42

BEMER :

RAZRERZWUWRMERERDBERAD
(RRR)BE_ZERF+_A=+— EI
LHFEHREE  HHRSURREE -

RiRARE

KRB REWB AR (BEIAEE])EHE
—EERE+ A+ HEFERTE
G EARHNETEEBRABARE
1,667,252 F 0 R—_TETEAFE %
1.72% ; FFHABARKE22,706 T 7T © 8
“ETERFEER319.24% 0 FRKZEA
R#¥0.055C °

REALRBRMZGTRAEHIMNE X
BAR1,685367T L BR_ZZTHF
JETBE1.56% @ BEREMEF A AR
22,761 F L R-ZETRFEERI7.5
= SRz ARE0.057T -

EZeEMMERRBRBEE_STREF+
A=+ BLEFEREERESRARYE
0.027T (K475 4 #0.02027T - AIRET) -
B2 %77307,312,830AK K
150,000,000 HA 5t 5 = 1Lt 32 38 R 3 BV AR
EEFRAEFRRAGEZRG -

R¥EE

20064F 2" A B) F& 183 8 4 B 3R 35 48 T X P
is-iu“uf“*% AL TRBHER SAETT C B

R R BHIERFE LRFEZSIIIREY
%ié RO WIS - BRI = @A -
SRR E FEEEBRI300%A E 0 EHEE -
[B] S E TR 100% ©

bR O E R ER MO ER

Dear shareholders,

| hereby present for your review the annual report of the Company
for the year ended 31 December 2006.

Results and Dividends

In the fiscal year ended 31 December 2006, the income from the
principal operations of the Company and its subsidiaries (“Group”)
prepared under PRC accounting standards was RMB1,667,252,000
representing a decrease of 1.72%, as compared with that of year
2005. The Group recorded its profit of RMB22,706,000 representing
an increase of 319.24%, as compared with that of year 2005,
earnings per share was RMBO0.05.

The Group’s sales prepared under HKGAAP were
RMB1,685,367,000, representing a decrease of 1.56% as compared
with that of year 2005. A profit attributable to shareholders of
RMB22,761,000 was recorded, representing an increase of 1750%.
Earnings per share was RMBO0.05.

The Board of Directors has proposed a final dividend for the year
ended 31 December 2006 of RMBO0.02 per share (approximately
HK$0.0202 per share, including income tax of A shares) on
307,312,830 A Shares and 150,000,000 H Shares. The proposed
dividend is subject to approval by the shareholders of the Company
at the annual general meeting of the Company for the year 2006.

Business Review

In 2006, the PRC government reduced the drug prices twice in a
row. The prices of the chemical raw materials, energy and
transportation were maintained at a higher level. The Company took
multiple measures, such as intensifying marketing and reinforcing
innovation in products, technology and management, to resolve the
negative impact of such external factors. The net profit of the
Company for the year 2006 increased by over 300% compared with
that of last year. The ratios of production to sales and sales to
payment were 100% respectively.

n H

Shandong Xinhua Pharmaceutical Company Limited



e 4401 RE)

PR - SMES REREE

FEIRFE™ES - HOAELE - 2006
EREFEERLEOEEREHIEE
TTAE  BEFEIER11.18% * &
REBERZTEEREEBRERRE
EREBRANT -

SMETAEER AR o ST F LA
IMEBRRHMEAMNS AR ERR
REEMFEER  FEIRERART
BRENE - MEBRMAEED
XREIFREE—FET  AWA
FRBRERERART - ERIE
Rl o

BEAH REBRSEMDER

FYRRE D BN S EIPPIA RS
Be TS NERBEN B
BREHRE - BIELERE - 2006
FARRFER AR LFREAR
09 425F 7T ©

FHARBHUELHERETSE
HES  KBF¥FRENESNH
B BEROERK BEERBEE
XEMBET - EHERABRT
- BEZHERENER  BR
7R &= B BB 2 on DO ER 3 IR BRI A9
o e

Business Review (continued)

Remarkable results in foreign economic cooperation
and overseas export through enhanced marketing

Export increased significantly driven by vigorous marketing.
In 2006, the income generated from the export of the Group’s
product exceeded US$100 million for the first time,
representing an increase of 11.18% as compared to that of
last year. More products of the Company were brought into
the procurement list of well-known multinational corporations.

Foreign economic cooperation also made a good progress
in 2006. Xinhua-Perrigo Company Limited, a sino-foreign
joint-venture of the Company has commenced production.
Zibo Xinhua-Eastwest Pharmaceutical Company Limited also
commenced operation. There has been further cooperation
with world-renowned pharmaceutical corporations. Certain
cooperation projects and proposals were being negotiated
and making remarkable progress.

Efficiency achieved by integration of resources
following the change of internal control mechanisms

At the beginning of the year, the Company reformed its
intrinsic procurement mode and centralized the purchase
functions from different divisions. Through the reconstruction
of process of procurement of the Company and improving
the logistics and introducing the system of public bidding, the
Company’s procurement costs decreased by RMB29,425,000
as compared to that of last year.

In the middle of the year, the Company conducted an overall
integration of preparation sales resources. The initial success
has been made in sales after six months’ adjustment and
rectification. The sales of preparation increased and sales
expenses declined. The success in integration of preparation
sales resources will promote the development of the
Company’s preparation business.
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Business Review (continued)
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New achievement made in R&D driven by technical
innovation

In 2006, the Company obtained approvals for 6 specifications
and 7 standards, such as Fluconazole and Sodium Chloridle
Injection and Glimepiride Tablets. The patented “Preparation
of Ceramic Products Ibuprofen” has been applied in the
production and brought about economic returns for the
Company.

The state-level technical center of the Company has obtained
support funds of RMB2 million from Shandong Provincial
Core Enterprise Technical Center. A new R&D building located
in Xinhua International Pharmaceutical Industrial Park West
Park is in initial preparation stage.

Ibuprofen in bulk form produced by Xinhua-Perrigo (a
subsidiary of the Company), has obtained FDA certification
of the United States. Another 39 audit projects submitted by
foreign customers were also finished. New products including
Tribendimidine and Naloxone Hydrochloridle had also passed
on the spot examination of GMP.

Staff’s enthusiasm increased as a result of the reform
of internal mechanisms

During the year 2006, the Company invited applications for
the posts of chiefs of 7 departments such as the post of the
chief of the human resources department. The procurement
departments and preparation sale department were re-
structured. The Company also enhanced the assessment
and examination of chiefs of departments and adopted a
rotation system for certain employees in key posts. All these
reforms of the Company have strengthened the management
of the Company.

For the purpose of improving and standardizing management
systems, the Company formulated and implemented series
of new management regulations such as Provisional Rule of
Selection of Management. The First Human Resources
Convention was held and “Decisions on reinforcement and
improvement of human resources” was issued to lay down
personnel development strategies.
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Business Review (continued)

5. Share Reform Proposal implemented after multistage
negotiations

The Share Reform of the Company began at the end of 2005.
After over 6 months’ liaison with various parties, the Share
Reform was completed on 6 June 2006 with the support of
the ultimate shareholder and other domestic A shareholders.

Prospects

In 2007, the government will adjust the prices of natural resources
and raise the levy rates for environmental protection. The expenditure
in respect of the consumption of energy and power (such as steam)
will increase substantially. Meanwhile, the increase in international
trade barrier, appreciation of RMB and adjustments in export tax
rebates will give rise to uncertainty on the development of the
Company.

However, improved macroeconomic outlook of the PRC, stable
prices of chemical materials, expedition of urbanization,
establishment of rural cooperative medical system increased
investment in the medical care and public health from the
government, optimistic growth of demands for the core products
of the Company and availability of facilities and capability to expand
its production will help to expedite the development of the Company.
Therefore, key focus for the Company in 2007 will be as follows:

1. Focusing on the development of market, R&D and
project development

The Company will continue to consolidate existing
pharmaceutical markets and enhance its dominant position.
Meanwhile, the Company plans to accelerate the adjustment
of preparation product mix especially focusing on incremental
adjustment. The Company will also reinforce the reform of
preparation sales mechanisms and adopt new sales modes
to ensure accomplishing the tasks in the next 3 years.

The Company will continue to increase its investment in R&D
and focus on developing new pharmaceutical products by
using advanced technology and adding value to its products.
At the same time, the Company will acquire new technological
knowhow. The Company is applying for the approvals of 7
new products.

The Company will focus on the project development, speed
up the progress of existing projects and enhance productivity
and strengthen its future development.
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Prospects (continued)
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Promoting technological progress to improve
competitiveness

The Company will perfect its internal policies, strengthen its
guidance and control and speed up the technological
innovation for the production of pharmaceutical products,
reduce the consumption of raw materials and lower the
production costs.

The Company has decided to promote energy saving and
consumption reduction in 2007 by the application of new
equipment and the use of new technologies. New energy
saving measures will be implemented in due course.

The Company advocates the concept of recycling and insist
on improving its technologies. Through integrative application
of improved technology, treatment measures of point source
pollution and multipurpose use of different types of wastes,
the Company is seeking to improve multipurpose use ratio
of resources and strengthen its competitiveness for
sustainable development.

Strengthening management to increase profit

By enhancing assessment and examination in budget
management and focusing on the research of state policies,
the Company will effectively avoid financial risks and ensure
the achievement of goal set at the beginning of 2007.

The Company also continues to implement measures to
improve production technologies and quality of products, and
to promote energy saving and reduction of raw material
consumption in order to lower costs of production.

The Company will continue to improve its procurement system,
and continue to adopt public bidding in the procurement
process and to enhance process control to further reduce the
procurement costs.
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Prospects (continued)

4. Reforming remuneration system and enhancing
management

Focusing on the reform of remuneration and assessment
system, the Company will continue to improve the incentive
and discipline mechanisms. The market value of talent will
also be considered in the assessment of the staff to stimulate
their enthusiasm and creativity.

A plan named “talent relay” will be implemented in the
Company to strengthen the training of skillful staff. Series of
measures will be implemented to maintain staff flow and
company dynamics.

The Company will reform the management team on the
principle of reducing redundant personnel and improving
efficiency. Reform of the cadre team will be continued and
reinforced. The examination methods will be adopted in the
hiring of employees of key posts. To increase the
management’s execution power, a rotation system and a
selection system will be carried out in the assessment of the
Company’s staff.

In 2006, the Group regained its growth. It is believed that under the
leadership of the new Board of Directors and with the concerted
effort of the staff, the production and operation of the Group will be
improved and the profit of the Group will grow steadily in the coming
year.

Guo Qin
Chairman

23 March 2007
Zibo, Shandong, PRC
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