounding houses 7,405 7,170 At the end of 2013

W — B E BEr2013F K

Civil engineering of Pyrazolone Warehouse phase K 6,874 6,134 Atthe end of 2013

ZIRERE JEF2013F &

Warehouse of Violuric acid 6,610 5,458 At the end of 2013

BHRHO1# BEr2013F K

R &D centre 1# 6,230 6,131 At the end of 2013

TMPRHL = 20135 K

Warehouse of TMP 6,000 5,976 At the end of 2013

KGERE BET2013F K

Warehouse of salicylic acid 5,500 5,369 At the end of 2013

CPCR s FEE# & FEF2013F &

CPC warehouse 4,800 4,781 At the end of 2013

HERRERIRRRE BET2013F K

Hutian storage warehouse 4,100 4,084 At the end of 2013

IWRHMERERBBRAF

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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(& Statements (continued)
11. EEE (&) 11)  Fixed Assets (continued)
) K EFEFEZ LB e Fixed assets that have not been issued with title

TEE (&) documents are as follows: (continued)

RESB RE BE FAHHZEERRE
The time expected
to complete the title

Name of properties Original Cost Net value documents

YHEE FBE2013F K

Power plant 3,700 3,612 At the end of 2013

KEEBE FBE2013F K

Water treatment plant 3,668 3,048 At the end of 2013

SHEBTIES BE2013F K

54# Single staff quarter 3,391 3,038 At the end of 2013

e EE2013F K

Warehouse of Sulphuric acid 3,346 2,996 At the end of 2013

SHEE BE2013F K

3# Warehouse 3,299 3,019 At the end of 2013

HRE 20135 K

21# Apartment 3,202 2,855 At the end of 2013

HESKEERE HEE2013F K

Hutian Sewage treatment plant 3,100 3,026 At the end of 2013

ALERE 2013 K

Warehouse of Chloroacetic acid 2,810 2,454 At the end of 2013

SKVEE U F BE2013F K

Warehouse of 35KV converting station 2,800 2,733 At the end of 2013

CHERIES BE2013F K

6# Single staff quarter 2,770 2,441 At the end of 2013

RH BB BE2013F K

Warehouse of bulk drug 2,600 2,549 At the end of 2013

ARNBEBE HEE2013F K

Warehouse of Chloro-propionyl chloride 2,433 2,158 At the end of 2013

HWEE BE2013F K

1# Warehouse 2,405 2,153 At the end of 2013

R REE EFT2013F K

Frozen plant 2,345 1,949 At the end of 2013

RE HE2013F K

Western Gongaingtuan Road Tiandu operating centre 2,255 2,026 At the end of 2013

HEERBERHLEE HEE2013F K

Warehouse of ethyl cyanoacetate 2,189 1,981 At the end of 2013

ALBEBE HE2013F K

Workshop of calcium polycarbophil 2,121 1,796 At the end of 2013

=RERRE 20135 K

Warehouse of formaldehyde 2,044 1,842 At the end of 2013

BERAEE HE2013F K

Warehouse of Pharm. Trade 1,802 1,374 At the end of 2013

BRRFEEHRE HEE2013F K

Workshop of calcium polycarbophil 1,784 1,360 At the end of 2013

BIRE HET2013F K

Staff quarter 1,775 1,397 At the end of 2013

ZE-"FFH
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Notes to the Financial Statements (continued)

N AEMMERRIFEREHE

(&
11. EBETEEEE)

“4)  ARREEEZE
FEEE (&)

EEER

Notes to the Consolidated Financial
Statements (continued)

11) Fixed Assets (continued)

e) Fixed assets that have not been issued with title
documents are as follows: (continued)

RE BE RHHREEEH
The time expected
to complete the title

Name of properties Original Cost Net value documents
WRE 2013 F K
2# Warehouse 1,533 1,342 At the end of 2013
EERARE FBAT2013F K
Warehouse of Pharm. Trade 1,500 1,050 At the end of 2013
AEEE FEE2013F K
Warehouse of Western Park 1,394 1,269 At the end of 2013
B FBAT2013F K
Warehouse of Diester 1,247 1,145 At the end of 2013
IMERE HEE2013F K
Analysis Laboratory 1,074 949 At the end of 2013
B ZKE HEF2013F K
Warehouse of Barbitone 1,000 996 At the end of 2013
CE 302,043 271,758
WRHERNERGBRLT

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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N SHMERRTIEEHEIE 6 Notes to the Consolidated Financial

(#& Statements (continued)
12. #EEIRE 12)  Construction-in-progress
(1) FFETFREHAZE a) Detailed list of construction in progress
EXeR FeE
Balance at the end of the year Balance at the beginning of the year
[ REER RESE FEHE HEEE REFE
Book  Provision for Provision for
HE Projects balance Impairment Book value Book balance Impairment Book value
HFE-TEAR Innovation Park - Xinhua Building 9,982 - 9,982 61,587 - 61,587
B3 E-HiE Innovation Park - Annex Building 1,261 - 1,261 10,101 - 10,101
B E-RHBE L Innovation Park - R & D centre * 457 - 457 8,901 - 8,901
Bl E-RIFH 2 Innovation Park - R & D centre # 18,379 - 18,379 7,539 - 7539
HESH=HMEE  Xnhua Shouguang Il

T#R1E east industrial park project 39,562 - 39,582 75,164 - 75,164
HRERIR Project of Hutian 86,305 - 86,305 97,332 - 97,332
SRERHRTR Tribendimidine Project 970 - 970 12,124 - 12,124
HRERARTIR Public project of Hutian 25,961 - 25,961 10,718 - 10,718
BL#% TMP-CPC  Barbitone, TMP,

ERkE CPC product relocation 7,706 - 7,706 16,184 - 16,184
Hi Others 83,374 - 83,374 63,680 - 63,680
At Total 273977 - 213977 363,330 - 363,330

@) BAHLBZTEIELHE b) Major changes in construction projects

KERD

Deduction
e RN BAEERE RtiE D EXEH
Balance at Balance
the beginning Transfer to Other  at the end
IEER Projects of the year Additions  fixed assets  deductions  of the year
SlHE-HERE Innovation Park - Xinhua Building 61,587 14,395 36,160 29,840 9,982
EIFE-ME Innovation Park - Annex Building 10,101 1,745 10,585 - 1,261
EIFTE-RI A L Innovation Park - R & D ™ 8,901 2,006 4,220 6,230 457
BIFE-RIF B 5% Innovation Park - R & D # 7,539 10,840 - - 18,379

HESH=H Xinhua Shouguang Il

ERIERIR east industrial park project 75,164 176,715 207,689 4,608 39,582
HHERIRE Project of Hutian 97,332 131,073 142,100 - 86,305
REHRIR Tribendimidine Project 12,124 23,846 35,000 - 970
HHEEBAEIRE  Public project of Hutian 10,718 15,243 - - 25,961
BiE - TMP- Barbitone, TMP,

CPCE R kB CPC product relocation 16,184 21,822 30,300 - 7,706
Hi Others 63,680 55,793 33,297 2,802 83,374
At Total 363,330 453,478 499,351 43,480 273,977

-5 FRH

2012 ANNUAL REPORT




RS RRMABRASRIFE A - UARB T IR A =
Unless otherwise indicated, all figures are stated in RMB’000 /H\ZI- i% #&%% M;J- EI (llﬁl )
RIEPEEHEARR . . .

Pr:pared in Accorgance with PRC Accounting Standards NOteS tO the FlnanCIa/ Statements (COanI’lued)

N SHMERRTIEEHEIE 6 Notes to the Consolidated Financial

(4 Statements (continued)
12. #ERBIE (&) 12)  Construction-in-progress (continued)
@) BAFEZTREAE b) Major changes in construction projects (continued)
BgR ()
LR X3
IR:3 N HRESL HRES .31 )
IRER RRY  REMA) IREE Rite R el ®xlE% REXE
Proportion of Accumulation Including:
construction amounts of  Capitalization ~ Capitalization
investmentto  Progress  Capitalization interest interest ratio  Source of
Projects Budget  budget(%)  of project interest  of this year (%)  funds
EHERE 12i3 351 a4
Innovation Park - Xinhua Building 79,700 96.33  Ongoing - - —  Funds -own
EE-ME 1213351 =L}
Innovation Park - Annex Builoing 16,160 7331 Ongoing - - —  Funds -own
BB L 1223361 a4
Innovation Park - R & D™ 16,850 64.73  Ongoing - - —  Funds -own
EE-RHR LY 1213351 E%
Innovation Park - R & D# 12,900 14248 Ongoing - - —  Funds -own
HEBX-BREIZAIR LEER ER
Xinhua Shouguang Il east 383,098 65.75  Ongoing - - —  Funds -own
industrial park project
HEERTE 12i3:35} hE
Project of Hutian 677,000 33.74  Ongoing 6,745 2818 623 Outside-
financing
SREMIR 12i3:351 ER
Hutian chemical pharmaceutical 36,500 98.55  Ongoing - - —  Funds -own
industry center
(Tribendimidine Project)
FEEEARIR 2351 a4
Public project of Hutian 19,000 13664 Ongoing - - —  Funds -own
Bi# TMP- CPCERHE i35 a4
Barbitone, TMP, 26,000 14618 Ongoing - - —  Funds -own
CGPC product relocation
i - - [kEf ER
Others Ongoing - - —  Funds -own
At
Total 6,745 2818
) ARARIEREIRER c) No provision for impairment has been made
NEERBEER K and no evidence indicates any impairment of
SATRERIRRESE construction-in-progress of the Company in the
o end of the year.
WRHERERGBRLE

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED



2 = R RERMABRITBIFE AN  UARB T IR

,E\7.|'7_]'§ $& %% B‘H EI (/{5) Unless otherwise indicated, all figures are stated in RMB’000
. . . RIEPEIE SR R
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N SHMERRTIEEHEIE 6 Notes to the Consolidated Financial

(& Statements (continued)
13. H|LEE 13) Intangible Assets
(1) BEEE a) Details of Intangible Assets
ENed FHEm TR EXEH
Balance Balance
at the beginning at the ending
EH Items of the year Additions Reductions of the year
RE Original value 271,322 47,750 6,660 312,412
THERE Land use rights 260,445 29,452 6,660 283,237
B FRE Software use rights 4319 1,352 - 5,671
R Non-patented
technology 6,558 16,946 - 23,504
F48 1 Accumulated amortization 47,818 8,565 1,850 54,533
tiFERE Land use rights 37,972 5,873 1,850 41,995
Y ERE Software use rights 3,288 433 - 3,721
FEFEM Non-patented
technology 6,558 2,259 - 8,817
IRERE Net book value 223,504 - - 257,879
TiFERE Land use rights 222,473 - - 241,242
b A E Software use rights 1,031 - - 1,950
FEEF AT Non-patented
technology - - - 14,687
(B 0 Provision for impairment - - - -
T fE A Land use rights - - - -
B AR Software use rights - - _ _
FEHEFIR Non-patented
technology - - - -
IREEE Net carrying value 223,504 - - 257,879
B Land use rights 222,473 - - 241,242
HHERE Software use rights 1,031 — - 1,950
FEEF BT Non-patented
technology - - - 14,687
7N 6 30 H) 2 5T Y The amortization charge for the year is RMB 8,
B 7R #E 858,665 T 565,000.
7_E o
©) AR B AR R = b) The Company has mortgaged two plots of land
5 SHL A PR 8 2 #E oE in Zhangdian District of Hutian Town, to the
3599 5 7% s Bl F(2009) Construction Bank of China Zibo Branch for
?0%954”99&%546%:%2 loan of RMB 44,174,000. The Property Right
@ N ﬁ@ﬁ O ) Certificates are Zi Guo Yong (2009) A15409
PSRN M) and Zi Guo Yong (2009) A15408. (See details in
RITEBOITIEEE ,
EHA4a174F 7T (22 notes 6 (27) Long-.te.rm Loans). The total area is
B3R 2 B ARK SN - 187,080m?2. The original book value of the land is
27 EHAfE ) - | 73,109,000 and the net value is 68,113,000.
+ A& &187,030F

oK T BRE R(E
£ 573,109F & * B
%36 5168,113F
7":0
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N SHMERRTIEEHEIE 6 Notes to the Consolidated Financial

(& Statements (continued)
13. EREE (&) 13) Intangible Assets (continued)
3) K2 7] 5 1 € c) The processing of the following land use right title
HEEZFUENREZ P - documents are in progress:
TR E
TifrE Address Net value
MESHEE L Land of Xinhua Pharmaceutical (shouguang) 9,794
Company Limited eastern district
HEREFETER (RE) Land use rights of Xinhua Industrial Park, 5,701
T b A A Development Zone (East Park)
SREEsLH(EE) Land of dormitory buildings (Residence) 5,784
ERES L (EE) Land of dormitory buildings (Business) 419
PAIEBEE) i Land of office building (Block B) 2,315
A5t Total 24,013
) ARG FEHEEET R d) No provision for impairment has been made and
TEFEEREEE K no evidence indicates any impairment of intangible
FTIEEEREREE assets of the Company in the end of the year.
ﬁ o
14. w8 14)  Goodwill

FNeE FERN FERYD FREE FXRAEER

Balance at the Balance Year end

beginning of attheend  Provision for

REREMER Name of Investee the year Additions  Reductions of theyear  Impairment
MELE (FE) Xinhua Pharmaceutical (Gaomi)

BRAT Company Limited - 2,716 - 2,716 -
ast Total - 2,716 - 2,716 -
HENFENS A EMRE See notes 2.20, impairment for non-financial assets for
HEEEIE O EFH R ARK R — - approaches of goodwill impairment test and provision for
20 L REERME - impairment.

WRHERERGBRLE

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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15. REFRTBNEE

(1)

@
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6 Notes to the Consolidated Financial
Statements (continued)

15) Deferred Tax Assets

EERBELGHE a) Recognized deferred tax assets
E
FXEH FMewE
Balance Balance
at the ending at the beginning
HH ltems of the year of the year
FRAIZERER Provision for bad debts 15,776 13,407
of subsidiaries
FRAZGFEBRBERE Provision for decline in value of 1,098 1,026
inventories of subsidiaries
FRrelzBTEEE Provision for impairment of 24 —
B fixed assets of subsidiaries
B7NRIEHEA Unrealized internal profits on 2,269 2,155

RERNEBHE

sales and purchase
with subsidiaries

A&t Total 19,167 16,588
EEFESHEEFK The increase of deferred tax assets is due to rising
MM ERERIFEE AKX provision for bad debts of account receivables in
NATETARIEHE subsidiary Shandong Xinhua Pharmaceutical Trade
N A EUBR FRET IR R Co., Ltd.
BRIGNFTEL
S| B [ E E ) EF b) Deductable temporary difference of deferred tax
FEIE B e ry BT assets at the ending balance
ZE
EFXEE FNEE
Balance at Balance at
Item of deductable temporary the ending of the beginning of
AENEREERTE difference the year the year
FRRZIERERE Provision bad debts of subsidiary 63,105 53,628
FRAZGFEREERE Provision for decline in value of
inventories of subsidiaries 4,394 4,106
FRARIZEFEEERE%EME Provision for impairment of
fixed assets of subsidiaries 98 —
HYNEEHEN Unrealized internal profits on
RERAFE sales and purchase
with subsidiaries 13,357 12,974
At Total 80,954 70,708
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Notes to the Financial Statements (continued)

N AMMERREEREEE 6

.
(&

16. HEREEFEHESR

Notes to the Consolidated Financial
Statements (continued)

16) Statement of provision for impairment of Assets

FHEME FHRIHE
Addition Reductions
Y 3 BA B
FECKH
EMeE FUMHRE EEER BO B E£%xad
Recovery
of years
Balance bad debts
at the written off Balance at
beginning  Provision in previous written the end
EH ltems of the year for the year years back written off of the year
ZRREERE  Provision for bad debts 75,046 9,490 64 - 210 84,390
FEREER  Provision for decline
in value of inventories 12,205 7,958 - 4,765 - 15,398
TEE Provision for fixed assets
REERE - 98 - - - 98
AEEESR  Provision for impairment
BERMEEE  loss of available-for-sale
financial assets 33,986 — — — 33,986
=i Total 121,237 17,546 64 4,765 210 133,872

17. EHE 17)  Short-term Loans

FERkeH FYER

Balance Balance

at the end at the beginning

&R xEB Types of loans of the year of the year
ERER Credit loan 357,000 87,310
ERER Pledge Loan 62,855 58,837

R E Guarantee loan - 150,000

A&t Total 419,855 296,147

FRE B RBBEMBEAK
TBRA/MEARRES
BROFZ  KNRABMIESE
HRFTEL

The increase of the balance of short-term loans over
the last year is mainly due to the company’s raising of
more loans in order to meet the needs of the Company’s
expansion.

IWRHMERERBBRAF

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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Notes to the Consolidated Financial

(& Statements (continued)
17. fEHIE®R(2) 17)  Short-term Loans (continued)

() ERERFARDE A 1) In credit loan, the Company raises fund
MEARLEZRE 120,000,000 by commercial acceptances. The
120,000F 7T * X it corresponding discount interest is 3,580,000. The
A FE L3R B 2.3,5680F amortization of this year is 580,000.

JT o ARFEE 80T
7_E o

2 BERERFARRRE 2) In pledge loan, it includes a pledge loan of
AR A U e e account receivable export exchange earning right
& #62,855F Jt - for the Company, which is 62,855,000. See notes
R ARM N 3.8) 6 (3) 8 account receivable pledge.
FEURBR SR HR AT AL -

18. MEFEE 18)  Note Payable
FkKkeH FYERE
Balance Balance
at the end at the beginning

RgEs Item of the year of the year

SRITARNIESR Bank acceptance 122,278 113,522

A Total 122,278 113,522

FRENZER2013F5 A The ending balance of note payable which will all get

31AZI M€ EE /122,278 F matured on 31 May, 2013 is RMB 122,278,000.

T o

19. [ERERR 19)  Account Payable
(1) JE1T 8 a) Account payable
k¥ 4] FYe8E
Balance Balance
at the end at the beginning
HAE Item of the year of the year
FERTERFR Accounts payable 274,151 244,633
HEih 15 B L Including: More than one year 11,895 8,396
BRER BB TR B ER Account payable aged over one year is unsettled
RAEHREENME because of purchase of raw materials.
e

2) FREMBRR&GES b) The ending balance of accounts payable does
REHEKQNFTES (& not include any amount due to the shareholders
5%) LA £ R RER D holding 5% inclusive or more of the Company’s
PSR BE (I FRIE - voting capital.

k= Lk 33
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N SHMERRTIEEHEIE 6 Notes to the Consolidated Financial

(& Statements (continued)
19. BERER(Z) 19)  Account Payable (continued)
®) JERBREFRABEAT c) The ending balance of account payable
INEEBRTE denominated in foreign currencies is as follows:
FXeE FUe8
Balance at the end of the year Balance at the beginning of the year
% HHEEE HEAR® [R & nEEX HEARK
Original Exchange Translated Original Exchange Translated
SEELEE  ltem Currency Rate into RMB Currency Rate into RMB
BT EURO 1,820 8.3176 15,139 3,031 8.1625 24,737
20. TR 20) Advances from Customers
(1) TEUY A IE a) Advances from Customers
k¥ 4] FYe8HE
Balance Balance
at the end at the beginning
HE Item of the year of the year
TEUBR TR Advances from customers 14,523 18,507
= s e Including: More than one Year 1,467 1,150
2 FRBUWERKBEEF b) The ending balance of advances from customers
TEEHELRRNT% (B does not include any amount due to the
5%) bA £ R AR shareholders holding 5% inclusive or more of the
B A% 3R B FIE o Company’s voting capital.
(3) FBUWBRERFBREAT c) The ending balance of accounts payable
NS BREE denominated in foreign currencies is as follows:
FXe# FUe8
Balance at the end of the year Balance at the beginning of the year
e fra
% HEES IN: [R HEX ARE
Original Exchange Translated Original Exchange Translated
HERE  ltem Currency Rate into RMB Currency Rate into RMB
e UsD 637 6.2855 4,004 913 6.3009 5,751

IWRHMERERBBRAF

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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Notes to the Consolidated Financial
Statements (continued)

N AMMERREEREEE 6

.
(&

21, EABIFM 21) Employees’ wage Payable
ENeH FHaAmE FHRAE EXeH
Balance Balance
at the beginning at the end of
ER Item of the year Additions Payment the year
TZ(5%4  2EAEL)  Salaries (including bonuses,
allowance and subsidies) - 228,698 228,698 -
BIENE Staff welfare - 17,989 17,989 -
HeRKmE Social securities - 52,696 52,696 -
Eh: 1 BERRE Including: 1. Medical insurance - 12,264 12,264 -
2. RREZRRE 2. Basic pension insurance - 34,230 34,230 -
3 KERRE 3. Unemployment insurance - 3,085 3,085 -
4 IERRE 4. Work injury insurance - 1,603 1,603 -
5 HERRE 5. Maternity insurance - 1,264 1,264 -
6. REEE 6. Large medical insurance - 250 250 -
RNES Housing funds 267 8,413 8,209 381
TERBABIHNELE Union running costs and
employee education costs 10,260 4,492 5,930 8,822
EZEZRSEAEMS  Directors' and Supenvisors’ remuneration 4,186 3,183 1,798 5,571
RRAHERLTHOME  Compensation to employee for
termination of employment relationship - 548 548 -
Etr Other 10,141 6,440 14,931 1,650
At Total 24,854 322,459 330,889 16,424

The others mainly consist of provision for staff bonus
in accordance with the operating result and operating
incomes. Up to the date of the report, the Company has
paid RMB 9,946,000 for staff bonus in 2012.

HihF BRBIEAFEHL
BRRFFEEK B R R
B THEBES BHERS
B KNRQFHE012E0 25t
HEEBE£9,946F 7T °

22, EXRHE 22) Tax Payable

-3 3] FUEE

Balance Balance

at the end at the beginning

nE Categories of tax of the year of the year

HEER Value added tax (11,219) (13.270)

BE Business tax 1,095 42
ERFTISH Income tax 1,649 608

W EERR Urban maintenance & construction tax 358 434
EAFTEH Corporation individual income tax 118 122

BER Property tax 1,969 1,376

THF R Land use tax 2,337 2,117

ENTERE Stamp tax 222 219
HEEMWM Educational surcharge 256 310
[ERREEE Embankment protection fee 3 -
WHKFERES Local water conservancy construction fund 47 63

At Total (3,165) (7,979)

k- Lk 3
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Notes to the Consolidated Financial

N AMMERREEREEE 6

(& Statements (continued)
23. ERFR 23) Interest payable
FEKe® FYEHE
Balance Balance
at the end at the beginning
HE ltems of the year of the year
D EAT BB HE AR Interest on long term loan repayable
REAE TS by instalments 516 740
24, FERIBEF 24) Dividends Payable
FERKe® FYEHE
Balance Balance
at the end at the beginning
HE ltem of the year of the year
Bk AR AR Dividends for State owned legal
person share - —
E b (A& FF I AR F Dividends for other demotic share - —
Hh Others 5,311 15,111
&t Total 5,311 15,111
25, HMEFRK 25)  Other Payable
(1) H 1t fE11 50 a) Other payable
k¥ 4] FYIeHE
Balance Balance
at the end at the beginning
HAE Item of the year of the year
E A FEAT R Other payable 94,122 87,032
Erh 15 More than one year 10,527 12,240
FREMBEMNRBE At the end of the year, the balance of other
FERENMNIER payable mainly consists of the payment of

TR ERIE - Rk 18
3B — 6 E Al RS R
TERHABENT

K e

@  FEREMENKEGRE
TAER/ARALSR
(&5%) A _ERRHER
DR R BB AL IR ©

construction. Other payable aged over one year in
the ending balance is mainly unsettled payment of
construction.

At the end of year, the balance of other
payable does not have any amount due to the
shareholders holding 5% inclusive or more of the
Company’s voting capital.

IWRHERERBBRAF

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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N SHMERRTEEHEE 6 Notes to the Consolidated Financial

(4 Statements (continued)
25. HMiEfMHE) 25)  Other Payable (continued)
®) FARRNBHAMERNRK Q) Individually significant other payable balances are
as follows:
HH &# B HEEAR
ltem Amount  Ageing Content
R REMEERRA A 3,673  1FLRA REHEIRR
Weifang Yongquan Machinery Less than one year Construction cost
Manufacture Co., Ltd.
BIRARERRAA 3519 1-2%F REEIREFR
Jingjiang Shenju Container Less than two years  Construction cost
Manufacture Co., Ltd.
TEHEERRRRIEERAF 2,593  2-3% AEHEIRR
Jiangsu Qingfeng International Environmental Less than three years  Construction cost
Protection Engineering Co., Ltd.
TERERBNMBBERAF 2,070 3FLLE REETIRR
Jiangsu Leke Heat Technology Co., Ltd. More than three years  Construction cost
HERE IR IREELH 1,213 AFHUR REETRR
Zibo Zhangdian Jiangao Chemical Industry Less than one year Construction cost

Equipment Co., Ltd.

A
Total 13,068
@) H A ER P BIEIN d) The ending balance of other payable denominated
TN ERER - in foreign currencies is as follows:
FREH FOEH
Balance at the end of the year Balance at the beginning of the year
e fra
R HEES N [R HEX ARE
Original Exchange Translated Original Exchange Translated
LB ltem Currency Rate into RMB Currency Rate into RMB
BT EURO 86 8.3176 718 14 8.1625 1
26. —FAIMPYERDBHRR 26) Non-current liabilities payable within one year
(1) — 4F [N B B 9 FF i B a) Non-current liabilities within one year
BE
FEXeH FYeH
Balance Balance
at the end at the beginning
HAE ltems of the year of the year
—FAEIEH Long-term loan payable
RHEER within one year 73,515 179,000

- FR
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N SHMERRTEEHEE 6 Notes to the Consolidated Financial

(& Statements (continued)
26. —FEREBHFERBARZ) 26) Non-current liabilities payable within one year
(continued)
@) —F A TR R A E b) Classification of non-current liabilities payable
K AE within one year
FEXe# FUEH
Balance Balance
at the end at the beginning
fEm Types of loan of the year of the year
IREBIEF Guarantee loan - 80,000
= AMER Credit loans 73,515 99,000
&5t Total 73,515 179,000
3) —FE NI HI ) £ B & c) Details of Long-term loan payable within one year
RREf ERERA HRBLE %E flE FX&E  ENEHE
Balance at
Balance the
Date of Date of attheend  beginning
Lender inception maturity Currency Interest rate of the year  of the year
BABERT(PE)ERLA it HBOR(Z1EA)+1.5
BEBAT
Nanyang Commercial Bank, 2010-6-11 2013-5-10  HKD HIBOR (three months) +1.5 23,515 —
Qingdao Branch
PERTHENT AR 4.86%
Bank of China, Zibo Branch 2010-9-27  2013-9-26  RMB 4.86% 50,000 —
27. HtiEBRAR 27)  Other current liabilities
EXeW FULR
Balance Balance
at the end at the beginning
HE Items of the year of the year
—EFEREENELRE  Deferred income carried over
in one year 2,897 590
—ERNEENELEKIZ AY Deferred income carried over in one year refers to
R—FEREERN=THEM S the grants of 3000 ton Bunuofen project, 100 ton
XIEH - 100ME-F = & 2k tribendimidine High-tech industrialization project,
SREMEZNER - Kt technology centre creativity construction project
D EIFT e HERTEE &AM A) and Aspirin product GMP modification project,
Ut AR R 5| = AGMPER 35 18 B which will carried over within one year.
e -
WRHERERGBRLE
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Prepared in Accordance with PRC Accounting Standards

N AMMERREEREEE 6

Notes to the Consolidated Financial

(& Statements (continued)
28. RHER 28) Long -term borrowing
(1) RAIEH 48 a) Classification of long- term borrowing

¥ 4 ] FUeH

Balance Balance

at the end at the beginning

BEHEN Types of loan of the year of the year

IREBIEK Guarantee loan 90,000 -

EAER Credit loan 583,500 163,321

EHER Mortgage loan 44,147 50,000

&5t Total 717,647 213,321

2 RBEEFTBRADT = b) The guarantee loan is guaranteed by Hualu
IR R AR IR Holdings Co., Ltd., the ultimate controlling
HER R+ company of the Company. See notes 7 (2) 5
(D)5 EBEER] - Acceptance of Guarantee.

©) ERABRARAERF
AR E| A E R c) RMB500,000,000 credit loan is borrowed from
B 18 & $500,000F the ultimate controlling company, Hualu Holdings
T ENAEFES Co., Ltd. Also, the Company needs to prepay the
AR #3,500F It © relevant handling charge of RMB3,500,000.

(4) WIRER AP RHEZRE d) The mortgage loan is the credit loan from China
IS ELYTRAD Construction Bank Zibo Branch. The mortgage
FIEMHNER  HIK is the land use right. See notes 6 (13) Intangible
WY s LA Assets for details of the mortgage.
HIRWIE R R M
AN IBEEEEM

ZE-"FFH
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N SHMERRETEEHEE 6 Notes to the Consolidated Financial

(4 Statements (continued)
28. RHUIE®H(E) 28) Long -term borrowing (continued)
(4) RAENFAE R e Details of the long-term loans
HREf ERERD ERELEA %E flE EXEE ENeE
Balance Balance at
Date of Date of at the end  the beginning
Lender inception maturity Currency Interest rate of the year of the year
RERERTERNT 2011-4-21  2014-420  RMB
Agricultural Bank of China, 2011-4-21 2014420 RMB 6.40% 20,000 20,000
Zibo Branch
ERBEERRALEN 2009-6-30  2017-6-29  RMB 5.35%
Key project construction loan 2009-6-30  2017-6-29  RMB 20,000 20,000
HEBERT(RE)ERAR 2010511 2013510 HKD HIBOR(={A)+1.5
BEATT
Nanyang Commercial Bank (China) 2010-5-11  2013-5-10  HKD HIBOR (3 Months) +1.5 - 24,321
Co., Ltd. Qingdao Branch
FERTEEAT 2010-9-27  2013-9-26  RMB EREENETIZ0%
Bank of China, Zibo Branch 2010-9-27  2013-9-26  RMB Benchmark lending - 49,000
rate to float
downward 10%
HERTEEST 2011330 2014-3-29  RMB
Bank of China, Zibo Branch 2011-3-30  2014-3-29  RMB 6.10% 47,000 50,000
PERSRTERAT 2011-3-4 201633  RMB
Construction Bank of China, 2011-3-4 2016-3-3 RMB 6.45% 44,147 50,000
Zibo Branch
FEELOSTERAT 2012229 2014228 RMB
The Export-mport Bank of China,  2012-2-29  2014-2-28  RMB 4.76% 80,000 —
Qingdao Branch
HEIRRRTEEA 1T 2012-10-30  2017-4-29  RMB
Construction Bank of China, 2012-10-30  2017-4-29  RMB 6.40% 10,000 —
Zibo Branch
ERIER 2011-12-30 20161230  RMB
Hualu Holdings Co., Ltd. 2011-12-30  2016-12-30 RMB 5.83% 496,500 —
At
Total 717,647 213,321
WRHENERMBRAT

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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N SHMERRTEEHEE 6 Notes to the Consolidated Financial

(& Statements (continued)
29. EIHEMGR 29) Special Payable
HE FNed AF18 EERED FRET WX
Balance at Balance at
the beginning the end of
Item of the year Additions Reductions the year Notes

BR—EME=FERS

BffgE E B 5
Tribendimidine High-tech
industrialization project — 18,500 — 13,500 —

&t

Total — 13,500 — 13,500 —

* WL E A EBE (R 1. Based on ‘Notice of Stated-owned Capital Operating Budget
TELRREEAKETE for Major Technology Innovation and Industrial Capital
BEAREMAFREX Budget’, Lu-Cai-Qi No. (2011) 107, issued by Shandong
B4 EERENRM) (B Financial Bureau, the Company acquired funds of 13,500,000
Bt (6<2011>10798) * &R for major technology innovation and industrial capital during
RS =N i the year.

# R E % (L& £13,500F
ﬁ: °
30. BERERAE 30) Deferred Tax Liabilities
1) T B SR a) Components of deferred tax liabilities after netting
B Ea4KE A off
EXEW FYeER
Balance at the end Balance at the beginning
of the year of the year
BWR BEMER JEAT RS
EREER A ETRUER BfE
Taxable Deferred Taxable Deferred
temporary income tax temporary income tax
HH Items differences liabilities  differences liabilities
a] it i & 4 g & Changes in fair value
B Held-for-sale
DA EEZE financial asset 65,180 11,130 27,857 4,149

- FR
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N SHMERRTEEHEE 6 Notes to the Consolidated Financial

(& Statements (continued)
30. EBREFRBMRAEARE) 30) Deferred Tax Liabilities (continued)
2) B JE T 13 7 & B AR b) Deferred tax assets and deferred income tax
EHEHE BT A liabilities netting Details
FERE
EREER FERed
Deferred income
Temporary tax amount
HH Items differences for the year
BIEFRBREE Deferred income tax asset
BRREERER Bad debts provision of
the Company 21,188 3,178
BARFEGEEE Provision for decline in value of
inventories of the Company 9,841 1,476
BARAHEESR Provision for impairment loss
BEREER of the Company’s held-for-sale
financial asset 33,987 4,500
BRARBEPEREIERAL  Loses on the Company’s
investment in associates 3,713 1,155
BARIAREKNIEES Unpaid wages and salaries of
the parent company 6,972 1,047
BRARIAIZETERER Unpaid accrued expense 4,529 679
NEt Subtotal 80,230 12,085
BEFRBSRAR Deferred income tax liabilities
BARAHHEHESHEEE The change in fair value of
RAEBEEE the Company’s held-for-sale
financial asset 131,877 19,782
BETEEE Recovery of merger fair value
amortization 13,633 3,383
Nt Subtotal 145,410 23,165
WP Net amount 65,180 11,130
31. HtI EEZBHER 31) Other non-current liabilities
(1) HmIE w8 B & a) Details of other non-current liabilities
FEXEH FYeHE
Balance Balance
at the end at the beginning
pr-gc| Items of the year of the year
BE EFEMEBTEE) Asset-related government
subsidies 85,015 61,262
HEREBEES Authorized reserve fund 3,562 3,562
A&t Total 88,577 64,824
WRHERBERGBRLT
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Notes to the Financial Statements (continued)

N AMMERREEREEE 6

Notes to the Consolidated Financial

(& Statements (continued)
31. HMERBH&ARE) 31)  Other non-current liabilities (continued)
@) BT B b) Government subsidies
EXRERE
Balance in the end
of the year
FARA AR
ERDER RBER HAEE - %3
&8 &8 RacH BESH BERRA
Amounts  Credited to
Balance in to other the Profit
Types of government the end of current and Loss for  Refund for  Reason for
BREHESR subsidiaries the year liabilities the year the year refund
WEBRHER Compensation for relocation 60,777 - 6,709 - -
=THERMEAFIER? 3000 tons Ibuprofen Project 3,393 590 590 - -
ZRER SR Tribendimidine High-tech
EXER? industrialization project 5,260 590 49 - -
B0 8lEse Technology centre creativity
EHIBR construction project 4,333 500 167 - -
FEIARZPEmR  Aspirin product
GMPIEEE GMP modification project 10,852 1,217 101 - -
MVREREE R T2k MVR energy conservation
LS technology modification
special fund 400 - - - -
A Total 85,015 2,897 7,616 — —

1, R #20084F9 A 2 &9 [ Based on Shandong Province Zibo City Eastern Chemical
RAEMEM RIS T R Area Relocation Plan issued in September 2008, parts of
WEBHE]  XRFILH production of the Company were listed in this relocation
EREe As—ERE plan. In this respect, pursuant to Zibo Financial Bureau
oo A B T B LB R grants relocation Zi-Cai Qi(2009) No.29, Zi-Cai-Qi (2009)
0% B £[2009]295% - IS No.33 & Zi-Cai-Qi (2009) No.55 issued by Finance Bureau
B 12[2009]335% A0 i BF 1 of Zibo City, the Company was granted with relocation
[2009]555% 3 14 % 14 1 & compensation. During this year, the Company received
{8 3% - AR R20124 U compensation of RMB 16,106,000 in total.

B 1 B BUD B R B
BHE16,106F 7T °

*2. 1R #%20094F II R & B B Based on the document Lu-Cai-dian-Zhi (2009) No.157
B2 B B 2 $8[2009]157 5% issued by Shandong Financial Bureau, the Company
XA AR A120094F % F received RMB 5,900,000 for 3000 tons Ibuprofen project.
=SFWEMSSITEEERE The Company will refund within 10 years. In 2012, the refund
£ 1 815,900F T » A A7) counted as income for 2013 will be reclassified to other
210 BAMR 45 8518 25,2012 current liabilities, and the remained amount of government
FER TR EK2013FE &t subsidies will be shown in other non-current liabilities.
FEHWANESBEES AR
[HtRBBE]IRIIR -

ZEHDARFEENTRHRS
BNEHEMETDAR]
FIIR °
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Notes to the Financial Statements (continued)

EHMBEBEREEREER

(4&
31. HMIERBRE(Z)
2) B FiE 8y (&)

*3. R IR20114F LR & B R A
KNEZEETEBHRE
&[2011]32858 X 1+ AR
AI2011F R B = K E K s
RiTEXIHEEREESE S
5,900F 7T > AR AR 104F
HAR & B 20120 B &
B % 152013 F TEAH 5 K
AMGCHEESBEEHAM
RBBEIRIIR  ZERH
BAREENF SRS ENE
[HM3EREBEIRIIR -

S

*4. BEEREREMREEZE
- = R [2011]1247
8% AR F20124F Y F
Bl o D Bl T 8 D AR TR
B I AT 8 B)5,000F 7T °
AR FIRI0E R AEE B
25,2012 # 52 05 75 152013
FHEFAHERANSEE
DEEEMABEE] P
IR REWBALERN
Fler & EMaETHMIER
FHEFEIRIIR-

*5, BRIBEEEMERMKE
ZEE MEMEERM
ERIEZBE & E B8R E
[2012]2535%% © A& A 712012
4 U B B 7] 0T K R 5N E &
GMP & 18 B BT # B)
12,170F T « &R &4&10
FHARR A5 818 75,201 24F #
T E 013 A
WA SBEENBAETH
ftRBEEIRIIR  ZE
WAL ENE RS EDN
EIEMIERBDEE] T
Fe

6. BESE TN ARBRFRA
2 B 9% F[2012]735% X
o AR F20124F U 3
MVRER 8¢ $% i 2k & F 18 &
$400F TT °

6

Notes to the Consolidated Financial
Statements (continued)

31)

Other non-current liabilities (continued)

b)

Government subsidies (continued)

Based on the document Zi-Cai-Qi (2011) No.323 issued
by Shandong Development and Innovation Committee, the
Company received RMB 5,900,000 for tribendimidine high-
tech industrialization project. The Company will refund
within 10 years. In 2012, the refund counted as income for
2013 will be reclassified to other current liabilities, and the
remained amount of government subsidies will be shown in
other non-current liabilities.

Based on the document Fa-Gai-Ban-Gao-Ji (2011) No.1247
issued by National Development and Innovation Committee,
the Company received RMB 5,000,000 for technology centre
creativity construction project. The Company will refund
within 10 years. In 2012, the refund counted as income for
2013 will be reclassified to other current liabilities, and the
remained amount of government subsidies will be shown in
other non-current liabilities.

Based on the document Zi-Fa-Gai-Fa (2012) No.253 issued
by Zibo Development and Innovation Committee and Zibo
Economic Information Committee, the Company received
RMB 12,170,000 for Aspirin product GMP modification
project. The Company will refund within 10 years. In 2012,
the refund counted as income for 2013 will be reclassified
to other current liabilities, and the remained amount of
government subsidiary will be shown in other non-current
liabilities.

Based on the document Zi-Zheng-Ban Zi No. (2012)
73 issued by Zibo People’s Government, the Company
received 400,000 for MVR energy conservation technology
modification special fund.

IWRHMERERBBRAF

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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N BHHMEBREEHEHASEE 6  Notes to the Consolidated Financial
(& Statements (continued)
32. B&F 32) Share Capital
SHEnEE
Change
R ENeE BiTHR ER 2B L] gt 331 ] BRLA
Balance at Balance
the beginning  Issue of new Capitalisation at the ending Proportion
Name of shareholders of the year share  Bonus issue of reserve Transfer subtotal of the year (%)
- HREARES
Conditional tradable shares
BZHER
State-owned shares - - - - - . - -
AREARR
State-owned legal-person shares - - - - - - - -
EpAERR
Domestic shares 5 - - B (4 4 1 -

AP RREARR
Including: Domestic legal-person
held shares - - - - - - - -
BRaRAER
Domestic natural
person shares 5 - - - 4 4 1 -
HERR
Foreign-funded shares - - - - - - - -
o BNEARR
Including: - Foreign legal-person shares - - - - - - - -
EhanAEk
Foreign natural person shares - - - - - - - -
ARERERRAH
Sub-total 5 - - - 4 (4 1 -
Z. ERERERD
Unconditional tradable shares
ARELER
Domestically listed RMB A shares 307,308 - - - 4 4 307,312 67.20
B EHIER
Domestically listed foreign invested shares - - - - - - - -
B LHSHER (HR)
Overseas listed foreign invested H shares 150,000 - - - - - 150,000 32.80
it
Others - - - - - - - -
ERERERRAH
Subtotal 457,308 - - - 4 4 457,312 100.00
khew
Total share 457,313 - - - - - 457,313 100.00
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N SHMERRTEEHEE 6 Notes to the Consolidated Financial

(& Statements (continued)
33. #EFLRE 33) Capital reserve
FMeH FEEmM FERD FXREH
Balance at Balance
the beginning at the end
EHH Item of the year Additions  Reductions of the year
BEEHEE Revaluation of assets surplus 60,910 - - 60,910
& A (B Premium share 496,492 — - 496,492
RXBE Receipt of donation 1,158 - - 1,158
HMEARQE Other capital reserve 100,940 17,196 - 118,136
A&t Total 659,500 17,196 - 676,696
BRANFERELINZARD T An increase in capital reserve for this year is due to the
HENTHEESREERN rising fair value of available-for-sale financial assets.
REEEHME -
34. A N 34) Surplus Reserves
ENeE FEE-M FERD EXeH
Balance at Balance
the beginning at the end
EH Item of the year Additions  Reductions  of the year
EERBATE Statutory surplus reserves 126,373 5,589 - 131,962
TEB%LE Discretionary surplus reserve 64,797 - - 64,797
Bt Total 191,170 5,589 - 196,759
WRHERBERGBRLT

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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N SHMERRTEEHEE 6 Notes to the Consolidated Financial

(& Statements (continued)
35. XPEFRE 35)  Undistributed Profits
&8 RMESELA
Balance
at the end of the Appropriation
HH Item year rate
IFEEREHE Undistributed profit
at the end of last year 402,773 —
o ENARSENBEHARE Add: adjustment to the undistributed
profit at beginning of the year - —
FEENEE Undistributed profit
at beginning of the year 402,773 —
m: AERBERERA Add: Net profit of the year
P BR B 5 23,664 -
W RIVEAE RSB ATE Less: Appropriation of statutory
surplus reserve 5,589 10%
RREERHBLE Appropriation of
other surplus reserve - —
RE— R E R Appropriation of common risk - —
JEA @A A Dividends payable
on common stock 13,720 —
B3 (R R 7K 1 X 53 AR AR A Dividends transferred
to capital stock - —
FEEREH Undistributed profit
at the end of the year 407,128 —
2012F6826H * AAQF On 26 June, 2012, the 2011 profit distribution
Q0I1EERAERE AL plan was endorsed at the Company’s Annual
BEB011EEFNHD R General Meeting. After deduction of 10% from
FREEINIO%H ET the profit to the statutory surplus reserve fund,
BHAELEB  LLBEEXR the Company with its total share capital of
457,312,830k A E & - M2 457,312,830 shares as a base, distributes cash
B EIR IS AN G A dividends to all shareholders, RMB 0.03 per share
R¥0.037 (BH) ° (including tax).
ZE-"FFH
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Notes to the Financial Statements (continued)

. SHHMBEBREEHRHEAFEE 6  Notes to the Consolidated Financial
(& Statements (continued)
36. JPHEBRFEES 36)  Minority Interests
DB LB % % 38 ] FMeRl
Proportion Balance Balance at
Name of minority of minority at the end  the beginning
DPHBRERIE shareholder interests of the year of the year
LK&KE 5 AR A 7 LK&K Trade Co., Ltd. 35% 4,752 4,438
Eastwest United Group, East west United Group,
INC INC 25% 3,220 3,676
ERSEEY) ke Perrigo Asia
BRAF Holding Company 49.9% 31,729 31,693
&5t Total 39,701 39,807
37. EBXWA -EBEXRF 37) Operating Income and Operating Cost
(1) HERIKA - EEHLLK a) Operating Income and Operating Cost
XESH tE28
Amount of Amount of
pr- g =] Item the year last year
FEEBKA Income from main operation 2,932,116 2,903,419
HAbZ B UA Income from other operation 39,404 34,109
FESL YN Sub-total of operation income 2,971,520 2,937,528
FEEBKAR Cost for main operation 2,404,324 2,351,098
Hh 2K Cost for other operation 42,877 40,483
BERARNEE Sub-total of operation cost 2,447,201 2,391,581
2) FEEFEINA LK1 b) Income and Costs from Main Operation-Classified
Em by Products
b33 LFeE
Amount of this year Amount of last year
KA BF WA
ERER Category of products income costs income costs
R 2 Bulk Pharmaceuticals 1,411,466 1,130,707 1,480,235 1,196,506
He: BRERD Including: Export sales 1,028,437 876,015 1,066,347 899,272
2 Preparations 597,295 355,459 550,308 338,259
e TREAM Chemical and others 204,520 221,123 138,512 118,936
BETE/Nt Subtotal of pharmaceutical
industry 2,213,281 1,707,289 2,169,055 1,653,701
HERR Commerical circulations 718,835 697,035 734,364 697,397
At Total 2,932,116 2,404,324 2,903,419 2,351,098
WRHERBERGBRLT
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N SHMERRTEEHEE 6 Notes to the Consolidated Financial

(& Statements (continued)
37. BERA BERF#E) 37) Operating Income and Operating Cost (continued)
3) BIABEFH & XH c) Operating Income from top five customers
AL
H2REX
E.3: 33 ] e A B9 B 6l (%)
Amount
ER&#B Name of customers of this year Proportion (%)
Mitsubishi Corporation Mitsubishi corporation 187,012 6.29
EZEHMN SR 5 Perrigo 128,653 4.33
China Shandong China Shandong Group Limited
Group Limited 63,141 2.12
LR EERR DA Shandong Ruizhong
Pharmaceutical Co., Ltd. 60,234 2.08
RERTHEFELHEERE  Tianjin Tian Shi Li
BRAT Pharmaceutical Co., Ltd. 55,550 1.87
At Total 494,590 16.64
38. EEReRMM 38) Business Taxes and Surcharges
FHBLE B EESH Hkcie k]
Amount of Amount of
HH Item Tax rate this year last year
HEN Business tax 5% 782 563
T M R R Urban maintenance &
construction tax 7% 7,894 7,041
BB Educational surcharges 5% 5,638 5,010
HAKFEZES Local water conservancy
construction funds 1% 1,058 545
byt & Flood control cost - 57 —
At Total 15,429 13,159
TR
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Notes to the Consolidated Financial

N AMMERREEREEE 6

(4 Statements (continued)
39. SHEEH 39) Selling Expense

TESLH kel
Amount of Amount of
mH Item this year last year
T8 Salary 54,812 51,398
BIRHE & Terminal Selling Expense 43,983 33,924
k= Consulting Expense 45,539 30,473
EaE Transport Expense 33,697 26,712
EBEE Advertising Expense 25,514 22,749
ERE Travel Expense 13,157 10,416
miZFREE Market Development Expense 5,690 4,045
TG E Sales Promotion Expanse 2,405 2,979
WAE Office Expense 1,487 2,544
@KE Conference Expense 9269 2,497
HAt Other 12,645 11,926
&t Total 239,898 199,663

ANEEIHE B R OAE I8
MEBEERMAREMS D E
BM#ERENRREERR

The increase of selling expense is due to the growing
consulting fee and outlet sale fee for high-end market
development for exploring new market.

FrEk o
40. EEHH 40) Management Expense
XESH tE28
Amount of Amount of
IHH Item this year last year
HEER R & D Expense 30,107 34,492
TERBANE Salary and Welfare 36,082 25,567
ik Tax 18,348 14,327
WES Depreciation 15,724 12,650
Hihas B Other Welfare 11,595 10,688
BERLE Warehouse Expense 6,063 6,188
ML Intangible Assets Amortization 7,651 6,100
XBHBEE Entertainment Expense 6,860 5,511
PRE Office Expense 7,173 4,692
58 Sewage Expense 4,136 4,341
Hth Other 71,949 51,490
A&t Total 215,688 176,046
WRHERBERGBRLT
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Notes to the Consolidated Financial

(& Statements (continued)
41. HHEH 41)  Financial Expense
TESLHR tFeE
Amount of Amount of
IHH Item this year last year
B H Interest expense 56,916 28,098
B FEUA Less: interest income 3,003 2,427
hn o FEH Bk Add: exchange loss 2,917 9,331
o E A Add: other 3,424 2.067
&5t Total 60,254 37,269

AEZHKERANEEINE
EEMNARAAREEFER

The increase of financial expense is due to the
Company’s having obtained more loans in this year.

RIEHENFrER -
42. HERERSRX

42) Impairment Loss of Asset

XESH tE28
Amount of Amount of
HH Item this year last year
ZERIE S Provision for bad debts 9,490 51,460
FTEBRERKX Provision for decline in value
of inventories 7,958 5,440
At ES B EREERSK  Provision for Impairment losses
of financial asset available
for sale - —
EEBEREBEERLX Provision for fixed assets 98 —
&5t Total 17,546 56,900
43. KREKS 43) Investment Gain
(1) 1B Woam KR a) The source of income investment gain
XESH kol
Sources of income Amount of Amount of
EERIWRBHKIE on investment this year last year
HFERENRBMIAE  Income from long-term equity
"E W investment accounted for
using equity method 3,203 5,141
EaEAH ﬁ E4a éé Investment income from Available
HMES B3R B iz for sale financial assets
during the period of ownership 2,572 1,899
J;E&E—Wi HESREE Investment income from disposal
FERE s of long-term equity investment — 1,967
ﬁfm Others 16 10
&5t Total 5,791 9,017
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N AMMERREEREEE 6

Notes to the Consolidated Financial

(& Statements (continued)
43. BEWKE(#E) 43) Investment Gain (continued)
@) HEm ZEE R RA K b) Income from Long-term equity investment
R E W = accounted for using equity method
HE XFELH I8 FFLHIFRESDHEE
Amount of Amount of
Item this year last year The reason for change
RS BT E R ZE B R A A WIREBADFRBE L
Shandong Zibo Xincat 3,203 5,141  Net profit changes of
Pharmaceutical Co., Ltd. the investee
RN T E U 25 Uk There is no significant restriction on the returns of
B N EEE KRS o investment income.
44. BEEMKA 44) Non-operating Income
(1) S S ONCEE a) Details of non-operating income
HAZFEEERER
b3 4] LERH SHEH
The amount of non-
recurring gains and
Amount of Amount of  losses reckon into
A Item this year last year this year
ERBDEERENG Proceed from disposal of
non-current asset 19,748 47 19,748
Hi - BFEE Including:  Proceeds from
REMEG disposal of
fixed asset 3,794 471 3,794
BVEEREFSG Proceeds from
disposal of
intangible asset 15,954 — 15,954
EsREE Government Subsidies 43,103 29,259 43103
At Other 4,104 2,641 4,104
At Total 66,955 32,371 66,955
* ErRBEERBKFITE The major non-operating income of proceeds from disposal

BAREKLRRE R
R BK225E - b EE RS
F3[1999]55 A0008855 Hy
4315 Bl 1 (E A AE &
H EEEY - WEYE R
BISEm L HEER O
REBREA L i AR
BEARNHT LHEEE
RB18,814T T BEY
HEERA10173F T
AR BB R E A A
AT MEENEREE
ANT7,024F Ttk - #5 L
B & W A15,673F 7T ¢
Bl F & E R E Wz A3,149
Fr AFERBDEER
E W z518,822F Lt A3k
REBEEREFSG -

of non-current asset is mainly attributed to the Company’s
transfer of the land use right, buildings and surroundings on
the state owned land located on No.22 of Dong Er Road in
Zhangdian District to Zibo Land Reserve Centre. The land
use certificate is Zi Guo Yong (1999) No.A00088. The land
area is 43.15 acres. In accordance with acquisition contract
of state-owned land use right, the land transfer price is
18,814,000 and the transfer price of the buildings thereon is
10,1783,000. Deducting the land disposal cost of 3,141,000
and building disposal cost of 7,024,000, the Company’s
proceeds from disposal of the land are 15,673,000 and
proceeds from disposal of building are 3,149,000. The total
proceeds from disposal of non-current asset are 18,822,000
being categorized as non-current asset disposal income.

IWRHERERBBRAF

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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Notes to the Financial Statements (continued)

N SHMEEERTITERBERE 6 Notes to the Consolidated Financial
(& Statements (continued)

1=

44. BRI (E) 44)

Non-operating Income (continued)

@) BT BB - b) Details of Government subsidies
WHER TELHE LESH REMEKE
Amount of Amount of
Type of subsidiaries this year last year Approval document
REWBI BT HE
Government subsidiaries received
this year
EROERMSEER BRI EHIEE R
[2011]93-201-101-0%%
Pu-Re-Xi-Tong technology 385 —  Weikeyao-Zhuanxiang-Guanban
modification project No.(2011) 93-201-101-0
B R UC AR BROR B A i i i 1 B BN EEIEE B
[2011]85-203-001 5
bulk drug of Aspirin technology 2,008 —  Weikeyao-Zhuanxiang-Guanban
modification project No.(2011) 85-203-001
RESKEERFKRBRE BEFE1E[2011])4135%
ECHAPHE 52 )
Dongyuan sewage system 500 —  Lu-Cai-Jian-Zhi No. (2011) 413
ECHAP modification funding
OBk EIMVRET 5 10 86 A B 1 T E B [2012]65%
caffeine MVR high-tech energy 939 —  Zibo High-tech No.(2012) 6
conservation modification
BR#¥E BReEMERLXE
vocational school education 130 — Issued by National Treasury
Zibo Branch
BRI E T R =0 3T BT B 3 PR P D
Incubation base station 485 — Issed by Jinan High-tech
construction funding business incubator
HIV-128 & B #1 6 Bl &9 3R 5t & B B &6 S BH84[2012]365%
design, compose and screen of 250 —  Zi-Ke-Fa No.(2012)36
HIV-1 integrant enzyme depressor
EHEERRERE S8BT 1 $8[2012]595%
peculiar smell in-depth disposal of 1,000 —  Zi-Cai-Qi-Zhi No. (2012)59
old industry
NEARRAEESR IR #[2011]935%
Financial incentives for — 600  Zibo Finance Bureau,
prevention of river pollution Environmental Protection Agency
issued, Zi-Huan-Fa No. (2011)93
12FFNERHEBTARRESR = T B 12 B [2012]27 5%
foreign trade public service platform 380 —  Zi-Gaoxin-Caigi-Fa No. (2012) 27
construction funding for 2012
IMEEBREBHES BT BB
foreign trade funding 14 —  Zibo Finance Bureau
2012F (3K B F BT R BT B R15[2012]945%
BHS8E%
Special funding of enterprise independent 600 —  Lu-Cai-Qi-Zhi No. (2012)94

“B-TFFH
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(&
44 BRI (A)
@ BB (B)

WyES

Type of subsidiaries

Notes to the Consolidated Financial

Statements (continued)

44) Non-operating Income (continued)

b) Details of Government subsidies (continued)
E.3-33 ] T5&8 RiEMEE
Amount of Amount of
this year last year Approval document

REPTAEUHBE S
Technician work station grants
DEEEMMHN

Enterprise Business Subsidies
[REs% 4

Science and Technology funding

A BB

Trade car for new subsidy

BREBERETAEESRE

Recycling economy and the financial

support of sewage treatment
ME . REWELE

New drug R & D

BB

Financial subsides

BREERE

Subsidiaries for clean production

EREREE S

Energy saving fund

WA ER A E B2 TERRRK

LAMMAER

Comprehensive project of technologic
gas absorbability in pyrazolone

productive process
BIREERFES BB TR

recycling economy and sewage funding

et
Subtotal

100
20

50

1,000

27,630

35,486

18

4,000

2,823

13

20

18,000

25,474

B AL F[2010]3355
Lu HR issue No.(2010)335
HIETEBR
Issued by Zibo Finance Bureau
BT ARRT 2 E87H
Issued by Zibo People’s
Government No. 87
TR ERETREEE L %
Zibo rectify administrative
units issued
F ot & ATE A E(2010)3%
Hou-Zhen-Fa No.(2010)3

B T BT B AR R -
GESQIEN-IF g2l :2(d
EWIRE - JERHEE2011]295% -
S R HTE B4[2011]535% ~ 585%
B R34 [2011]55155 -
= 2T E #[2011]535%

Jinan Hi-tech Innovation
Service Centre - National
(Shandong) medical innovation
incubation base project,
Zi-Ke-Fa No.(2011)29,
Zi-Gaoxinguan-Fa No.(2011)53,
Zi-Gaoxinguan-Fa No.(2011)58,
Guo-Ke-Fa No.(2011)551

BReESERLZE

Issued by Finance Bureau of
Zibo City

BReEMERLETE

Issued by Finance Bureau of
Zibo City

EIETIBUR T8

Zibo Municipal Bureau of
Finance issued

0178 [2012]5825%

Shou-Cai-Yu-Zhi No.(2012) 582

FEREE[2012] 25 - 45%
Houqu-Fa No. (2012) 2, 4

IWRHMERERBBRAF

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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N. SHMERRETEEHEE 6 Notes to the Consolidated Financial

(4 Statements (continued)
4. BEIMEA (&) 44)  Non-operating Income (continued)
) BT BIBAE - () b) Details of Government subsidies (continued)
wEHEN SESH IEeE FREMEKE
Amount of Amount of
Type of subsidiaries this year last year Approval document
REHHEO BT
Government subsidiaries amortized
this year
ZTFHEMESBEEEEREEA BB 1245(2009)1575%
3000 tons of Ibuprofen project 590 590 Lu Choi Kin means No.(2010)157
transferred from deferred income issued by Finance Bureau of
Zibo City
WERERS & S B F[2009]10%%
Relocation compensation amortization 6,710 3,195  Zizheng Zi No.(2009)10
A0 BIFT B 02 ERIE B BT #E 8D B R [2011]12475%
Technology centre creativity 49 — Fa-Gai-Ban-Gao-Ji No. (2011) 1247
construction project
=RERS IR MEZLIE B BUT#HE B R [2011]945%
Tribendimidine High-tech 167 —  Zi-Fa-Gai-Fa No. (2011) 94
industrialization project
Bl B AR R 51| E mGMPHUETE B WETMERNBEZES
BT 8 Bh EEMEENEEEES-
6 B B [2012]2535%
Aspirin product GMP modification project 101 —  Zi-Fa-Gai-Fa No. (2012) 253 issued
by Zibo Development and
Innovation Committee,
Zibo Economic Information
Committee
et
Subtotal 7,617 3,785
At
Total 43,103 29,259
- FR

2012 ANNUAL REPORT



RS RRMABRASBIFE A  UARB T TIIR A =
Unless otherwise indicated, all figures are stated in RMB’000 ,H\Zt' i% ﬁ%% M;J- EI (llﬁl )
RIFPEEHEARR . . .

Pr:pared in Accorgance with PRC Accounting Standards NOteS tO the FlnanCIa/ Statements (COanI’lued)

N. SHMERRETEEHEE 6 Notes to the Consolidated Financial

(& Statements (continued)
45. BEEIZH 45)  Non-operating Expense
HAFEEETY
FESE - 3f ] REnsH
The amount of
non-recurring
gains and
Amount of Amount of losses reckon
A Item this year last year into this year
FRBEERBERX Loss on disposal of
non-current asset 6,807 3,910 6,807
He:ETFEEREE%  Including: loss on disposal
of fixed asset 6,807 3,910 6,807
BVEERERX loss on disposal
of intangible asset - - -
HFRERE T Overdue fines and penalties 1,789 1,134 1,789
BEe Compensation - 1,272 -
R =P Extraordinary loss * - 1,411 _
Hit Other 4,672 3,360 4,672
A&t Total 13,268 11,087 13,268
46. FBRER 46) Income Tax Expense
(1) Frie i B /A 1) Income Tax Expense
EESH FTFE&8
Amount of Amount of
I5H Item this year last year
EHFREEER Income tax expenses
for current period 11,331 20,387
BTSSR ER Deferred income tax expense (2,612) (6,794)
A&t Total 8,719 13,593
WRFERBERGBRLT

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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(#%& Statements (continued)
46. FRBREBRE) 46) Income Tax Expense (continued)
@) EEAEH 2) Income tax of this year

k4]
HH Item Amount of this year
REGHNBERE Total Profit 34,981
i AF R nEE Add: Tax Adjustment Increase 37,023
B AR Less: Tax Adjustment Decrease 30,741

m e FEINER TG Add: The foreign taxable income
FWEENEE to cover the domestic loss —
B BRI FEEE Less: Prior year losses -
m: FRARAFEER Add: subsidiary of losses this year 22,361
KEENFHTEE Taxable Income 63,624
ETE TR HI E(25%) Statutory income tax rate (25%) 25%
REEMNFTETEE Income Tax Payable 15,906
RS Less: Income Tax relief 5,788
e Less: Income Tax credit —
IR JE 4R T BB (15%-25%) Tax Payable (15%/25%) 10,150
BN B ER TSI EE Add: Foreign Income Tax Relief —
W BINTEERFEEIE Less: Domestic Income Tax credit 341
e EMmAERRE Add: Other Adjustment 1,522
BEMEH Income Tax for this year 11,331

k= Lk 33
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N SHMERRTIEEHEIE 6 Notes to the Consolidated Financial

(& Statements (continued)
47. EBEFrSRBSMBESRW 47)  Basic earnings per share and diluted earnings per
SOHEBE share calculation
5 XERH LESH
Amount of Amount of
brf:| Items No. this year last year
SERE D AR RN FFE Net profit attributable to shareholders
of the Company 1 23,664 76,024
BERNEATRFER SR Non-recurring gains and losses
attributable to the Company 2 44,058 21,200
FERNTRBRE - MBRIEEEYE  The net profit after attributable
BRENFHE shareholders of the Company,
excluding non-recurring gains
and losses 3=1-2 (20,395) 54,824
FORNEH The total number of shares in
the beginning of the year 4 457,313 457,313
AELEERAFRERMAES  The number of shares of capitalisation
0 A #4() of reserve or business () 5 - _
BAHRAEERSEMBME()  The number of shares increase
in Issuing new shares or
debt to equity () 6 - -
EmRHNT—AHRE The accumulated number of months of
FROZFAH Increase share (Il) from next month
to the end of the year 7 - -
BESH O RHE Reduction due to the shares
repurchased 8 - -
BOBRGT—ANEE The accumulated number of reduction
FROEFAH share from next month to the end
of the year 9 - -
BERALRNE The number of shares reduced 10 - -
BEHAME No. of Month of the reporting period 11 12 12
BATEI L B NE LT E Weighted average number of 12=4+5+6x7+11
ordinary shares public outstanding -8x9+11-10 457,313 457,313
EXBRER() Basic earnings per share (1) 13=1:12 0.05 0.17
EXHRESE() Basic earnings per share (II) 14=3:12 (0.04) 0.12
BERRABRNABEILER Dilution potential ordinary shares interest
LRRAE recognized as an expense 15 - -
EHER Conversion expresses 16 - _
Figii Income tax rate 17 15% 15%
AREE - ERETRE  TERESRS  The increase in number of shares
EmmLBRMETHE weighted average number of Warrants
and options exercisable,
convertible bonds, etc 18 - -
BESRKE() Diluted earnings per share (1) 19=[1+(15-16)x
(1-17))=(12+18) 0.05 0.17
BESERER0) Diluted earnings per share (ll) 19=[3+(15-16)x
(1-17))(12418) (0.04) 0.12
WRHENERMBRAF

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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N AMMERREEREEE 6

Notes to the Consolidated Financial

(& Statements (continued)
48. HIF|kE 48)  Other comprehensive Income
k334 ] 528
Amount of Amount of
HH Items this year last year
1. AR EEREE 1. The profits generated by
EEMNEEE Available- for- sale financial assets 20,231 (22,574)
L ESREE less: Income tax impact on Available-
EENMAEHTE for- sale financial assets 3,035 (3,386)
AR AR iR e s Previously recognized in
EHBABRNFE other comprehensive income
transferred to net profit
or loss - —
NE Subtotal 17,196 (19,188)
2. INEBIRRRITEEE 2. Translation differences of financial
statements denominated
in foreign currencies 331 (863)
CE Total 17,527 (20,051)
49. BlEREE 49) Cash Flow Statement
(1) W B =T e E 8 1. Other receipts/payments relating to cash of
P =93 /F-3-) operating activities
) B &
1) W 21| 9 E b B 45 a) Other Cash Receipt Relating to Operating
EBHIR S AM Activities
TESHR tFeE
Amount of Amount of
IHH Item this year last year
FRUA Interest income 2,906 2,427
PN Subsidies income 82,663 33,373
RITHEMN EERFZ Bank acceptance
security deposit 3,000 7,717
HAith Other 2,050 951
RORBEAEREES Minkou Significant Scientific
Special Fund - 17,638
&t Total 90,619 62,106
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N. SHMERRETEEHEE 6 Notes to the Consolidated Financial

(& Statements (continued)
49. HEeRERE) 49) Cash Flow Statement (continued)
(1) V&V Sou:p- Y E 1. Other receipts/payments relating to cash of
weg EEZTHFH operating/fund raising activities
BB £
2) A E E A B AR e OE b) Other Cash Payments Relating to Operating
BEBMNIRSHMA Activities
XESH ki)
Amount of Amount of
- < Item this year last year
PAE Office expense 10,708 8,637
EIRE Travel expense 16,106 12,667
+THEE - FBiE Annual listing fee, audit fee
EENg-y and Board’s fee 3,254 2,932
58 Sewage discharge fee 4,136 4,431
EBE - mEHEE Advertising and marketing
expense 125,281 96,381
BB Freight charge 56,397 48,124
ERTBEE Entertainment expense 9,346 8,788
FrHE & Research and development
expense 30,107 27,460
RITAHES - Bank Acceptances, mortgage
HIRETRES margin 17,837 3,000
Hh Other 34,430 36,442
A&t Total 307,602 248,862
3) TAMEMEEEE c) Other Cash Payments Relating to Financing
AR Activities
XELH
IEH Item Amount of this year
BMEFEE Financing charges 5,000
WRHENERMABRAT

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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Notes to the Consolidated Financial
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(& Statements (continued)
49. HBEeERERE) 49) Cash Flow Statement (continued)
@) EHELREXFST 2. Additional information for consolidated cash flow
ﬁa‘# statement
FESH LTS
HH Item Amount of this year Amount of last year
1. BB EAGEESEHALRE " 1. Reconciliation of net income to
cash flows from operating activities
belhd Net profit 26,262 79,619
m:BEREEE Add: Provisions for impairment loss of asset 12,635 48,014
TRENE Depreciation of fixed asset 150,231 128,365
BYEAERHE Amortization of intangible asset 8,797 5992
REETEE EFEENAM Losses on disposal of fixed asset,
REEENRX intangible asset and other long-term
(WezabhT () 13251 asset (or bracket: gains) (19,650) 266
EEEERERE Losses of scrapped fixed asset
(WA T 53 (or bracket: gain) 6,709 4,584
MrEEEBER Profit or loss from changes in fair value
(Yeza bAT () I3 51) (or bracket: gain) - _
BB (Hﬂzmu [0)]&7)) Financial expense (or bracket: gain) 64,920 37,250
REBE WO 7)) Investment loss (or bracket: gain) (5,791) (9,017)
BEEMERAENRD Decrease in deferred tax assets
(AT () 5 (or bracket: increase) (2,579) (13,170)
ERAEHEENEN Increase in deferred tax liabilities
ORI JEF) (or bracket: decrease) (46) 6,376
FEMRD (B0 )83 Decrease in inventories
(or deduct: increase) (66,318) (18,796)
gt EYER R Decrease in operating receivables
(EABAT() JET) (or bracket: increase) (204,475) (160,527)
LANEERIEE MEM Increase in operating payables
CRA AT 51 (or bracket: decrease) 67,123 (11,879)
RETHELNRETETFE Net cash flows from operating activities 37,818 97,083
2. AERFEREMERREN 2. Significant investing and
gHaED: financing activities not involving
cash receipt or payment:
EBERER Conversion of debts to capital - -
—ERE| BT ERNAE Convertible bonds due within one year - -
BERABTEE Fixed assets acquired on Finance lease - -
3 ReRBLERNIEHER 3. Changes in cash and cash equivalents:
BEMBRHE Ending balance of cash 375,544 267,965
W ReNBNRE Less: beginning balance of cash 267,965 368,070
n:ReSENNEREE Add: ending balance of cash equivalents - -
B ReSENNANGE Less: beginning balance of cash equivalents - -
BeRBeSEMIENE Net increase in cash and cash equivalents 107,579 (100,108)
k= Lk 33
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(& Statements (continued)
49. HEeERERE) 49) Cash Flow Statement (continued)
3) S NRBE & HEXRD 3. Cash and Cash equivalents presented in cash flow
HeEzEEYE statement
7
FXeE FNeR
EH Item Amount of this year Amount of last year
Re Cash 376,044 267,965
Ht EFRe Including: ~ Cash in hand 755 205
AIRER AR S Bank deposit available
BOFR for payments at
any moment 372,789 260,760
RSN SSERED Other funds available
HEE®ES for payments at
any moment 2,000 7,000
ReEED Cash equivalents — -
HRALNBLEEWHE  Ending balance of cash
and equivalents 375,544 267,965
He §RRHEER Including: ~ Restricted cash and
FREEAZBH equivalents of
BenReSEY the Company or
subsidiaries in
the Group. — —
+. BERSHERESTS 7 Related Party Relationships and Transactions
(—) FBARE (1) Related Party Relationships
1. F5E % i B R B AR A A: Parent company and the ultimate controlling entity
v
(1.)  PEARAGH R A 5 a) Parent company and the ultimate control
7
BERRER HELTIRE LRER i TERE BERRA HRRRRE
Relation ships with Code of
Name of Related Party the Company Nature Registered address Principal activities Legal person  Organization
IEHEEEEIERELLA KRAZEAT HE%EE LEEEENRERR-B14% RERBEIROR RHERE FRE#
s
Shandong Xinhua Pharmaceutical Parent company of State- owned  No. 14, East 1t Road, Zhangdian Dist., Investment in the design of Zhang Daiming 164132472
Group Company Limited the Company Zibo, Shandong Province. construction projects, property
development and food and beverage, etc.
EREREEARLA BRAZERER HHER ESY- st HIE RLEZRE REERS R
Hualu Holdings Company Limited The ultimate State- owned ~ No. 1, Bangpeng Street, Jinan, Investment and management in fertiizer Cheng 771039712
holding company Shandong Province. and petrochemicals, etc. Guanghui
WRHERERGBRLE

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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. FABRTRERERXSR(Z) 7 Related Party Relationships and Transactions
(continued)
(=) FABRAREE) (1) Related Party Relationships (continued)
1. PR R B R 5% AR 1 A: Parent company and the ultimate controlling entity
7 (&) (continued)
@) E AR R A At B A b) Registered capital of the Company held by parent
REZE company and its changes

EMeE FERm sERD FREH

Balance at Balance at
the beginning the end
ERERER Name of Related Party of the year Additions Reductions of the year
\WR#HEREER  Shandong Xinhua 298,500 - - 298,500
AREEAF Pharmaceutical Group
Company Limited
3) FE R AR B AT R (0 & c) Parent company’s shareholding in the Company
HEE and its changes
BReE :1:3:40 ]
Holding amounts Holding proportion
rERH 28 FERH LELH
Balance Balance
at the end at the beginning
BREREE Name of related party of the year of the year This year Last year
WRHMEEEEE  Shandong Xinhua
BRELAT Pharmaceutical Group
Company Limited 166,116 166,116 36.32 36.32

“B-TFFH
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= ] 1]
ﬁf)?rifiéﬂfice with PRC Accounting Standards NO teS tO the FinanCia/ Sta temen tS (COI’) tinued)
+t. BABASRERESTS (& 7 Related Party Relationships and Transactions
(continued)
(=) FABRAREE) (1) Related Party Relationships (continued)
2 Foa] B. Subsidiaries
(1) F oAl a) Subsidiaries
FoRER LREY Hit RENE EAKE ARBRE
Type of Place of Code of
Name of subsidiaries organisation registration Principal activities Legal person  Organization
1 LRFEREEHER AT ARELAR WRE R BEIHE ERE
Shandong Xinhua Pharmaceutical ~ Limited company ~ Zibo Shandong Sales of Pharmaceutical Zhang Daiming 766662729
Trade Co., Ltd. Chemical
2. IIRFEHEELD BREAAH RS ER BRI THE R
EREARR
Shandong Xinhua Pharmaceutical ~ Limited company  Zibo Shandong Sales of Pharmaceutical Zhang Daiming 788496661
Import & Export Co., Ltd. Chemical
3 MEHEBERXARABLR  BERELLA RS E BE IR HET
Zibo Xinhua Pharmaceutical Limited company ~ Zibo Shandong Engineering Design of Du Deping 737227162
Design Institute Co., Ltd. Pharmaceutical Chemical
4 EEHEXEEEHERLE  HRELLA WEREEET BRI THE ERE
Ziho Xinhua Drugstore Chain Limited company ~ Zibo Shandong Sales of Pharmaceutical He Tongging 267196268
Co., Ltd. Chemical
5 IIRHERZE(BMNERAR  BRELLA ARERRT BELIHE KR
Shandong Xinhua Pharmaceutical  Limited company ~ Rotterdam Holland ~ Sales of Pharmaceutical Zhang Daiming —
(Europe) Ltd. Chemical
6 EEME-FANE EREART WEREEED BRIRE RRHA
BREERF
Zibo Xinhua - West Limited company ~ Zibo Shandong Manufacturing of Zhang Daiming 779742314
Pharmaceutical Co., Ltd. Pharmaceutical Chemical
7 AENE- RN RRE EREART - BRfI8E RRHA
BREEARTF
Zibo Xinhua - Perrigo Limited company ~ Zibo Shandong Manufacturing of Zhang Daiming 746569703
Pharmaceutical Co., Ltd. Pharmaceutical Chemical
8. MERE(SH)ERAA EREART WRESXT BEIRE HET
Xinhua Pharmaceutical Limited company ~ Shouguang Manufacturing of Du Deping 793907875
(Shouguang) Co., Ltd. Shandong Pharmaceutical Chemical
9. ME(EB) EXERAR EREART RS BHERE R
Xinhua (Zibo) Property Limited company ~ Zibo Shandong Development of real estate Zhang Daiming 567705933
Development Co., Ltd.
0FERE(SE)ERAH ARERAT WRESE BRI THE ERE

Xinhua Pharmaceutical Limited company
(Gaomi) Co., Ltd.

Gaomi Shandong

Production and sales of
injections (penicillin) and
tablets and so on

He Tongging 72623228-1

IWRHMERERBBRAF

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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NOteS tO the FinanCia/ Statements (Continued) Prepared in Accordance with PRC Accounting Standards
+t. BABSRERESTS (Z) 7 Related Party Relationships and Transactions
(continued)
(=) FABRAREE) (1) Related Party Relationships (continued)
2 Foa] (8) B. Subsidiaries (continued)
@) FRAIFHER R b) registered capital of the subsidiaries and their
HE1E changes
FLoRER ®E Fned 33 ) *ERD EXeH
Balance at Balance at
the beginning the end of
Name of subsidiaries Currency of the year Additions  Reductions the year
1 ILRAEREESERATF ARE
Shandong Xinhua Pharmaceutical RMB 48,499 — — 48,499

Trade Co., Ltd.
2. WRHELEHENAFRETDH ARE

Shandong Xinhua Pharmaceutical RMB 5,000 — — 5,000
Import & Export Co., Ltd.
3. MEMEBERHKARAA AR
Zibo Xinhua Pharmaceutical Design RMB 3,000 — — 3,000
Institute Co., Ltd.
4 EEHEREEEHBERAA AR
Zibo Xinhua drugstore chain Co., Ltd.  RMB 2,000 — — 2,000
5. IWRIERE (BN BERAT B
Shandong Xinhua Pharmaceutical Euro 769 — — 769
(Europe) Ltd.
6. HEHE-RAHREBEREENA ET
Zibo Xinhua - West usb 1,500 — — 1,500

Pharmaceutical Co., Ltd.
7. EEREAFRREEREMANT e

Zibo Xinhua - Perrigo UsSb 6,000 — — 6,000
Pharmaceutical Co., Ltd.
8. MERE(EKX)ERAA ARE
Xinhua Pharmaceutical (Shouguang) RMB 230,000 — — 230,000
Co., Ltd.
9. HE(EE)EXERAA ARE
Xinhua (Zibo) Property RmMB 20,000 — — 20,000
Development Co., Ltd.
10 T ERE(S%) BRAF ARE
Xinhua Pharmaceutical RMB — 19,000 — 19,000

(Gaomi) Co., Ltd.
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PrES R & (/)

Notes to the Financial Statements (continued)

. AR AFRERERH(Z) 7 Related Party Relationships and Transactions
(continued)
(=) FABRAREE) (1) Related Party Relationships (continued)
2 Foal (&) B. Subsidiaries (continued)
3) HF AR FF R B ¢ Proportion of shareholding in subsidiaries and the
S RAEE changes
BReE 1L (%)
Amount of shareholding Proportion of
holding share shareholding(%)
EF 31 ] FNeE FXLH FY)
Balance
Balance at the Balance at Balance at
at the end beginning the end of the beginning
FoRER Name of subsidiaries of the year of the year the year of the year
1. IUEHEREZS  Shandong Xinhua Pharmaceutical 48,499 48,499 100,00 100.00
BRARA Trade Co., Ltd.
2. WRHEHEE Shandong Xinhua Pharmaceutical 5,000 5,000 100.00 100.00
HNEREARAT  Import & Export Co., Ltd.
3 KEHEEE Zibo Xinhua Pharmaceutical Design 3,000 3,000 100.00 100.00
HitRERRA Institute Co., Ltd.
4 WEHERER Zibo Xinhua Drugstore Chain 2,000 2,000 100.00 100.00
EHERRA Co., Ltd.
5. UEHEZE (M) Shandong Xinhua Pharmaceutical 500 500 65.00 65.00
BRAA (Europe) Ltd.
6. JSEHE-PEEE  Zibo Xinhua - West Pharmaceutical 1,125 1,125 75.00 75.00
AREELH Co., Ltd.
7. SEHE-EFSEE Zibo Xinhua - Perigo 3,006 3,006 50.10 50.10
BREFAT Pharmaceutical Co., Ltd.
8. MELE (S Xinhua Pharmaceutical (Shouguang) 230,000 230,000 100.00 100.00
AR Co,, Lid.
0 ME(KE)EX Xinhua (Zibo) Property 20,000 20,000 100.00 100.00
BRAT Development Co., Ltd.
10MELE(RR) Xinhua Pharmaceutical (Gaomi) 19,000 - 100.00 -
AR Co., Lid.
3. HELE C. Associates
BRRRLER £RED M REER  EARR ERRE  BREA  SANMA  EERARE
Type of Place of Principal Registered Proportion of  Proportion ~ Code of
Name organization  registration activities Legal person capital  shareholding of voting  organization
(%) (%)
IRARFEREERDT AREEDA  URAMMT EeE  3Re
Shandong Zibo Xincat Limited company  Zibo Shandong ~ Manufacturing  Lee Tianzhong 84,930 20% 20%  61328152X
Pharmaceutical Company
Limited
WRHERNERGBRLT

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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Notes to the Financial Statements (continued)
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Prepared in Accordance with PRC Accounting Standards

. HEFTRERERXSH (& 7 Related Party Relationships and Transactions
(continued)
(=) FABRAREE) (1) Related Party Relationships (continued)
4. E i D. Other related parties
WEsaE R Bl B £ BAFRFRABZIANE HRRERE
Related transactions Code of
Name of related party Relationship with the company organization
WRAETERNHERRA R (7 — 1 AR AR B 1 HEBHR=FF  EERMH
Shandong Xinhua Industry & Trade Under common control of ~ Sale of power and waste 164113351
Company Limited parent company materials, and purchase
of raw materials
WRAESHEIERRA X [/ — AR AR B 2 RERME
Shandong Xinhua Wanbo Chemical &  Under common control of ~ Purchase of materials 720705295
Industrial Company Limited parent company
WS EFEREERANE XAl — 5 AR A R 1 6 HEFH  HBRE
2RAF
Shandong Zibo Xincat Pharmaceutical Under common control Sale of power and 61328152X
Company Limited of parent company lease properties
TS HEREFRAA ISYNSIPE T NS HEB N RRBRMA
Zibo DSM Pharmaceutical Partially held by Sale of power and purchase 613291664
Company Limited parent company of materials
ZREEERRA RIEEHIAZ FRA HERME
China Shandong Group Ltd. Subsidiary of ultimate Sale of raw material —
control company
XEAFRBERAR FLARZRER HERKE
USA Perrigo International Co., Ltd. Subsidiary shareholder Sale of bulk drug —
EBFREEREEAT FLRAZRER THE R R &
USA Xinhua - West Pharmaceutical Subsidiary shareholder Sale of bulk drug —
Co., Ltd.
(Z) Bm%H 2) Related Party Transactions
7. T1IEEKE a) Pricing Policy
AR a5 4R R B The price of product sales to related parties as
I E G A R B well as the price of raw materials purchased from
BERMEMERZ related parties is determined based on the market
TIHEEREBER - price.
ZE-"FFH
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Notes to the Financial Statements (continued)

t. BMBEFREREXS(Z) 7

Related Party Relationships and Transactions

(continued)
(Z) FAmEHE) 2) Related Party Transactions (continued)
2 REYE b) Purchase of materials
FERE LE&8
Amount of this year Amount of last year
WHHER ZANE &f L% 28 £E 1%
Nature of Proportion Proportion

Name of Related Party Transaction Amount (%) Amount (%)
WRHETERNAER AR CIRMRAMW
Shandong Xinhua Industry & ~ Chemical materials

Trade Company Limited and others - - 241 0.03
LWEHFESBECIERRR (LIRH
Shandong Xinhua Wanbo Chemical materials

Chemical & Industrial

Company Limited 33,730 3.12 30,061 3.26
TS BHEERAA S| R R
Zibo DSM Pharmaceutical Pharmaceutical

Company Limited materials 39,015 3.61 22,394 2.43
WREEIMEREERAE En
Shandong Xincat Chemical & Drug

Industrial Company Limited* 1,076 0.10 276 0.03

WRFERBERGBRLT

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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Notes to the Financial Statements (continued)
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t. BMBESFREREXS(Z)

(Z) WExH(#E)

7 Related Party Relationships and Transactions
(continued)

2) Related Party Transactions (continued)

3. HEEY c) Sale of goods
FERE 28
Amount of this year Amount of last year
WRAER ZHLHE &8 L BI% G ££41%
Transaction Proportion Proportion
Name of Related Party contents Amount (%) Amount (%)
WRFEEBLCIERDR #HEHD
Shandong Xinhua Wanbo Sale of power
Chemical & Industrial
Company Limited 1,403 0.05 1,623 0.05
WRFEEBLCIARDA HEZRE
Shandong Xinhua Wanbo Sale of wastes
Chemical & Industrial (water, gas, solid)
Company Limited 3,530 0.12 2,491 0.08
WRFZEBCIARDA HERE
Shandong Xinhua Wanbo Sale of sulphur
Chemical & Industrial
Company Limited 1,054 0.04 1,587 0.05
FHEMBHEERDE  HEPN
Zibo DSM Pharmaceutical Sale of power
Company Limited 5,987 0.20 5,065 0.17
IWREEEREERAR  HEDN
Shandong Zibo XinCat Sale of power
Pharmaceutical Company
Limited 377 0.01 447 0.02
EEEEBERAA HERE 2
China Shandong Group Ltd.  Sale of bulk drug 63,141 212 29,068 0.99
ZEAMSEEAR HERK 2
USA Perrigo International Sale of bulk drug
Co., Ltd. 128,653 433 152,768 5.20
EBEFEEREME LA HERKE
Zibo Xinhua-west Sale of bulk drug
Pharmaceutical Co., Ltd. 9,162 0.31 4,599 0.16
4, BT B R R 5 d) Payment of loan interest and underwriting fee
EH
MBA &8 ABXBAE XESH LESE
Transaction Amount of Amount of
Name of related party contents this year last year
EREREBERAT Lk
Hualu Holdings Co., Ltd. loan interest 29,150 —
EREZEREBAR QA FHFEE
Hualu Holdings Co., Ltd. underwriting fee 1,500 —
ZE-"FFH
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Notes to the Financial Statements (continued)

t. HABFRERERS (& 7

(Z) WmxH(#E)

Related Party Relationships and Transactions

(continued)

2) Related Party Transactions (continued)

5. L ER e Acceptance of guarantee
1. B A HEIR
AN E AR A The Company entered into a loan contract with
RITEENTEEE Qingdao Branch of Export-Import Bank of China
A & /&80,000F 7T with a contracted amount of RMB 80,000,000 for
WEXRHZE  BERH a period from 29 February 2012 to 28 February
Ml 2201262 H29H 2014. The loan was guaranteed by the ultimate
£2014%F2H28H - controlling company, Hualu Holdings Co., Ltd.
HARRA&EEHT
ERIERBHER -
AR LT T The Company entered into a loan contract with
TEIEDITEEIER Zibo Branch of China Construction Bank with
A& £10,000F T HY a contracted amount of RMB 10,000,000 for a
ERpE  EXHE period from 10 October 2012 to 29 April 2017.
A20129F10A30R & The loan was guaranteed by the ultimate control
201794 A29H8 * A company, Hualu Holdings Co., Ltd.
PINYNECIES S-S I akc
BIEARIB AR o
6. BT B2 E ) Related Party Borrowing or Lending Transaction
MBAEE #HA IR s & H EinH B8R
Amount of Date of Date of
Name of Related Party Borrowing / Lending Transaction inception maturity
ZREREEERAA A
Hualu Holdings Co., Ltd. Borrowing 496,500 2011-12-30 2016-12-30
7. EEHE g) Lease of Assets
1. BEHEA 1, Lease-in assets
Ll PR THER THHM #E6E  LERM
Nature of Transaction Amount of Amount of
Name of Related Party Transaction period current year last year
IR EREERERET AR HARE Eaked
Shandong Xinhua Pharmaceutical Rent of house Whole year 500 500
Group Company Limited
WRHERNERGBRLT

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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t. HABFRERERS (&

(Z) WExH(#E)

8.

1.
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Related Party Relationships and Transactions
(continued)

2) Related Party Transactions (continued)

Group Company Limited

Hs5 5 h) Other Transactions

EIEEHE 1. Trademark Using Fee

MBAEE ABRZAAE FEEH tFE &8
Amount of Amount of

Name of Related Party Nature of Transaction current the year last year

IWRHFEREEERRETAA EIRERE

Shandong Xinhua Pharmaceutical Trademark using fee 7,500 1,100

RIEAQ B EF R A
1Ly BR 57 2= & B 711996
F12A7THEZEN(E
EFERAFATHE R
FrILEFELERR
EARRBIRIRE R
R B RIEINE
moBEERTER
Z - BFFEAAR
HE0B T LR EE
EiE AR08 T
BEEFEEINLERA
R 1108 LB Al 1
B ZWEIER
REEEREEEE
£ CEEMETIN
Bk -

AABEFRRILE
T EE £ B R201243
FA23B &R EiEara
HENEaE (W
&l HEAE M
Hi 8201264818 #
Z2014%12A31H
- RBEFTHE
RAREAHFE] R
PMIEZENERFEEE
B AR ¥1,0008 7T
EIERF A A E A

BT -

Pursuant to the Trademark License Agreement
signed by the parent company Shandong Xinhua
Pharmaceutical Group Company Limited and the
Company on 7 December 1996, the Company
was granted the exclusive right to use the
trademark Xinhua (Trademark) by the Shandong
Xinhua Pharmaceutical Group Company Limited
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 extra RMB100,000 per
year until the annual fee reaches the cap amount
of RMB1,100,000, which shall 1,100,000 stay as
such until the agreement is terminated.

The company and its parent company Shandong
Xinhua Pharmaceutical Group Company Limited
signed a supplementary of the trade mark
permission agreement on 23 March, 2012.
The term of validity is from 1 April, 2012 to 31
December, 2014. Based on this supplemental
agreement the Company’s annual trade mark fee
changes to RMB 10,000,000 for the use of the
trademark ‘Xinhua’, and the other clauses remain
unchanged.
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Prepared in Accordance with PRC Accounting Standards NOteS tO the FinanCia/ Statements (Continued)
. HAEFRERERXR (&) 7 Related Party Relationships and Transactions
(continued)
(Z) FAmEHE) 2) Related Party Transactions (continued)
8. HEmx 5 (&) h) Other Transactions (continued)
@) TEHA T 2. Service of rendering
A RE RABZHANE TELH LEEE
Nature of Amount of Amount of
Name of Related Party Transaction current the year last year
THHT S SHEREFR QA TEFFRS
Zibo DSM Pharmaceutical Design 66 108

Company Limited

IR EEH I TERA A TERER

Shandong Xinhua Wanbo Design - 8
Chemical & Industrial
Company Limited

3) B+ # 3. Land purchase
RBSRE ABZXHANE XFESH LESE
Nature of Amount of Amount of
Name of Related Party Transaction current the year last year

IWRHMEBEEEFREELAR BEL
Shandong Xinhua Pharmaceutical Land purchase

Group Company Limited 8,399 —
$@E?Zl§+$ ?ﬁg N The Company purchased the land use right of
i = kil %K%i Z&sE two stated-owned lands, located at the crossing
Eﬁﬁﬁ%%E"L Emiﬁ E;\m of Dongyi Road and Honggou Road in Zhangdian
S % R = X 0O E!% ?H: District, from its parent company Shandong
afiEile - Xinhua Pharmaceutical Group Company Limited.
REH L FE AR
i i 2% B D R A K The land use certificate numbers are Zi Guo Yong
B F(2011)85A01696 (2011) No. A01696 and Zi Guo Yong (2011) No
5%~ 8 B A (201 1)%; A01698. The areas of these lands are 3,379.76 m?
AO16985F T Hb AR and 176.54m2. The natures of registered land use
2 Bl /3,379.76F 7
Z . 1?6’54?73 s are urban construction and wholesale and retail.
;Ei_mié:gé, VA ,/Djﬁ;% The transaction costs are 5,691,500 and 416,200.
95§ 3 2R PR Hb % HE B In addition, the Company purchased another
TE o T AKX industrial land, located on No. 14 Dongyi Road
REE D 5 73569.15 in Zhangdian District, from its parent company
% ;ﬁ : ??é 16/ /%% Ejjﬁ?)\ Eha_rtwdgng%inhllja Zharmaceu;itigl ?roup Cgmpany

S 3 B2 0 £ [ imited. The land use certificate numbers is
%gg%%gg;‘:g Zi Guo Yong (2011) No. A01698. The area of
% R — 51455 + i B the land is 2,9156.97m? The transaction cost is
7 5% A 8 B ﬁH(2021 ) 2,291,100. The transaction prices of theses lands
EA016985% @?ﬁﬁ are all appraised by Shandong Zhengcheng Land
ggﬁi@ﬁ&ﬁ/ﬁ; ?’é% Real Estate Appraisal Co., Ltd.

* X RRE 18 4
229118 o Ll &
MK R B &G 4R 1L
BOE T b B EE R
HEMENHAERA
AIEE -

IWRHMERERBBRAF

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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Prepared in Accordance with PRC Accounting Standards

t. BMBESFREREXS(Z) 7

Related Party Relationships and Transactions

(continued)
(Z) FAmEHE) 2) Related Party Transactions (continued)
9. B E A B F B ) Important Management Personnel Salaries
XESH tEE%
Amount of Amount of
HEEB Item this year last year
AR E IR A B E B Important Management
Personnel Salaries 3,553 2,808
* FAREEABTFMAES Important Management Personnel Salaries refer to wages of
eRE EEEeNENS members of the board of directors, the supervisors and the
REEBAEBHIE - senior officers of the Company.
(Z) RABWAEEREH (3) Current Account Balance with Related Party
1. BEEFHE T+ XK A. Related party transactions balance of asset
5] classes
FXe#E FNeE
Balance at the end Balance at the beginning
of the year of the year
REGH BRER FEHE BREE
Provision for Provision for
WEA (RB) Name of Related Party Book balance bad debts  Book balance bad debts
FEB IR Account receivable
WWEFZETERD  Shandong Xinhua Industry &
BERARA Trade Company Limited 1,150 1,150 1,150 1,150
WHRGEHERE  Shandong Zibo XinCat
BRAT Pharmaceutical Company
Limited - - 40 —
ZREMARQT  China Shandong Group Ltd. 3,935 - 6,600 -
(BB ZEE A7 USA Perrigo International
Co., Ltd. 7,185 - 12,265 —
EERFAR USA Xinhua - West
EEAR Pharmaceutical Co., Ltd. 1,306 - 686 —
A Total 13,576 1,150 20,741 1,150
RHER Advances to Suppliers
IWEHETEMRS  Shandong Xinhua Industry &
BRAT Trade Company Limited 28 - 12 -
Htt Bl Other Receivable
IWEFHETZM/M  Shandong Xinhua Industry &
BRARA Trade Company Limited 8 - 8 -
IWREHESB( T Shandong Xinhua Wanbo
BRAAE Chemical & Industrial
Company Limited 11,324 11,324 11,324 11,324
A Total 11,332 11,324 11,332 11,324
k= Lk 33
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Notes to the Financial Statements (continued)

t. BMBESFREREXS(Z) 7

Related Party Relationships and Transactions

(continued)
(=) MBS ERSHEE) (3) Current Account Balance with Related Party
(continued)
2 BEHEH TR B. Related party transactions balance of liabilities
#E classes
FXeH Fe8
Balance at Balance at
the end of the beginning of
REHER Name of Related Party the year the year
FEfH AR Account Payable
WRHETERINABR DT General managing branch of
Shandong Xinhua industrial &
trading Co., Ltd. - 62
IWEHEER(IEB AT Shandong Xinhua Wanbo Chemical &
Industrial Company Limited 1,617 2,052
HHENBREERAA Zibo DSM Pharmaceutical
Company Limited 1,427 729
WS E#EREARB AT Shandong Zibo XinCat Pharmaceutical
Company Limited 514 101
A Total 3,558 2,944
REW®R Long-term Loan
FEEREERRAF China Shandong Group Limited 496,500 -
WRHENERMBRAF

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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N, HFER

1. RRIFBREEHIFAR

(1)
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2012F7H ' m R E
REBEEREMTAR
(LATT fS R 2= R B8 5%)
BARARFRAREZ
NEEFEMRAMZ
REARZER Bk
BEZENREEERA
R#& AR®e6,000F
TTRAEERNB AR
300FJT - FERE LR
FEEAFEANT

2011%F108 " BB QR
A)E LA R R L B8 BE 2
EERLEELNTN
RITAREZERER
FAMEREEY A
5 76,000F 7T R1T
AR EZNE BHE
ZE2012%4 8 - BR
FEHEENFES
NERE S B 8
EBER AT (AT
8§ B &% 8 A1) $K2012
FE1 AR ERE
MEEARZEREAFE
Bk PR IT AN E
B EHBARES
PR ITEREERR
20123 A W Al =
SN A ER

MEBBNRI TR FE
REZEKIEE QA
3 =

R 1T

R R R B (A
NG AT
) > 201248 A - &
BRRMBITE R
BT R 5 AR 6,500
FIT e

8. Contingencies

a. Contingent liabilities caused by pending litigation

1)

In July 2012, Nanjing Huadong Pharmaceutical
Company Limited (hereinafter referred to as
Huadong Pharm.) sued Pharm. Trade at Nanjing
Xuanwu District People’s Court for payment
of RMB6,000,000 and the relevant interest of
RMB300,000. The reasons that Huadong Pharm.
sued Pharm. Trade were as following:

In October 2011, Pharm. Trade paid
RMB6,000,000 for commercial goods to
Huadong Pharm. through bank acceptances
endorsed by Xin Kang Qi. The validity terms of
the bank acceptances were up to April. However,
the previous endorsee of Xin Kang Qi's bank
acceptances, Jinan Jinbaisheng Steel Trade Co.
Ltd. (hereinafter referred to as Baisheng Steel)
reported the loss of the bank acceptances to
Sichuan Panzhihua Eastern District People’s Court
and applied for the announcement of such loss.
The bank acceptances was declared invalid by the
court in March 2012. Therefore, Huadong Pharm.
actually did not receive the payment.

Pharm. Trade realized that Huadong Pharm.
endorsed bank acceptances received from Pharm.
Trade to Nanjing Jinling Pharmaceutical Company
Limited (hereinafter referred to as Jinling Pharm.),
the subsidiary of Nanjing Jinling Pharmaceutical
Group Limited. Pharm. Trade’s bank deposit of
RMB6,500,000 was frozen by the court in August
2012.
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Notes to the Financial Statements (continued)

N, BRER(E)
1. RARRERORERE (2

(1)

=N -2 B
TEERIES B
BRARRAE LIRS
BREgUH EE
HEEI b EE
NEVMERTH A RER
B8 - 20129812
B mERmzZREA
RJER  AE(2012)Z%
B FEIMS- 1 RE
HEE BROWEEH
ZRRY EaiFRE
BREHNER - B
BRARTREETZ
REARKRYERE
) E FE, 201298
178 BE QN AMEE
AR ARETIZE
EF BT B RS
B - AFEAMTEHETTE -

RRABRHRERES
RERR BE QA
ST AR E R B EERTT
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8.

Contingencies (continued)

a.

Contingent liabilities caused by pending litigation
(continued)

1

(continued)

Pharm. Trade presented objections to the
jurisdiction of the above lawsuit. Pharm. Trade
believed that this lawsuit was an issue of notes,
and it should be heard by People’s Courts in the
domicile of Pharm. Trade or the payer of the bank
acceptances. On September 12, 2012, based on
the civil ruling paper, Chu-Shang-Zi (2012) No.
948-1, issued by Nanjing Xuanwu District People’s
Court, the objections proposed by Pharm. Trade
were rejected. Pharm. Trade refused to accept
the judge. On September 17, 2012, Pharm. Trade
lodged an appeal to Nanjing People’s Intermediate
Court. As at the financial reporting date, the
lawsuit is still in progress.

After seeking legal advice, the Company believed
that when the bank acceptances were paid from
Pharm. Trade to Huadong Pharm., they were
lawful. Huadong Pharm. or Jinling Pharm. did not
report their interest to Sichuan Panzhihua Eastern
District People’s Court during the interpellation
period after the announcement was published nor
sue after the ex-right judgement was issued. The
reason that the bank acceptances became invalid
was that Huadong Pharm. or Jinling Pharm., as
the lawful holder, failed to execute their legal
right. The facts of the issue described above are
relatively clear. The Company’s potential liability is
small.

IWRHMERERBBRAF
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8. Contingencies (continued)

a. Contingent liabilities caused by pending litigation
(continued)

@

On May 5, 2011, the Company and its subsidiary
Pharm. Trade, Huaxia Bank Jinan Huaiyin
Branch (hereinafter referred to as Huaxia Bank),
Shandong Hengan Pharmaceutical Company
Limited (hereinafter referred to as Hengan) signed
the “Prospective Delivery Financing Business
Cooperation Agreement”. In the agreement,
Hengan use bank acceptances for payments to
Pharm. Trade; which means that Huaxia Bank
would send lading bill to Pharm. Trade when it
acquires margin from Hengan, and Pharm. Trade
would deliver goods to Hengan. If Pharm. Trade
delivers more quantity of goods than the lading
bill required, Huaxia bank would not bear the
obligation. The obligation is to be borne by the
Company, Pharm. Trade and Hengan.

On August 29, 2011, Huaxia Bank accepted
two bank acceptances, issued by Hengan and
the payee is Pharm. Trade. Their term of validity
was from August 29, 2011 to February 29, 2012.
The total amount was 3,000,000. Hengan had
paid back 900,000. After the bank acceptances’
maturity date, Hengan did not pay the remaining
2,100,000 to Huaxia Bank.

On March 28, 2012, Huaxia Bank sued the
Company and its subsidiary Pharm. Trade at
Jinan Intermediate Railroad Transportation Court
to request payment of the bank acceptances of
2,100,000 and the interest of 29,000 thereof. The
Company’s bank deposit of RMB 2,600,000 was
frozen by the court in March 2012.
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Prepared in Accordance with PRC Accounting Standards NOteS tO the FlnanCIa/ Statements (COannued)
IN. BRBEIFZ) 8. Contingencies (continued)
1. RRIFBEBHBBAR (&) a. Contingent liabilities caused by pending litigation
(continued)
@ (&) 2 (continued)
HIEMB®mERD 3 As at the date of the Financial statements, after
Eﬂﬁﬁﬁﬁ¢°$@ consulting legal opinion, the Company believes
REHERERBR B Huaxia Bank had issued delivery bill of 2,100,000
RE - EBERITER to Hengan. Pharm. Trade should not bear the
BLAFMEEE QA legal liability.
i 72,100F TiRE
B BB AATEE
HE-o
(3) AAAIBBALEET @3) The Company sold an office building through
HEBRAR (KT Shandong Jixia Auction Company Limited
HHEZETHER) B (hereinafter referred to as Jixia) to Yantai Longjing
NAREBN — RN Investment Company Limited (hereinafter
NELELRRAERER referred to as Longjing). Since a small area of
WEBRRAR (AT the building was rented to and still occupied by
ETEEBIRE) - Bt China Unicom’s Zibo branch, Longjing could not
RNIEHR — /NI D S normally sell or lease.
EHgBARHEER
FEEBREEELE
BEINMEEHHA -
BRENEVEE Longjing sued the Company and Jixia at the court
H—r 5E WEM LM for the reason that Longjing was not informed of
EFBEMEEEET the issue described above and the selling area
FREB - EARAFM of the building was different to what it should
BTHEFRZ AR be. Longjing requested the Company to pay
ZRANFBEEBK for the loss of 7,475,000. According to the civil
7,475F L o EIWRE judgement by Shandong High People’s Court
=&/ AR AR (2010) (2010) Lu Shang Zhong Zi No. 242, the Company
BEIKRTE242HR should compensate 560,000 for Longjing’s loss
FEHR - BRARRA A of unmatched investment building area. The
HEEBREEDET remaining prayer for relief was not approved
HFE A 1B K560F T - by the court. The Company had paid the
HHpBEBERTTX compensation.
F - ARAEMER
FEZH T560F T o
201211 H25H - On November 25, 2012, Longjing lodged an
EBERERERIED appeal to Shandong High People’s Court to
BHBR  EREHE overrule the civil judgement by Shandong High
IERERBARZELR People’s Court (2010) Lu Shang Zhong Zi No.
(2010)B R T 242 242 and amend the judgement that the Company
FREBHRE KA should immediately compensate the economic
HH X EERG loss of 5,074,000 and the economic loss of
RHEHB TEFRE 2,400,000 due to the Company’s concealment of
ko BIARA A M ER the real estate area to Longjing. As at the financial
WESA S A ER reporting date, the lawsuit is still in progress
K5,074F T REXRRA
AIEWMEEmMBELS

B EEKEEIE
%2,400F JT ° & 1E B
BRER  HAHNE
HEITH o
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IN. BBEER(E) 8. Contingencies (continued)

2. BEELMkAEEEIN E b. Apart from contingencies described above, the Company
Z£20125F12A318 * KA A has no other important events to be disclosed at 31
EmHMBEBANNEEIE - December 2012.

. REFER 9. Commitment

1. EEITNEERERETH a) contracted for or Agreed-upon large-sum

XERELEMA arrangement

aeR&E Rit&E#E
HE®B Items Contract Amount Amount Unpaid
glFTEEE Innovation Zone 83,219 30,394
gl =] Hutian park 258,951 127,435
DKIE B DK Project 76,787 15,859
Nt e iR 18 B Pyrazolone Project 12,038 1,931
JEKERIEIE B Waste Water Treatment Project 17,122 2,147
L IE B Sulfuric acid project 72,103 17,805
Hib Others 88,294 44,256
A&t Total 608,514 239,827

2 BREELEXEERS & b) Other than as disclosed above, the Company has no
1E2012%12A31B ' & 44 F other capital commitment as at 31 December 2012.
MHEMBARESEEH -

+. BEAEEH®EIA 10. Post Balance Sheet Date Events

1.

2013918158 » A"Ar) EHEE
BERFA T(EEBERER
AR A F2012F IR E A
BEMELIEEELESHER
W) EEERRAESES
B ARB2EITIEES
ARBEA ARARAR
ERTER #HRARDESD
EANBBEERER -RA -
KARELEEEG2013F
FoABREBECRBREN &
IR H HERERAADT
REARBIETHIEENE

M RZ HHER

1.

On January 15, 2012, the Company and Hualu Holdings
Company Limited signed ‘China Shandong Group
Limited 2012 private oriented liability financing fund use
agreement’. Hualu Holdings Company Limited agreed to
provide RMB 200,000,000 from their financing fund to the
Company for credit payment, current fund replenishment
and project constructions. At the same date, the
suggestion of acceptance RMB 200,000,000 of financing
support as related party transaction from Hualu Holdings
Company Limited, the ultimate controling company,
was approved on the second meeting of the company’s
seventh Board of Directors.
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+. REARKHEER(Z)
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BEHR : 206 » FHEA :
1508 X0 EEHNRBRE
009611,& £ ¥ B A B -
201341 A29A 2014452 A
28H -

3. 2013%E3A22H » AR AE+
EEEEF NS RBE
F2012F E R E DB FE &
EIRBI0%M A E BB AR
€ 1% - AR A457,312,830
BEEH mME2EREIRE
R FEF/ARKECOIT
(&) Z2012F E F B D
BB M B AR RS -

hEELEERBRBE
FIFIN - F 1E2012F12 A31
A ARRESEMEEN
EREEABXRABESR-

+t— &MIARREER
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10. Post Balance Sheet Date Events (continued)

11.

2.

On January 7, 2013, the proposal of investment of
USD1,500,000 from the Company’s own capital to
establish Xinhua Pharmaceutical (USA) Co., Ltd., a
wholly owned subsidiary, at Los Angeles in USA, was
approved on the first meeting of the company’s seventh
Board of Directors in 2013. On January 29, 2013, Xinhua
Pharmaceutical (USA) was found at El Monte. The legal
representative is Guo Qiang. The scope of business is
pharmaceutical, chemical industry, health care product
development and certification, and export and import
business. The valid operating term is 20 years. The
registered capital is USD1,500,000. The business license
number is 009611. The business license is valid from
January 29, 2013 to February 28, 2014.

On March 23, 2013, the 2012 profit distribution plan
is approved on the sixth meeting of the company’s
seventh Board of Directors. After retaining 10 percent
of statutory surplus reserve, based on the total shares
of 457,312,830, all of the shareholders would be paid
dividends of 0.01 yuan per share (tax included), the
2012 profit distribution plan is pending approval by the
shareholders’ meeting.

Apart from matters described above, the Company has
no significant subsequent events to be disclosed at 31
December 2012.

Financial Instruments and Risk Management

The Company’s main financial instruments include loans, account

receivables, account payables, available-for-sale financial
assets, and trading financial liabilities and so on. See details of

financial instruments at notes 6. Related risks, of such financial

instruments and the Company’s management strategies of
reducing risks related to those financial instruments are described
as following. The Company’s management monitor and control
such risks to ensure that they are within the controllable range.

IWRHMERERBBRAF

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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Notes to the Financial Statements (continued)

+— &éMITARRRERZ 11. Financial Instruments and Risk Management
(continued)
1. RIEEEBEMBR 1. Objectives and policies of risk management

ARARRERBREENB R
2 B R A0 Y s 2 ] ENAS
BEHTE BRERE ARG
REXEMBEEYERED
BRAK K - 8 B R R H A A
mREENNERKL - &
RZRBEEBR  AQF
[ Fx B 3 A B RN IR B R T E
2> A AN 2 B) P I B B & TR
B - 123 EE B R R
EARLETRARER I &
BRI R ER R ETE
B R S R E & 8

The Company’s objective of risk management is to strive
an appropriate balance between risks and benefits,
reduce negative risk impacts on operating performance
to a minimum and maximize the benefits of shareholders
and equity investors. Based on these objectives, the
Company’s basic risk management strategies are to
determine and analyze various risks that the company
face, establish and manage proper risk tolerance point,
promptly and effectively monitor various risks and control
them within the controllable range.

Z Ao
(1)  TEERE (1) Market risk
1) ShEE [ Bz 1) Foreign exchange currency risk

51 I B 4 45 R o 2
BELBENAR -

Foreign exchange risk refers to the risk of loss
due to changes in foreign exchange rate. The

AR B A SNE R R
TE@RXETBEM
RERR A2AE
TRWEN RiTF

main exchange risk that the company faces is
related to with USD, HKD and GBP; part of the
Company’s account receivables, bank deposits,
cash balances and credit loans are calculated

HREBReHEBRER with foreign currency. As at 31 December 2012,
NEBEEENREY besides balances of USD, GBP and HKD set forth
NN BB E - below, the Company’s assets and liabilities are
2012 12H31H8 - represented by RMB. Such assets and liabilities
BRTERFMLEEKEA related to USD, GBP and HKD may affect the
BRI R Company’s operating activities.
KB GEEIN - AR
AMNEERBEYAR
ARBHRBE ZEE
UL g BMRE
MNEEMBBEEED
SNGE B B AT RE E AR A
Eg IREERBEEY
B o
2012%12A31H 2011412A31H
as at as at
RS EE ltem 31 December 2012 31 December 2011
gE Assets
— W GBP 2,708 1,826
— T usD 160,026 144,921
— B HKD 17 16
=R Liabilities
— W GBP - _
— =7 UusD 62,855 51,037
— B HKD 23,515 32,549
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11.

Financial Instruments and Risk Management

(continued)
1. Objectives and policies of risk management
(continued)
(1) Market risk (continued)
1) Foreign exchange risk (continued)
The Company does not have foreign currency
hedging policies, however the management
monitors foreign exchange risk and will consider
hedging significant foreign exchange risk when
necessary.
2) Interest rate risk

The Company’s interest rate risk are attributable
to bank loans and liabilities of shareholders’
interest bearing loans. Financial liabilities with
floating interest rate leads to cash flow interest
risk and financial liabilities with fixed interest rate
leads to fair value interest rate. At the end of
the year, the Company’s liabilities with interest
were mainly RMB, USD and HKD valued loans
with floating interest. The total amount was RMB
of 507,517,000, RMB loans with fixed interest
amounted to RMB of 207,000,000.

The Company’s financial instruments fair value
risk is mainly affected by changes of interest rate
related to fixed interest bank loans. With regard to
the loans with fixed interest rate, the Company’s
objective is to maintain the range of floating
interest rate.

The Company’s financial instruments cash flow
risk is mainly affected by changes of interest
rate related to floating interest bank loans. The
Company’s policy is to maintain the range of
floating interest bank loans, in order to reduce fair
value risk due to interest rate changes.

IWRHMERERBBRAF

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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11. Financial Instruments and Risk Management

(continued)
1. Objectives and policies of risk management
(continued)
(1) Market risk (continued)
3) Price risk
The Company sells chemical bulk drug,
preparations and chemical and industrial product
with market price. So sales may be influenced by
the floating of the prices.
@) Credit risk

At the end of 2011, the most significant credit
risk is from contracts that the other party failed to
fulfil its obligations. It may result in the Company’s
financial instrument loss which inculde:

Book value of recognized financial assets in
the consolidated balance sheet; as for financial
instruments calculated with fair value, their
book values reflect their risk, but not the most
significant risk, Most significant risk will change
with the changes in the fair value.

In order to reduce credit risk, the Company’s
management appoints a group of staff to
formulate credit limit, approve and monitor credit
procedure to realize and follow up with overdue
debts. In addition, the Company will review all
recoverable account of individual trading debt
at the closing report date, so that provision of
sufficient impairment of unrecoverable account
could be made. In view of this, the Company’s
management consider that its credit risk has
obviously decreased.
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11.

Financial Instruments and Risk Management

(continued)

1. Objectives and policies of risk management
(continued)
2) Credit risk (continued)

)

The Company’s liquid capital has deposited at
banks with higher credit rating, so the credit risk
of its liquid capital is lower.

The Company adopts necessary policies to ensure
that all sales customers have good credit record.
Except for the top five account receivables, the
Company has no other significant centralized
credit risk.

The total amount of top five account receivables is
RMB108,909,000.

Liquidity risk

Liquidity risk refers to the risk that the company
is unable to meet its financial obligations before
maturity date. The mechanism that the Company
manages liquidity risks is to ensure that there
is sufficient liquidity to fulfil the due liabilities,
so as not to cause unacceptable losses or
influence to the reputation of the company. The
company analyze the structure and maturity date
of liabilities, in order to ensure that there are
sufficient funds. The company’s management
would monitor the use of bank borrowing and
ensure the compliance with the loan agreements.
In the mean time, the company would negotiate
with financial institutions so as to maintain certain
line of credit and reduce liquidity risk.

IWRHMERERBBRAF

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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+— &BIAREBEER & 11. Financial Instruments and Risk Management
(continued)
1. REEEREMRE (&) 1. Objectives and policies of risk management
(continued)
B mEEE (E) 3) Liquidity risk (continued)
# 1F2012%F 12 A31 Up to December 31, 2012, on the basis of the
H ARARFEAEND maturity of undiscounted remaining obligations
MEENMTCREEIR from contracts, the analysis of the Company’s
RKITAF 4 E R &I owned financial assets and liabilities are described
BB EREIR AT AT - as following:
—£lRN —HAE AENE &t
Less than More than
EH Item 1 year 1-5years 5 years Total
EMEE Financial Assets
E%ES Cash & cash equivalents 422,144 - - 422 144
S Note receivable 88,663 - - 88,663
R i BR 78 Account receivable 252,182 67,804 - 319,986
BRERR Advance to supplier 82,860 1,134 — 83,994
Hi KR Other receivable 58,711 17,811 - 76,522
eHAR Financial Liability
A2 HIE Short-term loan 419,855 - - 419,855
ENEE Note payable 122,278 - - 122,278
FERTBR X Account payable 262,256 11,895 - 274,151
FBUBR Advance for customer 13,056 1,467 - 14,523
HEMR Other payable 83,595 10,527 - 94,122
FER IR 2 Dividend payable 5,311 - - 5,311
A< | 2, Interest payable 516 - - 516
e 1< B T % Employees’ wage payable 16,424 — — 16,424
—FREIHE Non-current liabilities
FnEBE within one year 73,515 - - 73,515
REER Long-term loan 717,647 - - 717,647
2. NREE 2. Fair Value
(1) TUR S BEEZ 8 1) Financial instruments not measured at fair value
2FTA
TARAREBETEDN Major financial instruments not measured at fair
TREEMBGETE value are account receivables, short-term loans,
BE:ERRIE & account payables and long-term loans.

HI SR A SRR
RHEMER

Lt RN A R R EEF The difference between the book value of financial
ENEREENEE instruments not measured at fair value mentioned
MEEDEERERARE above and their fair value is quite small.
BEREERD -
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11.

Financial Instruments and Risk Management

(continued)

2.

Fair Value (continued)

2)

Financial instruments measured at fair value

The financial instrument measured at fair value is
available-for-sale financing assets

Estimate of fair value is investigated at a specific
period on the basis of relevant market and
financial instrument information. Due to the
subjectivity of the estimate and uncertain factors
or issues, it could not be accurately appraised.
If assumptions change, the estimate may be
affected.

Fair value of financial assets and liabilities are
measured as following:

Fair value of financial assets and liabilities, with
standard conditions and active in the market, is
measured by current bid and purchase price of
corresponding active market

Fair value of other financial assets and liabilities
(not included derivatives) are measured by
observable current market trading price or
common pricing model in accordance with
discounted cash flow approach.

Fair values of derivatives are measured by public
price at active market. If there is no public price,
fair value of derivatives without choosing right are
estimated by future cash flow discount approach
based on proper benefit curve. On contrary,
fair value of derivatives with choosing right are
measured by option price model.

IWRHMERERBBRAF

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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11. Financial Instruments and Risk Management
(continued)

3.

Sensitivity analysis

The Company adopts sensitivity analysis for feasible
influence of rational and possible changes from risk
variables for current gain or loss, or shareholders’
equity. As a result of changes of any risk variables rarely
independently occur, changes of a risk variable may
generate significant effects due to variables relevance.
Therefore, the following assumes changes of each
variable independently occur.

(1) Sensitivity analysis of foreign currency exchange
risk

Assumption of foreign currency exchange risk
analysis: all foreign operations net investment
hedge and cash flow hedge are extremely
effective.

According to assumption above, when other
variables remain unchanged, proper changes
of exchange rate affect current gain or loss and

BHE E’J EHEEHHE equity after tax are follows:
HERNERNBE
HEWMT

20126 [ 01MEE

This year Last year

HEEE HFEE
| ExEmn HERENANKE HEnReE HIfENYE REanpe
Net profit ~ Shareholders’ Net profit  Shareholders’

ltem Exchange Rate Change effect equity effect effect equity effect
B N HAREIES%
All foreign currency Increase 5% to RMB (3,188) (3,188) (2,561) (2,561)
B oNE HAREES%
All foreign currency Decrease 5% to RMB 3,188 3,188 2,561 2,561
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Notes to the Financial Statements (continued)
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Financial Instruments and Risk Management
(continued)

3. Sensitivity analysis (continued)
2) Sensitivity analysis of interest rate risk

Sensitivity analysis of interest rate risk is based on
following assumptions:

Market interest rate influences interest income
or expense of financial instruments with variable
interest rate;

Market interest rate only influences interest income
and expense of financial instruments measured by
fair value with fixed interest rate;

Using cash flow discount approach and market
interest rate within balance sheet period measures

BEFENMESRT change of fair value of derivatives and other
AERHEMEREEMN financial assets and liabilities.
BENARBEEL -
E L BEe % E’% Based on assumptions above, when other
CEEMER variables remain unchanged, proper changes of
E’J BARAT - F $ —I interest rate affect current gain or loss and equity
BEMGEEHEE after tax as following:
HESMERARE
FEMT
20125 E 20115 E
This year Last year
HEAEE HFEE
%HE kg HBIRNTE HENTE HEHNYZ Bamy2
Net profit  Shareholders’ Net profit  Shareholders’
ltem Interest Rate Change effect  equity effect effect  equity effect
FBREER #101%
Floating interest Increase 1%
rate loan (1,136) (1,136) (3,239) (3,238)
/?@ﬁ” {ElTA WQ\‘]%
Floating interest Decrease 1%
rate loan 1,136 1,136 3,238 3,238
T+ RhEEFER 12. Other Important Events

#H IF2012F12A31H * KA R EE
WEMNEMEEEE -

The Company has no other important events to be disclosed at
31 December 2012.

IWRHMERERBBRAF
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NOteS tO the FlnanCla/ Statements (Cont/nued) Prepared in Accordance with PRC Accounting Standards

+=. BAFIMERREERAF 13. Main items’ notes of the Company’s financial
=

statements
1. FE M R 3% 1) Account Receivable
(1) JEW R 4 a) Classification of Account Receivable
£33 1} B2k
Balance at the end of the year Balance at the beginning of the year
L &8 :4:4 BEER [:4:50 &8 H 1% FRER 1 51%
Bad debts
Item Amount Proportion% Provision Proportion% Amount Proportion%  Bad debts Provision Proportionte
EREREALEHHR
FRERNENER

Account receivable of individual amount

is significant, indlvidually provision

for bad debts - - - - - - - -
RARHRARERNENER
Provision for bad debts according

to combination analysis - - - - - - - -
BRis
Combination of aging 139,354 4765 1,293 094 122,526 47.44 1,181 092
AR5HLHEAR
Combination with the relationship

between trading partners 151,969 51.95 - - 134,610 52.11 - -
BRAEHEAR
Combination for special account - - - - - - - -
AR
Subtotal 291,328 99.60 1,203 044 257,136 99.55 1,131 044
ERGERTEABEAT

REREROERER
Account receivable of individual

amount is not significant,

but individually provision

for bad debts 1,150 040 1,150 100.00 1,150 045 1,150 100.00
a3
Total 202,473 - 2,443 - 258,286 - 2,281 -
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T= BAFMBHRREERABE 13. Main items’ notes of the Company’s financial

BE statements (continued)
1. FEU AR SR (&) 1) Account Receivable (continued)
(1) TEY AR 7 4R (48) a) Classification of Account Receivable (continued)
1) HE TP - IZERE 2T /) Provision for bad debts according to aging
AT IR IR E B A E analysis
FXeHE FUeHE
Balance at the end of the year Balance at the beginning of the year
%H &# :4: L7 RRER 28 £ 1% EREE
Proportion Bad debts Proportion Bad debts
ltem Amount % Provision Amount % Provision
15
Within one year 138,486 0.5 693 121,624 0.5 608
1-06F
1to 2 years 156 20 31 362 20 72
2-3%
2 to 3 years 359 60 216 223 60 134
SEE
More than 3 years 353 100 353 317 100 317
At
Total 139,354 - 1,293 122,526 - 1,131
2) HEF  FREAMT 1l) Account receivable adopt other method for
SR AT IR R E G R JE provision for bad debts
W AR K
Efigi REREH BReE HREG%) HREEA
Amount for
Clients Book balance bad debts Ratio(%)  Reason
HRSHREREAS
Combination with the relationship
between trading partners 151,969 - - -
3) FAREELHEHETE 1) Accounts receivable of individual amount is not
A1EE i 1E T HRE significant, but individually provision for bad debts
185 Y JEE U R 5
BRER BERH BERE  HEHA(%) HEEFEA
Amount for
Clients Book balance bad debts Ratio(%)  Reason
IRHE T REHHRA LEEEEN 2B
Combination with the relationship Consider of solvency
between trading partners and full provision
1,150 1,150 100.00 for bad debts

IWRHMERERBBRAF

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED



Pr RS SRR M (/)

Notes to the Financial Statements (continued)

R RERMABRITBIFE AN  UARB T IR
Unless otherwise indicated, all figures are stated in RMB’000
RIEPEIE SR R

Prepared in Accordance with PRC Accounting Standards

1= BARMBBREEREF

BE

1. FE W R 3R (42)

@
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13. Main items’ notes of the Company’s financial
statements (continued)

1) Account Receivable (continued)

a)

Please refers to Notes 2.11 for the policy of bad
debts. The accounts receivable recovered during
the year is RMB 64,000 from Hebei Hengshui
Pharmaceutical Purchasing Centre.

b) There were no accounts receivables being written

AEEEZRRBARR off in 2012 in accordance with the Company’s
RAZ IR R AZHN E policies.
R K
F R PE W AR TR R B c) At the end of the year, accounts receivable
TER/FARFS% (B balance do not include receivable due from
5% ) LA ERRER D shareholders holding 5% inclusive or more of the
R % B BE A R 3K o Company’s voting capital.
F R FE U IR SRR EE A d) At the end of the year, the balance of accounts
hERERERESRE receivable due from the top five debtors is RMB
& 51203,066F 7T - £t 203,066,000 accounting for 69.43% of the total
5 569.43% - BA 48 40 balance of account receivable.
T~
F Lug-t HELFRE &8 B LEB1%
Name of equity Relationship Amount  Aging proportion%
WEHEREZR S AR AR FR7] 2F A
Shandong Xinhua Pharmaceutical Trade ~ wholly-owned

Company Limited subsidiary 138,821  Within two years 47.46
Mitsubishi Corporation B 1A
Mitsubishi corporation Non-related parties 39,139  Within one year 13.38
The Concentrate Manufacturing B

Company of Ireland 1EHA
The Concentrate Manufacturing Non-related parties

Company of Ireland 9,084  One to three years 3.11
MERE (Sx)BRAA FARA 2EL
Shandong Xinhua Pharmaceutical wholly-owned
(Shouguang)Company Limited subsidiary 8,897  More than two years 3.04
PROCHIFARs.r.I JERE 1F AR
PROCHIFARs.r.I Non-related parties 7,125 Within one year 2.44
At
Total 203,066 69.43
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Notes to the Financial Statements (continued)

1= BARMBBREEREF
BE

1. FEU AR SR (&) 1)

6) FREWERRGES
FEU B T RIE A E
155,757F ¢ ' Ll A&
53.26% * BRI T -

13. Main items’ notes of the Company’s financial
statements (continued)

Account Receivable (continued)

e) At the end of the year, the balance of account
receivables due from the related parties of RMB
155,757,000 accounting for 53.26% of the total
balance of account receivable, details as follows:

Efigi BEATRE &8 HRERH%
Name of equity Relationship Amount Proportion%
WERHEREE FHR AR S-S/
Shandong Xinhua Pharmaceutical wholly-owned subsidiary

Trade Company Limited 138,821 47.48
HERE(ZNX)BARRA - NG|
Shandong Xinhua Pharmaceutical wholly-owned subsidiary

(Shouguang)Company Limited 8,897 3.04
EREEERAA RRBEHAZFRA
China Shandong Group Ltd. Subsidiary of ultimate

control company 3,935 1.35

ZHEBEAREER AT FRAZHEBER
USA Perrigo International Co., Ltd. Subsidiary shareholder 1,333 0.45
ERPEEREEAT FRAZEER
USA Xinhua - West Pharmaceutical Co., Ltd.  Subsidiary shareholder 1,306 0.45
WRHFETERHERAD A H o B Bt
Shandong Xinhua Industry & Other related parties

Trade Company Limited 1,150 0.39
EEHE-RARERRAA FOE
Shandong Xinhua-west Other related parties

Pharmaceutical Company Limited 301 0.10
IR EREE (BUM) BRA A FOHE
Shandong Xinhua Pharmaceutical Subsidiary

(European) GmbH 10 —
MERE () BERAR 2EFRA
Shandong Xinhua Pharmaceutical Subsidiary

(Gaomi) Company Limited 4 —
At
Total Control subsidiary 155,757 53.26

@) FEWERXPBFEUT f) The ending balance of account receivable

GNEEFA KB denominated in the foreign currencies is as
follows:
FXEH ENRE
At the ending of the year At the beginning of the year

SpEaE % mAEEX HEARW R BEX HfraAR%

Original Exchange  Translated Original Exchange Translated into
Name of currency Currency Rate into RMB Currency Rate RMB
e
usb 18,469 6.2855 116,084 16,427 6.3009 108,505
R
GBP 204 10.1611 2,07 188 9.7116 1,826

WRHERERGBRLE

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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+=. BAFIMERREERAF 13. Main items’ notes of the Company’s financial

B(E statements (continued)
2. 3 fih FE i 2R 2) Other Receivable
(1) H it JEUYC K 53 45 a) Classification of Other Receivable
Exed ENeE
Balance at the end of the year Balance at the beginning of the year
L1 &f LLHl% RIEER Lt 1% k] b 1% BRER L 1%
Proportion Bad debts  Proportion Bad debts Proportion
Item Amount % Provision % Amount  Proportion% Provision %
BEGEEANWEEHR
EREENAhRKT

Account receivable of

individual amount is

significant, individually

provision for bad debts 11,324 2.82 11,324 100.00 11,324 4.63 11,324 100.00
RARRERERD

Bt YR
Provision for bad debts

according to combination

analysis - - - - — - — —
B
Combination of aging 11,092 2.76 7,421 66.90 9,345 3.82 7,624 81.58
ERXFHREEES
Combination with the

relationship between

trading partners 345,121 85.94 - - 215,929 88.32 — —
BHRIELEAS
Combination for special

account 34,033 8.48 - - 7,891 3.23 — —
BAN
Subtotal 390,246 97.18 7421 1.90 233,165 95.37 7,624 3.27
BESBEABAME

BRI RERERN

E YR
Account receivable of

individual amount is not

significant, but individually

provision for bad debts - - - - — — — —

At
Total 401,570 - 18,745 - 244,489 — 18,948 —
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T= BAFMBHRREERABE 13. Main items’ notes of the Company’s financial

B(E statements (continued)
2. HMERH(Z) 2) Other Receivable (continued)
(1) H Y548 (4E) a) Classification of Other Receivable (continued)
1) FREIFHFEEAIN ) Other receivable of significant amount, with bad
B IR E debts individually provided for
H g e
L fog EERH WESE  HRIEGI(% HREE
Amounts of
Clients Book amount bad debts Ratio (%)  Reason
LR EZHECIERRA ZREREN2EAR
Shandong Xinhua Wanbo Chemical & 11,324 11,324 100.00  Consider of solvency
Industrial Company Limited and full provision
for bad debts
2 HAE G ITEEE I 1) Provision for bad debts according to aging
AT IR ARG B analysis
i FEH K
FREH FUEH
Balance at the end of the year Balance at the beginning of the year
5H &8 LeB1% R R £k Lt B1% BRER
Proportion Bad debts Proportion Bad debts
ltem Amount % Provision Amount % Provision
1ELAA
Less than 1 year 3,376 0.5 17 1,226 0.5 6
1-2F
110 2 years 360 20 14l 324 20 65
2-3F
2 to 3 years 58 60 35 605 60 363
SEE
More than 3 years 7,298 100 7,298 7,190 100 7,190
At
Total 11,092 - 7,421 9,345 - 7,624
3) e AR MY 1) Other method for provision bad debts of accounts
L EM IR IR B Y E receivable
W AR 7%
IREEH HESH
Book Amounts of
Heal Name of combination balance bad debts
BRSUEZAERESR Combination with the relationship
between trading partners 345,121 —
BFHRAEEEEE Combination for special account 34,033 —
A Total 379,154 -
WRHERNERGBRLT

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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Notes to the Financial Statements (continued)

1= BARMBBREEREF

13. Main items’ notes of the Company’s financial

BE statements (continued)
2. HMEH(Z) 2) Other Receivable (continued)

@) F K H M JE Y K BR BT b) At the ending of the year, other receivables do
FLRERFARAT% not include receivable shareholders holding 5% or
(85%) LA_E KA more of the Company’s voting capital.

o) &R e

3) FREMEW R EE c) At the end of the year, the top five balances
Bl 71 5 19 B JE Yk of other receivables are RMB 381,494,000
£ B8 A A1381,494F accounting for 95.01% of the total balance of
VoRE - 2 e other receivable, details as follows:

BE #795.01% - B9 41 20

e

Efi%# BEQTRE & R EEELE% HERAD

Name of equity Relationships Amount  Aging Proportion%  Nature or Content

MELE (B ERAA G SAER R

Shandong Xinhua Pharmaceutical related party 250,000  Within three years 62.26  Current accounts
(Shouguang) Company Limited

WRHEREESBERAA Bl 2EARISEI | TR

Shandong Xinhua Pharmaceutical related party 61,154 Within two year; 16,23 Current accounts
Trade Company Limited more than three

years

MECEE)EEERAT Bl 1A ERR

Xinhua (Zibo) Properties related party 30,029 Within one year 748  Current accounts
Company Limited

EM T EERL 3 )l 1E R Rt RENLE

%

Zibo Land Reserve Centre Non-related party 28,987 Within one year 722 Land receivables

LEHEERCIERAT @R SEMULE REBHRNER

Shandong Xinhua Wanbo Chemical ~ Other related party 11,324 More than three year 2.82  Long-term accounts
& Industrial Company Limited

At

Total 381,494 95.01
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T= BAFMBHRREERABE 13. Main items’ notes of the Company’s financial

BE statements (continued)
2. HMERH(Z) 2) Other Receivable (continued)
(4) K A il JE WK 8RBT d) At the end of the year, the balance of other
o OE e BE B 5 kA receivable due from the related parties is RMB
& 51356,343F T - 356, 343,000 accounting for 88.74% of the total
1 ) JE Y0 30 48 B Y balance of other receivable, details as follows:

88.74% - BHAHZI T

Efig® BELTFRE &# EEELA%
Name of Company Relationships Amount Proportion%
MERE (Bx)ARDA 2 SN
Shandong Xinhua Pharmaceutical wholly-owned subsidiary
(Shouguang) Company Limited 250,000 62.26
WRHEBEZ I FRAA ZRFAR
Shandong Xinhua Pharmaceutical Trade ~ wholly-owned subsidiary
Company Limited 61,154 15.23
FEER EXARLA BiRFAT
Xinhua (Zibo) Property Development wholly-owned subsidiary
Co., Ltd 30,029 7.48
WRHNEEBCIERAA Hi @A
Shandong Xinhua Wanbo Chemical & Other related party
Industrial Company Limited 11,324 2.82
MEMEREEEEERDA ERF AT
ZiBo Xinhua Drugstore Chain wholly-owned subsidiary
Company Limited 3,714 0.92
MERE(SE)ERAF BERTFLA
Shandong Xinhua Pharmaceutical (Gaomi) ~ wholly-owned subsidiary
Company Limited 102 0.03
MENE-PANEERELRA ERFAT
ZiBO Xinhua-west Pharmaceutical wholly-owned subsidiary
Company Limited 93 0.02
WRFEREEROBRETAA ERFOE
Shandong Xinhua Pharmaceutical wholly-owned subsidiary
Export & Import Company Limited 29 0.01
At
Total 356,445 88.77
3. RERIERS 3) Long-term equity investment
(1) REIRIE R E (1) Long-term equity investment
FREH FENEH
Balance at Balance at
EH Item the end of the year  the beginning of year
BEAZZERBIRERE  Using cost method 383,475 348,475
RERERERBMERE  Using equity method 24,963 21,761
RERERESH Total long-term equity investment 408,438 370,236

B RERERERE®REE  Less: provision for impairment loss of

Long-term equity investment — -
RUKRERERE Net amount of Long-term

equity investment 408,438 370,236

IWRHMERERBBRAF

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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T= BAFMBHRREERABE 13. Main items’ notes of the Company’s financial

BE statements (continued)
3. RUIBIERE (&) 3) Long-term equity investment (continued)
@) R E - 1mE @) Using cost method and Equity Method
BRERMER BREA  FRELA nRes FNeE *EEm XERD FReE FERSHH
Balance at Cash
Proportion of the Balance Dividends
shareholding  Proportion of Original beginning at the end received
Name of investee % voting % amount of the year Additions  Reductions of the year in the year
BFERE

Using cost method
1. IRFEEEES
BRAE
Shandong Xinhua
Pharmaceutical Trade
Co., Ltd. 100% 100% 48,582 48,582 - - 48,582 -
2. MERERERHR
BRAA
Zibo Xinhua
Pharmaceutical Design
Institute Co., Ltd. 100% 100% 3,038 3,038 - - 3,038 -
3 MEREAZEEH
BRAA
Zibo Xinhua Drugstore
Chain Co., Ltd. 100% 100% 2,159 2,159 - - 2,159 -
4. IIRHERE (B
BB
Shandong Xinhua
Pharmaceutical
(Europe) Ltd. 65% 65% 4,597 4,597 - - 4,597 -
5 MERE-TEYE
ERERAT
Zibo Xinhua - West
Pharmaceutical Co., Ltd. 75% 75% 9,008 9,008 - - 9,008 975
6. HENE-ATRYE
ERERRT
Zibo Xinhua - Perrigo
Pharmaceutical Co., Ltd. 50.10% 50.10% 24,877 24,877 - - 24871 2,505
7. HEHE(BR)ERRA
Xinhua Pharmaceutical
(Shouguang) Co., Ltd. 100% 100% 230,713 230,713 - - 230,713 -
8. IIRHMERERLA
ERERRH
Shandong Xinhua
Pharmaceutical Import &
Export Co., Ltd. 100% 100% 5,501 5,501 - - 5,501 -
9. HECLE) EXERLA
Xinhua (Zibo) Properties
Development Co., Ltd 100% 100% 20,000 20,000 - - 20,000 -
10. FELE (5%) ERAT
Xinhua Pharmaceutical
(Gaomi) Co., Ltd. 100% 100% - - 35,000 - 35,000 -

it
Subtotal 348,475 348,475 35,000 - 383,475 3,480
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T= BAFMBHRREERABE 13. Main items’ notes of the Company’s financial

B(E statements (continued)
3. RUIBIERE (&) 3) Long-term equity investment (continued)
@) B AL sk @) Using cost method and Equity Method (continued)
(#&)
BRREMER BRLA  RRELA NEeE FNeR FEEM FERD FXEE FERRMH
Balance at Cash
Proportion of the Balance Dividends
shareholding  Proportion of Original beginning at the end received
Name of investee % voting % amount of the year Additions  Deductions of the year in the year
EREER
Using equity method
1 LRHEREMIRE
BRAA
Shandong Xinhua
Changxing Chemical
Equipment Company
Limited 35% 35% 7,700 - - - - -
2. WREEHERE
BRAR
Shandong Zibo XinCat
Pharmaceutical
Company Limited 20% 20% 10,179 21,761 3,202 - 24,963 —
Nt
Subtotal 17,879 21,761 3,202 - 24,963 -
At
Total 366,354 370,236 38,202 - 408,438 3,480
3) HEeghx® BED 3) Investment in Joint Ventures and Associates
RREM  RxERA % % §% BEER
ERARLLR (% () REGH  AEEN  FRESH  KAEE  3ERAE
Proportion of Proportion  Total assets  Total liabilities Total net  Total operation
shareholding of voting at the end attheend  assets at the income Net profit
Name of investee (%) (%) of the year of the year end of the year of the year of the year
4 413 4
Joint Ventures

LR ABHEREERAR
Shandong Zibo XinCat Pharmaceutical

Company Limited 20 20 189,644 76,542 113,102 278,418 16,499
“) AR RABRERE ) No provision for impairment has been made and
THFEEREEE K no evidence indicates any impairment of long-term
TR AR B 7, (B 2E equity investment of the company.
% o
LWRAERERGBRAR

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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+=. BAFIMERREERAF 13. Main items’ notes of the Company’s financial

BE statements (continued)
4, BEIA - BEEREX 4) Operating Income and Operating Costs
(1) ERPA - BEREK (1) Operating Income and Operating Costs
XESH tEE%
Amount of Amount of
- = Item this year last year
FEEBWA Income for main operation 1,704,578 1,755,998
HiZEBBA Income for other operation 48,218 49,460
EERAEE Total 1,752,796 1,805,458
FEEK A Cost for main operation 1,400,632 1,475,295
Hfh E ISR Cost for other operation 52,572 58,400
EERREE Total 1,453,204 1,533,695
@) FERBEMARK A7 @) Income and Costs from Main Operation-Classified
Emia by Products
r 333 ] tFEE
Amount of this year Amount of last year
A BE L/ON B%
ERER Types income cost income cost
B Bulk Pharmaceutical 1,302,925 1,066,182 1,373,433 1,135,573
He: BR#EHO Including:  Export sale 926,718 788,094 959,544 803,873
B Preparation 401,533 334,330 382,245 339,402
kIR Chemical and
other 120 120 320 320
&5 Total 1,704,578 1,400,632 1,755,998 1,475,295
k= Lk 33
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Pr:pared in Accorgance with PRC Accounting Standards NOteS tO the FlnanCIa/ Statements (COanI’lued)

T= BAFMBHRREERABE 13. Main items’ notes of the Company’s financial

BE statements (continued)
4. BERA BERFXE) 4) Operating Income and Operating Costs (continued)
3) BIABEEFH & EH 3) Operating Income from top five customers
AL
(b=
FESH WA K9 £ (%)
Amount of
EFR2B Name of customers this year Proportion (%)
IWRFEREE HFR /AR Shandong Xinhua
Pharmaceutical Trade
Co., Ltd. 352,543 20.11
MitsubishiCorporation Mitsubishi Corporation 187,012 10.67
China Shandong China Shandong Group Limited
Group Limited 63,141 3.60
HHBEREERAA Bayer Health Care 27,594 1.57
PEPSI COLA SALES & PEPSI COLA SALES &
DISTRIBUTION DISTRIBUTION 26,684 0.02
BEF Total 656,974 35.97
5. BREKS 5) Investment Gain
(1) 1 B 75 KR (1) The source of investment gain or loss
FERH 5o
Sources of Investment Amount of Amount of
EERIKREHKE gain or loss this year last year
BB RERE Long-term equity investment
K& income accounted for using
equity method 3,203 5,141
BAEAMEESREE Investment income from
HIR RS 818 & s Available-for-sale financial
assets during the period of
ownership 2,572 1,899
REAMHEESRHEE Investment income from disposal
5 8% E = of Available-for-sale financial
asset — 1,967
FREDAL Dividends from subsidiaries 3,480 1,503
&t Total 9,255 10,510
IR ERERGERAF

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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,E\ZI';]'% ﬁ 2% B‘H EI (,ffﬁ) Unless otherwise indicated, all figures are stated in RMB’000
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NOteS tO the FlnanCIa/ Statements (Contlnued) Prepared in Accordance with PRC Ac:ouming Standa”:ds

T= BAFMBHRREERABE 13. Main items’ notes of the Company’s financial

BE statements (continued)
5. rEWKS (&) 5) Investment Gain (continued)
@) A% F 1R AR 2) Income from long-term equity investments
R E Wz accounted for using cost method
"B TELH 548 FELREFEREPHNHNFEER
Amount of Amount of
Item this year last year The reason for change

IR AR E

BREMERA
Zibo Xinhua - West 975 - —
Pharmaceutical Co., Ltd.
BT -7 A = B A WIREBFMNEEE
BEREERTA
Zibo Xinhua - Perrigo 2,505 1,503 Net profit changes
Pharmaceutical Co., Ltd. in the investee
A3t
Total 3,480 1,503
3) s E 17 E R R AR 3) Income from long-term equity investments
BEREW 7 accounted for using equity method
"HE TELE rEER FELEFRBABDHREE
Amount of Amount of
Item this year last year The reason for change
BB ER EBR AR W& BAOFF B
Shandong Zibo Xincat 3,203 5,141 Net profit changes
Pharmaceutical Co., Ltd. in the investee
ANATREWZE U There is no significant restriction on the returns of
[B] N EEE ABR 4 o investment income.

-5 FRH
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Pr:pared in Accorgance with PRC Accounting Standards NOteS to the FlnanCIa/ Statements (Contlnued)

T= BAFMBHRREERABE 13. Main items’ notes of the Company’s financial

BE statements (continued)
6. BATRERERBREH 6) Supplementary information on the Company’s cash
flow statement
FESH LF2E
Amount of
HE ltem this year  Amount of last year
1. BB AADARERD 1. Reconciliation of net income to cash flows
ReReE: from operating activities
eyl Net profit 55,888 74,231
m: EEREEE Add: Provisions for impairment loss of asset 1,706 6,771)
BTEENE Depreciation of fixed asset 109,721 98,975
BRAEEE Amortization of intangible asset 5,001 4,476
REETERE BPEEN Losses on disposal of fixed asset, (19,431) 263
HiRBEEMEBX intangible asset and other long-term
(Uezs AT () JEE31) asset (or bracket: gain)
TEERERL Disposal of fixed assets 6,709 3,603
(Yezs AT O J573851)
RABEZHER Profit or loss from changes in fair value - -
(W AT O 152 E5) (or bracket: gain)
BB E (zSAT O JE51) Financial expense (or bracket: gain) 60,692 36,357
BEBK AT 1385)) Investment loss (or bracket: gain) (9,255) (10,510)
REFEHEENRD Decrease in deferred tax asset - -
(S ANBAT () J3E51) (or bracket: increase)
EEPEHEEAEM Increase in deferred tax liabilities 564 6,376
CRABATO)JET) (or bracket: decrease)
FERFD GEMAAT-1E5) Decrease in inventories (98,375) 34,486
(or bracket: increase)
e EKIE A AR D Decrease in operating receivable (94,118) (34,321)
(AT () 13E51) (or bracket: increase)
M MEREAIEE R Increase in operating payable 128,176 (74,327)
R AT 1E31) (or bracket: decrease)
BETHELENRLREF Net cash flows from operating activities 147,278 132,838
]
2LABRALKTMEKXIREM 2. Significant investing and financing activities
ERED: not involving cash receipt or payment:
BHRERAR Conversion of debts to capital - _
—FRE SO ERAFE Convertible bond due within one year - -
BEMAETEE Fixed assets acquired on finance lease - -
. HeRBESEEMBEEIENR - 3. Changes in cash and cash equivalents:
HeMBRGE Ending balance of cash 253,746 178,749
- Re TSRS Less: beginning balance of cash 178,749 245,721
m:ReSENNARRE Add: ending balance of cash equivalents - -
W BSEEYNTRE Less: beginning balance of cash equivalents - -
He ke EYFEME Net increase in cash and cash equivalents 74,997 (66,972)
WRHENERMBRAF

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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Notes to the Financial Statements (continued)
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Prepared in Accordance with PRC Accounting Standards

+H. #mRrEREH
1. FEFHRESR
BRRPEBEFEBEEEZE
2(n E‘tﬁ%éﬁﬁ%ﬁ’] AEE

ﬁeaﬁﬁ%'Ii@%%ﬁF IE 4%
w18 25(2008) ) K IR E - A
NAE2012F FIELE HIE =

H"

14 Supplementary information

1) Statement of Non-recurring profit and loss

According to China Securities Regulatory Commission,
public offering of securities of the Company Disclosure
interpretative bulletin  No. 1 - Extraordinary (2008)
requirement, the company in 2012 non-operating gains
and losses are as follows:

UM
P31 ] tFEe® KB
Amount of Amount of
EH Items this year last year  Notes
) ERBMEEREES Gains and losses, including the write-off 12,940 (3439 REETEEM
BREDHRAEMBEEREN  portion of provision for imparment BYEERR
PEES loss on assets Loss of disposal of
fixed assets and
intangible assets
D) iAE %ﬁ}é ﬁT’l HBRED Government subsidies in profit and 43,103 20259 B R&HERFAEH
BE FEEERTY loss of the year, but except for BENEFELD
i ?“\I FHEMRE  the subsidies that are closely related Received government
RR-TRETBIEE to the Company’s normal operations, subsidies reckon into
BEZIHORTHEBEN in line with national policies and current term
regulations, and subsidies in
accordance with certain standards
of quotas or quantity that the Company
continually enjoys
(Z) KRRLAEFELEHKMEEN  Except for the normal operations 2,572 3866 AHHELREE
ENERREERI associated with the Company effective REMAL
BRIt eREE hedging business, gain or loss Disposal and dividends of
RHUESBABELNRL  heldfor-trading financial assets, avalable-for-sale
BEZHES NREE held-for-trading financial liabilties,
RHNEREE - B as well as incomes gains from
SREBANTELESR the disposal of held-for-trading
BEREHRE RS financial assets and financial liabilities
and available for sale of financial
assets
m)  BEAEBZMEMEESN  Inaddition to the above, (2,340) (4525) —
WA M the non-operating income and
expenditure;
Eh Total 56,275 25,161 —
W RGRYE Less: Income tax effect 12,241 3956 —
#E#Eﬁﬁﬁ“ﬂ' Total non-recurring net gain or loss 44,034 21205 —
Ed BEREARIRER Including:  attributable to shareholders 44,058 21200 —

of the Company

-5 FRH
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Prepared in Accordance with PRC Accounting Standards NOteS to the FlnanCIa/ Statements (Continued)
+N.BREEHE(Z) 14 Supplementary information (continued)
2. BASEHENTEHSE 2) Accounting data differences due to the accounting
ER standards
(R R 42 AR 3 Hh & 5 4 B B 3% The differences in net income and net assets in
o B & 5t 2E Al 3R FE A0 B TS R accordance with foreign accounting standards and
ERFNENFEEZRRE Chinese accounting standards are details as follow:
AT
B BEE
Net profit Net assets
EESH 588 XESH L5428
Amount of Amount of Amount of Amount of
HH Items this year last year this year last year
BEN G ER According to foreign
BEEARF accounting standards 22,417 74,375 1,744,090 1,717,981
EERAE Adjustments
1. EMEREEEE 1. Revaluation of asset on listing - - (21,300) (21,300)
0 B ERE 2. Additional depreciation of revalue
asset depreciation - - 21,300 21,300
3. HEEES 3. Education provision 1,468 1,941 (8,002) (9,469)
4, BRFEHYE 4. Impact on deferred income tax (221) (292) 1,200 1,420
5. MR AIBEEE R 5. louprofen project financial incentives - - - -
EERE NG Subtotal of adjustment 1,248 1,649 (6,802) (8,049)
(R E %A Amount according to ‘Accounting
BEEARF Standard for Enterprises’ attributable
to the Company 23,664 76,024 1,737,288 1,709,932
3. PHEERSERERIES 3) Return on equity and earnings per share
RRTPTBEBLEEEREE According to China Securities Regulatory Commission,
S(AFABITESFNRFER public offering of securities of the company Information
HKEGERBRESR-FEE Disclosure Rule No. 9 - ROE and earnings per
WamEMeRENTER share calculation and disclosure (2010 Amendment)
HFECOI0OFIEE]) )R E - requirement, the year 2012, the weighted average net
AN A R20124F £ hn#E F190F Company Return on assets, basic earnings per share and
BEEREEX EXSRK=E diluted earnings per share are as follows;
MEETRWETT
SRS
Earnings per share
mEFY
BREELGEE EFrSRKE BESKRKS
weighted
average Basic Diluted
Profits of the Return on earnings earnings
HERFE reporting period equity per share per share
FBENEABMREARN  Net profit attributable to of
el E the Company shareholders 1.38% 0.05 0.05
MBREREENIERR Net profit after deducting non-recurring
e NSVNG gains and losses , attributable to
% 58 /9% FI B shareholders of the Company (1.19%) (0.04) (0.04)
+hH MHEREE 15. Approval of Financial Statements
B EIRER2013F3A22B AR The Financial Statement has been approved to report by the
RIEESHERLE - Board of Directors on March 22, 2013.

IWRHMERERBBRAF
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#HBEXH Documents Available for Inspection

(i) HEEER UKEEA KA i) Financial statements for the year ended 31 December 2012
ENCBERAVEZTNEITRE - signed by the Chairman of the Board, the financial controller of

the Company and the manager of the finance department.

(ii) HESMELMES e (ii) Financial statements for the year ended 31 December 2012

M ZITEENETRERG - signed by the Certified Public Accountants both from domestic
and international auditors with their respective company seals.

(iif) WMERANEPEFESETHRA L (iii) All original copies of the Company’s announcement and
AABEBOMAE QB X IER Company’s documents made in newspapers designated by the
RAEMRRE - CSRC in the reporting period.

vy  ARFEKRFIEIR) (v)  The Articles of Association of the Company.

k- Lk 3
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Shandong Xinhua Pharmaceutical Company Limited

Address: Chemical Industry Area of Zibo Hi-tech Industry Development Zone, Zibo City, Shandong Province, PRC
Postal Code: 255005

Tel : 86-533-216 6666

Fax:86-533-228 7508

Website : http://www.xhzy.com
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