


2 DRRAEFBREN

Company Information

5 B EENERHERE

Summary of Financial and
Operating Results

12 BAZERRRER

Changes in Share Capital
and Shareholders

18 Ex BT SHEEAER
MEIFER
Directors, Supervisors,
Senior Officers and Staff

29 DERERE

Corporate Governance
Report

45 BERASEN

Summarised Report of
the General Meeting

47 BEERESE

Chairman’s
Statement

54 BEEEgRE

Report of the
Board of Directors

EERT URGEHEROHERATDN (2R EFg ([EFg])
EEe((EFg)REF(EF)) BEF((EF]) BAEEAR
((EREEABD REABEMBZE/MTEEECMNERLTHE  RE
HRAKEENER THEANTOERN - EHE N T B AR
BRI R EHEAE

BEERFRBAE VBAEABRELE MBEEEMLEER
EEERR: REAFERESTHBHREEE  TE-

ARHRE D BUAAP R ICTIH, - MR REXBEMER - BARHE -

B &

Contents

ESERE

Report of the Supervisory
Committee

I 74
I 76

79 BEEBVURBARE

Hong Kong Independent
Auditor’s Report

EEEH

Important Issues

81 REFEZERMN 2GS
RAmES ZEE

Accounts prepared under
Hong Kong Generally
Accepted Accounting
Principles

174 PR ET RS
PRC Auditor’s Report

176 REHESFEAESZKE

Accounts prepared in
accordance with PRC
Accounting Standards

304 BEXH

Documents Available for
Inspection

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 2010 is true and complete.

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

LFPXEE

Chinese Name of the Company

DNEEXEE
English Name of the Company

LFREERRA

Legal Representative

EXeuE

Company Secretaries

BRER

Telephone Number

Facsimile Number

ERETFIEE
E-mail Address of
Company Secretaries

2 T i i ik

Registered Address

VNSIE 30e E
Office Address

BBIRG
Postal Code

A F)E R B B L
Website of the Company

AERFIEHR
E-mail Address of the Company

BEAELHBEE
PRC newspapers for
information disclosure

BRFRNPEEEY
{5 E @i aY Lt

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

IWEFERZERGBERAB ([RF]])
Shandong Xinhua Pharmaceutical Company Limited (“Company ")
R &

Mr. Zhang Daiming

BRXK EiE
Mr. Cao Changqiu, Ms. Guo Lei

86-533-219 6024

86-533-228 7508

cqcao@xhzy.com; guolei@xhzy.com

PEARAME(THE])

IWREAEEmaTERMEERERLEIR

Chemical Industry Area of Zibo Hi-tech Industry Development Zone, Zibo
City, Shandong Province, The People’s Republic of China (the “PRC”)
PR LNREEET S RTERRER(CTRE

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

255005

http://www.xhzy.com

xhzy@xhzy.com

(BHER)

Securities Times

http://www.cninfo.com.cn
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Listing information
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Stock Exchange
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Abbreviated Name

R
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SEEMEL AR

Date of Renewal of Registration
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Place of Registration

IS ms

Business Registration Number

MRS

Taxation Registration Number

HRmman

Organization Code

% BEm
Auditors
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International
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PRC

DAREXRBEREN (F)

Company Information (continued)

EREBMERIMARRAR ([FHERIAM])

The Stock Exchange of Hong Kong Limited (“SEHK?”)
LI BT B B

Shandong Xinhua

0719

RINTBHRZ 5
Shenzhen Stock Exchange
MERE

Xinhua Pharm

000756

2001412 819H
19 December 2001

IWEEEEMIETRERR
Zibo Municipal Administration of Industry and Commerce of Shandong
Province

370300400000376
370303164103727

16410372-7

KR (BB) GEMEHMER QA
B ETAD

7 V8 4§ /2 75 1H 38 R35% M| [E 431
SHINEWING (HK) CPA Limited

43/F., The Lee Gardens

33 Hysan Avenue

Causeway Bay, Hong Kong

R I TE S

Bl A= e

Fp B b T B 4k [ A RS P JE K AT85R &= 28 K EAREOE
4R : 100027

ShineWing

Certified Public Accountants

9/F., Block A, Fu Hua Mansion,

8 Chaoyangmen Beidajie,

Dongcheng District,

Beijing 100027, PRC
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Company Information (continued)

ERER

Legal Advisers

FE

As to Hong Kong Law

FE

As to PRC Law

FEERBT

Principal Banker

HEX B 7B R B/ E

Share Registrars of H Shares

LFRHEERMES

Corporate Information Available at

2 BEERT

BB BT 25 RERA3-595% EEH 131201
Charltons

1201 Dominion Centre

43-59 Queen’s Road East, Wanchai,

Hong Kong

BN PN RE LT S )

bR HAGERZBE K775 EE R O3 IES4E
B4R : 100025

Jingtian Gongcheng Associates

34th Floor, 3 Building, Huamao Center,

77 Jianguo Road, Chaoyang District,

Beijing 100025, PRC

A TR RTS8 SRS 2 47

A LRSI TR IE R A R R E25R

The Industrial and Commercial Bank of China
Zibo Zhangdian Branch

2 Renmin Dong Road,

Zibo City, Shandong Province, PRC

BEBEFEFLBERAQA]
BERBERREFR183FKAMPL17HE
Hong Kong Registrars Limited

17th Floor, Hopewell Centre,

183 Queen’s Road East,

Hong Kong

R ERERNERARESENEE

Company Secretaries Office

Shandong Xinhua Pharmaceutical Company Limited
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B BBANERRERE

Summary of Financial and Operating Results

1. BOEEHENEN_-2— 1.
SEREERHNME (B

Key financial data for the year ended 31
December 2010 prepared in accordance with

&) PRC accounting standards (Audited)
HE ltems —E—T
2010
AR
RMB
&R Operating profit 131,701,950.29
D F R Profit before taxation 125,128,440.97

BB L AR BRIREFEFE
BEN LT ARRROEG

BB RRNFNE (Ha2)

REEPHELNRSREFR

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

97,256,602.75

102,314,847.16

Net cash flow from operating activities

173,000,248.75

Kia o EREMIBRMINBIES K25 (BT Note:  Extraordinary items after income tax include:
BRE T :
HH ltems ARET
RMB i+ Notes

FRDEERERR Profit or loss from disposal of (13,024,418.06) REET Loss of disposal

non-current assets BEBRX of fixed assets

STAEHBENRTEE - Government subsidies recognise in current 7,336,000.00 U EIEE A Received
BREAFFREEERZIRA - profit and loss, (excluding those closely BHBRH government
BABRRBERT related to the Company’s normal operations BR# subsidies
BR-TEETEATERE and granted on an ongoing basis under reckon into
ZRRBITHBBR N the State’s policies according to current term

certain quota of amount or volume)

BRARDERCEERABNENES  Gans/losses from fair value 304869899 EEIEELNR  Change in fair
REEBIN BEXGHELREE changes of trading financial assets and BEEHK value foreign
RHLEEHMBBEEN trading financial liabilties, e exchange
AnEEEYER and investment income from SREENT  forward
NEEERGHEREE disposal of trading financial assets, contracts &
RHUEHABNTRLIESHEE trading financial liabilities and dividends
BEMRERR available-for-sale financial assets, of held-for

except effective hedging activities related to sale financial
the Company’s normal operations assets

B EillRIB 2 SN E A & ) Non-operating income or cost (868,335.09)

WARME except items above

LPERRERT LR Minority interests (19,851.04)

FEHE 2% Income tax (1,530,339.21)

A3t Total (5,058,244.41)

IR EREROBERAT

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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ERBNXBHERE (&)

Summary of Financial and Operating Results (continued)

1. BPEEHEFENRHN_—=— 1.  Key financial data for the year ended 31
TEEITETHHIE (BF December 2010 prepared in accordance
&) (&) with PRC accounting standards (Audited)
(continued)
BRAMCABEMNENEH Items by fair value

FRLAR HARRHRAH
Hned RELSHRE LARESD FMGHROEE BReH

Amount as at Total Amount as at
1 January Change of change of Provision 31 December
%R Items 2010 fair value fair value impairment 2010
(AE#T) (AR#T1) (AR#T) (AR#T) (AR#T)
(RMB) (RMB) (RMB) (RMB) (RMB)
TRAE: Financial assets:
He1 DALERE Include; 1. Financial assets - - - - -
FERE by fair value
BEHAZH and its change is
ket included into
TRAE profit and loss
A SREE Include;  Derivative - - - _ _
financial assets
2. AEHE 2. Avallable-for-sale 201,595,788.00 - 134,221,242.00 3,986,587.78  168,292,466.44
SREAE financial assets
SREET Total of financial assets 201,595,788.00 - 184,221,242.00 3,986,587.78  168,292,466.44
SHEE Financial liabilties - - - - -
At Total 201,595,788.00 - 134,221,242.00 3,986,587.78  168,292,466.44

6 WRHERERDERAF
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EEBNXBHERE (A

Summary of Financial and Operating Results (continued)

2. HMEBHRE 2.  Financial Summary
(i) REBLTREMZETREE (i) In accordance with Hong Kong Generally Accepted
Bl (') Accounting Principles (“HKGAAP”) (Audited)
Sekax Consolidated income statement
2010 2009 2008 2007 2006
ARBTFT NEETT AREFT ANEETFT ANEETFT
RMB'000 RMB'000 RMB'000 RMB'000 RMB'000
1] Revenue 2,589,447 2,295,101 2,077,753 1,865,568 1,685,367
BEAIER Profit before tax 128,967 116,388 41,447 37,364 29,733
FEHER Income tax expense (22,159) (13,008) (5,677) 400 (7,784)
REEEF Profit for the year 106,808 103,380 35,770 37,764 21,949
FERER Non-controlling interests 5,509 3,693 5,706 5,946 (812)
KDRFTAAEMRSEF  Profit attributable to owners 101,299 99,687 30,064 31,818 22,761
of the Company
CARERRAE Consolidated statement of financial position
2010 2009 2008 2007 2006
ARBTT ANEEFT AREFT ANEBFT ANREFT
RMB’000 RMB'000 RMB’000 RMB’000 RMB’000
BEE Total assets 2,772,599 2,636,363 2,159,424 2,260,100 1,881,575
BafE Total liabiliies (1,048,367) (955,542) (659,144) (526,061) (509,088)
RS Non-controlling interests (38,010) (36,318) (38,746) (50,793) (8,343)
RATFEAEEES  Eouty attributable to owners 1,686,222 1,644,503 1,466,534 1,683,246 1,369,144
of the Company

WERHMERERDERAF 7
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ERBNXBHERE (&)

Summary of Financial and Operating Results (continued)

2.

BERE (Z 2. Financial Summary (continued)
(ii) B S ER RS (REET) (i) In accordance with PRC accounting standards (Audited)
TEMENE Financial date
REL EFER
HH Change as
Item 2010 2009 compared to 2008
(AR%T) (AR#T) the last year (AR#r)
RMB RMB (%) RMB
BERA 2,614,233,634.62 2,321,927,213.25 12.59 2,096,963,709.91
Operating income
M BB 125,128,440.97 119,373,878.21 4.82 46,040,186.22
Profit before taxation
BN A RIRE A EFE 97,256,602.75 102,244,346.19 (4.88) 33,965,477.41
Profit attributable to the equity
shareholders of parent company
FERLEMARRES
MNBRIEL B M IB R AT S 102,314,847.16  109,058,885.67 (6.18) 43,449,423.86
Profit attributable to the equity
shareholders of parent company
after extraordinary loss
KEEPELANREREFTE 173,000,248.75  344,795,891.77 (49.83)  103,479,359.78
Net cash flow from operating activities
2010 20094 2008%F
12A31H 12H31H KER 12H31H
As at As at b R As at
HH 31 December 31 December Change as 31 December
Item 2010 2009  compared to the 2008
(AR%T) (AR¥T) end of last year (AR#T)
RMB RMB (%) RMB
wEE 2,739,564,533.49 2,626,187,060.38 432 2,161,734,318.69
Total assets
BER EMARREMBAEER 1,676,523,546.19 1,633,645,846.35 2.62 1,453,252,991.36

Total equity attributable to
holders of parent company

IR (AR)

Capital (share)

457,312,830.00

457,312,830.00

457,312,830.00

8
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ERBNEXBHERE (A

Summary of Financial and Operating Results (continued)

2. HMEBBEZ 2.  Financial Summary (continued)
(ii) B S ER RS (KEET) (i) In accordance with PRC accounting standards (Audited)
(4&) (continued)
TEMKEIEE Financial summary
REL FFER
Item Change as
HE 20105 20094 compared to 2008
RMB RMB the last year RMB
(AR#&T) (AR#T) (%) (AR#T)
ERGR K 0.21 0.22 (4.55) 0.07
Basic earnings per share
[t 2= 3 0.21 0.22 (4.55) 0.07
Diluted earnings per share
HBIEREHERENERTRIRE 0.22 0.24 (8.33) 0.10
Basic earnings per share after
extraordinary loss
IR 355 B WA (%) 5.81 6.83 TFE1.021E 2.03
EF-
Return on equity of weighted Decrease
average (%) 1.02 points
ML FHER R 6.1 7.28 TF1A7E 2.59
INRET 195 & B W 2 X (%) ERr
Return on equity of weighted average Decrease
after extraordinary loss (%) 1.17 points
BRELEDEENREREFHE 0.38 0.75 (49.33) 0.23
Net cash flow from operating
activities per share
20105 20094
12318 12A31H RER 20084 &
As at As at b = F ARG As at
Item 31 December 31 December Change as 31 December
EH 2010 2009  compared to the 2008
RMB RMB end of last year RMB
(AR#&T) (AR#T) (%) (AR#T)
BERETARARRNGRFEE 3.67 3.57 2.80 3.18
Net assets per share attributable to
equity holders of the Company
it REMRERERBAAR Note:  There has been no change in the share capital of the

AFBRARB LR -

Company from the end of the financial year 2010 to the
publication date of the results announcement of 2010.

WRHERERDBRA A 9
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ERBNXBHERE (&)

Summary of Financial and Operating Results (continued)

2. MEBEEZE) 2.  Financial Summary (continued)
(iii) bR e R 4R H 8 FE (iif) Appendix to the profit and loss account prepared in
KR (&E:T) accordance with PRC accounting standards (Audited)
BRIk AK%ET)
Earnings per share (RMB)
mEFYPEERIE) BEXBRKES HESRKS
Weighted average
REHFE return on equity (%) Basic earnings per share Diluted earnings per share
Reported Profit 2010 2009 2010 2009 2010 2009
BER EMARRRAFEE 5.81 6.83 0.21 0.22 0.21 0.22

Profit attributable to the equity
holders of the Company
FEN LT A RREAMER 6.11 7.28 0.22 0.24 0.22 0.24
FEBHEERENFIE
Profit attributable to the equity
holders of the Company
after extraordinary loss items

1 O WRHERERDERAF
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ERBINXBHERE (A

Summary of Financial and Operating Results (continued)

3. HEPEEFEHMEFEY 3. Reconciliation of accounts prepared in

ERMzEENESEREE accordance with PRC accounting standards
=R and HKGAAP
ENFREARERT
Profit attributable to owners BEE
of the Company Net assets
(AR¥T) (AE¥T)
RMB RMB
R LRI# LUES | Ba#
As at As at
31 December 1 January
2010 2009 2010 2010
BEBLRRMNZ GRA 101,299,000.00  99,687,000.00 1,686,222,000.00 1,644,503,000.00
Prepared under HKGAAP
RhE e 97,256,602.75  102,244,346.19 1,676,523,546.19 1,633,645,846.35

Prepared under PRC accounting standards
REBLERPZ G RUABNHBRAG -

HKGAAP adjustments:
BIERE 204,397.25 427,653.81 (1,711,546.19) (1,914,846.35)
Deferred taxation
REFEEMEMELZTEER - (1,432,000.00)  (21,300,000.00)  (21,300,000.00)
Depreciation charges due to revaluation in previous years
YEEES (1,362,000.00) (1,421,000.00) 11,410,000.00 12,772,000.00
Provision for education fund
BHR TTHEGZEGEE - - 21,300,000.00 21,300,000.00
Surplus from revaluation for listing of H Shares
i 5,200,000.00 (132,000.00) - -
Others
BEARLERMNZGTRAERAG 4,042,397.25 (2,557,346.19) 9,698,453.81  10,857,153.65
HKGAAP adjustments total
Krat - BRI EFERZEENFHE - Note:  Explanation of the difference between the PRC accounting standards
and HKGAAP:
1. RBEASTLEINAELEE 1. Education fees are set out as per the actual circumstances,
By E - mEEHE - B E2010 without need of provision under HKGAAP. As at 31 December
F12A31H ILIEE N & 5t % 2010, the balance of education fees was RMB11,410,000 under
AGHIRNAEREBEREAA the PRC accounting standards with the increase in education of
R #11,410,0007¢ * 1 A R #& RMB1,362,000 for 2010;
1,362,0007C 520104 EH & &
BIAER
2. 20105 E 1 & W B & 88 & 2. The Company received financial award for energy-saving
MM ETHRBHES AR technological transformation of cash RMBS5,200,000 in 2010,
5,200,0007T * IBE B LIEF which should be included in current profit and loss under
WmrzesRABERE  HHE HKGAAP, but this amount should be included in capital reserve
BeFTAEHER MKRR under PRC accounting standards.
PR ERNBERESFIA
BARNE
3. MRLlER  HAQRE 3. Aforesaid difference also led to the difference in the Company’s
EEHRBERTEZER R deferred income tax, with the difference in accumulated deferred
HETEABHERERARE income tax of RMB1,711,546.19 and that in deferred income tax
1,711,546.197C * & BRIE ST A of the current period of RMB204,397.25.
SR E2 B ARK204,397.25
ﬁ °

WERHMERERDERAF 1 1
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R E R BRREBR

Changes In Share Capital and Shareholders

1. BRpEDEAE 1.
BHER

Class of shares

Share capital structure

2010%12A31H
31 December 2010

2010%1A1A
1 January 2010

BRiTHE 11.1:1:.9:40] BREHE 1112140
Number of % of the total Number of % of the total
Shares share capital Shares share capital
(share) (%) (share) (%)
1. BREKHHRBERS
Total number of shares subject to conditions of trading 20,112 0.004 187,809,725 41.07
HRFFR
Stated-owned shares 0 0 164,207,424 35.91
BREARR
Domestic legal person shares 0 0 0 0
ARBERE KA SER
Senior management A shares subject to conditions of
trading 20,112 0.004 23,390 0.01
BAEBEEEARR
Domestic non-state legal person shares 0 0 23,578,911 515
2. ERERMNTBRAT
Total number of unconditional tradable shares 457,292,718 99.996 269,503,105 58.93
ARBE AR (AR)
Renminbi ordinary shares (A shares) 307,292,718 67.196 119,508,105 26.13
oM ETANVER (HER)
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

Kzt : B ZE2010F12A3185F 5
BREZREARAAFEAEALARAA
11,250,0000% A% 15 4 & 1R &5

e
ey

Note:

As at 31 December 2010, a total of 11,250,000 shares held by
Qingdao Haowei Investment Development Company Limited in the

Company have been mortgaged.

12
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BRAEBERRRIER (&

Changes In Share Capital and Shareholders (continued)

1. BRCEBBRE (&) 1.  Share capital structure (continued)
EREEHMERGAT LT RERSR Change of conditional tradable shares
&
B R
Unit: Share
B2010£1R1A B2010£1A1A
R2010£1818  E2010£3A19F  F20103A198  H#2010£3819A
kR&R RERR RERERY BNRERY RER® RERR RRREEN
Number of Increase in
Number of unconditional shares subject Number of
shares subject  tradable shares  to conditions of shares subject
to conditions of between trading between to conditions of Date of plan
trading as at 1 January 2010 1 January 2010 trading as at removing the
Name of shareholders 1 January 2010 to 19 March 2010 to 19 March 2010 19 March 2010 Conditions conditions
LRAEEEEMEREALA 164,207 424 20,201,594 1,864,414 145850244 KeRlGE 20105037198
Shandong Xinhua Pharmaceutical Special undertaking 19 March 2010
Group Company Limited
EESARERRARAT 15,000,000 1,599,443 (1,864,414) 1536143 EFHEFERDEH 20104037 19A
Qingdao Haowei Investment Compliance with the special 19 March 2010
Development Gompany Limited undertaking of SXPGC
HRRERTERRERNERAA 6,683,911 813,861 0 5870050  BTHEEMERAH 20105037198
Ziho High-Tech Venture Capital Compliance with the special 19 March 2010
Company Limited undertaking of SXPGC
BES R TRXEREMLA 1,550,000 188,734 0 1961206 BT HEEERDAF 20105034 19H
Huludao Bajiazi Mining Industry Compliance with the special 19 March 2010
Company Limited undertaking of SXPGC
EREHERERAA 345,000 42,009 0 302991 EFHEEERRAGE 20105037198
Shangrao Daihu Industrial Company Limited Compliance with the special 19 March 2010

undertaking of SXPGC

WERHMERERDERAF 1 3
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BRABERRRIER (&)

Changes In Share Capital and Shareholders (continued)

1. B EEIERE(Z) 1.  Share capital structure (continued)
BREEEHHERGT LR EERM Change of conditional tradable shares (continued)
® (&)
B R
Unit: Share
H2010£3A19H  B2010%3A19RE
R20108  E2010512A31A  2010£12A31A  R2010F12A31A
kR&R SA19RRERY RREERR AMRERR RER® RERR RRRERN
Number of Increase in
Number of unconditional shares subject Number of
shares subject  tradable shares  to conditions of shares subject
to conditions of between trading between to conditions of Date of plan
tradingasat 19 March 2010to 19 March 2010 to trading as at removing the
Name of shareholders 19 March 2010 31 December 2010 31 December 2010 31 December 2010 Conditions conditions
WRHEEEEEEREERA 145,850,244 145,850,244 0 0 HAEE 20105065078
Shandong Xinhua Pharmaceutical Special undertaking 7 June 2010
Group Company Limited
EERARERRERAT 11,536,143 11,536,143 0 0 BTHEEERGAZ 201006 078
Qingdao Haowei Investment Development Compliance with the special 7 June 2010
Company Limited undertaking of SXPGC
HERNRIBRRERBARLT 5,870,050 5,870,050 0 0 ETHERERAAH 2010F06A07R
Zibo High-Tech Venture Capital Gompany Limited Compliance with the special 7 June 2010
undertaking of SXPGC
FES\FTEEAREMLA 1,361,266 1,361,266 0 0 BAFHEEERGAZ 20105065078
Huludao Bajiazi Mining Industry Company Limited Compliance with the special 7 June 2010
undertaking of SXPGC
LEREHERERAT 302,991 302,991 0 0 EFHEEERREG 2010506A078
Shangrao Daihu Industrial Company Limited Compliance with the special 7 June 2010

undertaking of SXPGC

H1: FESEERAE: AFFERR
BELETmRBEZARBEAN -
TRBEFRHAEELE - 2009
F6H6H £2010F6 7610 & BiBF
B H 22 5 P8 & i iR i T
FRA R RIABIRANHI5% - IR EE
ERBRNBFHFZZAEERZ S
EHELBEAR  HEBBTER
4.87T + BT #E R BEARR T 35 MR B AR
RGBT L AT30R [FEE gl s
ARR B i F 39 g BB B150% (5 B
BRESBEREHRERZBEEY
ERMDEMARSE XK BARQ
BeEERHERESIE  EBHZ
BRETHREERE) WESEEMN
REERZAXNELEHRS B
Bo BB RmEREEmME -

Note 1: SXPGC undertook that within 36 months since the listing of the non-

tradable shares of the Company, it shall not sell any of the shares of
the Company on the SZSE. From 6 June 2009 to 6 June 2010, the
shares of the Company sold by SXPGC on the SZSE did not exceed
5% of the total capital of the Company. If SXPGC sells any of its
shares of the Company on the SZSE, the share price must not be
less than RMB4.8 per share (such price will be on an ex-rights basis
if there is any declaration of dividends, bonus issues or capitalisation
of capital reserve between the date of implementation of the share
reform of the Company and the sale of the shares by SXPGC) which
is 150% of the average of the closing prices of the listed A Shares as
quoted on the SZSE in the thirty (30) trading days prior to the date
of issuing the relevant notice of the shareholders’ meeting. Should
SXPGC breach any of the provisions of this undertaking in selling the
Company’s shares, the proceeds resulting from such sales should be
owned by the Company.

14
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BRABERRRIER (&)

Changes In Share Capital and Shareholders (continued)

Share capital structure (continued)

Change of conditional tradable shares (continued)

Note 2: According to the Shandong Provincial State-owned Assets
Supervision and Administration Commission Lu Guozi Kaoping
document No.(2007)60, SXPGC recovered 1,864,414 shares from
Qingdao Haowei Investment Development Company Limited through a
judicial auction. The transfer procedures were completed in the China
Securities Depository and Clearing Corporation Limited Shenzhen
Branch on 7 January 2010.

Substantial shareholders

(i) As at 31 December 2010, the Company had on record
a total of 43,920 shareholders, including 56 holders of H
Shares and 43,864 holders of A Shares.

(ii) As at 31 December 2010, the top ten shareholders of the
Company were as follows:

Fit BERE BRipHR HRE  GERFLE%)
Number of % of the total
No Name of Shareholder Class of shares shares held share capital
1 LWEHEREEEEREAATF BERR - AR 166,071,838 36.31
Shandong Xinhua Pharmaceutical State-owned shareholder,
Group Company Limited A shares
2 EETREH (REA)BRARF pinkilalie 148,187,998 32.40
HKSCC (Nominees) Limited Listed H shares
3 EERERAZREBRAR BR—REAR 11,536,143 2,52
Qingdao Haowei Investment Development Domestic general legal
Company Limited person shares
4 RISEBE (AR CEFOHE — BERT Eit 1,008,659 0.22
Changjiang Jinse Wanging (Collection) Annuity Plan
— Shanghai Pudong Development Bank Others
5 TEY BRAAA 731,400 0.16
Wang Cuiping Domestic person
6 L BREAA 572,933 0.13
Shen Ge Domestic person
7 Bre BERBRA 568,885 0.12
Jiang Changsheng Domestic person
8 WANG ZHIHAI piokiiilalh 456,000 0.10
WANG ZHIHAI Listed H shares
9 A BREAA 440,000 0.10
Huang Wanjun Domestic person
10 ESF BREAA 400,036 0.09
Liu Jinhao Domestic person
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Changes In Share Capital and Shareholders (continued)

2.

BERRANRE(E) 2.

(i

(#) i
R-P-—FE+-A=+—

B A 2 R 1 B+

R G RN -

BEEHR

Name of Shareholder

Substantial shareholders (continued)
(continued)
As at 31 December 2010, the top ten shareholders

holding the unconditional tradable shares of the Company
were as follows:

BEEREGEHBRNNE
Number of unconditional
listed shares

BfER

Class of shares

WRHEREEEERATAA
Shandong Xinhua Pharmaceutical Group Company Limited
BETREFE(REA)BRAF
HKSCC (Nominees) Limited
EERBREERARLRA
Qingdao Haowei Investment Development Company Limited
RIcEBE (KRR CEFLHE — BRRT
Changjiang Jinse Wanqing (Collection) Annuity Plan

— Shanghai Pudong Development Bank

166,071,838 AR
A Shares

148,187,998 HA%
H Shares

11,536,143 AR%
A Shares

1,006,659 AR

A Shares

731,400 AR

A Shares

572,933 AR%

A Shares

568,885 A%

A Shares

456,000 HAR

H Shares

440,000 AR%

A Shares

400,036 A%

A Shares

2T

Wang Cuiping

L

Shen Ge

BEE

Jiang Changsheng

WANG ZHIHAI

WANG ZHIHAI

HIE

Huang Wanjun

2Ex

Liu Jinhao

Kiat - Note:

1. RAREBERM L+ 1.
ABRFRFRRZERERF
THBERITPEBZSE
BEBRZEg((PRFE
g)EM 2K ETRER
RREREHEEEHRBER
PEVHREN—BITHA -
thARAIINERRZELE
FEBBARI(ETA
ARREREBESEE
BRIE) R E O —HAT
Ao
RAREFARM L ER
ERERR B b E
PRERAFR R E+ KRR
ZHEHREDIFEMAERAER -
b PAMREFELETA
AIRREREBESHE
EBWIE)RTEN — BT
BA e

2. FAEERRARGHE%A L 2.

B A L SR 2 B
SEEREMERA -

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 (“SXPGC”).
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2.

BRABERRRIER (&)

Changes In Share Capital and Shareholders (continued)

Substantial shareholders (continued)

(i)

Information about the controlling shareholders

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

Hualu Holdings Group Company Limited (“HHGC”), a
wholly state-owned company, the controlling shareholder
of SXPGC, was established on 28 January 2005.
The registered capital of HHC is RMB800,000,000
and its legal representative is Mr. Cheng Guanghui.
HHC 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).
HHC is also engaged in asset management.

Shandong Provincial State-owned Assets
Supervision and Administration Commission

LWREBEREEEEEERE®

100%

| 100%

EREEERRAA

China Shandong Group Ltd.

| 100%

HRBR AR
Well Bring Ltd

| 1.36%

ERERK
HHGC

100%

HMERE
SXPGC

36.31%

NG|

The Company
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Directors, Supervisors, Senlor Officers and Staff
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Brief Introduction of Directors, Supervisors and
Senior Officers

Directors

Mr. Zhang Daiming, aged 48, is a senior economist. He graduated from
Qingdao Science and Technology University, specialising in organic
chemical engineering and obtained a master’'s degree in economics
from Shanghai Financial and Economic University. Mr. Zhang joined
Shangdong Xinhua Pharmaceutical Factory in 1987 and was previously
a workshop technician, planner of the planning and statistics department
of the Company, the deputy manager and manager of the international
trade department of the Company and the deputy general manager of
the Company. Mr. Zhang is the Chairman of the Company, the chairman
of the board of Shandong Xinhua Pharmaceutical Group Company
Limited, Shandong Xinhua Import & Export Company Limited and
Shandong Xinhua Pharmaceutical (Europe) GmbH, and the chairman
of Shandong Xinhua Medical Trade Company Limited, Zibo Xinhua
Eastwest Pharmaceutical Company Limited, and Zibo Xinhua- Perrigo
Pharmaceutical Company Limited.

Mr. Ren Fulong, aged 48, is a senior engineer and practising pharmacist.
He graduated from Shandong Changwei Medicine College in 1985.
From 1985 to 1988, Mr. Ren was a resident physician. In 1991, Mr
Ren obtained his master of medicine from Beijing Medical University and
joined the 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. Ren resigned as the
general manager of the Company with effect from 4 August 2010 due to
a change of job.
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Directors, Supervisors, Senior Officers and Staff (continued)

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

Directors (continued)

Mr. Du Deping, aged 41, 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 47, is a senior accountant. He graduated
from Shandong Television and Broadcasting University, specialising in
enterprise management, in 1986. He also completed a refresher course
in Qingdao Ocean University in 2004. Mr. Zhao joined the Factory in
1980 and previously held the positions of the head and the director of
the finance department and the assistant to the general manager of the
Company. Mr. Zhao is the director, and the deputy general manager
and the financial controller of the Company, the director of Zibo Xinhua-
Eastwest Pharmaceutical Company Limited, the director of Shandong
Xinhua Pharmaceutical Export & Import Company Limited, the director of
Shandong Xinhua Medical Trade Company Limited, the director of Zibo
Xinhua Drug Store Chain Company Limited, the director of Shandong
Xinhua Pharmaceutical (Europe) GmbH and the director of Xinhua
Pharmaceutical (Shouguang) Company Limited.

Mr. Xu lie, aged 45, 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 51, graduated from Zhongnan University of
Economics and Law with EMBA. He joined the People’s Liberation
Army in 1976, previously held the positions of soldier, the ex-officio of
deputy company, the ex-officio of company, the ex-officio of deputy
battalion, deputy director and director of the political department of
Jinan Military Region and Shandong Province Military Region. Mr. Zhao
has worked in enterprises since 1998. He previously held the positions
of investment manager and office general manager of Shandong Hualu
Group Company Limited, deputy general manager of Shandong Hualu
International Business Center Company Limited and general manager
of the development planning department of Hualu Holdings Group
Company Limited. Mr. Zhao is the assistant to the general manager
and general manager of the development planning department of
Hualu Holdings Group Company Limited. Mr. Zhao is a director of the
Company.
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Directors, Supervisors, Senior Officers and Staff (continued)
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Brief Introduction of Directors, Supervisors and
Senior Officers (continued)

Directors (continued)

Mr. Zhu Baoquan, aged 64, 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 and the President of
Shanghai Jiao Tong University Pharmacy College. Mr. Zhu is currently an
independent non-executive director of the Company.

Mr. Sun Minggao, aged 46, has a doctorate degree in management
from Tianjin University and he is a tutor of the students in a doctorate
class and a senior economist. Mr. Sun founded Shenzhen Tactician
Investment (Group) Co., Ltd. in 2001, where he is the chairman and
president. He is also a researcher of the Public Economics Academy
of Peking University, deputy director of Southern Institute of Economic
Research, honourable chairman of Neimenggu Baotou Youth Federation,
financial adviser of Shiyan Municipal People’s Government of Hubei
Province, senior economics consultant of the People’s Government
of Linyi County of Shandong Province, deputy director of the Pearl
River Delta Service Center of the China Association of Small and
Medium Enterprises, standing member of the Shenzhen Venture Capital
Association, vice chairman of Shandong Production Committee, and vice
chairman of Shandong Logistics & Procurement Committee. Mr. Sun is
currently an independent non-executive director of the Company.

Mr. Kwong Chi Kit, Victor, aged 43, is a financial controller of Anwell
Technologies Limited, a company whose shares are listed on Singapore
Exchange Limited, an independent non-executive director of Get Nice
Holdings Limited and an independent non-executive director of Angang
Steel Company Limited. Mr. Kwong has more than 16 years’ experience
covering auditing, accounting and financial management in commercial,
manufacturing and public accounting sectors. He is also an independent
non-executive director of Get Nice Holdings Limited, a company whose
shares are listed on the main board of the SEHK. He 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. Mr. Kwong is currently an
independent non-executive director of the Company.

Ms. Guo Qin resigned as a director and the Chairman of the Company
with effect from 20 September 2010 due to a change of job.

Mr. Liu Zhenwen resigned as a non-executive director of the Company
with effect from 4 August 2010 due to his age.

Mr. Li Tianzhong resigned as a non-executive director of the Company
with effect from 9 April 2010 due to a change of job.
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Directors, Superwsors, Senior Officers and Staff (continued)

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

Supervisors

Mr. Li Tianzhong, aged 48, 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 electricity 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 was appointed as a supervisor of the Company on 25 June 2010,
and was elected the chairman of the supervisory committee of the
Company on 20 September 2010. Mr. Li is currently a deputy general
manager of SXPGC.

Mr. Liu Qiang, aged 56, has been employed to work in the Factory since
1970. He has held the positions of secretary of the Party branch of the
Production Workshop, secretary of the principal branch of the Party of
the Factory Branch and supervisor to the Party Committee Office. Mr.
Liu is an employee supervisor of the Company.

Mr. Zhang Yueshun, aged 61, 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 41, graduated from East China University of
Politics and Laws and obtained a bachelor’s degree in law. Mr. Tao was
also awarded a master’s degree in law from Shandong University. Mr.
Tao is a partner of Shandong Zhigong Associates, the legal consultant
for the People’s Government of Zibo, Shandong and an independent
supervisor of the Company.

Mr. Yu Gongfu resigned as a supervisor and the chairman of the
Supervisory Committee of the Company with effect from 20 September
2010 due to his age.

Senior Officers

Mr. Dou Xuejie, aged 51, is a senior engineer. He graduated from
Shandong Medicine College, specialising in pharmacy and obtained a
master’s degree in medicinal chemistry from Shandong University. He
joined the Factory in 1982. He was previously deputy director and the
director of the quality control department, the deputy chief engineer and
quality director of the Company. Mr. Dou is currently deputy general
manager of the Company.
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Directors, Supervisors, Senior Officers and Staff (continued)
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Brief Introduction of Directors, Supervisors and
Senior Officers (continued)

Senior Officers (continued)

Mr. Du Deqing, aged 46, 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 41, is a senior economist. He graduated from
the Shandong Polytechnic University, specialising in materials science
and engineering. Mr. He joined Shandong Xinhua Pharmaceutical
Factory in 1991. He was previously workshop technician and planner,
and salesman, region manager, manager of the drug department,
marketing director and the general manager of Shandong Zibo XinCat
Pharmaceutical Company Limited. Mr. He is currently a deputy general
manager of the Company.

Mr. Cao Changgiu, aged 41, is a senior economist. He graduated from
Ocean University of China, specialising in economic management and
joined the Shandong Xinhua Pharmaceutical Factory in 1991. Mr. Cao is
one of the company secretaries for the Company.

Ms. Guo Lei, aged 42, is an economist. She graduated from Guangzhou
Foreign Trade College, specialising in accounting and obtained a
master’s degree in economics from Beijing University. She joined the
Shandong Xinhua Pharmaceutical Factory in 1992. Ms. Guo is one of
the company secretaries and the director of office of the Company.

The Director, Supervisors and Senior Officers of the Company were
appointed for a term up to and including 22 December 2011.
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Directors, Supervisors, Senior Officers and Staff (continued)

EF EFEREMEREERASR Directors’ and Supervisors’ and Senior Officers’

BEELFIRIGER Interests in Shares of the Company
72010%12A31H #2010%1A18
As at As at
31 December 2010 1 January 2010
4 B% ;3 ] B &
Name Duty Number of shares Number of shares
-
Directors
SR ER EER(2010F9A20EZFARES KEE A¥EE
ABEHERSEER)
Mr. Zhang Daiming Chairman (appointed as a director on Nil Nil
20 September 2010 and elected as
the Chairman on the same day)
(R WITESE - REBKIE (201068748 KEE AEE
B ABLIBR)
Mr. Ren Fulong Executive director, Former general manager Nil Nil
(resigned as the general manager on
4 August 2010)
HEFE BWITEFE (20106F9H208 B Z ) KEE AEE
Mr. Du Deping Executive director Nil Nil
(appointed on 20 September 2010)
FEEVNEI BITES  AIEKLE MBAaEA REHB KRFFE
Mr. Zhao Songguo Executive director, deputy general manager, Nil Nil
financial controller
R FEITE S (2010F6 A25AEET) AEHE AFEHE
Mr. Xu Lie Non-executive director Nil Nil
(appointed on 25 June 2010)
it e FHMITES REEHB KRFFE
Mr. Zhao Bin Non-executive director Nil Nil
KER BYFMITES KB STl
Mr. Zhu Baoquan Independent Non-executive director Nil Nil
HHE BUMITES KEFE AR
Mr. Sun Minggao Independent Non-executive director Nil Nil
P 7 BYIFNITES RFFE KRFFE
Mr. Kwong Chi Kit, Victor Independent Non-executive director Nil Nil
BE REEK (2010F9A20HB A AN R ES -
EERBB)
Ms. Guo Qin Former chairman (resigned as a director and 9,479 9,479
the Chairman of the Company on
20 September 2010)
2k X RIEEHTTE S (20108 A4 R B fE) REHB RFEFE
Mr. Liu Zhenwen Former non-executive director (resigned on Nil Nil
4 August 2010)
ESPNY RIEBRTTE E (2010F4 A9H B ) KEE AR
Mr. Li Tianzhong Former non-executive director (resigned on Nil Nil
9 April 2010)
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Directors, Supervisors, Senior Officers and Staff (continued)

EF EFEREMEREERASR Directors’ and Supervisors’ and Senior Officers’

BEEXALATIRMDISR(Z) Interests in Shares of the Company (continued)
72010%12A31H #2010%1A1H8
As at As at
31 December 2010 1 January 2010
4 B% ;3 ] B8
Name Duty Number of shares Number of shares
EE
Supervisors
FRE EEEETE (2010F6 A2 EZ T RES - KEE AFHE
2010FOH20R B ER KEETSTEF)
Mr. Li Tianzhong Chairman of the Supervisory Committee Nil Nil
(appointed as a supervisor on
25 June 2010, and elected the chairman
of the supervisory committee of
the Company on 20 September 2010)
258 BEE 4,370 4,370
Mr. Liu Qiang Supervisor
sk A IE B e REEB REFE
Mr. Zhang Yueshun Independent supervisor Nil Nil
P iR B8 KEE AR
Mr. Tao Zhichao Independent supervisor Nil Nil
Fotm [REEEEEFE (20106F9A20H BF T B 6,075 6,075
EESFERG)
Mr. Yu Gongfu Former chairman of the Supervisory
Committee (resigned as a supervisor and
the chairman of the supervisory committee
on 20 September 2010)
HttSHBEEAR
Senior Officers
R Bl4a42 12 (2010F9 A208 B {T) AEHE KEHE
Mr. Zhang Daiming Deputy general manager Nil Nil
(resigned on 20 September 2010)
B 4 4E3E (2010F8 A4 A B HE(T) KB AEEE
Mr. Du Deping General manager Nil Nil
(appointed on 4 August 2010)
TEMG BlaagIE KEE AR
Mr. Dou Xuejie Deputy general manager Nil Nil
MHiEE BlAsR KEFE AEEE
Mr. Du Deging Deputy general manager Nil Nil
BRE Bl 484212 (2010F9 A29H B HE(T) EE] AR
Mr. He Tongging Deputy general manager Nil Nil
(appointed on 29 September 2010)
BRK EEgNE 1,281 1,708
Mr. Cao Changqiu Company secretary
B EEgWE RFEFE RFEFHE
Ms. Guo Lei Company secretary Nil Nil
&t 21,205 21,632
Total
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Directors, Supervisors, Senior Officers and Staff (continued)

Directors’ and Supervisors’ and Senior Officers’
Interests in Shares of the Company (continued)

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

The changes in the number of shares held by the Directors, Supervisors
and Senior Officers were due to the shares sold on the secondary
market according to relevant provisions.

Save as disclosed above, so far as the Directors, the Senior Officers
and the Supervisors of the Company are aware, as at 31 December
2010, none of the Directors, the Senior Officers or the Supervisors of
the Company had any interest or short position in the shares, underlying
shares and/or debentures (as the case may be) of the Company or any
of its associated corporations (as defined in Part XV of the Securities
and Futures Ordinance (“SFO”)) which required notification to the
Company and the SEHK pursuant to Divisions 7 and 8 of Part XV of
the SFO (including interest and short position which any such Director,
Senior Officer or Supervisor is taken or deemed to have under such
provisions of the SFO) of which was required to be entered in the
register required to be kept by the Company pursuant to Section 352 of
the SFO or which was otherwise required notification to the Company
and the SEHK pursuant to the Model Code for Securities Transactions
by Directors of Listed Issuers as contained in Appendix 10 to the Rules
Governing The Listing of Securities on The Stock Exchange of Hong
Kong Limited (“Listing Rules”).

Remuneration of Directors, Supervisors and Senior
Officers

The remuneration policy of the Directors, the Supervisors and the Senior
Officers is based on State policies, the Company’s profit realised in the
corresponding period, individual achievement and 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 2010 Annual Remuneration of Directors and
Supervisors and The Proposal of 2010 Annual Remuneration of Senior
Officers, and submitted the above proposals to the Board of Directors
for approval. The Directors’ and the Supervisors’ remuneration must
be approved in a shareholders’ meeting of the Company, whereas the
remuneration of the Senior Officers must be approved by the Board of
Directors.
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Directors, Supervisors, Senior Officers and Staff (continued)

EF EEMNMEMSKREERAS Remuneration of Directors, Supervisors and Senior

Bi& (42) Officers (continued)
EE EXFNHEtERTEAEMS (28 Remuneration of Directors, Supervisors and Senior Officers
BARRIES ) RED (including retirement insurance, before tax)
2010FE &
2010
AR E T
RMBO’000
4 Directors
SR8 Mr. Zhang Daiming 58.79
s Mr. Ren Fulong 64.87
MHEF Mr. Du Deping 53.54
iR YNEl Mr. Zhao Songguo 52.87
= 3 Mr. Xu Lie 39.41
iz I Mr. Zhao Bin 0
KER Mr. Zhu Baoquan 6
HHAE Mr. Sun Minggao 6
BB A Mr. Kwong Chi Kit, Victor 6
5 = Ms. Guo Qin 14.58
24 32 Mr. Liu Zhenwen 56.87
EX Supervisors
ZRA Mr. Li Tianzhong 39.87
2 8 Mr. Liu Qiang 10.39
ik AJE Mr. Zhang Yueshun 2.4
Gy Mr. Tao Zhichao 2.4
Fo@ Mr. Yu Gongfu 36.63
HttSHEEAR Senior Officers
EEpg Mr. Dou Xuejie 44.87
HiEE Mr. Du Deging 44.87
BRE Mr. He Tongging 22.93
BERK Mr. Cao Changqiu 12.62
B & Ms. Guo Lei 12.62
TE-ETEEE EENSLABTEAENSE The aggregate remuneration of the Directors, Supervisors and Senior
BN ezE s AR ¥588.538 7T © Officers for 2010 was approximately RMB5,885,300.
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Directors, Supervisors, Senior Officers and Staff (continued)

Change of Directors, Supervisors and Senior
Officers

Mr. Li Tianzhong resigned as a non-executive director of the Company
with effect from 9 April 2010 due to change of job.

Mr. Xu Lie was elected as a non-executive director of the Company and
Mr. Li Tianzhong was elected as a supervisor of the Company in the
annual general meeting held on 25 June 2010.

Mr. Liu Zhenwen resigned as a non-executive director of the Company
with effect from 4 August 2010 due to change of job.

Mr. Ren Fulong resigned as the general manager of the Company with
effect from 4 August 2010 due to change of job. Mr. Du Deping was
appointed as the general manager of the Company in the extraordinary
meeting of the Sixth Board held on 4 August 2010.

Ms. Guo Qin resigned as a director and the Chairman of the Company
with effect from 20 September 2010 due to change of job.

Mr. Zhang Daiming resigned as a deputy general manager of the
Company with effect from 20 September 2010 due to change of job.

Mr. Zhang Daiming and Mr. Du Deping were elected as executive
directors of the Company in the extraordinary general meeting held on
20 September 2010.

Mr. Zhang Daiming was elected as the Chairman of the Company in the
extraordinary meeting of the Sixth Board held on 20 September 2010.

Mr. Yu Gongfu resigned as a supervisor and the chairman of the
supervisory committee of the Company with effect from 20 September
2010 due to his age. Mr. Li Tianzhong was elected as the chairman of
the supervisory committee of the Company in the Ninth meeting of the
Sixth Supervisory Committee held on 20 September 2010.

Mr. He Tongqing was appointed as a deputy general manager of the
Company in the extraordinary meeting of the Sixth Board held on 29
September 2010.
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Directors, Supervisors, Senlor Officers and
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Staff (continued)

Staff and Remuneration

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

As at 31 December 2010, the number of staff employed by the Group
was 5,903, and the total amount of their salaries and wages for the year
2010 was approximately RMB175,169,000.

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

BIA®

Number of

BIMaE Area of Work Employees
KEAE Staff in production 4,062
IREEMAE Staff in engineering and technology 118
THEEAEB Staff in administration 433
FBAE Staff in finance 79
EmAZEAER Staff in research and development 143
HKEAEB Staff in procurement of raw materials 30
fﬁ’% AEB Staff in sales 714
EEERAAS Staff in quality control and inspection 324
At Total 5,903
BIA®

Number of

AIHFEE Academic Qualification Attained Employees
RNER A B University or above 658
RNEZFE Tertiary Institutions 1,172
REER Intermediate Institutions 1,209
B EERER Senior high schools and technical schools 2,134
PR KA TER Junior high schools or below 730
A&t Total 5,903

BHE-Z—ZF+_A=1+—RHLA%HE
EVFHIA%(Z%ZAQO/\

As at 31 December 2010, the number of retired staff of the Group was
2,420.
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NEREHE

Corporate Governance Report

Information disclosed under the requirement
of CSRC

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

for listed companies in the PRC.

How independent non-executive directors performed their
duties

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

EIBERWOT meetings are set out below:
RatE/
EERR
Personally
BiAkHT E&mz & attended/ 1]
EENg The number of written Commissioned RE B
Name participants resolution to attend Absent Remarks
R 8 0 0
Mr. Zhu Baoquan
S 8 0 0
Mr. Kwong Chi Kit, Victor
FHE 8 0 0

Mr. Sun Minggao

ERFERN ARAEETGEKE

BeXARIREHE  SEIIFNTT

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

EZHEEHRBRAOT meetings are set out below:

BIUFRT EEmRe PEHE EEHE

BEER4 The number of Personally Commissioned BRE B
Name participants attended to attend Absent Remarks
KER 4 0 0

Mr. Zhu Baoguan

B 4 0 0

Mr. Kwong Chi Kit, Victor

EHE 4 0 0

Mr. Sun Minggao

EAFEN AAREZSHMA
ERZEQRBMRER  £EF
MEEZZEEXENRER &
RAeBHhFes -

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

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

During the year, the Nomination Committee of the Company
convened two meetings. Mr. Zhu Baoquan and Mr. Sun Minggao
attended all the meetings.

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

Auditing of the 2010 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 2010:

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 in annual auditing for auditing.

The Audit Committee reviewed the financial and
accounting statements for year 2010 of the Company
again after the issue of a preliminary audit opinion by
SHINEWING (HK) CPA Limited in respect of the financial
statements for year 2010 of the Company, and expressed
opinions 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 2010. The information therein
is truthful, accurate and complete.
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Corporate Governance Report (continued)

Information disclosed under the requirement
of CSRC (continued)

Auditing of the 2010 annual report by the Audit Committee
(continued)

The Audit Committee considered that the financial
statements for the year 2010 of the Company which were
preliminarily audited by SHINEWING (HK) CPA Limited
can be submitted for consideration and approval by the
Board of Directors.

Conclusive report of SHINEWING (HK) CPA Limited
in respect of the auditing of the financial report of the
Company for 2010.

On 5 January 2011, the Audit Committee of the Board
of Directors approved the overall auditing plan for
the financial report of 2010 of the Company which
was negotiated and confirmed by the Company and
SHINEWING (HK) CPA Limited.

SHINEWING (HK) CPA Limited was of the opinion that
the Company issued a standard auditing report without
any reserved opinions or conclusions. The Company
considered that SHINEWING (HK) CPA Limited had
audited in accordance with the regulations under
“Independent auditing code of certified accountants
of the PRC. There was ample time for auditing and
reasonable allocation of auditing staff who had attained
the corresponding qualification. The audited financial
statements fully reflected the financial condition of the
Company as at 31 December 2010 and the operating
results and cash flow of the Company in 2010. The
conclusion upon auditing was in line with the actual
circumstances of the Company.

In 17 March 2011, the Audit Committee of the board
of directors convened a meeting to review the audited
accounts and results announcement of 2010 and
recommended to appoint the financial auditing institution
for year 2011 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.

U)

(i)

(iii)

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

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

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

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

The Company has an independent finance department
with an independent accounting and financial
management system. The Company also maintains its
own independent accounts with banks.
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Corporate Governance Report (continued)

Information disclosed under the requirement
of CSRC (continued)

Corporate Governance

The Company strictly complied with various laws and regulations
such as the “Company Law”, “Securities Law”, “Standard of
corporate governance for PRC listed companies”, “rules of
shareholders’ meeting of listed companies” and “Securities
Listing Rules” as well as the requirements of relevant documents
to establish a better corporate governance structure and to
standardise the operation of the Company. The Articles of
Association clearly define the functions of the shareholders’
general meetings of the Company with clear rules and
procedures that were effectively implemented. There is a clear
division between the duties of the Board of Directors and the
Supervisory Committee of the Company, with clear rules and
procedures that can be effectively implemented. All members of
the Board of Directors and supervisors diligently perform their
duties. The management of the Company is responsible for the
production and operation of the Company, the organisation and
implementation of resolutions of the Board of Directors, and
reported to the Board of Directors and was supervised by the
Supervisory Committee pursuant to the regulations of the Articles
of Association and Rules for the General Manager. The Company
has established a relatively comprehensive internal control system
without material deficiencies.

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

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

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

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

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.

Effect of execution of internal control system

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

The management of the Company considers that the Company
has established and refined a comprehensive and reasonable
internal control system with reference to laws and regulations
as well as the requirements of relevant departments. Overall,
the normal operation of the Company’s production has
been guaranteed which, to a certain extent, has mitigated
the management risk. The Company also conformed to the
standards of the control system as at 31 December 2010 and
the material aspects of the accounting statements.

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

After auditing, the Company’s Supervisory Committee considered
that the internal control of the Company was in compliance with
the Rules Governing the Listing of Shares on the Shenzhen Stock
Exchange. The format of the self-evaluation of internal control
was in compliance with relevant requirements. The information
therein truthfully, objectively and fully reflected the performance
and effectiveness of the Company’s internal control system.
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Corporate Governance Report (continued)

Information disclosed under the requirement
of CSRC (continued)

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

After auditing, Zhu Baoquan, Sun Minggao and Kwong Chi Kit,
Victor, independent directors of the Company, considered that
the internal control of the Company was in compliance with
the “Guidelines of the internal control of listed companies on
the Shenzhen Stock Exchange”. The evaluation process of the
Company’s internal control conformed to the “Guidelines of
the internal control of listed companies on the Shenzhen Stock
Exchange”. The self-evaluation report of the internal control
system truthfully, objectively and fully reflected the performance
and effectiveness of the Company’s internal control system.

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

CODE ON CORPORATE GOVERNANCE PRACTICES

The Directors (including the Independent Non-Executive
Directors), are of the opinion that for the year ended 31
December 2010, the Company has complied with all
requirements set out in the Code on Corporate Governance
Practices (the “Code”) including provisions contained in Appendix
14 to the Listing Rules.

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

INDEPENDENT NON-EXECUTIVE DIRECTORS

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

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

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, 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
BEFERHK (1) The Board consists of
E=
Dierctors
o 8% EER(2010F9A20REZ I REF MARER/ESR)

Mr. Zhang Daiming

ErEH
Mr. Ren Fulong

Tt

Mr. Du Deping
fi-E/NE!]

Mr. Zhao Songguo
el

Mr. Xu Lie

Mr. Zhao Bin
KER

Mr. Zhu Baoquan
HHAE

Mr. Sun Minggao
BP A 4t

Mr. Kwong Chi Kit, Victor
% =
Ms. Guo Qin

2R 3
Mr. Liu Zhenwen
éa&/ﬂj‘\
Mr. Li Tianzhong

Chairman (appointed as a director on 20 September and
elected as the Chairman on the same day)
WITES  RALE (2010F8 A48 B A B TERK)
Executive director, former general manager
(resigned as the general manager on 4 August 2010)
B}ITEE (20109208 & 1E)
Executive director (appointed on 20 September 2010)
BITES  BIEKE MBAaEA
Executive director, deputy general manager, financial controller
FEHITEE (2010F6 A25 A EEE)
Non-executive director (appointed on 25 June 2010)
FERITES
Non-executive director
BYFMITES
Independent non-executive director
BYEMITES
Independent non-executive director
BYFMITES
Independent non-executive director
FREERQCOI0FIA20AMEARRES - EFERETH)
Former Chairman (resigned as a director and
the Chairman of the Company on 20 September 2010)
[RIENTTESE (2010F8A4ABHT)
Former non-executive director (resigned on 4 August 2010)
RIEHITE S (2010F4 F9H BEE)

Former non-executive director (resigned on 9 April 2010)

BEEHNEBFNH N AR
FHNEHIES EE- a4k
BABMEIIEBR] -

H
=]
=
B

Brief Introduction of the Board members are set out in
the “DIRECTORS, SUPERVISORS, SENIOR OFFICERS
AND STAFF”.
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Mr. Li Tianzhong

(=) BIETEBRSTESRERL 2. Information disclosed under the requirement

MBS LT HAEE of the Rules Governing the Listing of

(4&) Securities on the Stock Exchange of Hong

Kong Ltd. (continued)

EES (&) The Board of Directors (continued)

@) ERXFEFEN ARNBEES 2) During the vyear, the Board convened eight Board
HEFNEES SR &% meetings. The details of Directors’ attendance at the eight
EHFLESSEREOT Board meetings are set out below:

ERHE/
EEXRAR
Commissioned
EE2mRE PEHE to attend /
EENS The number of Personally written BE
Name participants attended resolution Absent Remarks
R # 4 4 0 0 2010%9H20BEZRE
Mr. Zhang Daiming appointed on 20 September 2010
Eigse 8 8 0 0
Mr. Ren Fulong
fHEE 4 4 0 0 2010F9A20BEZH
Mr. Du Deping appointed on 20 September 2010
HIRE 8 8 0 0
Mr. Zhao Songguo
3l 6 6 0 0 2010F6A25BEZ
Mr. Xu Lie appointed on 25 June 2010
O 8 7 1 0
Mr. Zhao Bin
RER 8 8 0 0
Mr. Zhu Baoguan
A 8 8 0 0
Mr. Sun Minggao
Hh 8 8 0 0
Mr. Kwong Chi Kit, Victor
FigE=3 4 4 0 0 20106978200 §HT
Ms. Guo Qin resigned on 20 September 2010
2l 3 3 0 0 20106874 FHE
Mr. Liu Zhenwen resigned on 4 August 2010
ESNY 1 1 0 0 20106459 BHE

resigned on 9 April 2010
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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)

The Board of Directors (continued)

3)

Operation of Board

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

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

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
functions and discharges its responsibilities. The Chairman is also
responsible for approving the agenda for each Board meeting,
taking into account any matters proposed by other Directors for
the inclusion in the agenda.

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

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

Term of independent non-executive directors

The independent non-executive directors of the sixth Board were
appointed for a term of 3 years commencing from 22 December
2008.

Remuneration and Examination Committee

The Company has established a Remuneration and Examination
Committee (the “Remuneration Committee”), which is a special
committee responsible to the Board. The Remuneration
Committee comprises Mr. Zhu Baoquan, Mr. Zhang Daiming, Mr.
Ren Fulong and Mr. Sun Minggao. 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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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 2010, the Remuneration
Committee convened one meeting for the purpose of passing
the “Proposal of 2010 Annual Remuneration of Directors and
Supervisors” and the “Proposal of 2010 Annual Remuneration of
Senior Officers”, which were submitted to the Board for approval.

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, Mr. Zhang Daiming, Mr.
Du Deping and Mr. Sun Minggao. 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 of Directors and Senior Officers and
submitting the nomination proposals to the Board;

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

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

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

(f) 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 2010, the Nomination
Committee convened two meetings. Mr. Xu Lie was nominated
as the non-executive director candidate of the Company on 8
April 2010, and the nomination was subsequently submitted
to the Board for approval. Mr. He Tongging was nominated
as the deputy general manager candidate of the Company on
29 September 2010, and the nomination was subsequently
submitted to the Board for approval.

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

auditor and ShineWing was re-appointed as the domestic auditor
in the 2009 annual general meeting held on 25 June 2010.

In 2010, the auditors’ remuneration for audit services provided
was as follows:

20105 B 20094 &
SXFM(ER) STMEHATERAF RMB420,000 RMB420,000
SHINEWING (HK) CPA Limited
KR MEETE BT RMB420,000 RMB420,000
ShineWing
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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 of three
independent non-executive directors, namely Mr. Zhu Baoquan,
Mr. Sun Minggao and Mr. Kwong Chi Kit, Victor. The chairman
of the Audit Committee is Mr. Kwong Chi Kit, Victor.

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

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

The Audit Committee has, together with the management,
reviewed the accounting principles, practices and methods
adopted by the Group and has discussed the auditing, internal
controls and financing reporting of the Company. The Audit
Committee has convened four meetings to review the audited
financial statements for 2009, the unaudited 1st quarterly
financial statements for 2010, the unaudited interim statements
for 2010 and the unaudited 3rd quarterly financial statements for
2010.

The Audit Committee convened a meeting on 17 March
2011 to review the 2010 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.

42

WERHFERERDERAF

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED



(Z) REERBRAXHMARL

FIoMBESF LHRAEE
(&)

RAEME

AARERBEMTEEHEMNEK
BEBRERIE YEMZEE—FBA
TAREEBRERERR AAQF
E.ZFT?EE*Z%@‘%%% &H—ﬂiw?ﬁi
BRA-BAGRHEERSE A
NECRBIRE BEREREEST
B EHEMASFAFAMEE  MNA
HIGEEEBHE ReaArEH
F;fo

EX EEREREEARERK
haER

MABIZES EEABRE
EFMEAD Té% EERH
EREEABRBERE(ESR LY
EIEF) 352K E ML BkR AR

ARGEHZELMOBRDERIAR -

R EMARBIM S+ EmA

RIEBHETELFRSWIZEMRA A
MEARNE) REBHZFTA K
KERIEE EE SRTEAB
MEIBRIZES - ﬁ*%&%‘%&%
BABHEAARKRMEBER

PaERES 1

EZgREARARNIEEEBR
mEHRR jfﬁﬁ%%ﬁ}ﬁ@ﬁ%
ERREMOANIETE - REINA
45%*1&%%5 /H:lq}g‘ﬂ'u¥1$ °

EFZERACREARTRENME
AREAABERER RELERRE
ﬁﬂ% BEREF RBREEFE
RESFETHE-

/_\ —.l ;IL:? Igiﬁ == (/"E

Corporate Governance Report (continued)

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 in
the improvement of the transparency of the Company by way
of issuing results announcements, publishing announcements,
launching the company’s website, meeting investors and analysts
and answering investors’ inquiries, etc..

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

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

Internal Controls

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

The Board confirms that it has reviewed the effectiveness of
the internal control system of the Company and its subsidiaries.
The review covered all material controls, including financial,
operational and compliance controls and risk management
functions.
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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
2010, 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
2010, none of the Directors, the Senior Officers or the
Supervisors of the Company had any interest or short position
in the shares, underlying shares and/or debentures (as the case
may be) of the Company or any of its associated corporations
(as defined in Part XV of the Securities and Futures Ordinance
(“SFO”)) which was required to be notified to the Company and
The SEHK pursuant to Divisions 7 and 8 of Part XV of the SFO
(including interest and short position which any such Director,
Senior Officer or Supervisor is taken or deemed to have under
such provisions of the SFO) of which was required to be entered
in the register required to be kept by the Company pursuant to
Section 352 of the SFO or which was otherwise required to be
notified to the Company and SEHK pursuant to the Model Code
for Securities Transactions by Directors of Listed Issuers as
contained in Appendix 10 to the Listing Rules.
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Summarised Report of the General Meeting

On 10 May 2010, the notice of the 2009 Annual General
Meeting (“AGM”) was published in newspapers, HKExnews and
the Company’s website and 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 25
June 2010. Two shareholders (including those represented by
their proxies) attended the AGM, representing a total number
of 168,659,838 shares and accounting for 36.88% of the
Company’s total share capital. The AGM was convened in
compliance with the provisions of the Company Law of the PRC,
the Notice for Matters Concerned in respect of 1995 Annual
General Meeting and Amendments to the Articles of Association
of the Overseas Listed Companies as well as the articles of
association of the Company (the “Articles of Association”). The
AGM was chaired by Ms. Guo Qin, the Chairman. The following
ordinary resolutions were passed at the AGM:

1. To approve the report of the Directors for the year 2009;

2. To approve the report of the Supervisory Committee for
the year 2009;

3. To approve the audited financial statements of the
Company for the year 2009;

4. To approve the profit distribution plan and the distribution
of a final cash dividend of the Company for the year
2009;

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 2010 and authorise the Board to fix their
remuneration;

6. To approve the remuneration of the Directors and the
Supervisors for the year 2010;

7. To appoint Mr. Xu Lie as the non-executive director of
the Company;

8. To appoint Mr. Li Tianzhong as the Supervisor of the
Company.

An announcement of the above resolutions was published
in the domestic newspaper, Securities Times, as well as
the HKExnews and the Company’s website, on 28 June
2010.
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On 5 August 2010, the notice of the first extraordinary general
meeting of 2010 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 20 September 2010. Two shareholders
(including those represented by their proxies) attended the
meeting, representing a total number of 169,406,499 shares and
37.04% of the Company’s total share capital. The meeting was
convened in compliance with the provisions of the Company
Law of the PRC, the Notice for Matters Concerned in respect of
1995 Annual General Meeting and Amendments to the Articles
of Association of the Overseas Listed Companies as well as the
Articles of Association. The meeting was chaired by Mr. Zhao
Songguo, the Chairman. The following ordinary resolutions were
passed at the meeting:

1. Mr. Zhang Daiming and Mr. Du Deping be elected as
executive Directors of the Company by cumulative voting;

2. The Board be authorised to fix Mr. Zhang Daiming’s and
Mr. Du Deping’s emoluments for 2010.

An announcement of the above resolutions was published in the
domestic newspaper, Securities Times, as well as on HKExnews
and the Company’s website, on 21 September 2010.

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

Dear shareholders,

| hereby present for your review the annual report of the Company for
the year ended 31 December 2010.

Results and Dividends

In the fiscal year ended 31 December 2010, the operating income of the
Company and its subsidiaries (“Group”) prepared under PRC accounting
standards was RMB2,614,234,000, representing an increase of 12.59%
as compared with that of year 2009. The Group recorded its profit
attributable to the equity holders of the Company of RMB97,257,000,
representing a decrease of 4.88% as compared with that of year 2009.
Earnings per share was RMBO0.21.

The Group’s sales prepared under HKGAAP were RMB2,589,447,000,
representing an increase of 12.82% as compared with that of year 2009.
A profit attributable to owners of the Company of RMB101,299,000 was
recorded, representing an increase of 1.62% as compared with that of
year 2009. Earnings per share was RMBO0.22.

The Board of Directors has announced and proposed a final dividend for
the year ended 31 December 2010 of RMB0.05 per share (approximately
HK$0.059 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 2010.

Business Review

In 2010, the Group adhered to its development principles of “changing
the mode, adjusting the structure, implementing reforms and
accelerating growth” to actively counteract changes and adverse factors
in the external operating environment, such as high raw material prices,
pressure on environmental protection, appreciation of the Renminbi,
national reform on the tender system for pharmaceutical products, and
the downward price adjustment for drugs. The Group devoted itself to
market expansion, park and project building, corporate management
and scientific innovation, thereby enhancing its quality of financial
performance. Looking back at 2010, the Group had the following
achievements:

1. Stepped up with market expansion to strengthen the
quality of its financial performance

In 2010, the Group maintained a double-digit growth for its
operating revenue and reinforced its competitive edge in
pharmaceutical products, greatly enlarging the market share
and awareness in both domestic and overseas markets. Xinhua
Pharmaceutical (Europe) GmbH (“Xinhua Europe”) played
geographical advantages in Europe, achieving satisfactory
revenue, with the annual sales revenue increasing by 50% from
last year.

WERHMERERDERAF

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED

47



EERHE

Chairman’s Statement

EWERm(E)

1.

MXTEAREIE REEEET
HE (&)

R BB R
8% HEME R IEHELE DS
— IR -

BALCIRBEEPHBRRERE
BR - HEEXWALESREFH

=]

0.56% * = 23.25% °

BEEHDFEIHEBEK BR
EFHEBREI00% - MARINRE
RBERNE  EFTKBEREHA
R¥3660T L - EXEHEETEHE
ABRS -

LEERTERERRE BLE
E3-1:

2010 EARNEE AW EIMELE
BIBZAATHEE HHERELE
ETHFERMBEERE L
RACREYEZR{HLREDER
WAL REFNDERE  SHER
EERBRBEAINERIBFNRER %
) J% B % {8 B 2 8 %R P ] B8 b
BRE ZHLEARBERABLER
RAREHRATRERER =t
EMRARAEENBACT RE
EhHBEEEAMEVERE I
RAREBFHBAIERE  RK
BEEXAFENSRALR -

LB RIEFZEKFEMER - #
B MR E— FRTT R EAIFT A

REARMRABFES -

MXBFEAHFIE - FHEAFRE
WMER

20106 8 - AR A S RXB 2 4E
Eff  BRFEIES KA BEERS
B ZXREREEGEERM
o REBMEDEREGLRE
BB RNTE A2EERPH
BRRMESEERTRRLEE -

Business Review (continued)

1.

Stepped up with market expansion to strengthen the
quality of its financial performance (continued)

The Group’s turnover from preparation products has increased
8%, compared with last year, enlarging the share of preparation
sales in the industrial product sales by a considerable amount.

The precision chemical engineering and pharmaceutical
intermediates segments recorded rapid growth. Their share of
the total operating revenue increased from 0.56% in the previous
year to 3.25%.

The sales policy of “leveling production, sales and return” was
emphasised to achieve an annual sales pay-back rate of 100%.
As a result of increased effort in settling payments for goods,
a total sum of RMBS3,650,000 was settled in the year. The
corporate financial performance has been greatly enhanced.

Optimised production restructuring by using the facilities
in the industrial parks and carrying out projects

In 2010, the Group proceeded with the relocation of its
headquarters plant with prudence. The procedures in relation to
the land and relevant preferential policies for the Hutian District
had been confirmed. Detailed design and plan verification for the
chemical drug industrialisation centre and all functional areas had
been completed. At the Shouguang Park, production of diketene
and five other auxiliary pharmaceutical intermediates commenced
one after another after successful production of the murexide
line of products had begun. Several other next-stage projects
were in their design or construction preparatory phase. To date,
the production base for the Company’s precision chemical
engineering and pharmaceutical intermediates facility has been
developed to a certain extent. The Modern Pharmaceutical
Industry Innovation Park will soon commence operation.

Smooth completion of the above projects and the
commencement of operations will consolidate the Company’s
innovative capacity and strengthen its integrated competitiveness.

Reinforced efforts in scientific innovation and gained
results in the development of new pharmaceutical products

In 2010, the Company obtained approvals for the production
of phenobarbital and clinical testing of calcium polycarbophils
and tablets. Standard tribendimidine became a recognised item.
Pazufloxacin mesilate and its sodium chloride injection passed
technical assessment. Two products were undergoing application
for clinical research, while three products had completed pilot
production.
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Chairman’s Statement

Business Review (continued)

3.

Reinforced efforts in scientific innovation and gained
results in the development of new pharmaceutical products
(continued)

During the year, the Company was recognised by the Shandong
Provincial Department of Science and Technology and the
Provincial State-owned Assets Supervision and Administration
Commission, etc., as one of the second batch of pilot enterprises
in the innovative sector. The brufen technological reformation and
tribendimidine international collaboration projects were included
in the third batch of the 11th Five-Year Plan under the Ministry
of Science and Technology’s key new drug innovation plans. The
aspirin and paracetamol technological reformation projects were
selected as the first batch of the 12th Five-year plan under the
Ministry of Science and Technology’s key new drug innovation
plans.

Enhanced internal management and improved corporate
management

During the year, nine pharmaceutical products, one solid dosage
line and a health food obtained the national GMP authentication.
brufen, caffeine and dimethylxanthine received the Swiss GMP
certification. Three products, brufen, trimethoprim and L-dopa,
passed the FDA’s on-site audit with zero defects. Currently
the Company has seven products that have gone through FDA
examination and ten that have passed the EDQM audit. Caffeine
has passed the HACCP food quality system certification.

During the year, 23 “one strategy for one product” quality
technology projects were completed to enhance product quality.
A total of RMB13,006,000 worth of raw materials were saved.

New labour organisation was explored to raise employees’
productivity. The incentive scheme for R&D staff was
strengthened to build a positive atmosphere for technological
innovation.

The Company was given the “Outstanding Contribution Award”
by the China Equipment Management Annual Meeting, and
recognised as “Shandong Province’s Energy Calculation and
Measurement Benchmark Enterprise” and “2010 China’s
Top Pharmaceutical Company in relation to Corporate Social
Responsibility”.

WERHMERERDERAF

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED

49



EERHE

Chairman’s Statement

EWER(Z)

5. MXBEBA RBFLBREBRF
P ERERBETEMGHAE

MAEEERHEBEESERA  HE
—HEEFEN 2FEXEEA
R #8,900F T - 55 X 361E &7 A5 1A
B AXFEARRERELEBRE
FREEE=F TMR10%A L ERE
F2010FEXEBERAKE &
2009F E H FN[E7.85% - 2 F K&
AR #6,980F 7T+ 58 ARS8 IR 18
B MERAE  JHCODE
FTF£6.08% c FRAR AT AL
HE RSB M ERGE R EN -

KRRE

CONFEBRBREE LB BRE R
ARAFBRHIRBBEF KBRS - AR B E
FSRIG N AV BE B 5 S B IR B RS 1 R
EX BECEHBESEZHERBR
KRB RFRE  FEECST AMNERRE
B -MABELHR0MNFEDESRE —RE
BRERANE T RIFEMT -

RCEVARBERHEES TINARTE
MBS REHAREREELRIRE - A
RETMEBNEXR 2GS - BRE
BZBHEARE  BERFEAERES T
BAEEESBE BMEBEMA: EaRf
ARRRFEMARE - ERERERREBR
ST - BEmEEENEKR  RIRRE M
K FCGMPEE - R EIIRE - 8EIREB N K
EREBEARTAURARAEZE  BUEK
AEAERES °

Al 2011FAEEFETIEWNT ¢

1. MRAZW/ES > EARSLFR
EETEMA

RANZEEETERMERE 1
HEREMEBENRIMEER R
EmWERE MgFenlE 5
HRRREROMEFRE  E—F
EELBRHMENEBI MM -

Business Review (continued)

5. Expanded capital input, solved environmental problem, and
achieved energy conservation and emission reduction

Capital investment in energy conservation and emission reduction
had been increased to promote relevant new energy-saving
technologies. In 2010, the Company invested RMB8,900,000 and
completed thirty-six energy-saving projects. On the foundation
of a minimum 10% energy reduction for tens of thousands times
of production capacity for three consecutive years, in 2010 the
Company again obtained excellent result in this area, reducing
energy consumption by 7.85% compared with that in 2009. In
2010, the Company invested RMB6,980,000 and completed
thirty-eight environmental measure projects, promoted the control
of point sources, COD dropped by 6.08% as compared with that
of last year. The Company was selected as a model enterprise in
relation to recycling in Zibo City and Shandong Province.

PROSPECTS

In 2011, as global demand gradually picks up and China adopts
strategies to boost domestic demand, in particular the consumer
demand. Therefore, it is expected that the demand for pharmaceutical
products will increase. As it has been announced that bio-pharmacy is
a national strategic emerging industry, pharmaceutical companies can
count on more national policy support. After a few years of adjustments,
the Group has entered a new phase for development, thus ensuring
favourable conditions for its growth in 2011 and beyond.

Meanwhile, the Company also has to tackle various undesirable factors:
the aftershock of the global financial crisis has not completely dispersed;
the Renminbi still comes under immense pressure to appreciate; the
global currency dispute, scramble for resources and trade war are
only in their prelude; the international oil price remains high; and the
tightening of domestic credit makes financing more difficult. The supply
surplus of pharmaceutical products is still pronounced; the launch of
provincial tendering and procurement models for drugs increase the
downward price pressure on pharmaceutical products. Manufacturing
cost will surge under the pressure from eco-friendly measures, roll-
out of new GMP and the increase in raw material prices, energy costs,
transportation costs and salaries.

In this connection, the main tasks of the Group in 2011 are as follows:

1. Speed up the pace of restructuring to consolidate and
raise the Company’s status in the pharmaceutical market

The Company will actively explore and increase the production
of major bulk pharmaceuticals, focus on serial development of
strategic products, raise the contribution ratio of new products,
concentrate on research and development of speciality products
and products with exceptional specifications, in order to
further consolidate the dominance of the Company’s chemical
pharmaceutical products in the market.
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Chairman’s Statement

PROSPECTS (continued)

1.

Speed up the pace of restructuring to consolidate and
raise the Company’s status in the pharmaceutical market
(continued)

The Company will place emphasis on preparation. The Company
will implement a strategy of product focus, strengthen marketing
planning, and expand its key products. The Company aims to
develop strategically important products with high gross profit
and huge market potential, speed up the development of self-
manufactured pharmaceutical preparations, and strengthen
research and development of high value-added special products
in order to raise profitability.

The Company will, leverage on Shouguang Park as a base
of operations, develop precision chemical engineering and
pharmaceutical intermediates, so as to further strengthen the
industry chain.

The Company will fully implement new ideas in relation to the
development of pharmaceutical business, and with several years
of effort, the scale of the Group’s pharmaceutical business will
expand and become the largest one in central Shandong.

Define strategic positioning to actively promote innovation
of marketing models

The Company will actively focus on the sales of pharmaceutical
products, implement marketing strategies, and on the basis of
exploring innovative marketing models, strengthen marketing
efforts on strategic products and high potential products, and
strive to establish new points for economic growth.

The Company will place great emphasis on two strategic
positioning of the Company as ‘Asia’s largest production and
export base of anti-inflammatory drugs’ and ‘the base for
cardiovascular drugs’, actively promote the implementation of
‘extensive preparations strategy’ by insisting on marketing as the
central theme, establishing high-end products brands, making
profit from the sales of key products, expanding the production
scale of popular products and further improving marketing
process, refining target market and improving the marketing
management system.

The Company will strive to establish a new sourcing model and
an ‘information management system featuring ‘day/week/month
schedules’, strengthen supplier management, implementation
of online bidding for cost minimisation and the comprehensive
safeguard of production.
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PROSPECTS (continued)

3.

Carry out projects and constructions in a scientific manner
so as to lay down the foundation for the 12th Five-year
Plan

Shouguang Park project will enter a new phase of construction
this year. In the construction process, the Company will mainly
ensure quality control of the process, secure fund raising and
guarantees, pay due attention to budgeting management and
control, focus on project inspection and preparation for starting
operations, strive to lower costs of project construction and pilot
production, and make sure that the targets for production and
efficiency are met within the shortest period of time.

As this is the first year of full construction of Hutian District,
the Company will carry out important works such as overall
product coordination and planning, scientific layout for the park,
procedure formulation and process optimisation, and will carry
out the work in relation to design, construction, pilot production
and product certification in a scientific manner so that Hutian
District will be built to a high standard.

During this year, the Modern Pharmaceutical Industry Innovation
Park will open. The Group will leverage on such preferential
policies for model enterprise of industrialisation and scientific
innovation, to make the Park to become a world-class
innovation base for modern science and technology in relation
to management, research and development, evolution and
achievements, which will significantly improve the Company’s
self-innovation capacity.

Insist on science and technological innovation to raise the
Company’s competitiveness

Following the principle of market orientation, and by striking a
balance among long-term, mid-term and short-term targets,
the Company will continue its efforts in “combined production,
learning and research”, raise R&D efficiency in various ways
such as through its own or joint research and development, and
speeding up the launch of new products.

The Company will formulate the positioning for strategic products
and key preparations as soon as practicable, and will establish
a new product research and development system with focuses
and appropriate reserve levels, which will be in line with the
Company’s strategies and planning. Basing on the policy ‘one
strategy for one product’, the Company will conduct a full review
on the existing new products so as to ensure a better selection
and elimination of products.
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Chairman’s Statement

PROSPECTS (continued)

5.

Significantly promote the implementation of
internationalisation strategy

By making the best of product differentiation, optimisation and
seriation, the Company will consolidate and raise the level of its
international business in pharmaceuticals.

The Company will carry out its three-step internationalisation
strategy in relation to international trade, cooperation on
preparations and overseas research, development and production
in order to deepen international cooperation on preparations.

Leveraging on the operation experiences from Xinhua Europe,
the Company will target the European and the United States
markets, reinforce efforts on research and development, speed
up the implementation of the ‘go global’ internationalisation
policy. On this basis, the Company will gradually establish
overseas R&D and production bases which will lay down a solid
foundation for internationalisation of the Company’s business.

Promote management innovation to raise management
standards

The Company will innovate the management system. Based on
principles of ‘simplicity, efficiency, advancement and science’,
the Company will streamline its structure, optimise its procedures
and raise the segment and management efficiency.

The Company will greatly promote such management
innovations as technological quality, energy conservation
and emission reduction, safety and eco-friendliness and risk
control. The Company will strengthen the concept of ‘market
demand commands’, whereby customer satisfaction and the
accommodation of market demand are targets of management
innovation.

In 2010, with the concerted effort of all staff, the Group was
able to achieve good development in production and operation.
Looking into the future, the Company will, under the Board’s
leadership, strictly adhere to the targets set under the 12th Five-
year Plan, and implement various measures. By taking a head
start in the first year of the 12th Five-year Plan, the Company will
give satisfactory returns to shareholders.

Zhang Daiming
Chairman

Zibo, Shandong, PRC
18 March 2011
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The Board of Directors sincerely submits to the shareholders the report
of the Board of Directors for 2010 and the audited accounts of the
Company and the Group for the year ended 31 December 2010.

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

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

Sales Analysis

Under PRC accounting standards, the Group had a operating
income of approximately RMB2,614,234,000 for the year ended
31 December 2010. Sales of bulk pharmaceuticals, sales of
preparations, medical logistics, chemical and other products
accounted for 49.64%, 19.53%, 26.18% and 4.65% respectively
of the total sales of the Group, representing a decrease of
2.41%, a decrease of 0.83%, an increase of 0.38% and an
increase of 2.86% respectively as compared with that of last
year.

During the year 2010, the sales volume of the Group’s bulk
pharmaceuticals amounted to RMB1,297,817,000, representing
an increase of 7.39% over last year. The increase was mainly
attributable to the Company’s active exploration of bulk
pharmaceutical markets and reinforced its competitive edge in
both domestic and overseas markets.

The sales volume of preparations was RMB510,628,000,
representing an increase of 8% over last year. The growth was
mainly due to production structure adjustment, the highlighting of
preparation marketing, an expanded preparation market and an
increase in preparation sales.

The sales volume of medical logistics amounted to
RMB684,311,000, representing an increase of 14.23% over
last year. The growth was achieved mainly by seizing market
opportunities to expand business circulation.

Chemical and other products amounted to RMB121,478,000,
representing an increase of 192.11% over last year. The growth
was mainly because the Group stepped up market expansion
and there was a substantial increase in sales after close attention
was paid to chemicals and pharmaceutical intermediates.
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Report of the Board of Directors (continued)

Management Discussion and Analysis (continued)

1.

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

Results Analysis

For the year ending 31 December 2010, the profit attributable to
equity holders of the Company prepared in accordance with the
PRC accounting standards was approximately RMB97,257,000,
representing a decrease of 4.88% as compared with that of last
year. The decrease was mainly attributable to the increase in
provision for impairment loss of assets and provision for wages
and deferred income tax arising from the unrealised profit this
year. Profit attributable to owners of the Company for the year
ended 31 December 2010 prepared in accordance with HKGAAP
was approximately RMB101,299,000, representing an increase
of 1.62% as compared with that of 2009.

Major products and the corresponding market share in the PRC
are set forth below:

—E2-25
BS—-ZF EBATHEEFTE(%)
HHBEFTIL (%) Market share in
As % of total the domestic
TEER Major Products sales in 2010 market in 2010
A. tBEHE A. Pharmaceutical raw materials
Z T Analgin 12.95 47
oA Caffeine 7.96 32
& E LA Aminopyrine 3.35 70
BA] ] I Aspirin 5.36 65
L AT L Hydrocortisone 1.96 20
Mk IR B Pipemidic acid 0.86 100
mRe Ibuprofen 3.72 55
B. BAE B. Preparations
IR B A Pipemidic acid tablets 2.32 90
BAHER Co-liquorice tablets 0.10 4.5
EEMF Nimodipine tablets 0.83 26
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Management Discussion and Analysis (continued)

1.

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

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

Total assets of the Group as at 31 December 2010 was
approximately RMB2,739,565,000, an increase of approximately
RMB113,378,000 or 4.32%, as compared with the figure of
approximately RMB2,626,187,000 at the beginning of the year.
The increase in total assets was mainly due to the increase of
operation profits.

Cash of the Group as at 31 December 2010 was approximately
RMB404,050,000, a slight increase of approximately
RMB2,156,000, as compared with the figure of approximately
RMB401,894,000 at the beginning of the year.

Total equity attributable to the shareholders of the Company as
at 31 December 2010 was approximately RMB1,676,524,000,
an increase of approximately RMB42,878,000 or 2.62%, as
compared with the figure of approximately RMB1,633,646,000 at
the beginning of the year. This increase was mainly attributable
to the increase of operation profits this year.

The total liabilities of the Group as at 31 December 2010 were
approximately RMB1,025,031,000, representing an increase of
approximately RMB68,807,000 or 7.20%, as compared with the
figure of approximately RMB956,224,000 at the beginning of the
year. The increase was mainly attributable to loans obtained by
the Group from the bank to ensure the supply of funds, leading
to an increase in loans.

Operating profit of the Group for 2010 and net profit
attributable to the Company’s shareholders for 2010 amounted
to approximately RMB131,702,000 and approximately
RMB97,257,000 respectively, representing a slight decrease
compared with those of last year. The main reasons for the
decrease are set out in the above section headed “Results
Analysis”.

The Group’s net increase in cash and cash equivalents for the
year of 2010 was approximately RMB3,672,000, representing a
slight increase compared with the figure at the end of last year.

56

WERHFERERDERAF

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED



EEEHRE (A

Report of the Board of Directors (continued)

BETERARIH (F)
1. FERBEERXETRR (4 1.

Management Discussion and Analysis (continued)

The business scope and operating results of the Company

BHEEHER BRI  EE
BRI SH (E)

2010F R B S E ARG H E
miERAT

(continued)

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

Segmental information of the main products for 2010 prepared
under PRC accounting standards is as follows:

FEEBBA TEEBRT EfE

%

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

AREFT AREFT

RMB’000 RMB’000 %

A=Y P A Pharmaceutical raw materials 1,297,817 1,011,384 22.07

Bl Preparations 510,628 360,412 29.42

EERB Medical Commercial Logistics 684,311 646,001 5.60

CTEMREAM Chemical & other products 80,261 67,112 16.38

A5t Total 2,573,017 2,084,909 18.97

BEBEBRFNE IR Analysis under HKGAAP

B2010F 128318 A& B & As at 31 December 2010, the current ratio and the quick ratio
Bt R B167.77% » RE) L XK of the Group was 167.77% and 111.55% respectively, and the

¢

111.56% ' EWWER X A& X A
894.87% (FE U BR TR B 8 R=2& %
B/ FTHREKEKERREZERERFE
X100% ) - 7 & & X £565.46%
(FERAER=-FERBEERLEFH
FEFEX100%) °

AEBESFREABFHERE

AEBESRREEZERMA S BEE
£ o R20105FE12A31H » A& B
IRITERLE A AREL475,528F
JC ° R2010F12A31HAEE KA
B & & AR A404,050F T (B FE
# AN R#35,080F LIRIT A K B
RIBESEEFZR) °

RMBHBEER AEBERS M
BB EHEB BREK ARG
HE - AREBESRDIEE EE
BE o e

2010F B AR A HEARK
20,000F T * AL T ¥ E O 18)
BEEARAA ZARTELKERE
WEME HEE ZAREEM
S8BT o

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 894.87% and 565.46%
respectively.

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

The Group’s main source of funds were loans from financial
institutions. As at 31 December 2010, the total amount of
outstanding bank loans was approximately RMB475,528,000. As
at 31 December 2010, cash on hand and in bank of the Group
amounted to approximately RMB404,050,000 (including bank
acceptance drafts deposits of approximately RMB35,980,000).

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

The Company invested RMB20,000,000 in cash to establish
Xinhua (Zibo) Real Estate Company Limited in 2010. The
company is mainly engaged in the business of real estate
development and sale. The Company has a promising prospect
for development.
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Management Discussion and Analysis (continued)

1.

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

Analysis under HKGAAP (continued)

Apart from the above transactions, the Group did not have any
significant investment, acquisitions or asset disposals during this
reporting period.

As at 31 December 2010, the number of staff employed by the
Group was 5,903, and the total amount for salaries and wages
for 2010 was approximately RMB175,169,000.

As at 31 December 2010, there was no charge on the Group’s
assets.

The debt-to-capital ratio of the Group was 28.20% (debt-to-
capital ratio = total borrowings / equity attributable to owners of
the Company x100%).

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

The assets and liabilities of the Group were mainly recorded in
Renminbi. For the year ended 31 December 2010, the revenue
from the Group’s exports was approximately US$138,952,000,
which may suffer from the 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.
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Report of the Board of Directors (continued)

Management Discussion and Analysis (continued)

2.

Operations and Results of subsidiaries of the Company

(1)

The total registered capital of Zibo Xinhua-Perrigo
Pharmaceutical Company Limited is US$6,000,000, and
the Company holds 50.1% of its equity interest. This
subsidiary is mainly engaged in producing and selling
Ibuprofen. As at 31 December 2010, the total assets
of the subsidiary was approximately RMB65,093,000,
equity attributable to shareholders of the company was
approximately RMB61,819,000. In 2010, the operating
income and the profit after taxation of the subsidiary were
approximately RMB104,670,000 and RMB7,605,000
respectively, representing an increase of 1.11% and an
increase of 7.69% 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 2010, the total assets
of the subsidiary were approximately RMB13,758,000,
equity attributable to shareholders of the subsidiary was
approximately RMB13,610,000. In 2010, the operating
income of and the profit after taxation of the subsidiary
were approximately RMB5,679,000 and RMB544,000
respectively.

The total registered capital Shandong Xinhua Medical
Trade Company Limited is RMB48,499,000, and
the Company holds 100% of its equity interest.
This subsidiary is mainly engaged in the business
of biological products, prepared herbal medicine for
decoction, traditional Chinese medicine, pharmaceutical
raw materials, preparations, antibiotic preparations
biochemical medicine, health food, medical appliances,
drugs and products for birth control and cosmetics
etc.. As at 31 December 2010, the total assets of
the subsidiary were approximately RMB211,522,000,
equity attributable to shareholders of the subsidiary
was approximately RMB48,376,000. In 2010, the
operating income of the subsidiary was approximately
RMB1,047,497,000, representing an increase of 11.05%
as compared with that of last year. The profit after
taxation of the subsidiary was RMB4,745,000.
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EEERMFARS R (Z)

Management Discussion and Analysis (continued)

2. PRFAFIEERER/ER (Z) 2. Operations and Results of subsidiaries of the Company
(continued)

(4) NN B Z AL B EH B 4) The registered capital of Shandong Xinhua Pharmaceutical
Y OAERETFERDFTI00%IK Import and Export Company Limited is RMB5,000,000,
WD - ZARTMERNAE and the Company holds 100% of its equity interest.
AR5 000F T TERE This subsidiary is mainly engaged in the import and
By BiiTEE OMEREY export of goods and technologies, marketing and re-
HES ®wOE 5 - 12010 exports. As at 31 December 2010, the total assets of the
F12A31H " Z AR EEE subsidiary were approximately RMB11,779,000, and the
BARYA1,779T L FTA equity attributable to shareholders of the subsidiary was
ERDZAEARBET496F T approximately RMB7,496,000. In 2010, the operating
10FEEREEWABA income and the profit after taxation of the subsidiary
R #55 436F 7T * & £ E [ were approximately RMB55,436,000 and RMB2,036,000
Hi1% £21.54% @ B IR EF)HE respectively, representing an increase of 21.54% and an
B AR 036T T EFE increase of 197.26% respectively as compared with that
[FIEA1E £197.26% ° of last year.

(5) RNANRIZHIESBE (SH) 5) The total paid-up capital of Xinhua Pharmaceutical
BR A A100%M% 31 #E 25 o (Shouguang) Company Limited is RMB230,000,000,
ZANTFBRWERN A ARIE and the Company holds 100% of its equity interest.
230,000F o T ERE 4 This subsidiary is mainly engaged in producing and
E HEtIER- E"201O selling chemical products. As at 31 December 2010,
F12A31H  Z AR EE the total assets of the subsidiary were approximately
BAR %392,229:1: I BT RMB392,229,000, equity attributable to shareholders
BEREZ A AR259,270 of the subsidiary was approximately RMB259,270,000.
T 20105 EEHREEIK In 2010, the operating income, the operating profit
ABAREES328353F T & and the profit after taxation of the subsidiary were
& EFE A AR 27,248 approximately RMB328,353,000, RMB27,248,000 and
T ERIFMEAEARE RMB22,510,000 respectively, representing an increase
22510F L WA - & of 139.03%, an increase of 120% and an increase of
2B EEMNEIREER 125.58% respectively as compared with that of last year.
Hi 3% £139.03% * 120% - The substantial increase was due to the continuous
125.58% @ IR AN T ER production of new products and the expansion of the
BAFEHERTEHRAL capacity of old products.

HE - EEMEETEIERK
(6) KNANTE B EHE KL (6) The registered capital of Zibo Xinhua Drug Store Chain

JEEHAERRF100%KE
AR EMEREA
R#¥2,000F &0 &% & &
BLFE AR EE R EERRE
{EEREBE - DR R
&ﬁuuﬁriwﬁ**“\%
BEEW LR TEE -
2010128318 - .MAM'@
EEBJ\E%%%%‘E 7
EEEEBARBL4174TF
0 2010F EEIRE E R A
BARBEBI72T T B E
FRIHIEKS8.03% @ B FF
BAARESIIT T BEF
B B T §42.92% @ SEFE T
BRNETERAAEEERAR
L EFRTER -

Company Limited is RMB2,000,000 and the Company
holds 100% of its equity interest. The main operations
of the subsidiary are the sale of traditional Chinese
medicine, prepared herbal medicine for decoction,
preparations, drugs for diagnosis, drugs for birth control,
medical devices, health foods and cosmetics. As at 31
December 2010, the total assets of the subsidiary were
approximately RMB9,835,000, and the equity attributable
to shareholders of the subsidiary was approximately
RMB4,174,000. In 2010, the operating income of
the subsidiary was approximately RMB25,372,000,
representing an increase of 8.03% as compared with
that of last year. The profit after taxation of the subsidiary
was RMB511,000, representing a decrease of 42.92%
as compared with that of last year. The main reason was
due to sale expenses increased.
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Report of the Board of Directors (continued)

Management Discussion and Analysis (continued)

2.

Operations and Results of subsidiaries of the Company
(continued)

")

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 2010,
the total assets of the subsidiary were approximately
RMB7,040,000, and the equity attributable to
shareholders of the subsidiary was approximately
RMBS3,168,000. In 2010, the operating income was
approximately RMB8,168,000, representing an increase
of 71.46% as compared with that of last year. Profit
after taxation of the subsidiary was approximately
RMB1,610,000. The substantial increase in operating
income and profit after tax was mainly due to the increase
in the income arising from labour work.

The registered capital of Shandong Xinhua
Pharmaceutical (Europe) GmbH is EUR769,000 and the
Company holds 65% of its equity interest. This subsidiary
is mainly engaged in the business of bulk pharmaceutical
intermediates. As at 31 December 2010, the total assets
of the subsidiary were approximately RMB28,375,000,
and the equity attributable to shareholders of the
subsidiary was approximately RMB10,276,000. In 2010,
the operating income and the profit after taxation of the
subsidiary were approximately RMB116,094,000 and
RMB4,509,000 respectively, representing an increase of
50 % and an increase of 229.81% as compared with that
of last year. The substantial increase in operating income
and profit after tax was mainly due to the continued
expansion in the business scale.

Total paid-up 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 sale. As
at 31 December 2010, the total assets of the subsidiary
were RMB20,000,000, and the equity attributable to
shareholders of the subsidiary was RMB20,000,000.
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Report of the Board of Directors (continued)

BEEHEMIESHR (&) Management Discussion and Analysis (continued)
3. BESEaERER 3. Use of Proceeds
ARRIR T —FNA=HIEEH On 3 September 2001, the Company raised an amount of
3,300% kAR (& B A& Iz R #5300 RMB370,517,000 from the issue and offer of 33,000,000 A
BER) EEEeFEAARK Shares (including the offer of 3,000,000 state-owned shares). As
370517 F .  HIF—E—ZTF+ = at 31 December 2010, a total of approximately RMB334,230,000
A=+—H HFRAEEELEL AR from the proceeds of the above issue of A Shares had been
#334,230F 7t + EEZRRUATIER : used in the following projects:
BERe 2010 TR EE
BAME EB#A RiRER -4 1047
BEEORETAER Total Investment Accumulated % of the total fsE
Name of project investment in 2010 investment investment Remark
ANRETFT AREFL AREFIL
RMB’000 RMB’000 RMB’000
BR R OREER 74,500 3,261 24,097 32.61% -
State-level technical centre
HEGMPHIEIER 80,000 - 80,206 100.28% =L
Injection workshop GMP renovation Completed
Wk R R E IR B 160,000 - 188,201 117.63% =T
Caffeine technical renovation Completed
L-350% i i B 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 3,261 362,431 -
Total
Bzt - Note:
1. S8 (GMP) i3 TE B S8 AR EY 1. The projected profit level of the injection GMP renovation project was
250 B 2 FFE B K not attained because of the effects of the drop in the drugs price.
2. MEER M SGEEE S EREE QD 2. The projected profit level of the caffeine technical renovation project
ERETHRASZE  REJNBHNE was not attained because of the effects of the drop in the price and
A the export tax rebate rate.
3. BxREFEMPOKEEE FETE 3. The main project of the renovation of the state-level technical center
B&TT - has been completed.
MARFEFEANEEESERNIET B The unused proceeds were deposited in banks and will be used
WRAEIREBEREA - in accordance with project commitments.

62 WERHFERERDERAF

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED



EFEITHRE

1. EREERN ARAEEgHEH
A/
M KRR ZZE—ZFMEAN

BERREFMEAHRENEE
EEFAREE HBAL/SE
HER=ZZE—ZTFMA+=
H A 5 B ) - BB
REETES - NABRELL -

ARAR-F—FFMA
“+NREARENRBHE
AEEFEECREN A
MAETBER - F—FEM
A=A Rt (BHFHHR) -

ERBRARES AR

3k -

RKARIRKR-_ZE—ZFTFt A
“+NBERQAREFMBHRE
NEEBEEEE/\keH A
BASTIBR -T—ZF+
B+ HhBAM(ESRBR)
ERBIABEES  ARQF
4Bk o

ZAN/NES] i Se e A S R
AAEERANAEBH-F

—EEF-REBERHRERS
HEAAETNER T —FF

NATAAHCE SRR -
EEABMXAEES AR A
Ep

ZIN/N —ZEFNA
_—f—EILA%ﬁ?%E%E‘E”Eﬁ
—E-TEHEF_ARBREESR

€ HBEAEHNER-F—
TEAA -+ ARH(ES

Ry  BEBIAERES
KRB o

KRBR_-_ZE—-ZEFNHA
“tHABREERARTAE
M_Z-—TEF-_RGEE
Eg HELETERZ-F
—EFEAA=THAMES
R BABXAEES -
AR R o

EEERE (A

Report of the Board of Directors (continued)

Working Report of the Board

1.

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

(1)

On 9 April 2010, the sixth meeting of the Sixth Board was
convened at the Company’s registered office, and the
results of the meeting were published in Securities Times
in the PRC, HKExnews and on the Company’s website
on 12 April 2010.

On 28 April 2010, the seventh meeting of the Sixth Board
was convened at the Company’s registered office, and
the results of the meeting were published in Securities
Times in the PRC, HKExnews and on the Company’s
website on 29 April 2010.

On 28 July 2010, the eighth meeting of the Sixth Board
was convened at the Company’s registered office, and
the results of the meeting were published in Securities
Times in the PRC, HKExnews and on the Company’s
website on 29 July 2010.

On 4 August 2010, the first extraordinary Board meeting
of 2010 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 5 August 2010.

On 20 September 2010, the second extraordinary
Board meeting of 2010 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 21 September 2010.

On 29 September 2010, the third extraordinary Board
meeting of 2010 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 30 September 2010.
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Working Report of the Board (continued)

1. During the year, the Board of Directors passed resolutions on
eight occasions: (continued)

(7) On 28 October 2010, the ninth meeting of the Sixth
Board was convened at the Company’s registered
office, and the results of the meeting were published
in Securities Times in the PRC, HKExnews and on the
Company’s website on 29 October 2010.

8) On 30 December 2010, the fourth extraordinary Board
meeting of 2010 was convened by way of written
resolutions, and the results of the meeting were published
in Securities Times in the PRC, HKExnews and on the
Company’s website on 31 December 2010.

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

The dividend for 2009 of the Company was distributed by the
end of August 2010.

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 2010 were all the directors of the Company. For details, please
refer to note 17 to the Accounts prepared in accordance with the
HKGAAP.
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Report of the Board of Directors (continued)

Directors’ and Supervisors’ Rights to Acquire
Shares

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

Service Contracts of Directors and Supervisors

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

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

Management Contracts

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

Directors’ and Supervisors’ Interests in Contracts

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

Accounts

The Group’s results for the year ended 31 December 2010 and the
financial position of the Group and the Company as at 31 December
2010 prepared in accordance with HKGAAP and PRC accounting
standards are set out in section headed “ACCOUNTS PREPARED
IN ACCORDANCE WITH HONG KONG GENERALLY ACCEPTED
ACCOUNTING PRINCIPALS” and “ACCOUNTS PREPARED IN
ACCORDANCE WITH PRC ACCOUNTING STANDARDS”.

Financial Summary

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

In accordance with PRC accounting standards, the Group recorded a net
profit of approximately RMB97,257,000 for the year ended 31 December
2010, 10% of net profit of the Company was transferred to the statutory
surplus reserves amounting to approximately RMB6,548,000. The Board
has recommended to distribute a final dividend at RMBO0.5 per 10 shares
subject to the approval of the shareholders of the following 2010 annual
general meeting of the Company (equivalent to approximately HK$0.59,
tax inclusive) on 307,312,830 A Shares and 150,000,000 H Shares in
issue, which is aggregated to be approximately RMB22,866,000. The
above recommendation will be submitted to the 2010 Annual General
Meeting of the Company for approval.

Principal Activities and Geographical Analysis of
Operations

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

Changes in Share Capital and Shareholders

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

Reserves

Movements in the reserves of the Group and the Company during the
year 2009 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 year 2010 are set out in note 19 to the Accounts
prepared in accordance with the HKGAAP, and note 8.11 to the
Accounts prepared in accordance with PRC accounting standards.

Bank Loans and Other Borrowings

Particulars of bank loans and other borrowings of the Group and
the Company as at 31 December 2010 are set out in note 34 to the
Accounts prepared in accordance with the HKGAAP, and notes 8.16,
8.25 and 8.27 to the Accounts prepared in accordance with the PRC
accounting standards.

Interest Capitalised

During the year, no interest was capitalised in respect of loans borrowed
by the Group and the Company for financing its construction-in-
progress.
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Report of the Board of Directors (continued)

Staff Quarters

The Group did not sell any staff quarters to its employees during the
year ended 31 December 2010 but was required to contribute 8% of
the basic wages of the Group’s staff to the accommodation scheme
managed by the Shandong Province Zibo Municipal Finance Bureau
in accordance with the relevant regulations implemented by the PRC
government authorities since 1 January 1998. For the year ended 31
December 2010, contributions to the accommodation scheme made by
the Group in this respect amounted to approximately RMB7,664,000.

Staff Basic Medical Insurance

Pursuant to the Plan for Implementation of Basic Medical Insurance
System for Urban Employees promulgated by the Shandong Provincial
Government and the Schedule for Establishment of Medical Insurance
System for Urban Employees implemented by Zibo Municipal
Government, the Company joined the above-mentioned Medical
Insurance System for Urban Employees in December 2004. For the year
ended 31 December 2010, the total contribution of the Group to the
staff basic medical insurance was approximately RMB9,096,000.

Preferential Tax Treatment

According to the formal notice (Code Guo Ke Fa Huo No. (2009) 12)
issued by the Department of Science and Technology of Shandong
Province, Shandong Province Finance Bureau, National Taxation
Bureau of Shandong and Local Taxation Bureau of Shandong Province,
stating that the Company is recognised as a new and high technology
enterprise, the recognition will be valid for three years, from 2008 to
2010. According to the Law of the People’s Republic of China on
Enterprise Income Tax, the income tax to be levied on the Company will
be 15% from the award of the recognition.

Designated Deposits

For the year ended 31 December 2010, 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 2010 are set out in the
section headed “IMPORTANT ISSUES”.
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Major Customers and Suppliers

The percentages of purchases and sales attributable to the Group’s five
largest suppliers and five largest customers were 17.80% and 17.21%
of the Group’s total purchases and total sales, respectively, for the year
ended 31 December 2010.

The percentages of purchases and sales attributable to the Group’s
largest supplier and largest customer were 6.03% and 5.17% of the
Group’s total purchases and total sales, respectively, for the year ended
31 December 2010.

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 2010, neither the Company nor
any of its subsidiaries had redeemed, purchased or sold any of the
Company’s listed securities.

Pre-emptive Rights

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

Retirement Scheme Arrangements

The Group participates in the State Social Retirement Scheme (the
“Scheme”) and pays the insurance premium in accordance with the
particular regulation issued by the local municipal government whereby
it is required to make an annual contribution of 21% 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 2010, the total contribution of the
Group to the Scheme was approximately RMB29,564,000.
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Report of the Board of Directors (continued)

Connected Transactions

Significant connected transactions carried out in the normal course of

BALTZSWENT : the Group’s business are summarised as follows:
—E-2 —ETh
2010 2009
ARBFT AREFT
RMB’000 RMB’000
HEEREAFIIRNERESE With immediate holding company Shandong Xinhua
FREEATRAMEAT Pharmaceutical Group Company Limited
and its subsidiaries
— HEK T RER — Sale of water, electricity, steam and waste materials 10,824 10,258
— RERME — Purchase of raw materials 64,408 84,802
— YNBEEHFAFE — Payment of annual trademark licence fee 1,100 1,100
— A& WA — Rental income - 134
— R BERA — Design fee income 5 50
— ERRAZMBATZBEZRERE — Imparment losses on amounts due
from fellow subsidiaries 12,474 —
—HexH — Rental expense 500 500
— KRB A REIIMER 2R E — Consideration for acquisition of additional
interests in subsidiaries - 636
HEELR With associates
—HEK-E A — Sale of water, electricity, steam 656 —
— REEMH — Purchase of raw materials 29 6,127
— R BRA — Design fee income - 11
HEZRRERRE With non-controlling interest shareholders
— HELBRNERCTRE — Sale of bulk pharmaceuticals and chemical raw materials 130,031 144,926
— FBELITRE — Purchase of chemical raw materials 838 514

AAREF(BEBIYERNTES) BR
MRS TIRBEEBBIEPET - BIRB
— RS AEFERK A - 20094 E FM2010F
ERBABBARABRRERSHENTE
BB -

ARRGZBEMCEEREEESAMAE
B B B B LR R IS E R 530005 [ &
BRREHBEMBEMUIIZZRBEZE IR
EZEERGOMAEEMN(EBHB)E
TAOSR TN E R LR APl BRI ER
ZEVREEN K | RMERNEENFAERMER
5 o ZBEDE R IE £ AR RIS 14A.38(F H &
EREBLLMF  HHHAYAEECDEKE
MBERZ SR EIRNMEET o — 00 EE K
MEIRS R G BB AT -

In the opinion of the Directors (including the Independent Non-Executive
Directors), the above transactions were carried out in the ordinary and
usual course of the Group’s business and on normal commercial terms.
The aggregate amount of the above transactions for each of the years
2009 and 2010 did not exceed the annual cap approved in the general
meeting of the Company.

The Company’s auditor was engaged to report on the Group’s
continuing connected transactions in accordance with 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 Hong Kong Stock Exchange.
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Connected Transactions (continued)

(1)

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

In relation to the SXPGC Agreement, the annual cap for the
Company and/or its subsidiaries purchasing certain products and
services from SXPGC and/or its subsidiaries for the year 2010 is
RMB200,000,000 and the annual cap for the Company selling
certain products to SXPGC and/or its subsidiaries for the year
2010 is RMB31,000,000.

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 2010 was
RMB64,408,000. 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 2010 was RMB10,824,000.

SXPGC holds and owns 36.31% 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

i I bt EEBHEBE THR transactions under the SXPGC Agreement constitute continuing
SERFERERS - connected transactions.
g EiFERES S - AT ER In relation to the above continuing connected transaction, the

mwimﬂ%ﬁﬁﬁ N

R1996%F12A7H » AR AR E &£
BETEEERERE (BERFE

Company issued an announcement on 28 October 2009.

On 7 December 1996, SXPGC granted the Company the
exclusive right to use the Trademark (the “Trademark Licence

Wl REREEBERRFPEK Agreement”) for its existing and future products in and outside
BIINNER TRZEE &€ the PRC at an initial annual fee of RMB600,000 increasing in

&5 AR ¥600,0000T  EREBFIE
# A R#100,0007C c EEFBEF
A R #1,100,0007c &) EBR » th 1B F
B 54+ £ AR ¥1,100,0007T H) 7K
FEEEEHUBRKLEAL -

AN F BRI IZ R A] sk L 472010
F= NR#1,100,000THEIZEE -

MEEERARANBEAL -
o AERFAHERTNZHEK
FEMERS °

BMEFEEERS - ARBER
20094108288 ELH A% -

the rate of an extra RMB100,000 per year until the annual fee
reaches the cap of RMB1,100,000. Thereafter, the annual fee
shall remain at the level of RMB1,100,000 until the agreement is
terminated.

The Company paid the 2010 annual fee of RMB1,100,000 in
accordance with the Trademark Licence Agreement.

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

In relation to the above continuing connected transaction, the
Company issued an announcement on 28 October 2009.
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Report of the Board of Directors (continued)

Connected Transactions (continued)

©)

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

The annual cap for 2010 under the Eastwest Agreement is
RMB15,000,000.

The actual amount incurred in 2010 under the Eastwest
Agreement was RMB6,295,000.

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

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

On 7 October 2008, the Company and L. Perrigo Company (“L.
Perrigo”) entered into an agreement in relation to the Company
supplying pharmaceutical products to L. Perrigo and its affiliates
for a period of two years from 1 January 2008 to 31 December
2009 (“Perrigo Agreement”). The Perrigo Agreement was
automatically renewable for a term of one year unless terminated
on six months’ written notice.

The annual cap for the Perrigo Agreement for 2010 is
RMB88,000,000.

The actual amount incurred in 2010 under the Perrigo Agreement
was RMB19,285,000.

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 23 October 2008.
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Report of the Board of Directors (continued)
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Connected Transactions (continued)

)

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.

The 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 2010 was RMB104,451,000.

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

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

The annual caps for 2011, 2012 and 2013 under the
Perrigo Agreement RMB60,000,000, RMB65,000,000 and
RMB70,000,000 respectively.

In relation to the above continuing connected transactions, the
Company issued an announcement on 28 October 2010.

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 defined by Chapter 14A of the Listing
Rules. All the transactions mentioned in this section were
connected transactions or continuing connected transactions
defined by Chapter 14A of the Listing Rules.
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Report of the Board of Directors (continued)

% B 6h Auditors
AR NAEBRFERRBRES L BREN The accounts of the Company and the Group for this year prepared in
Z2estRARTEe £GHMNKERD accordance with HKGAAP and PRC accounting standards have been

SRIAEXFMN(FE) @t EBBEAER audited by SHINEWING (HK) CPA Limited and ShineWing, Certified
NA (BB ESE) FME kP ME T Public Accountant, PRC respectively.
EFB(PREEMEER) B -

KANFEBR - ZE—FBFEMNART - The Company intends to re-appoint SHINEWING (HK) CPA Limited and
—EFERAFREAS FEHEEExKED ShineWing Certified Public Accountant as international auditors and PRC
FM(EE) S EBAERARMEKF auditors of the Company respectively for the year 2011 at the annual
MEeHMEBASAELARAG T ——4& general meeting for the year 2010 to be held in 2011,

[ B R A o B 4% BRAT o

AREEGMm By order of the Board
RACE Zhang Daiming
EELR Chairman

P e LR e JiS1E Zibo, Shandong, PRC
—T——F=ATNH 18 March 2011

WRHERERGBRAT 73

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED



EEE®mE

Report of The Supervisory Committee

BURE - To All Shareholders,

—EEFEE ARANESEETEKERK In 2010, all the members of the supervisory committee of the Company

B(hEARLMBEAQRE) - KAFCAA (the “Supervisory Committee”) actively performed their tasks in protecting

SRIMEBEAEREIENBEEMESR B the interests of the Company and its shareholders in accordance with

FEERE REETAFEERE THXER the requirements of the Company Law of the PRC, the Company’s

B REERAQFRARRNSEGMFR articles of association (the “Articles of Association”) and the relevant

Itk PRC laws and regulations. The Supervisory Committee also performed
the various duties assigned to it by the Articles of Association in an
active, diligent and faithful manner.

AEEESEL4HERAN The Supervisory Committee convened five meetings this year:
ZE-FTFEHAAAERABAEMEBHEN The sixth meeting of the Sixth Supervisory Committee was convened at
[BEEEENNEHE  EERNO TR the Company’s registered office on 9 April 2010, in which the following

resolutions were passed:

) ERBR_TTNFEESEWMSE (1) To approve the report of the Supervisory Committee for the year
2009;
2) EFZRB_TTNEERERES 2) To approve the annual report and announcement of results for
N the year 20009;
®) BERRAA—TEENFELETONE () To approve the audited accounts of the Company for the year
& 2009;
4) EZUNZEMAIREERBEER (4) To approve the resolution in respect of the provisions for
REE diminution in value of assets and treatment of related losses;
(5) ERBB_TTNFENEEES (5) To approve the proposal in respect of the estimate of continuing
ﬁﬁﬁ ERFEER S connected transactions and the use of funds for the year 2009;
6) ERBBT ZEZENFE RIS 6) To approve the report of self-evaluation of the Company’s
MERTERS internal control for the year 2009;

@) EZRBRETAELEBERR 7 To approve the nomination of Mr. Li Tianzhong as the Supervisor
BARER - candidate of the Company.

—E-ZEFNA=-Z+N\HERAREHAAH On 28 April 2010, the seventh meeting of the Sixth Supervisory
EREEFEFELRGR FFBB_T— Committee was convened at the Company’s registered office to approve
TFEE—FTERENZR - the first quarterly report of 2010.

74 WERHFERERDERAF

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED



FRAEEEEE)/\REFH TEERBBT
AR —_Z-TFYFERES  FABE_F
—TEXFEEHEITINER °

TR -EFEAA-THERREMRAMRE
NEEEEFNREGHE BEFRBELE
EARREEELE -

TR -EE+ A+ NBERREMARR
FANEEFEETRER FHRB_FT—
TEE_FEREVHEER -

AEFEEAFEIFEARTAESEEH
BARFREEEMERLERRRABZELN
BRERIER ERERARER  ZENA
AARMERATSIARZEN A RRAE
SEREBNEE - RA/RAIEMEEETT
BIE -

AEFERRERAARRE-—REEESE
B ABRGEIR ATHR — B REEMEL
MEEX SR FARE -

AEFENTRETERE 2EAREHLE
MTEESREIANARNBRAFRG 2H
BWwEk BEFENTHERES  UAERLE
B —E-ZFERBREEERREARFDN
FAEARR A Z KR -

EZFEANRNAFEBEMERNFRESR -

EEEEW
EFETE
FXE

RN R
—=——F=A+/NA

EEe®Rs (#)

Report of The Supervisory Committee (continued)

On 28 July 2010, the eighth meeting of the Sixth Supervisory Committee
was convened at the Company’s registered office to approve the 2010
interim report of the Company and the connected transactions for the
first half of 2010.

On 20 September 2010, the ninth meeting of the Sixth Supervisory
Committee was convened at the Company’s registered office to elect
Mr. Li Tianzhong as the Chairman of the Supervisory Committee of the
Company.

On 28 October 2010, the tenth meeting of the Sixth Supervisory
Committee was convened at the Company’s registered office to approve
the third quarterly report of 2010.

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
2010 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 2010 reflects the true financial position
and results of the Company.

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
18 March 2011
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Important Issues

AR EBHARNEFE Y R FE 1. The Group was not involved in any material litigation or arbitration
AN BN ERFR - PEEE- and no material litigation or arbitration is pending or threatened

or was made against the Group during the reporting period.

AATFEHNEEAKERLEE 2. During the reporting period, there were no material acquisitions
BE - WikaptEE- and sales of assets, nor any material acquisitions and mergers.
RBERHANRDREEE - & B - 3. In the reporting period, there was no trust, subcontract or lease
HEEMRAREESEMARTEE of assets between the Company and other companies.

- HEARAEESEE-

AREPHR AR EEMERE 4. During the reporting period of the annual report, there was no

RERBITTENERER - other material guarantee provided by the Company nor had

any material guarantee provided by the Company not been fully
performed.

RANBREEZTIEMWAETRSE 5. The Company did not appoint any custodian for the management

EEHEEIR- of funds.

Bz —_E-EFE+-_A=+—81 6. None of the Company, the Directors and the Senior Officers has

FER ARA-ARAEEES been penalised by any PRC authorities during the year ended 31

REBABYEIINEEHFIED December 2010.

RIfEMR

AN TS EARE% LA |+ A% 3R 4 R AR 7. The Company or its shareholders holding more than 5% of

EIE : shares of the Company, have disclosed undertakings:

(1) EEB A EREEI] (1) SXPGC undertook that between the 36th month and
REBERHDES T REEZ 48th month since the listing of the non-tradable shares
HiBFE36EAEE48EAR - of the Company, it shall not sell any of its A shares of
MBHEEB @B R FA the Company on the SZSE at a price less than RMB4.8
XEMBBRTSHETRES per share, (such price will be on an ex-rights basis if
BARR - HEBBRTMERAR there is any declaration of dividends, bonus issues or
#4.87T - BUATERBAR T 5 capitalisation of capital reserve between the day of
#E 8 % R = B AN EE I AT30 implementation of the share reform of the Company
B [EraE gl s | AR E 1T 15 U and sale of the shares by SXPGC) which is 150% of the
BEMNISO% (EEREDE average of the closing prices of the listed A shares as
REFRERZABELE quoted on the SZSE in the thirty (30) trading days prior to
BHEEERE &®/K & the date of issuing the relevant notice of the shareholders’
AREEEERHERES meeting. Should SXPGC breach any of the provisions of
TH EHZERETRER this undertaking in the sale of its shares, the proceeds
B) cHELBUIREERZ resulting from such sale shall be owned by the Company.
ERENELRS BEHESR
eI ERBME -

) 7 EE & B K 8200651 A1 @) SXPGC guaranteed not to use any funds of the Company
HiE THIELEEERAR for non-business reasons starting from 1 January 2006.
RAIESE °

BER 5 R B & st 2 AR S &Y 8. The related party transactions are as set out in the Note 9 to

MR B MIREN - the Accounts prepared in accordance with PRC accounting

standards.

ARER - ANA A KRAREETIR 9. During the reporting period, the Company did not provide funds

HES OARBELEBETRARF
REEZHER -

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

/0
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Important Issues (continued)

10, ZEE 10.  Auditors

ERRSm R EFMBERFRIAR
SRR E | [ BEN NS | — & -

The auditors of the Company and respective remuneration
of auditors are set out in the section headed “Auditors’
remuneration” disclosed in the “CORPORATE GOVERNANCE
REPORT”.

Information about holding other listed companies (RMB)

1. BAEMLETARBREBR(ARE 11.
7T

)
RENREE
- gEoes
NERELE 12 3:4: ) MXEREE Change of
BHEE Initial  Proportion of Book value HERIRE  shareholder’s
BHEKB Abbreviated investment equity interest of end of Profit/loss equity of
Stock Code Name amount in investee this period  of this period this period
601601 FEIRR 7,000,000.00 0.06% 114,500,000.00 1,500,000.00  (13,600,000.00)
China Pacific Insurance
601328 RBIRTT 14,225,318.00 0.02%  40,946,560.00 1,494,400.00 (28,916,640.00)
BANKCOMM
Bt 21,225,318.00 — 155,446,560.00  2,994,400.00 (42,516,640.00)
Total
12, WREHEFHAW EE HIHEE 12.  Information of reception research, communication and interview
EE R
RRNIBEAZTREHNEH
3eded ) BRHNE BHHX Efls Main content of the discussion
Reception time Reception location  Reception method  Reception objects  and the information provided
2010%5A8118 REERM B iR EBNLRE TRARAELERER
11 May 2010 Office address Field study Hong Kong VL Understand the production and
of the Company Asset etc. operation of the Company
2010%5A138 REMEA it EES TRAREELERR
13 May 2010 Office address Field study Changxin Fund etc.  Understand the production and
of the Company operation of the Company
201048 A18H REEA iR EREF TRARERERRERMRE
18 August 2010 Office address Field study GF Securities Understand the basic information and
of the Company the prospect of the
Company ' s development
201097250 RAEA it R FHEES TERAREABERRERRAE
25 September 2010 Office address Field study First Capital Securities Understand the basic information and
of the Company the prospect of the
Company s development
2010%11A108 RAEAT B BT HEES TRAREABERRERRAE
10 November 2010 Office address Field study Industrial Securities ~ Understand the basic information and
of the Company the prospect of the
Company s development
2010F12F28H DR Bt El#0E & TRARAEABERRERAE
28 December 2010 Office address Field study Guodu Securities Understand the basic information and
of the Company the prospect of the

Company s development
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Important Issues (continued)

13. AR =ZFREDLIBN 13. Cash dividends of the Company in the past three years
SHERDPE e HEE
BRBAT HEBREAT
FrE&ERBHE REENEFA
(RPEEMERER) (RPESHERNER) OIS
(%)
Profit attributable As % of Profit
to the equity attributable to the
holders of equity holders
the Company in of the Company
consolidated in consolidated
BHenfieE statements statements
(&) (prepared in (prepared in
Amounts accordance with accordance with
(including PRC accounting PRC accounting
income tax) standards) standards)

(AR#T) (AE#T)

RMB RMB %
2009 22,865,641.50 102,244,346.19 22.36
2008 13,719,384.90 33,965,477.41 40.39
2007 13,719,384.90 32,723,034.60 41.93

14, EERIERTE SR AR 2 7 (WELL 14, From 14 January 2010 to 11 February 2010, a subsidiary of

BRING LTD - &%) 8201061714 HHGC, Well Bring Limited (4 # % & A A]) purchased 6,200,000
HZE2010F2811HBBEEFBHET H shares of the Company via the trading system of the Stock
SHERATIRXR S RGHE AHES Exchange of Hong Kong Limited, representing approximately
ZEHA%6,200,0000% » 15 37 H 25 2 3% 4.13% of the H Shares of the Company and approximately
1THRE H94.13% » {5 #FTE & 25 2 3 17 1.36% of the total share capital of the Company. Particulars of
BRI H91.36% ° (FF R B BB AT above were published on the HKExnews and in the Securities
WFEH N2010F2 A24H (B AR R) Times B3 on 24 February 2010.

B3hx)
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Hong Kong Independent Auditor’s Report

SHINEWING (HK) CPA Limited

43/F., The Lee Gardens,
33 Hysan Avenue,

A A B 339 R 431 causeway Bay, Hong Kong

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 81
to 173, which comprise the consolidated statement of financial position
as at 31 December 2010, 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 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 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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Hong Kong Independent Auditor’s Report (continued)
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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,
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 2010 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

Lo Wa Kei

Practising Certificate Number: P0O3427

Hong Kong
18 March 2011
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Prepared under Hong Kong Generally Accepted Accounting Principles

BE-S-SF+-A=t-ALEFE
For The Year Ended 31 December 2010

ma R

Consolidated Income Statement

g§E_=T—ZTF BEZZTNGF
+=-—A=+—H +=-—A=+—H
ILEE IEFE
Year ended Year ended
31/12/2010 31/12/2009
BraE AR¥TFiT AR FoT
NOTES RMB’000 RMB’000
2XE Revenue 5 2,589,447 2,295,101
$HE KA Cost of sales (2,108,507) (1,849,738)
EF Gross profit 480,940 445,363
& W Investment income 7 5,625 4,928
Hfth Y 2 Other income 8 21,019 7,437
HE bl zs M E 1B Other gains and losses 9 (20,642) (16,700)
DHENEEER Distribution and selling expenses (145,900) (133,713)
EEER Administrative expenses (183,689) (162,845)
M%ER Finance costs 10 (17,892) (19,378)
HEMER Other expenses (15,754) (13,616)
FE AL B & A B0 Share of profits of associates 23 5,260 4,912
R B4 A& Profit before tax 128,967 116,388
Fri5#i & A Income tax expense 11 (22,159) (13,008)
FERHM Profit for the year 12 106,808 103,380
UTEHEEEEERT - Profit for the year attributable to :
KRNBFAEA Owners of the Company 101,299 99,687
FEVERR HE = Non-controlling interests 5,509 3,693
106,808 103,380
SREH — BEXREE Earnings per share
— basic and diluted 14 RMBO0.222 RMBO0.218
WRFEREROGERAT
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; ; BE-T-TF+-A=t+-ALEE
Consolidated Statement Of Comprehensive Income P e N o] 68, et A

BE-F-BE BE-FIAF
+=A=+—H  +=A=+-A

L E IFFE
Year ended Year ended
31/12/2010 31/12/2009
Bt ARETFiT ARETFT
NOTE RMB’000 RMB’000
FERT Profit for the year 106,808 103,380
HthemE (BA) Ka Other comprehensive
(expense) income:
BINEBREEEZ Exchange differences arising on
PE 5 translation of a foreign operation (924) (46)
AIHHEZREEE Y Fair value (loss) gain arising on
ARE(EE) s available-for-sale investments (42,432) 107,398
RAHfEE 2 IRELEE Reclassification adjustments for the
BETAE=EZ cumulative gains included
Rt R IEEF D EAE in profit or loss upon disposal of
available-for-sale investments (54) —
HHEMEEBSSEER Income tax relating to components
EBZAER of other comprehensive income 37 6,373 (16,140)
FERRAREHM Other comprehensive (expense)
2E(BEA) K& income for the year, net of tax (37,037) 91,212
FEZEKSVET Total comprehensive income
for the year 69,771 194,592
DTEEEGE2E Total comprehensive income
W ¥8 e - attributable to:
ViN/NETI P =N Owners of the Company 64,585 190,848
e AR = Non-controlling interests 5,186 3,744
69,771 194,592
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R-ZB—2BE+-A=+—H

As At 31 December 2010

e I AR R

Consolidated Statement Of Financial Position

—E-ZF+ZH ZETAE+TZA
=+—H =+-8
31/12/2010 31/12/2009
BraE AR¥TFiT ARETFT
NOTES RMB’000 RMB’000
ERBEE Non-current assets
1l Technical know-how 18 - 117
ME  BENMKE Property, plant and equipment 19 1,007,323 963,747
EETR Construction in progress 20 120,261 134,356
TR Prepaid lease payments
B HEERE on land use rights 21 222,703 193,915
KB Investment properties 22 35,707 36,694
i NS Tk Interest in an associate 23 16,620 14,360
AHEEZRE Available-for-sale investments 24 158,646 201,596
BEEFETREE Deferred tax assets 37 3,418 3,044
FE [ EEER - b (A R Prepayments for acquisition
2 FIE of land use 9,652 —
1,574,330 1,547,829
N E Current assets
eS| Inventories 25 401,543 344,220
FEUWBE R R H b fEUG FXIE  Trade and other receivables 26 375,963 314,353
T AR Prepaid lease payments
AR ERIE on land use rights 21 5,741 4,070
R E IR QRN Amount due from immediate
holding company 27 - 8,465
FE WL [R KBS /B8~ Bl 3R TE Amounts due from fellow
subsidiaries 28 37 —
U & Tax recoverable 1,289 142
BEMBITER Pledged bank deposits 30 35,980 37,496
RITEFIRB L& Bank balances and cash 31 368,070 364,398
1,188,623 1,073,144
T AEGEHEZEE Assets classified as held for sale 32 9,646 15,390
1,198,269 1,088,534
mEAR Current liabilities
R BRR R A J?séﬁ %I  Trade and other payables 33 503,914 491,698
ESIEEINIERN Amounts due to fellow subsidiaries 28 6,087 —
FETHE 2N A /TJ\IE Amount due to an associate 29 2 498
e & Tax payable 3,061 7,069
B® Borrowings 34 200,000 124,024
713,064 623,289
IWRHFERNERDERAT
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Prepared under Hong Kong Generally Accepted Accounting Principles
Consolidated Statement Of Financial Position (continued) R=—Z2-ZFF+=-A=+—8
As At 31 December 2010

—E-Z2F+ZRH ZEZETNF+ZA

=+-8 =+-8
31/12/2010 31/12/2009
BraE AR&TT ARETFT
NOTES RMB’000 RMB’000
wmy|AFLEEE Liabilities associated with assets
EBENaE classified as held for sale 32 1,166 -
714,230 623,289
REEERH Net current assets 484,039 465,245
HEERTDER Total assets less current liabilities 2,058,369 2,013,074
BEF Capital and reserves
A& A< Share capital 36 457,313 457,313
HE Reserves 1,206,043 1,164,324
R R EIRR B Proposed final dividend 22,866 22,866
RAFIFTA ANELHER Equity attributable to owners of
the Company 1,686,222 1,644,503
FEIE R HE = Non-controlling interests 38,010 36,318
HEs Total equity
1,724,232 1,680,821
FRDEMR Non-current liabilities
EIEEHRAaE Deferred tax liabilities 37 2,871 11,597
B3 Borrowings 34 275,528 270,000
EEWA Deferred income 38 55,738 50,656
334,137 332,253
2,058,369 2,013,074
F1IHEEFI7T3EZHFAVEBEREN = The consolidated financial statements on pages 81 to 173 were
——F=At/\BRESeHEREED approved and authorised for issue by the board of directors on 18
# WU TATRARZ March 2011 and are signed on its behalf by :
R HBaE Zhang Daiming Zhao Songguo
EF EZE Director Director
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BE-Z-ZF+-A=+—RALFE ; ;
e Ve e Do 200 Consolidated Statement Of Changes In Equity

LV PN: U
Attributable to owners of the Company
RE WftiHeEz
Bx BREARE RFoRe REEE ERRHE RERR  RtEFE ERGF RERY REGE #it FnRREs it
Available-
Asset  for-sale Non-
Share Share Capital  Reserve revaluation investment Other Exchange  Retained  Dividend controlling
capital  premium reserve funds reserve reserve reserve reserve  earnings reserve Total interests Total

ARBTL ARBTT ARBTT ARRTT ARETT ARETT ARETE ARETE ARETE ARETL ARETEL ARETT ARETZ
RMBO0D  AMBO00  RMB'O00  AMB'O00  RMB'O00  RMB'O00  RMB'000  RMB'000  RMB'0O0  AMBIO0O ~ AMBO00  RMB'000  AMB'000

(i) (Wi#p)  (Witc) (Hizta)
(Note b) (Note b) (Note c) (Note a)

RZZZNF-A-H
At 1 January 2009 457,313 466,618 78,642 167,428 25,850 58,943 (359) 437 197,943 13,719 1,466,534 33,746 1,500,280

FEEMNELE
Total comprehensive
income for the year - - - - - 91,258 - (97) 99,687 - 190,848 3,744 194,592

WENRENERRZ

MRS (Wita1)
Acquisition of additional

interests in two subsidiaries

(Note 41) - - - - - - (143) - - - (143) (493) (636)
AFERERRTIE

(Hiztaz)
Capital injected by

a non-controling interest

shareholder (Note 42) - - - - - - 983 - - - 983 1,449 2,432
EELS
Transfer from

retained eamings - - - 9,889 - - - - (9,889) - - - -
R FIEERER

BEZRE
Dividends paid to

non-controlling interest

shareholders - - - - - - - - - - - 2,128) (2,128)
BARDELRE (H213)
Dividends recognised

as distribution (Note 13) - - - - - - - - - (13,719) (13,719) - (13,719)
BE-ZTNE

KERE (H:213)
Proposed final 2009

dividends (Note 13) - - - - - - - - (22,866) 22,866 - - -
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Consolidated Statement Of Changes In Equity (continued) BE-_Z-ZF+_A=+—HLEFE

For The Year Ended 31 December 2010

LV PN: U
Attributable to owners of the Company
RE WfiHEe
Bx BRARE RFoRe REEE ERRHE RERA  RtEFE ERHF RERY  REGE #it FRRER oy
Available-
Asset  for-sale Non-
Share Share Capital  Reserve revaluation investment Other Exchange  Retained  Dividend controlling
capital  premium reserve funds reserve reserve reserve reserve  earnings reserve Total interests Total

NEBTFT NREFT NEBTT NEETT ANRETT ANRETT AEETT ANRETT ARETI AREFT ANEEFT AREFT ARETT
RMB'000  RMB'000  RMB'000  RMB'000  RMB'000  RMB'000  RMB'000  RMB'000 ~ RMB'000  RMB'000  RMB'000  RMB'000  RMB'000
(i) (Wi#p) (Wit (Hizta)
(Note b) (Note b) (Note c) (Note a)

RZZZNE
+-A=+-H
At 31 December 2009 457,313 466,618 78,642 177,317 25,850 150,201 481 340 264,875 22,866 1,644,508 36,318 1,680,821

FEEMNELE
Total comprehensive
income for the year - - - - - (36,113) - (601) 101,299 - 64,585 5,186 69,771

EEREEN
Transfer from

retained eamings - - - 6,548 - - - - (6,548) - - - -
KN TR

REZRE
Dividends paid to

non-controlling interest

shareholders - - - - - - - - - - - (3,494) (3,494)
BARD LIRS (H72£13)
Dividends recognised

as distribution (Note 13) - - - - - - - - - (22,866) (22,866)
BER-Z-%F

KBRS (Hit13)
Proposed final 2010

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

(22,866)

RZZ-%F
+-A=t-H
At 31 December 2010 457,313 466,618 78,642 183,865 25,850 114,088 481 (261) 336,760 22,866 1,686,222 38,010 1,724,232
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Prepared under Hong Kong Generally Accepted Accounting Principles

BE-Z-FF+-A=t-HALFE
For The Year Ended 31 December 2010

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

M FREE

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

(©) BREERRRERRGBBZE
BESHLEE R
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BTREER - BARELIREEARA
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HAERERTRARAZE - BETEAH
ERBARTRE RRMEERREMARE
PR A

REERSER(A)

Consolidated Statement Of Changes In Equity (continued)

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

(1) make up accumulated losses;

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

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

(4) distribute dividends to shareholders.

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

Share premium account and capital reserve

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

HEED (©) Reserve funds

FEBBRLOES gFEERLES #it

Statutory surplus Discretionary
reserve surplus reserve Total

(H1723) (Ht &)

(note (i) (note (i)
ARBFT ARKFT AREFT
RMB’000 RMB’000 RMB’000
RZZTZANF—A—AH At 1 January 2009 105,882 61,546 167,428
EEHREAN Transfer from retained earnings 9,889 - 9,889
RZTZAF+=ZA=+—H At 31 December 2009 115,771 61,546 177,317
EEHREAN Transfer from retained earnings 6,548 - 6,548
R-ZZ—ZF+=-A=+—H At31 December 2010 122,319 61,546 183,865
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Consolidated Statement Of Changes In Equity (continued)

Biat : (#)
© HRER () (©
0] EEBEBATRE (i)

AEBSFARRTEATRR
Z B B & T (0 4 AR P B o A
AREZEXTERBERMER) Z
10% HEREEFRHRAES  H
EREBESEMBAN0% - %2
B ARBERENESEEZER
SIEINARAS © BR A ER A E RS -
EAEMBETEERAESHE
ER M E AR Z225% -

(ii) ITEABIES (i

EEBHLAEEEEFANPTIRE
M2 - FERRRBEKRE L4t
R RTRSAARRIERDE
EZBERREBMEAR - mAEEE
HZ EREB VAL BRRRBRRA
g LHE -

(d) Hit i (d)
HifEEIEEFERRRKERBLRREE

EZENREZAAERBEIEZETFE
EZEREERZZHE -

REEBEERMN ST REGER

Prepared under Hong Kong Generally Accepted Accounting Principles
BE-Z-ZTF+-A=t+-HILFE

For The Year Ended 31 December 2010

Notes : (Continued)

Reserve funds (Continued)

Statutory surplus reserve

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

Discretionary surplus reserve

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

Other reserve

Other reserves represent the difference between the fair value of the
consideration paid and the relevant share of carrying value of the subsidiaries’
net assets acquired from the non-controlling interest shareholders.
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For The Year Ended 31 December 2010

RERERER

Consolidated Statement Of Cash Flows

BE—ZE—Z5F HE-_ZTAF
+=-RAR=+—H +=—A=+—H
ILEE EFE
Year ended Year ended
31/12/2010 31/12/2009
ARTFT ARETFT
RMB’000 RMB’000
BEIH OPERATING ACTIVITIES
A& Profit before tax 128,967 116,388
FE Adjustments for:
TH A Amortisation of prepaid lease payments

TE & SR IE on land use rights 5,741 4,070
5 1y 8 8 Amortisation of technical know-how 117 675
mE - BER&EER Depreciation for property, plant and

BEWMEZITE equipment and investment properties 120,285 115,921
HRAT RS WA Bank interest income (2,631) (1,929)
AHEEREZ Dividend income from available-for-sale

& B A investments (2,994) (2,999)
HERHHE Gain on disposal of available-for-sale

®E 2 Was investments (54) -
JAFHEZ Impairment loss on assets classified

BEZRBEREE as held for sale 3,987 —
b ¥ = Finance costs 17,892 19,378
PTESHBMTA Change in fair value of derivative

NREE financial instruments - (7,591)
HEME - BEX Loss on disposal of property,

BB BB plant and equipment 13,030 15,633
FE R & 2 B A Share of profits of associates (5,260) (4,912)
EUERR 2 Reversal of impairment loss

REEEED on trade receivables (499) 211)
eI [R) R B B A &) Impairment loss on amounts

FIE 2 REEE due from fellow subsidiaries 12,474 -
H A fE U RIE 2

HEEE Impairment loss on other receivables 1,290 534
T E MO Write-down of inventories 8,905 944
EEESEHRIZ Operating cash flows before movements

KEBReRE in working capital 301,250 255,901
ZFEEn Increase in inventories (66,228) (40,649)
FEUBR A %

H i FE W SR IE I N Increase in trade and other receivables (61,569) (24,727)
W EEER Decrease in amount due from immediate

NGIE e=h- 0 holding company 8,465 8,596
FEU R 2 M B Increase in amounts

NEFRIEE N due from fellow subsidiaries (12,511) —
E UG B 2 N B) IR I h Increase in amounts due from an associate - (274)
FEAT BRI

H b FE S BRIE G A0 Increase in trade and other payables 5,337 129,026
FEHEE N B S IE R Decrease in amount due to an associate (496) (1,307)
FEAT R R I B Increase in amounts

A A)FIAE BN due to fellow subsidiaries 6,087 —
IEZE U A3 AN Increase in deferred income 5,082 50,656
wEEE S Cash generated from operations 185,417 377,222
BATPTEH Income tax paid (30,041) (13,393)

BRETDEEZH RS NET CASH FROM OPERATING ACTIVITIES 155,376 363,829
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Prepared under Hong Kong Generally Accepted Accounting Principles
Consolidated Statement Of Cash Flows (continued)  E-Z-—ZF+-A=+-—HLEE
For The Year Ended 31 December 2010

BE_S—EF BHE_ZTASF
+=R=+—H +TZA=+—H

ILEE IEFE
Year ended Year ended
31/12/2010 31/12/2009
Bt AR¥TFiT AREFoT
Note RMB’000 RMB’000
BEEH INVESTING ACTIVITIES
THERIERE Payment for construction
in progress (111,746) (146,244)
BAME  BELEE Purchases of property,
plant and equipment (55,494) (48,516)
BAKREME Purchase of investment properties (1,701) -
BEMEITFEZORD Decrease in pledged bank deposits 1,516 16,961
T E A2 Increase in prepaid lease payments
B AR & R IE I AN on land use rights (36,200) (92,848)
FEH RN £ 3 Prepayments for acquisition
i AR 2 /I8 of land use rights (9,652) —
WESM B A= 2885 MEZE  Acquisition of additional interests
in subsidiaries - (636)
HEWE - BEK Proceeds from disposal of property,
B isC plant and equipment 7,132 2,527
g B B 5 2 Dividends received from
an associate 3,000 2,550
B UER AT it Dividends received from
REZRE available-for-sale investments 2,994 2,999
HeEaieE®RE 2z Proceeds from disposal of
available-for-sale investments 518 569
2 U ELER 1T F & Bank interest received 2,631 1,929
BREFHFREZBALPE NET CASH USED IN
INVESTING ACTIVITIES (197,002) (260,709)
BMEEH FINANCING ACTIVITIES
IBE R New borrowings raised 180,000 350,000
BEEXR Repayment of borrowings (97,233) (240,380)
RIEERESEREIEE Capital injected by a non-controlling
interest shareholder 42 - 2,432
ERfTRE Dividends paid (15,086) (13,212
BIR S JE 4 A% Dividends paid to non-controlling
IR 2 B% 2 interest shareholders (3,494) (2,128)
[SENRAESA Interest paid (18,889) (19,101)
MEEHRERLPHE NET CASH FROM FINANCING
ACTIVITIES 45,298 77,611
He&RBE&EEYMIZNBE NET INCREASE IN CASH AND
CASH EQUIVALENTS 3,672 180,731
BH—B—HWBEE&R CASH AND CASH EQUIVALENTS
ReEED AT 1 JANUARY 364,398 183,667
R+-—B=+—Heh5 &K CASH AND CASH EQUIVALENTS
ReSERY (FBRT AT 31 DECEMBER, represented
EREB &) by bank balances and cash 368,070 364,398
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e U RR M

Notes To The Consolidated Financial Statements
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B o
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HE o

ARABIREWBAR (BEAIAE
B X2HEH% WEREEL
BEats . B LT REMESR -
IPOSEGEESink

GENERAL

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

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

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

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

The Company and its subsidiaries (collectively referred to as the
“Group”) are principally engaged in the development, production
and sales of bulk pharmaceuticals, preparations, chemical and
other products, and commerce circulations.
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Notes To The Consolidated Financial Statements (continued) HE-—Z-ZHE+-_A=+—HLFE
For The Year Ended 31 December 2010

2. BFRAMITREEITHELEM 2. APPLICATION OF NEW AND REVISED HONG

BREEN(FEMBRE KONG FINANCIAL REPORTING STANDARDS
#/]) (“HKFRSs”)
RAFE  AEBERBTIESR In the current year, the Group has applied the following new and
Baimag((E8grmag]) revised standards, amendments and interpretations (“INT”) (“new
WA 2T RESIEE] 2 R - 85T and revised HKFRSs”) issued by the Hong Kong Institute of
AEZE(ZE]D (T k& Certified Public Accountants (the “HKICPA”).
2 BB BRELER) -
BAMBHREED (ERIA) BB B HREERIFES 2 B
(ERBHMBMEEN Z2BE(ZTTNF) 2—HD)
HKFRSs (Amendments) Amendments to HKFRS 5 as part of Improvements to
HKFRSs 2008
BB BREER (BFTAR) EETBRELR (ZBEAE) 2oh
HKFRSs (Amendments) Improvements to HKFRSs 2009
ER g RN (BB ENE27H I (KER])) HReRkBYMBRE
HKAS 27 (Revised) Consolidated and Separate Financial Statements
BB HERIEI95 (BFTA) BEBEIHIER
HKAS 39 (Amendment) Eligible Hedged Items
BRI B HREERE15 (KIEET) BREAT BB REER
HKFRS 1 (Revised) First-time Adoption of HKFRSs
BBV ERELERFE15 (BFTA) BRRAEZEINRR
HKFRS 1 (Amendment) Additional Exemptions for First-time Adopters
BB B WS LR F25% (BFTA) SEURSHEERMNRRS
HKFRS 2 (Amendment) Group Cash-settled Share-based Payment Transactions
BB B EERE35 (KIEET) ¥Ba0
HKFRS 3 (Revised) Business Combinations
BEE—2BESR M mEZ 2I—ERALHB SRR ERERER L ERE
Rzof
HK — INT 5 Presentation of Financial Statements — Classification

by the Borrower of a Term Loan that Contains
a Repayment on Demand Clause

T (ERVBHRERBEES) —RBE17TR SEFRSBETHEAA

HK (IFRIC) — INT 17 Distributions of Non-cash Assets to Owners
EEMBEREEASESER (ZSSN HKFRS 3 (Revised 2008) Business Combinations
FEETRBESH

NREBEHHWERASRA-ZT—ZF The Group applies HKFRS 3 (Revised) Business Combinations
F-—A—HaZENEKEHER prospectively to business combinations for which the acquisition
BB BREEREIR (KBTI date is on or after 1 January 2010. The requirements in HKAS
At - AEEBHENEBEBGET 27 (Revised) Consolidated and Separate Financial Statements
ERNFE27 (FABE]) 47 & R B LB in relation to accounting for changes in ownership interests in a
BKHRERERARABA_ZT—ZTF— subsidiary after control is obtained and for loss of control of a
A — B A8 B IS 1E Bl 12 B B subsidiary are also applied prospectively by the Group on or after
NAMEREUARERHE R A 1 January 2010.

Tl g EE -
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Notes To The Consolidated Financial Statements (continued)

HHENITREESTHT B 2. APPLICATION OF NEW AND REVISED HONG
BHREXN(ERMBRE KONG FINANCIAL REPORTING STANDARDS
¥R (Z&) (“HKFRSs”) (Continued)
FEEMEBEREENSEIE(ZSSN HKFRS 3 (Revised 2008) Business Combinations (Continued)
FERERTEBSH(E)

HRAFELANFEANLERTE
SRR IR (REBFT) LB
A EAIF275 (REFT) BRZR
% HEME RN BREERE3R
(RBIER]) ~ R GFHERNFE275 (B
E5T) R A i Aty &8 B 7% i
AMER Z BT H AKBER A S B
R A M B RERTBEMZE -

AEERERBEMNEETERA
BEBV B RS ELEIN (KE
71) - BAEERTERFE27H (KEFT)
Ko IR T % EL b B8 B 75 R 5 2 AU E
HEETTERZ RS MR ITE -

7% W 3 5K 4R 5 R TS AR A 4B
8 5K £ A0 BT AT R AR 45 BT B - {8
HEET SR

FREMBWEER (BRI A)

HKFRSs (Amendments)

BB RELENE1RE (BFTA)
HKFRS 1 (Amendment)

BRMBREERE1H (EFTA)
HKFRS 1 (Amendment)

ERMEmELERETR (BRIA)
HKFRS 7 (Amendments)

BB B E R EHR

HKFRS 9

BB G RIE125 (BETA)
HKAS 12 (Amendment)

As there was no transaction during the current year in which
HKFRS 3 (Revised) and HKAS 27 (Revised) are applicable, the
application of HKFRS 3 (Revised), HKAS 27 (Revised) and the
consequential amendments to other HKFRSs had no effect on
the consolidated financial statements of the Group for the current
or prior accounting periods.

Results, of the Group in future periods, may be affected by future
transactions for which HKFRS 3 (Revised), HKAS 27 (Revised)
and the consequential amendments to the other HKFRSs are
applicable.

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

ERERBRELEN(CT—TF) 20k - HEBN B ImE LR
B3R (ZTTN\FLIBE]) 2185 - MBEmELERIETH -
BEBGHERFEIRRE A G ERE285IN

Improvements to HKFRSs 2010 except for the amendments to
HKFRS 3 (Revised in 2008), HKFRS 7,

HKAS 1 and HKAS 28’

BRARMNERTEREBVBREERBTRKRE
LR B AR ERES

Limited Exemptions from Comparative HKFRS 7
Disclosures for First-time Adopters®

SEBEWIR R AT RN ZEM R EE B Ef°

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

WE —BEORERES

Disclosures — Transfers of Financial Assets®

TrIA

Financial Instruments’

RETRIR - AHEE E 2 K me

Deferred Tax: Recovery of Underlying Assets®

BB G ERIFE245 (F&{E35]) A& 7 R
HKAS 24 (Revised) Related Party Disclosures*
A G RIE325 (BFTA) i Eokag ot

HKAS 32 (Amendment)

BE (BRMBHREREEES)
— REF145 (BFTA)

HK(IFRIC) — INT 14 (Amendment)

BE (ERUEHREREEZESR)
— REE19%

HK(IFRIC) — INT 19

Classification of Rights Issues?
TN RIE &IEE S B

Prepayments of a Minimum Funding Requirement*

AR T EJEM 2 Bl & &

Extinguishing Financial Liabilities with Equity Instruments?®
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BRI REEITNEEM
BREEN(FERMERS
R ) (&)

FRMBREENER(ZSSN
FRET)RBEMH (D)

! R_E-FFLtA-BR_FT——
F-A—RRZERAKRZFERRH
ER(HER) ©

2.

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

HKFRS 3 (Revised 2008) Business Combinations (Continued)

! Effective for annual periods beginning on or after 1 July 2010 and 1
January 2011, as appropriate.

2 RZTE-—TF-_A—HszEHA 2 Effective for annual periods beginning on or after 1 February 2010.
ZEEHMERS -

3 RZTE—TFLA—BRZEBHAR 3 Effective for annual periods beginning on or after 1 July 2010.
ZEEHBAER -

4 RZTE——F—A—Hsz&HA 4 Effective for annual periods beginning on or after 1 January 2011.
ZEEHBER -

5 RZTE——FLA—BRZEBHR 5 Effective for annual periods beginning on or after 1 July 2011,
ZEEHBAER -

6 RZTE——F—-A—Hsz&HA 8 Effective for annual periods beginning on or after 1 January 2012.
ZEEHMERS -

! RZTE—=F—A—BX2E&HK 7 Effective for annual periods beginning on or after 1 January 2013.

ZEEHRBER -

BB REENEREHMT AR HKFRS 9 Financial Instruments issued in November 2009 and
ZEENFT—AEG YR F amended in October 2010 introduces new requirements for the
—ZF+ A5 Hl AR & classification and measurement of financial assets and financial
BERCRABESE FFERKL liabilities and for derecognition.

HERMFRTE -

. BEM G REERFIRMR
E BB ERFEINR &
BMTA: [HALFE]IRE
NHFBECHERTREENR
NEHER AL ARENE -
ARmME UEBEARH
BERERMATNES R LE
BREBEXNREELS
MAE RAEMETHERESR
MEBRE  —RERHEH
RAREEZ S IE R E -
e EMMERRE K EE
BERARER S BRI

DA fEEE -

. 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.
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HE-Z-ZHE+-_A=+—HLFE Notes To The Consolidated Financial Statements (continued)
For The Year Ended 31 December 2010

RN REECTNEEN 2. APPLICATION OF NEW AND REVISED HONG
BHREEN(FEEMBEERSE KONG FINANCIAL REPORTING STANDARDS

R ) (&)

FRMBREENER(ZSSN
FRET)RBEH (F)

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

FEVBREENFRN —_FT—=
F-A-RIZ2EABZFEHRE
B WRFFIRFEM -

EEHES BR_T—Z=F—A—
B2 FERRARANEBGA M
BRERTRATBMBERELDE
o RERMEANSEARETR
BENCRABHMER I BN
BAFE AT BEEFANED
TARA BREFERHEENMG
St I EAIAT o

BERGHELEUR (ZETAFL
B BETREIERTRELTZ
EFE - AUMLETBRFEEER 2K

=

(“HKFRSs”) (Continued)

HKFRS 3 (Revised 2008) Business Combinations (Continued)

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

HKFRS 9 is effective for annual periods beginning on or after 1
January 2013, with earlier application permitted.

The directors anticipate that HKFRS 9 that will be adopted in the
Group’s consolidated financial statements for the annual period
beginning 1 January 2013 and that the application of the new
standard will have a significant impact on amounts reported in
respect of the Groups’ financial assets and financial liabilities.
However, it is not practicable to provide a reasonable estimate of
that effect until a detailed review has been completed.

HKAS 24 Related Party Disclosures (as revised in 2009) modifies
the definition of a related party and simplifies disclosures for
government-related entities.
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Notes To The Consolidated Financial Statements (continued)

HHENITREESTHT B 2. APPLICATION OF NEW AND REVISED HONG
BREEN(FEMBRE KONG FINANCIAL REPORTING STANDARDS
¥R (Z&) (“HKFRSs”) (Continued)
FEEMEBEREENSEIE(ZSSN HKFRS 3 (Revised 2008) Business Combinations (Continued)
FERERTEBESH(E)

HRASE A BB EBEELS - The disclosure exemptions introduced in HKAS 24 (as revised in
SIABABEFTERE24R (ZEZTN 2009) will affect the Group because the Group is a government-
FRASE) 2 B BER B EHAEEE related entity. Although the Group conducted businesses with
PR 522 - B E N B N H b B E AT other government-related entities, the directors of the Company
HENERBZEE TR  BRAE consider those government-related entities are independent third
ERRNAEEEEXEBR I parties so far as the Group’s business transactions with them
LR RN BB E =T are concerned. Therefore, the revised standards have no material
ST EREH A EEH 2 HL impact on the Group’s presentation.

BERTE-

RRREERTEE - FHAWEAETER] - The directors of the Company anticipate that the application of
LIEETEA - BB EEITSYH the other new and revised standards, amendments or INTs will
AEBZEZERVBRABRERKR have no material impact on the results and the financial position
2 of the Group.

EXEHHE 3. SIGNIFICANT ACCOUNTING POLICIES

AT X ERIEKFTM - 426 B The consolidated financial statements have been prepared on
MERDEESHRAABEEMEE the historical cost basis except for property, plant and equipment

HME BERRBRETERT
AREHESBEAAAEFERI -
BELRA-—RENEERBPRE
ZRRE-

FAaVBHBRDIBEFTESHAA
ERMNETERBERSEINRH -
BN ERE M BRI T IR
RS LR R R EE QAR
BIRE R B BE

aELE
FAVBBRREEARARARF
Prizslm B (EM B R) WA
BER -EARREREENZERN
MR EEBRL R R
AR FEETE I -

RERFBBERHENHBE AR
HXEHREBEERASMELERE
HEEMBHIE (WER) FFAKA
WERRA

and certain financial instruments, which are measured at revalued
amounts or fair values, as explained in the accounting policies
set out below. Historical cost is generally based on the fair value
of the consideration given in exchange for assets.

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

Basis of consolidation

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

The results of subsidiaries acquired or disposed of during the
year are included in the consolidated income statement from
the effective date of acquisition or up to the effective date of
disposal, as appropriate.
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Notes To The Consolidated Financial Statements (continued)

3. EXEgrBE(Z) SIGNIFICANT ACCOUNTING POLICIES
(Continued)
SHERE(E) Basis of consolidation (Continued)

fif w0 B NGB & Y B A ) e B
BRERELAE CESHAHRER
AEBEMKERARMEANE
BERFF—E -

BESEARS & BARE
RGN A B8 -

ISEINEPNCIEIE S E PR S
EeEmRD 25 e

D2 B 5 AR AR IR W

—HHREATMNEEKENERR
BEFBRARBME ARIEZER
s BMEL e <R FmAR i IR
BAESR - R T —FTF—H—H
Al EAREERERNEREL
B8~ Rl B pE P IR IR AR AR MY BIORR
RAEBE LD I
BEEmEORDEERATAE MR
BRMERERN -

—F-FH— - ANKEARE
BB A AR BB R 2

AEEAFERERRREE T
EME AR D B m I T
HREZXSRASERNEERERE
AZRS - HIZEIE D BB
ENREEEEHBAREERE
FREEZZHEEREMREET AR -
EMEARME D REE T IFER
BEBR CBWAEREEEEN
BSFER RN ER T EE MR
RAR e

Where necessary, adjustments are made to the financial
statements of subsidiaries to bring their accounting policies into
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. Prior to 1 January 2010, losses
applicable to the non-controlling interests in excess of the non-
controlling interests in the subsidiary’s equity were allocated
against the interests of the Group except to the extent that the
non-controlling interests had a binding obligation and were able
to make an additional investment to cover the losses.

Changes in the Group’s ownership interests in existing
subsidiaries prior to 1 January 2010

The Group regards the acquisition/disposal of partial equity
interest of subsidiaries from non-controlling interest shareholders
without changes in control as transactions with equity owners
of the Group. When additional equity interest in a subsidiary is
acquired, any difference between the consideration paid and
the relevant share of the carrying value of the subsidiary’s net
assets acquired is recorded in other reserve. When partial equity
interest in a subsidiary is disposed of to non-controlling interest
shareholders, any difference between the proceeds received and
the relevant share of non-controlling interests is also recorded in
other reserve.
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BEXEstBE (=)

REEXATMESD

BERRERAEEHEBEATE
HEXFMBRAHAEELEPZ
Bm BEAFENEARZ2AERER
BEVPBREEBRRZRK BY
FEHZERRBIEFERBAE
i3 -

BERRZXE BEERABNR
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BRoh (IR IR & B 0 75 5 2 A 565
FIFHEZERDEERKILEE]
ABR) - IRIBREZE  RBERRZ
RETDRERAZSHRAEEEIHEHE
RAIZEEFERKBR 2EZEH
B OR A B R E B B P R AR
EMBRARK EARNKEBEHZ
RAEZ RS RSB BE R %S
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RZBERRZREFRZ D
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i 5% [ R B K SR I B 2 R RE AT
R RERXRGRELEZBEZTIRN
AEBGEMBHRRDER MR
REZERTB R ZRmEAKEL T
R BIR

SIGNIFICANT ACCOUNTING POLICIES
(Continued)

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.

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

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)

Non-current assets held for sale

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

Events or circumstances may extend the period to complete
the sale beyond one year. An extension of the period required
to complete a sales does not preclude an asset from being
classified as held for sale if the delay is caused by events or
circumstances beyond the Group’s control and there is sufficient
evidence that the entity remains committed to its plan to sell the
asset.

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

Revenue recognition

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

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

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

Interest income from a financial asset is 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).
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SIGNIFICANT ACCOUNTING POLICIES
(Continued)

Property, plant and equipment

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

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

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

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

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

An item of property, plant and equipment is derecognised upon
disposal or when no future economic benefits are expected
to arise from the continued use of the asset. Any gain or loss
arising on derecognition of the asset (calculated as the difference
between the net disposal proceeds and the carrying amount of
the item) is included in profit or loss in the period in which the
item is derecognised.
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SIGNIFICANT ACCOUNTING POLICIES
(Continued)

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.

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.

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.
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SIGNIFICANT ACCOUNTING POLICIES
(Continued)

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 an
operating lease is 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.

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. Renminbi) at the rate of exchange prevailing at the
end of the reporting period, and their income and expenses are
translated at the average exchange rates for the year. Exchange
differences arising, if any, are recognised in other comprehensive
and accumulated in equity under the heading of the exchange
reserve (attributed to non-controlling interest as appropriate). On
the disposal of a foreign operation (i.e. a disposal of the Group’s
entire interest in a foreign operation, or a disposal involving loss
of control over a subsidiary that includes a foreign operation),
all of the exchange differences accumulated in equity in respect
of that operation attributable to the owners of the Company are
reclassified to profit or loss.

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. Government grants related to depreciable assets
are recognised as deferred income in the consolidated statement
of financial position and transferred to profit or loss over the
useful lives of the related assets. Other government grants are
recognised as revenue over the periods necessary to match
them with the costs for which they are intended to compensate,
on a systematic basis. 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.
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SIGNIFICANT ACCOUNTING POLICIES
(Continued)

Retirement benefit costs

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

Taxation

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

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

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

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

3. EX®HB¥EE) SIGNIFICANT ACCOUNTING POLICIES
(Continued)
R\ &) Taxation (Continued)
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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. Deferred tax is recognised in profit or
loss, except when it relates to items that are recognised in other
comprehensive income or directly in equity, in which case the
deferred tax is also recognised in other comprehensive income
or directly in equity respectively.

Intangible assets

Intangible assets acquired separately and with finite useful lives
are carried at costs less accumulated amortisation and any
accumulated impairment losses. Amortisation for intangible
assets with finite useful lives is provided on a straight-line basis
over their estimated useful lives. The estimated useful life and
amortisation method are reviewed at the end of the reporting
period, with the effect of any changes in estimate being
accounted for on a prospective basis.

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
as there is no active market for these assets.
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SIGNIFICANT ACCOUNTING POLICIES
(Continued)

Intangible assets (Continued)
Research and development expenditures

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.

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.

Inventories

Inventories are stated at the lower of cost and net realisable
value. Cost is calculated using the weighted average method.
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SIGNIFICANT ACCOUNTING POLICIES
(Continued)

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.

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.

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.
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SIGNIFICANT ACCOUNTING POLICIES
(Continued)

Financial instruments (Continued)
Financial assets (Continued)
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, amount due
from immediate holding company, amounts due from fellow
subsidiaries, pledged bank deposits and bank balances and
cash) are carried at amortised cost using the effective interest
method, less any identified impairment losses (see accounting
policy on impairment of financial assets below).

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

Available-for-sale financial assets

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

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

For available-for-sale equity investments that do not have a
quoted market price in an active market and whose fair value
cannot be reliably measured and derivatives that are linked
to and must be settled by delivery of such unquoted equity
instruments, they are measured at cost less any identified
impairment losses at the end of the reporting period (see
accounting policy on impairment of financial assets below).
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3. EX®HBE(E) SIGNIFICANT ACCOUNTING POLICIES
(Continued)
emMIRE) Financial instruments (Continued)
EMEE(E) Financial assets (Continued)
= E A E B E Impairment of financial assets
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Financial assets are assessed for indicators of impairment at
the end of the reporting period. Financial assets are 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 BOTASIEFINERTB . significant financial difficulty of the issuer or counterparty;
Gk g or
. Y NRERFERAS . breach of contract, such as default or delinquency in
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interest or principal payments; or

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

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

For certain categories of financial asset, such as trade
receivables that are assessed not to be impaired individually
are subsequently 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, an impairment loss
is recognised in profit or loss when there is objective evidence
that the asset is impaired, and is measured as the difference
between the asset’s carrying amount and the present value
of the estimated future cash flows discounted at the original
effective interest rate.

WERMERERDERAF

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED

109



B IR R 2 &5 R A R 8

GEM SRR (A
Si=
wh = /\ZI- |Z E (”E Prepared under Hong Kong Generally Accepted Accounting Principles

Notes To The Consolidated Financial Statements (continued) HE-Z-ZHE+-_A=+—HLFE
For The Year Ended 31 December 2010

BEXEst®E (=)

&MIA(E)
ERMAE ()
EHMEERE (&)

MERARFENEREED S @ A&
BEEENEEAEENKREERKG
AARRBREREMNRME(REUSR
BEMNEANMZEHRERR) HNE
it - ZERMEBETENHEE
gzﬁﬁzﬁﬁé@ °

EREENREEEENEMAR
BEEMNMEERE HERBRER
116 B T (B B B UG RO - E At B UK
A B ERIER DR R & E
Y[R 2 Y /&8 & B SRIABR S o B8 BR
MEEEZESINBEETER - EE
YR I8 T B A 8 L R TR R AR A
AlE - BIHOR ERER - HiR
Yg 11 5 A O HO 2R BIEH AR AR o

E-EAHKEZRERRBRRIE
B HEHMAESKRE R AR R
BROKRGEXEERESREEHE

N3

Bl

o

MECHERAGEZSREEN
FONEBRHE OREBATHE
B MERBRDEEFE LRER
MEBBRRELEZEZMHHER AL
MCERZREBEEERERET
ABE - ERRERBEEE R - %
BENREETSBEBRERBE
(S ARE: i )D %N

T ERARE 2 A EEATE
BE f PR 2 6 B 3 (5 1
iR 002 2 A B RH A 2
MEEER - I R B R
A1 -

SIGNIFICANT ACCOUNTING POLICIES
(Continued)

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

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, amount due from immediate
holding company 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 trade
or other 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.

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 in 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.
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SIGNIFICANT ACCOUNTING POLICIES
(Continued)

Financial instruments (Continued)
Financial liabilities and equity instruments

Financial liabilities and equity instruments issued by a group
entity are classified according to the substance of the contractual
arrangements entered into and the definitions of a financial
liability and an equity instrument.

An equity instrument is any contract that evidences a residual
interest in the assets of the Group after deducting all of its
liabilities. The Group’s financial liabilities are generally classified
as other financial liabilities.

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
through the expected life of the financial liability, or, where
appropriate, a shorter period. Interest expense is recognised on
an effective interest basis.

Other financial liabilities

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

Equity instruments

Equity instruments issued by the Company are recorded at the
proceeds received, net of direct issue costs.
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SIGNIFICANT ACCOUNTING POLICIES
(Continued)

Financial instruments (Continued)
Derecognition

Financial assets are derecognised when the rights to receive
cash flows from the assets expire or, the financial assets are
transferred and the Group has transferred substantially all the
risks and rewards of ownership of the financial assets. If the
Group neither transfers nor retains substantially all the risks and
rewards of ownership and continues to control the transferred
asset, the Group recognises its retained interest in the asset
and an associated liability for amounts it may have to pay. 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.

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

Impairment losses on tangible assets and intangible assets

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

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

3. EXESHBE(Z) SIGNIFICANT ACCOUNTING POLICIES
(Continued)
FRAERERAECRESR () Impairment losses on tangible assets and intangible assets
(Continued)
AT E & BEIE A ER SRR Recoverable amount is the higher of fair value less costs to sell
FHREEMEZESSE - £FHE and value in use. In assessing value in use, the estimated future
BEER: HrRABBESRENN cash flows are discounted to their present value using a pre-
EZRSTARBANERHEZ tax discount rate that reflects current market assessments of the
RE UKRBREESEEEBE R time value of money and the risks specific to the asset for which
MGFTHRFER Y EFAEREZ the estimates of future cash flows have not been adjusted.
ReEREZHEZRR -
M—IBEE (KBEEESBAM) 27 If the recoverable amount of an asset (or cash-generating unit)
Wl &EEAFOREREBE  BIZ is estimated to be less than its carrying amount, the carrying
BE (SIBeEASBM) cREES amount of the asset (or cash-generating unit) is reduced to its
BEEAWE SR8 - B EBBRE recoverable amount. An impairment loss is recognised as an
SEEERTHERRBER  KIEH expense immediately in profit or loss, unless the relevant asset is
BEERS —BEREMN TS carried at a revalued amount under another standard, in which
T REEE SR AZIEERIER case the impairment loss is treated as a revaluation decrease
TZEfRE - under that standard.
iR EEIEREEER  ZEE (KR Where an impairment loss subsequently reverses, the carrying
CEAEEMN) ZREAEEMEENG amount of the asset (or cash-generating unit) is increased to
FrerlE e MiNZEE (338 the revised estimate of its recoverable amount, but so that the
SEEEN) WENBEXFEERR increased carrying amount does not exceed the carrying amount
BEEE BENZKEET#EAEE that would have been determined had no impairment loss
EETsEmE BEEBBE 2D been recognised for the asset (or cash-generating unit) in prior
BEBmRPERBUA - BRIEME years. A reversal of an impairment loss is recognised as income
MEAEKRS —BEENEGH BB immediately in profit or loss, unless the relevant asset is carried
AT REEEZBERIEAZIEA at a revalued amount under another standard, in which case
LB T 2 EHIEE - the reversal of the impairment loss is treated as a revaluation
increase under that standard.
4, FAESHEREHSIAEE CRITICAL ACCOUNTING JUDGEMENTS
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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.
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CRITICAL ACCOUNTING JUDGEMENTS
AND KEY SOURCES OF ESTIMATION
UNCERTAINTY (Continued)

Critical judgments in applying the entity’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 entity’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 fact that Group has paid the full purchase
consideration as detailed in Note 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, 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.

Income taxes

As at 31 December 2010, a deferred tax asset of RMB3,418,000
(2009: RMBS3,044,000) in relation to deductible temporary
differences has been recognised in the Group’s consolidated
statement of financial position. No deferred tax asset has been
recognised on the tax loss of approximately RMB125,000 (2009:
RMB669,000) due to the unpredictability of future profit streams.
The realisability of the deferred tax asset mainly depends on
whether sufficient future profits or taxable temporary differences
will be available in the future. In case where the actual future
profits generated are less than expected, a material reversal of
deferred tax assets may arise, which would be recognised in
profit or loss for the period in which such a reversal takes place.
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Notes To The Consolidated Financial Statements (continued)

4, BB RAHIAETE 4, CRITICAL ACCOUNTING JUDGEMENTS
MZEERE(E) AND KEY SOURCES OF ESTIMATION
UNCERTAINTY (Continued)
B FEEdZEERE(Z) Key sources of estimation uncertainty (Continued)
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Depreciation of property, plant and equipment

Property, plant and equipment 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 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.

Amortisation of technical know-how

Technical know-how are amortised on a straight-line basis over
their estimated useful lives. The determination of the useful lives
involves management’s estimation. The Group re-assesses the
useful life of the technical know-how and if the expectation
differs from the original estimate, such a difference may impact
the amortisation 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 technical know-how

Property, plant and equipment, construction in progress, land
use rights and technical know-how 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.

Valuation of property, plant and equipment

The fair value of property, plant and equipment has been
determined by the management of the Group on a depreciated
replacement cost basis which approximates current acquisition
costs of major items, less the depreciation charge since
acquisition. In determining the fair value, the management has
utilised a method of valuation which involves certain estimates.

The management has exercised their judgements and is satisfied
that the method of valuation is reflective of the current market
conditions.
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4.

CRITICAL ACCOUNTING JUDGEMENTS

MZEERE(E) AND KEY SOURCES OF ESTIMATION
UNCERTAINTY (Continued)
B FEEEZEERE(Z) Key sources of estimation uncertainty (Continued)
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Impairment loss of assets classified as held for sale

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

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

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

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.
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Notes To The Consolidated Financial Statements (continued)

REVENUE

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

i e circulations.
BEE_ZT—ZTF BEZZTNGF
+=-—RA=+—H +=-—A=+—H
ILEE IEFE
Year ended Year ended
31/12/2010 31/12/2009
AR#TFIiT ARBFor
RMB’000 RMB’000
WA — HEE R Revenue — Sales of goods 2,589,447 2,295,101
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SEGMENTAL INFORMATION

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

Development, production and
sales of bulk pharmaceuticals

Bulk pharmaceuticals:

Preparations: Development, production and
sales of preparations (e.g.

tablets and injections)

Production and sales of
chemical and other products

Chemical and other products:

Commerce circulations: Trading of pharmaceutical

products (including retail and
wholesale)
Information regarding the above segments is reported below.

Segment revenues and results

The following is an analysis of the Group’s revenue and results
by reportable segment.
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Notes To The Consolidated Financial Statements (continued)

6. SWEHE(E) 6.
SRR ()

SEGMENTAL INFORMATION (Continued)

Segment revenues and results (Continued)

BE-F—FFE+-A=+—OUFE

For the year ended 31 December 2010

LeERE L] EERE  LIREMES af- ] a
Bulk Commerce Chemical and
pharmaceuticals Preparations circulations other products Eliminations Total
NEEFT ANRETT ANRETT AREFT ANRETT NEEFT
RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000
BA REVENUE
e External sales 1,312,077 510,628 686,481 80,261 - 2,580,447
PREREE Inter-segment sales 5672 377,020 95,704 243,403 (7121,799) -
3t Total 1,317,749 887,648 782,185 323,664 (721,799) 2,589,447
PEEF Segment profit 118,067 20,363 7,893 7,716 154,039
AR NS Unallocated income 26,698
KOENER Unallocated expenses (39,138)
BEEBA Finance costs (17,89)
EEBEDNFHEA Share of proft of
an associate 5,260
B AR Profit before tax 128,067
BE —EFNF+ -_A=+—HIFFEZF For the year ended 31 December 2009
L2ERE L] EERE  LIREMES 2t an
Bulk Commerce Chemical and
pharmaceuticals Preparations circulations other products Eliminations Total
NEEFT ANRETT ANRETT ARETT ANRETT NEEFT
RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000
WA REVENUE
e External sales 1,219,263 472,812 599,058 3,968 - 2,295,101
PHEEE Inter-segment sales 3,447 359,115 71,390 124,49 (558,448) -
& Total 1,222,710 831,927 670,448 128,464 (058,448) 2,295,101
PEEF Segment profit 108,315 25,166 3,285 12,483 149,199
RAOBNE Unallocated income 19956
KOENER Unallocated expenses (38,301)
BEEA Finance costs (19,378)
LD Share of profits
of associates 4912
B AR Profit before tax 116,388
IR ERERGERL A
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R EHARIZ &8N - &SR
BEWE M EAM WS Eib sk
BiE - HMER REMEZFE -
MBERREEBZERFEN - 1t
RIBERAIERREFEMAETE
RERREERZITE -

D ESRHERBRITZME T LA -

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, other gains and
losses, other expenses, depreciation for investment properties,
financial costs and share of profits of associates. 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
LNTAREEZEAERSEEH 2 The following is an analysis of the Group’s assets and liabilities
BERBED - by reportable segment:
R-IE-—ZFFES_H=1+—H At 31 December 2010
t2RHE gn BERE (LIRKMES it
Bulk Commerce Chemical and
pharmaceuticals Preparations circulations  other products Total
AREFT ARE T AEEFT ARETFT ARETFT
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
NEEE Segment assets 1,244,040 428,056 128,777 342,350 2,143,223
FABRRAEE Unallocated corporate assets 629,376
BABE Consolidated assets 2,772,599
AHBE Segment liabilities 282,263 106,826 44,901 76,013 510,003
FARDARE Unallocated corporate
liabilities 538,364
BABE Consolidated liabilties 1,048,367

WERMERERDERAF
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6. SEMEHRGE)
SWAERAR(A)
(—FENFF-_A=+—H

REEBEERMN ST REGER

Prepared under Hong Kong Generally Accepted Accounting Principles
BE-Z-ZTF+-A=t-ALEE

For The Year Ended 31 December 2010

6. SEGMENTAL INFORMATION (Continued)

Segment assets and liabilities (Continued)

At 31 December 2009

t2REE L] WERE (IREMES gt
Bulk Commerce Chemical and

pharmaceuticals Preparations circulations  other products Total

AREFT AREFT AREFT ANREFT ANREFT

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

NHEE Segment assets 1,214,283 396,322 112,451 240,187 1,063,243

FPBRRAEE Unallocated corporate assets 673,120

HAEE Consolidated assets 2,636,363

AHEE Segment liabilities 265,308 115,398 39,660 71,830 492,196
FAEARERE Unallocated corporate

liabilties 463,346

ZA8E Consolidated liabilities 955,542

REEDBRAREE DB E

B

. %Lkﬁﬁ MEE RNEZ
NETN:OR: E *TT/\ﬁ%Z&

EHEMBITER RITEK
RBEESERRINBFHEZ
ﬁ?@\\ CHBEEHIEE
EHRHH - E2MD A
HG‘EﬁHZéETﬂﬂIEUTE
oo &P AT RELZ WA ETT D
EE:&

. PR ELDI 3 & 2 B E AR
BEE  EERSHES
ERCEERARESRE
ﬁl\*ﬁﬁ*ﬂ‘ﬁﬁi@ TEEER 2

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

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

all liabilities are allocated to reportable segments other
than liabilities associated with assets classified as held for
sale, deferred tax liabilities, borrowings, deferred income
and tax payable. Liabilities for which reportable segments

o ER o 7] 2 3 o 2P [ A& are jointly liable are allocated on the basis of revenues
EzEE 75 ZER A 25D earned by individual reportable segments.
EBATHRE Z W A HETT DB
IR ERERGERL A
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Notes To The Consolidated Financial Statements (continued)

SWBREHE(E)
ofts 53 8

BE-F-—FF+-A=+—Hit
FE

HADBBREHBEEH BN
#

SEGMENTAL INFORMATION (Continued)

Other segment information

For the year ended 31 December 2010

Amounts included in the measure of segment profit or segment
assets:

t2FHE gn BERE (LIRKMER #t
Bulk Commerce Chemical and
pharmaceuticals Preparations circulations  other products Total
ANBETFT AREFT ANEEFL AREFT ARETFT
RMB'000 RMB'000 RMB'000 RMB’000 RMB'000
ERBEERE (M) Addition to non-current
assets (Note) 91,706 31,864 465 89,057 213,092
FEREH Depreciation and amortisation 81,059 27,337 1,272 13,787 123,455
WSS 2 REEREE  Reversal of mpairment losses
on trade receivables #413) (86) — - (499)
HEMEWFEZRESSE  Imparment losses
on other receivables 138 89 1,063 - 1,290
ERRZNBATEZ  Impaiment losses on
REBE amounts due from
fellow subsidiaries 12,474 — - - 12,474
FEMA Write-down of inventories 6,311 2,593 - 1 8,905
Wit ERBEBETRELBRITA EL Note: Non-current assets excluded financial instruments, deferred tax assets

FISREERNE S RAIMER

HE-F—FF+-A=+—Ai
3

BERHAEIELEREE EX
S

and interest in an associate.

For the year ended 31 December 2010

Amounts regularly provided to the chief operating decision maker

HADMEZEADLBES NS but not included in the measure of segment profit or segment
¥ assets:
L2REE gn HERE (CIREMER #it
Bulk Commerce Chemical and
pharmaceuticals Preparations circulations  other products Total
ANEETT AREFIL AREFIL ARETFT ANEETT
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
N cEUNGiolE Interest in an associate — 16,620 — — 16,620
MEMA Interest income 1,662 690 197 82 2,631
HENE  HRERREERE Loss on disposal of property,
plant and equipment 9,598 3,423 7 2 13,030
BBER Finance costs (13,084) (4,730) (17) (1) (17,892)
EHER Income tax expense (13,469) (3,367) (3,074) (2,249 (22,159)
IWRHFERNERDERA T

121

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED



?E_\/El\ Ej%%iﬁ% M;J-EI (ﬁé—? REEBEERM 2T RARER
1] 7V n

Prepared under Hong Kong Generally Accepted Accounting Principles
Notes To The Consolidated Financial Statements (continued) HE-Z-ZHE+-_A=+—HLFE
For The Year Ended 31 December 2010

6. DEBEE(E 6. SEGMENTAL INFORMATION (Continued)
HtipspEH (2) Other segment information (Continued)
Bz —ZFZENF+-A=4+—HI For the year ended 31 December 2009
FE
AASHBERA D BEEFENS Amounts included in the measure of segment profit or segment
i assets:
2R E E BERE CLIRRMER #it
Bulk Commerce Chemical and
pharmaceuticals Preparations circulations  other products Total
NREFT AREFT AREFT ANREFT ANREFT
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000

ERBEERE () Addition to non-current

assets (Notg) 129,506 48,346 200 109,556 287,608
FEREH Depreciation and amortisation 83,431 29,829 906 6,106 120,272
S 7 RIEEREEE  Reversal of impairment losses
on trade receivables (196) (10) — (5) 211)
Hit W FEZ BEERE  Impairment losses
on other receivables 322 86 126 - 534
FEHA Write-down of inventories 234 351 359 - 944
iz ERBEETBEBHESMIAE ET Note:  Non-current assets excluded financial instruments, deferred tax assets
EMEBERNBMYE DNaIAMERZ - and interest in an associate.
BERBLAIELEREE AKX Amounts regularly provided to the chief operating decision maker
AN HERA D BEEFENS but not included in the measure of segment profit or segment
¥ assets:
tRRHE L] WERE (LIREMES g
Bulk Commerce Chemical and
pharmaceuticals Preparations circulations  other products Total
AEEFT AEEFT AREFT ANREFT ARETT
RMB'000 RMB'000 RMB’000 RMB'000 RMB'000
REERRNER Interest in an associate - 14,360 - - 14,360
MEHA Interest income 1,265 478 3% 148 1,929
HENE  HRERREESRE Loss on disposal of property,
plant and equipment 11,409 4,210 12 2 16,633
HBER Finance costs (13,765) (5,350) (261) @ (19,378)
FEHER Income tax expense (6,212) 2,930) (1,496) (2,370) (13,008)
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6. SWEEE) 6. SEGMENTAL INFORMATION (Continued)
MESBEHE Geographical information
AEEBEPETZMRFPE - BUM - The Group’s customers are mainly located in the PRC, Europe,
EEREMBER o Americas and other countries.
FASMBERZEA

Revenues from external customers
BE-B—BF HE_FINF
+=A=+—H +—-A=+—8

ILEE IFFE
Year ended Year ended
31/12/2010 31/12/2009
AR#TFIT AR®EF T
RMB’000 RMB’000
= PRC 1,701,754 1,448,559
B Europe 319,414 252,710
=*= Americas 439,800 421,997
HMBExR Others 128,479 171,835
2,589,447 2,295,101
REBEOWA 2 EREEEHM Over 99% of the Group’s non-current assets are located in
KPR U EZIIREEMTH the PRC and therefore the analysis of non-current assets by
BREIDZIERBDEEZDN - geographical location of the assets is not presented.
TEEFEH Information about major customers
AEBENEBEFPEREZETANE The Group’s customer base includes a wide range of different
P EZEZAR=ZZT-FTF K customers. In 2009 and 2010, the Group had no single customer
SERBERTEPHNWAMEES that contributed 10% or more of the Group’s revenue and
REBBAAEBWANION  AltB therefore no significant concentration of source of income from a
BHEREFPHBARRIEEENES particular customer.
7. BRIk 7. INVESTMENT INCOME
BE_ZT—ZTF HE-_ZTNF
+=—BA=+—8H +=-A=+—H
ILEE IEFE
Year ended Year ended
31/12/2010 31/12/2009
AR®TFIT AR TFT
RMB’000 RMB’000
RITERZF B Interest on bank deposits 2,631 1,929
*EETRAZFLEZKRE Dividends from listed equity securities 2,994 2,999
5,625 4,928
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Notes To The Consolidated Financial Statements (continued)

7. BEWE(Z) 7.

WHBRAARBFABRZEREE
PRERER 2 B Wz T

INVESTMENT INCOME (Continued)

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

BE_ZS—ZTF B _ZTTNE

+=B=+—H +=-A=+—8H

ILEE EFE

Year ended Year ended

31/12/2010 31/12/2009

AR T ARETFT

RMB’000 RMB’000

AHHEEZRE Available-for-sale investments 2,994 2999
BRI ERRIE Loans and receivables

(BREBOIEZANREEH) (including bank balances and cash) 2,631 1,929

5,625 4,928

LHBEFEETEREZBRANOAEAR
#2,004,0007C (ZZETNF : AR¥E
2,999,0007T) °

Included above is income from listed investments of approximately
RMB2,994,000 (2009: RMB2,999,000).

H fi ly = OTHER INCOME
BE_ZT—ZTF B2 —_TThHF
+=-HA=+—H +—-A=+—H
IEFE EFE
Year ended Year ended
31/12/2010 31/12/2009
AR&TiT ARETFT
RMB’000 RMB’000

MW A (Kita) Rental income (Note a) 1,484 556

BT B (K7 atb) Government grants (Note b) 12,545 2,568

Hib Others 6,990 4,313

21,019 7,437

Wta - Notes:

(a) HEE_T-TFE+_A=+—H (@) Direct outgoing in respect of rental income earned during the year
IEFER AT ERIAME S WA ERED ended 31 December 2010 amounted to approximately RMB307,000
HEXH #AAR307,0007T (= (2009: RMB29,000), which has been included in administrative
TTNF - AR¥29,0007T) B & expenses.

FATERER -
(b) BB - A F [E 1 BT R (b) Included in the government grants, financial assistance of

HHEPARRCENVBEFES
H B AR 11,955,000 L (ZEZ
HE AR #2,420,0007T) B B #
RRBEN - ZMBKBESRE
BFERHEFTERAEERR  hER
EEAAR - FBNBFHEDNA
AR #590,0007C (ZTZTAF : A
R #148,0007T) B iEE WA R EA
(B %158 R W3 - HIRIEM
G B R SH TR o

approximately RMB11,955,000 (2009: RMB2,420,000) is received
from the government during the year for the operation of the
Company, which is directly recognised in profit or loss. The financial
assistance has no specified conditions that the Group has to fulfill nor
specified usage. The remaining amount of approximately RMB590,000
(2009: RMB148,000) is transferred from deferred income (see Note
38 for more details), which is recognised over the useful lives of the
relevant assets.
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Notes To The Consolidated Financial Statements (continued)

9. HRWRIREGIR 9. OTHER GAINS AND LOSSES
BE_ZT—ZF HEZZTTNF
+-A=+—H +=A=+—H8
IEEE IEFE
Year ended Year ended
31/12/2010 31/12/2009
AR BT ARETT
RMB’000 RMB’000
PE 5 B 18 5 58 Net foreign exchange loss (6,403) (8,728)
B RITERZER (W) Less: net foreign exchange (gain) loss
B 18 FRE (fat10) on bank loans (Note 70) (1,263) 70
KEEHEENEN BB Exchange loss arising from
the operating activities (7,666) (8,658)
HEWME - BRERXBEBE Loss on disposal of property,
plant and equipment (13,030) (15,633)
HEHEE ZREWE Gain on disposal of available-for-sale
investments 54 —
MESBMTEAZARBEESD Change in fair value of derivative
financial instruments — 7,591
(20,642) (16,700)
10. MBEH 10. FINANCE COSTS
BE_Z—ZF HE-_TTNF
+=—A=+—H +=-—A=+—8
ILEE IEFE
Year ended Year ended
31/12/2010 31/12/2009
AR¥TFIT ARBFIT
RMB’000 RMB’000
LATEBEZAE Interest on:
— 5FANBEBREED — Bank loans wholly
HRITER repayable within 5 years 16,486 16,403
— HARSFERNEBHEED — Government loans not wholly
BIFER repayable within 5 years 1,112 549
17,598 16,952
HITERCER (W) B8 Net foreign exchange (gain)/
FEE(HaE 9) loss on bank loans (Note 9) (1,263) 70
RITEH BRI ER Discount charges
on bank acceptance notes 1,557 2,356
17,892 19,378
WRFERERBERA T
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11. FASHREHR 11. INCOME TAX EXPENSE

BE_Z=T—ZTF HE_ZTNF
+=A=+—H +=—A=+—H
ILFEE IEFE
Year ended Year ended
31/12/2010 31/12/2009
AR¥TFiT ARE T
RMB’000 RMB’000

PRI RS PRC enterprise income tax
— AH — Current 24,886 25,234
— BEFEBERE — Over-provision in prior years — (2,676)
24,886 22,558
EEBLIA (M 37) Deferred tax (Note 37) (2,727) (9,550)
22,159 13,008

REBEFBECEMESHRE(REMS
BE]) REFEMBBIORBRIEH -
FEARZREREEMEFEH
725% °

BEPEBEEAEEER AR
WREESTRMGE -ZREZ
BEHPE=ZF - AQRAIB-TZTN
F—f—HE E-T-—FTFE+—
B=+—BLW=ZFEREAE#EEE
15% 2 BEHEK -

REFEOBEEIRZEN MRRY
hEKEIEARE & EERNE
EEAMMFACHPEMAEN B
& = & Al R 250%F B AT 15 B 2
B’E-

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 three-year period
commencing from 1 January 2008 to 31 December 2010.

Pursuant to the relevant laws and regulations in the PRC, two
subsidiaries operating in the PRC are entitled to exemption from
the PRC income tax in the first two years from the first profit-
making year, followed by a 50% reduction of the PRC income
tax for the next three years.
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11. FifSsREBH &) 11. INCOME TAX EXPENSE (Continued)
wREREWER  FABEIHA The tax charge for the year can be reconciled to the profit before
ERFE AR M ERNT tax per the consolidated income statement as follows:

BE_Z—ZF BE_TTNF
+=A=+—H +TZHA=+—H”

IEFE EFE
Year ended Year ended
31/12/2010 31/12/2009
AR#TiT ARETFT
RMB’000 RMB’000
R 752 Al A Profit before tax 128,967 116,388
2 B N P15 B A 25 % Tax at the domestic income tax
—EETNF  25%) rate of 25% (2009: 25%)
FTECBIE 32,242 29,097
FTREEHRER 2 FE Effect of preferential tax
rate in the PRC (7,282) (9,090)
PEKTER ET ERBIIA Effect of tax exemption
VA0 granted to PRC subsidiaries (969) (1,766)
FEAR B D T R 2 B2 Tax effect of share of
profits of associates (789) (737)
FEERF WS 2B E Tax effect of income
not taxable for tax purpose (1,236) (449)
TR M ERBZRETE Tax effect of expenses
not deductible for tax purposes 97 682
RINEB 2 BIG & (T 5E) Tax effect of additional
allowance (Note) (1,793) (1,340)
AERREEE IR E Tax effect of tax losses
not recognised — 167
KREERA] ?D MREGRFEZERE Tax effect of deductible temporary
R differences not recognised 2,025 160
PABAFERERZ Utilisation of tax losses
FIgEE previously not recognised (136) (744)
BABTFERERZ Utilisation of deductible temporary
AIHIBR R L Z 5 differences previously
not recognised — (296)
BAFEBRBERE Over-provision in prior years — (2,676)
FEMELH Tax charge for the year 22,159 13,008
Hiit - Note:
RIS AR 15 b B AR B B IS G 0 (R BE A AR The amount represents the tax effect of additional tax allowance granted to the
ERAMSAERERBING G RERENTEY Group in respect of research and development expenditure as stipulated in the
2. relevant tax rules in the PRC.
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12.

FEEF

FEENEHNE GEA) THIER

12. PROFIT FOR THE YEAR

Profit for the year has been arrived at after charging (crediting):

BE_ZT—TF HE-_ZZTNF
+=-B=+—H +=—A=+—H
ILEE IFFE
Year ended Year ended
31/12/2010 31/12/2009
ARFIT ARBFIT
RMB’000 RMB’000
ME  BEMRETE Depreciation for property,
plant and equipment 117,597 115,627
WEMEFE Depreciation for investment properties 2,688 394
T E AR Amortisation of prepaid lease
A E IR R payments on land use rights 5,741 4,070
Btz #&sE GFABEEER) Amortisation of technical know-how
(included in administrative
expenses) 117 675
e Total depreciation and amortisation 126,143 120,666
ZEED B & Auditor’s remuneration 1,138 1,424
ERAER ZHEKAR Research and development costs
recognised as an expense 17,368 19,714
THREFoREHERS Operating lease rentals on land
and buildings 882 1,016
EREEZRERBIE (Reversal) recognition of impairment
(B[R R losses on financial assets
— R (K 7t26) — trade receivables (Note 26) (499) @11)
— H R R IE (B 7E26) — other receivables (Note 26) 1,290 534
— ERE ZME A F5RIE — amounts due from fellow
(H7:£28) subsidiaries (Note 28) 12,474 —
13,265 323
TAERHEZEEY Impairment loss on assets classified
EEE (A iF32) as held for sale (Note 32) 3,987 —
FEMoR G ABEERA) Write-down of inventories (included
in cost of sales) 8,905 944
EIRA(TBEEEER Staff costs (excluding directors’ and
EEME) (HiE15) supervisors’ emoluments) (Note 15) 238,510 242,124
ERRBLABRZFEXK Cost of inventories recognised
as an expense 2,108,507 1,849,738
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14.

e M RR M ()

Notes To The Consolidated Financial Statements (continued)

R 13. DIVIDENDS
BE-S—TE  HE_TTNF
+-—RA=+—H +—-A=+—H
ILLEE IEFE
Year ended Year ended
31/12/2010 31/12/2009
AR®TFiT AR For
RMB’000 RMB’000
FRBRZKE Dividends recognised as distribution
during the year
— —_ETNFRERE : — 2009 final dividend: RMBO0.05
Tk A R®0.057T (2009 : 2008 final
(ZEBEENEFE: T N\F dividend RMBO0.03) per share
NEARR B A R#0.037T) 22,866 13,719

NN E)E SE D E % 307,312,8300%
AR% %.150,000,0008% HAZ K 3 5 A% A
R¥0.0570 (ZZEZNF : AR¥E0.05
7o) (4 54 10.0597T (ZEE N -
BH0.0577T) F BIEABRMATER)
ZAEEE B ALSKRERE
RRFEAS Lt E BERELY
SRR AT ER SR

sEREF

BREABFNDIBREARAME
ANEEREB RO AARE
101,299,000 (ZEZEhE : AR
#99,687,0007T) R IZF N E 1T
3 2 A #E S 15 £1457,312,8300% (=
TENLE : 457,312,83008) 51 & o

HREEZZE—ZEFR_ZTTNF
+-— A=+ BHUMEFEHET
RRERBEYECEEH WHERE
AEFEZGREERFIER -

14.

The final dividend of RMB0.05 (2009: RMBO0.05) per share
(approximately HK$0.059 (2009: HK$0.057) 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 RMB101,299,000 (2009:
RMB99,687,000) and based on the weighted average number
of 457,312,830 (2009: 457,312,830) shares in issue during the
year.

Basic earnings per share and diluted earnings per share for two
years ended 31 December 2010 and 31 December 2009 are the
same as there were no dilutive events existed during both years.
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15. AIRF(FEREFERE STAFF COSTS (EXCLUDING DIRECTORS’
E#i&) AND SUPERVISORS’ EMOLUMENTS)
BE-S-TF HE-TTHF
+=A=+-8 +-A=+-8
ILFE HFE
Year ended Year ended
31/12/2010 31/12/2009
AR¥TT AR¥TT
RMB’000 RMB’000
HEMIE Salaries and wages 170,089 152,556
ETH/EMNEHEMER Staff welfare and other benefits 39,028 61,533
RIRTEFET B Retirement benefit scheme
— REMH-RETE (B at) contributions — defined
contribution plans (Note) 29,393 28,035
238,510 242,124
Hfat - Note:
R BEEEER T AEER2EE T As stipulated by the regulations of the PRC, the Group participates in a
BFSI 2 RERIGEKRSEHE  BHASE basic defined contribution pension scheme organised by the local municipal
EEE—FRAAEEE ISR HS 1 government, whereby it is required to pay contributions at the rate of 21%
AT REBE ([BEBKA]) B5E821% (—EE (2009: 22%) on the total salaries, bonuses and allowances (the “relevant
NE:22%) T ZH-BNETTAHE income”) paid to the Group’s staff in the preceding year. The monthly relevant
WAZ FRAANRE?7 400 (ZEZEHF : income per head of a staff is subject to a cap of RMB7,400 (2009: RMB6,600).
ARHEB,6007T) © IRIKETBI 2 A E £ i Contributions to this retirement scheme are charged to the consolidated
A lEERNE - income statement as and when incurred.
EH BT AR S RIEAEEREIREG LA The local municipal government undertakes to assume the retirement benefits
BERKEIZERKEMNNEE - Bt B EX obligations of all existing and future retired staff of the Group. Accordingly, the
Fraf 2k sn - AREBMI MG A E THBIK Group has no other material obligation for payment of retirement and other
RERHEMEKREEIMAEEMERE post-retirement benefits of employees other than the contribution described
1F o WhRK BB EBERL ERERE above. No forfeited contribution is available to reduce the contribution payable
2 ERERER - in the future years.
BE—_T—SF+-_A=+—HIEE & During the year ended 31 December 2010, the Group made retirement
& @ A 4 B A R 1029,564,0007T (= benefits scheme contributions totaling approximately RMB29,564,000 (2009:
TENE - ARMD8,175,0007T) KR K@ RMB28,175,000). At the end of the reporting period, there are no forfeited
AT BIEER - RIS HIR - BWEDRAOHEK - contributions.
WRHERERDERAF
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16. EFREEME 16. DIRECTORS’ AND SUPERVISORS’
EMOLUMENTS
ENSERNT AU (ZETNE The emoluments paid or payable to each of the sixteen (2009:
TR ESRESFZMES0T : fifteen) directors and supervisors were as follows:
g#F_T—TF+_A=+—HL For the year ended 31 December 2010
FE
I8 Te4- BHiRT
e RBMREMET HEARK “
Salaries,
bonuses,
allowances Retirement
and other benefit scheme
Fees benefits  contributions Total
ANRETFT ANRETFT ANRETFT ANRETFT
RMB’000 RMB’000 RMB’000 RMB’000
HITEF Executive directors
RS E (Mt a) Mr. Zhang Daiming (Note a) - 569 19 588
FRELE Mr. Ren Fulong - 630 19 649
HEFRE W a) Mr. Du Deping (Note a) - 517 19 536
HRELE Mr. Zhao Songguo - 510 19 529
BELL (M b) Ms. Guo Qin (Note b) - 133 12 145
HHTEE Non-executive directors
RINTE (W ite) Mr. Xu Lie (Note c) - 380 14 394
#HORTE Mr. Zhao Bin - — _ _
FRBEE (Witd) Mr. Li Tianzhong (Note d) - - — -
SRS E (Hste) Mr. Liu Zhenwen (Note €) - 550 19 569
BUHHNTEE Independent non-executive directors
REREE Mr. Zhu Baoquan 60 - - 60
RAREE Mr. Sun Minggao 60 - - 60
BEA LA Mr. Kuang Zhijie 60 - - 60
2% Supervisors
FRBEE (Wiitd) Mr. Li Tianzhong (Note d) - 380 19 399
FABEE(Hb) Mr. Yu Gongfu (Note b) - 349 17 366
2 BmEE Mr. Liu Qiang - 0 14 104
(ehrvih it Mr. Tao Zhichao - 24 - 24
RAERE Mr. Zhang Yueshun - 24 - 24
Bt Total 180 4,156 171 4,507

IWRFERERBGERD A 1 31
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16. EEREEME (&) 16. DIRECTORS’ AND SUPERVISORS’
EMOLUMENTS (Continued)
it - Notes:
(a) RZZE—ZEFNA-+HEZE- (a) Appointed on 20 September 2010.
(b) RZZ—ZEFNA-+HBE- (b) Resigned on 20 September 2010.
() RZZE-—TF A +HBEZE - () Appointed on 25 June 2010.
(d) RZE-ZTFNANBBEEEST (d) Resigned as a director on 9 April 2010 and appointed as a supervisor
RZE—TFA-THBEZAE on 25 June 2010.
EE-
(e) RZZE-—ZFN\AEBEE- (e) Resigned on 4 August 2010.
B8EFE_FTEAFT+_AR=+—HL For the year ended 31 December 2009
FE
I& T4 BHRT
e RURAMERN HEOR -1y
Salaries,
bonuses,
allowances Retirement
and other benefit scheme
Fees benefits  contributions Total
AREFT ANREFT ANREFT AREFT
RMB’000 RMB’000 RMB’000 RMB’000
HITEF Executive directors
* BExt Ms. Guo Qin - 200 18 218
HRELE Mr. Zhao Songguo - 430 18 448
ERELE Mr. Ren Fulong - 530 18 548
HHTEE Non-executive directors
FRE%E Mr. Li Tianzhong - 320 18 338
IRt Mr. Liu Zhenwen — 170 18 188
W OREE Wit a) Mr. Zhao Bin (Note a) - - - -
BUHHTEE Independent non-executive directors
GEFELEWTD) Mr. Xu Guojun (Note b) 25 - - 25
RHRLE Mr. Sun Minggao 60 - - 60
REREE Mr. Zhu Baoquan 60 - - 60
BEALE Mr. Kuang Zhijie 60 - - 60
2% Supervisors
®AIBL & Mr. Zhang Yueshun - 24 _ 24
Fyecpitia Mr Tao Zhichao - 24 - 4
2 BEE Mr. Liu Qiang - 81 14 %5
SEMLE (i) Mr. Gao Qinggang (Note ¢) - 130 18 148
FTREEE Mr. Yu Gongfu - 320 18 338
Bt Total 205 2,229 140 2,574
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Notes To The Consolidated Financial Statements (continued)

16. EEREEME (2 16. DIRECTORS’ AND SUPERVISORS’
EMOLUMENTS (Continued)
Mt Notes:
(@) RZZZNFAANBEZE- (@) Appointed on 8 June 2009.
(b) RZZTZNFMA=+HBE- (b) Resigned on 30 April 2009.
() RZZZNF+ZAZ+N\HEHE - () Resigned on 28 December 2009.

HE-_ZZFR_ZTTNF+=
A=+—BIMEFE $I&TM
ESNESHEIARAENERLE
EYMEAme - REBEE - —
TERZFEENF+ZA=1+—H
FEFER AEBEMERAQRE
EREETNEAMNE  UIEAR
SIFEEMAREE IR MALXEE
BRI EREISIEARERRE

No directors and supervisors waived or agreed to waive any
emoluments paid by the Group for the two years ended 31
December 2010 and 31 December 2009. During the year ended
31 December 2010 and 31 December 2009, no emoluments
have been paid by the Group to the directors or supervisors of
the Company as an inducement to join or upon joining the Group
or as compensation for loss of office.

17. BEEM&£ 17. EMPLOYEES’ EMOLUMENTS
EREERIUESFMALST &
Mz (ZZ2ZNAF M) EF H
B2 IS BN £SO RE16 0 gk —

Of the five individuals with the highest emoluments in the Group,
four (2009: two) were directors, whose emoluments are set out
in note 16 above. The emoluments of the remaining one (2009:

MN(ZEZEAF =) &= HHA three) highest paid individuals was as follows:
TZMEMT
BE_S—TF BE-_ZTNEF
+=—A=+—H +-A=+—H
ILEE IEFE
Year ended Year ended
31/12/2010 31/12/2009
AR¥TFiT AR TFor
RMB’000 RMB’000
e JEAL  RAERHMEE  Salaries, bonuses, allowances
and other benefits 550 1,170
RUNEFET B3R Retirement benefit
scheme contributions 19 53
569 1,223
WRHERERGBRAT
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For The Year Ended 31 December 2010

17. BEEME (Z 17. EMPLOYEES’ EMOLUMENTS (Continued)
HEMEN FTATEER : Their emoluments were within the following band:
EE®A

Number of employees
BE_ZT—ZTF HEZTNF
+=A=+—8B +-A=+-E

IEEE LEFE
Year ended Year ended
31/12/2010 31/12/2009
& 2 % #51,000,000 JT Nil to HK$1,000,000
—E-ZFF 5P (2010: equivalent to RMB859,000,
AR #859,0007T 2009: equivalent to RMB881,000)
ZEZNF ER
AR #881,0007T) 1 3
18. H i 18. TECHNICAL KNOW-HOW
ARETFT
RMB’000
5% 3 COST
RZZEETAF—HF—A8- At 1 January 2009, 31 December 2009 and
—EEhF+ZA=F+—HK 31 December 2010
—ZET-ZEF+-_RA=+—8H 6,550
3] AMORTISATION
RZZEZTNF—HA—H At 1 January 2009 5,758
FRZH Charge for the year 675
RIBEZANF+_A=1+—"H8BK At 31 December 2009 and 1 January 2010
—2—-ZF—H—H 6,433
FRXH Charge for the year 117
RZZE-—ZF+-_A=+—8H At 31 December 2010 6,550
RmEE CARRYING VALUES
R-ZTE—ZFTF+_-_A=+—H At 31 December 2010 —
RZBZTZNF+ZA=+—H At 31 December 2009 117
KAEBZEMDHIBE=ZBA - Z The Group’s technical know-how was acquired from third parties.
ERMHEBBRIUGCAHEH LA The technical know-how has a definite useful life and amortised
BRETA-6F N - on a straight-line basis over four to six years.

~| 34 IR ERERGERL A

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED



BREFEBEERM ST RAFER Qﬂ-t-_
Prepared under Hong Kong Generally Accepted Accounting Principles &

BE-Z-TF+-A=Z+—HLEFE
For The Year Ended 31 December 2010

PSR ()

Notes To The Consolidated Financial Statements (continued)

19. VX RBEREMH 19. PROPERTY, PLANT AND EQUIPMENT
BE BER
L &5 R RE Hkt
Plant,
machinery and
Buildings equipment Motor vehicles Total
ANREFT ARETFT ARETT ARETT
RMB’000 RMB’000 RMB’000 RMB’000
{48 VALUATION
RZETNF—FA—H At 1 January 2009 516,717 1,166,239 12,759 1,695,715
MERTIZE A (F1720)  Transferred from construction
in progress (Note 20) 32,658 67,436 - 100,094
NE Additions 161 42,983 5372 48,516
BN EERENED Reclassified to investment
properties (b) (16,588) - - (16,588)
e Disposals (17,316) (120,432) (1,736) (139,484)
—EEhF At 31 December 2009
‘I'JEJ =+—H 515,632 1,156,226 16,395 1,688,253
RIERTREA (ff#20)  Transferred from construction in
progress (Note 20) 103,055 22,786 - 125,841
NE Additions 4,286 47,894 3,314 55,494
e Disposals (2,251) (70,995) (5,318) (78,564)
RZE—EF At 31 December 2010
+-A=+—-"H 620,722 1,155,911 14,391 1,791,024
!lﬂﬁﬁ ACCUMULATED DEPRECIATION
“EENF—FA—H At 1 January 2009 171,192 557,068 7,573 735,833
$ W Provided for the year 26,177 87,700 1,650 115,527
BN BEREMED) Reclassified to investment
properties (b) (5,530) - - (5,530)
HEYH Eliminated on disposals (13,835) (105,809) (1,680) (121,324)
ZTENE At 31 December 2009
+ZA=+-H 178,004 538,959 7,543 724,506
FEREE Provided for the year 23,962 91,364 2,271 117,597
HEHH Eliminated on disposals (1,714) (51,627) (5,061) (58,402)
RZE—EF At 31 December 2010
+-A=+—-H 200,252 578,696 4,753 783,701
EEE CARRYING VALUES
RZE—EF At 31 December 2010
+-A=+—-"H 420,470 577,215 9,638 1,007,323
RZEENE At 31 December 2009
+-A=+—"H 337,628 617,267 8,852 963,747
IWRFERERBGERD A
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19. V¥ BERERE (&) 19. PROPERTY, PLANT AND EQUIPMENT
(Continued)

(@) AEEMBERFHURFE - (@) All the buildings of the Group are located in the PRC.
RZE—ZEF+=ZA=+— As at 31 December 2010, the net book value of the
B RNEBERAKRERENXE buildings for which the Group had not been granted
BZ2EFEEFENRBAR formal title amounted to approximately RMB87,269,000
#87,269,000T (ZZEZT N, (2009: RMB64,746,000). In the opinion of the directors
F: AR ¥64,746,0007T) ° of the Company, the absence of formal title to these
ARBEZERR ~EEE buildings does not impair the value of the relevant
HEFEETEERERZ buildings to the Group. The directors of the Company
ERFZEXNEREMBE- also believe that formal title to these buildings will be
KABESNAE 258 granted to the Group in due course.
FZEREREHFERETA
ST

(o) AXEBER=_ZEZTNLFLA (b) The building was transferred from owner-occupied
—HE-FZHEFPEIT 05 property to investment property because the Group
H1I0FE 2 HEEGH  ZE entered into a 10-years lease contract with a tenant on 1
FHEXIMEEEREWE - July 2009.

(©) BEBARARAR ZRERE (©) In the preparation of the listing of the Company’s shares
REfEM  ARB2WE - on the Stock Exchange, the Company’s property,
B K &% B R B R S (E plant and equipment were firstly revalued by Shandong
ML RSN BRI & Certified Public Accountants, a firm of valuers registered
EENACEEEMBE -H in the PRC on a depreciated replacement cost basis as
BARBZME HERF part of its restructuring. Another separate revaluation
& B — %8 S (A A = 2Rl FT was carried out on the Company’s property, plant and
MITERARZARMESR equipment by Chesterton Petty Limited, an independent
iEE ERAaWB®RRESP valuer, on an open market value basis. The adoption of
KR LAMIBEEHESRE the above two revaluations in the consolidated financial
REBE_ZFTE-—ZTF+ A statements has not resulted in an additional depreciation
=+ —BIEFEEMEIINT charge during the year ended 31 December 2010 (2009:
EBR(ZZTNF : ARK RMB1,432,000).
1,432,0007T) °

(d) WAEBZME  BEEF () If the property, plant and equipment of the Group had not
BARWERS MELKETH been revalued, they would have been included in these
A S 2% R DA K AN (B R R 5T T consolidated statements of financial position at historical
EJIEMT cost less accumulated depreciation as follows:

—E2-Z5F —EThF

+=-—A=+—H +=A=+—8

31/12/2010 31/12/2009

AR¥TFiT AR For

RMB’000 RMB’000

B3 Buildings 426,391 343,553
WE - MR LR Plant, machinery and equipment 571,303 611,189
A Motor vehicles 9,079 8,292
1,006,773 963,034

1 86 LR ERERDERAF
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For The Year Ended 31 December 2010

19.

20.

ME - -BERRME(Z) 19.

© N_F-FF+_A=+-—
B AKBZHAENE K
ERJ|EHHARNRREER
FTEBEXRANEEEMRBE:-
HMREREER_-_FT—FTF
ToA=t+—HZEEEL
BEAZR ARAEER
BOE BERRER=-F
—EFEFA=+—HZE
HEDERNFHRIRERE
S AR ek

() ME BERRHEZ LIRS
BIRERORTIRITE - W% -

PROPERTY, PLANT AND EQUIPMENT
(Continued)

(e) At 31 December 2010, all property, plant and equipment
of the Group were revalued by the directors of the
Company on a depreciated replacement cost basis. Since
there are no material differences between the revalued
amount and the carrying values at 31 December 2010,
the directors of the Company are of the opinion that the
carrying values of property, plant and equipment as at 31
December 2010 fairly reflected their recoverable amount
at that time.

(f The above items of property, plant and equipment are
depreciated on a straight-line basis. The estimated useful

BEMZEZEFIERF lives of property, plant and equipment are as follows:
BT -
BF 204 Buildings 20 years
WE - e RERE 5204 Plant, machinery and equipment 5-20 years
RE 5% Motor vehicles 5 years
TEEIRE 20. CONSTRUCTION IN PROGRESS
—s-2% —TEnF
2010 2009
AR¥FIT ARETFT
RMB’000 RMB’000
wn—A—H At 1 January 134,356 88,206
INE Additions 111,746 146,244
mYE BEK Transfer to property,
RAEE A (K2719) plant and equipment (Note 19) (125,841) (100,094)
R+—A=+—H At 31 December 120,261 134,356

EREIEBER_-_ZE—ZFE+_A
=St+t—BHARIZET BEX
HWERELEZSWE -

HE-_Z-—ZF+=-_A=+—81t
FE RERIERMEMERNE
A A RM20,000,000T (ZEE A
£ AR #20,000,0007T) - AR A
BREEZIHEAEE At
BERKABETER -

Construction in progress comprises expenditures incurred
on buildings, plants and machinery not yet completed at 31
December 2010.

For the year ended 31 December 2010, government loan of
RMB20,000,000 (2009: RMB 20,000,000) was borrowed for
financing construction in progress. No borrowing costs are
capitalised as the expenditures on the qualifying assets have not
been incurred.
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21, THFRAEZHEMEERE PREPAID LEASE PAYMENTS ON LAND USE
RIGHTS
—E—-Z5 —ETNEF
+=-HB=+—H +=-A=+—H
31/12/2010 31/12/2009
AR®FT ARETFT
RMB’000 RMB’000
TEERMGEAERELKE - The Group’s prepaid lease
payments comprise:
REZHAE i Leasehold land in the PRC:
FREAFR A Medium-term lease 227,388 196,772
52 EATE 4V Short-term lease 1,056 1,213
228,444 197,985
BMEMEL 2D Analysed for reporting purposes as:
RBEE Current asset 5,741 4,070
ERBEE Non-current asset 222,703 193,915
228,444 197,985
AEEDRSHE 2 L HFE PR The Group has acquired land use rights in the PRC and has
WER LM FEEEF - SRARE erected buildings thereon. While the Group has paid substantially
B ZEEREC R the full consideration of the purchase consideration, the relevant
187 B BT R ) ok ) AR SR B government authorities have not granted formal title to certain of
ETFZEITH s ERERE - R T these land use rights to the Group. As at 31 December 2010,
— T+ ZA=+—H AEEHXK the carrying values of the land use rights for which the Group
BEREREREZIHEREZERR had not been granted formal title amounted to approximately
B#H A ANRE15165,000T (ZEZ RMB15,165,000 (2009: RMB26,577,000). In the opinion of the
NEF: AR#26,577,0007T) © KR directors of the Company, the absence of formal title to these
RIEERAE REZSIMERRE land use rights does not impair the value of the relevant land use
ZIERNERTESAKEEFEH L rights to the Group. The directors of the Company also believe
FREZEELRBEBE RAAAE that formal title to these land use rights will be granted to the
ENMEE ZEIHEFEAEZER Group in due course.
ERGERRETARER-
IR ERERGERL A
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22,

BREWME 22. INVESTMENT PROPERTIES
ARETFT
RMB’000
5% 3 COST
RZEZNFE—HF—H At 1 January 2009 -
NEDb) Additions (b) 26,030
BYE BELRKBEFDHEC Reclassified from property,
plant and equipment (c) 16,588
RZEZAF+-_A=1+—H At 31 December 2009 42,618
INE Additions 1,701
KRZE—Z2F+-_A=+—H At 31 December 2010 44,319
REHIRE ACCUMULATED DEPRECIATION
RZZTZEhF—HA—H At 1 January 2009 -
BYE BERKBEFDEC Reclassified from property
plant and equipment (c) 5,530
FREE Provided for the year 394
R-ZETZAFE+-_A=+—H At 31 December 2009 5,924
FANEE Provided for the year 2,688
R-E-FTFE+-_A=+—H At 31 December 2010 8,612
RmEE CARRYING VALUES
R-E-FTFE+-_A=+—H At 31 December 2010 35,707
R-ZEBEZAE+_A=1+—8H At 31 December 2009 36,694

AEEWAEFHBEL (B
A10%F 5 A £ 18 D R504)
IR EMEMNPE - B =
T—ZTFE+=-_A=+—8"
AEBEREMEZLAREN
A A R #69,000,000T (=&
T NF : AR ¥65,000,000
L) c RAREBEER _T—F
F+-_fA=+—HHEAEE
ZEREBEYEREITHE - HE
FRBLEERBEGERM
ETHE AR EEZM
B2 E HR & &g
TZHEUMEZTEMET

=

(@ The Group’s investment properties were located in the
PRC under medium-lease terms (lease period of 10 years
or more but less than 50 years). The fair value of the
Group’s investment properties at 31 December 2010 was
approximately RMB69,000,000 (2009: RMB65,000,000).
The fair value of the Group’s investment properties at 31
December 2010 have been estimated by the directors
of the Company. No valuation has been performed by
independent qualified professional valuers. The valuation
performed by the directors of the Company was arrived
at by reference to market prices for similar properties in
the same locations and conditions.
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22. BEYME Z) 22. INVESTMENT PROPERTIES (Continued)

(o) STEBERBEE_ZFTAN (b) The investment properties were used by SXPGC to
F+zZA= -1— AIEFE- settle its debts due to the Group of approximately
BIREMERNBEERM RMB26,030,000 in year ended 31 December 2009.
AEBEB2EBHABARE As at 31 December 2010, the net book value of these
26,030,000t c R =T —F investment properties for which the Group has not
F+-—A=Z+—H A5E been granted formal titles amounted to approximately
MAREREAEREZRE RMB4,231,000 (2009: RMB26,030,000). In the opinion
MECEBENAARE of the directors of the Company, the absence of formal
4,231,000 (ZZE T N F : titles to these investment properties does not impair the
A R #26,030,0007T) ° #A value of the relevant properties to the Group as at 31
TZENFRZZE-ZTF+= December 2010 and 2009. The directors of the Company
BE=Z+—HB ARAEER also believe that formal titles to these properties will be
ROREZFREMEZE granted to the Group in due course.
NERITESAEEIBRER
BYFEZEELBERBE K
NAESNEE ZEFRE
MEZFAERGERET
REE -

©)] HRAEBEEBEPR-_ZE (© The investment property was reclassified from owner-
NFE+EA—HEM T10F 5 occupied property because the Group entered into a
ZHEER WEKREWET 10-years lease contract with a tenant on 1 July 2009.
HERYMERETHE-

() LR EMETNEGER () The above investment properties are depreciated on a
THEA R20F (B & & R %) straight-line basis over the shorter of the term of the
wE- lease and 20 years.

23. REBEALAFINESR 23. INTEREST IN AN ASSOCIATE
—E—-ZF —ZEENF
+=-RAR=+—H +—-A=+—H
31/12/2010 31/12/2009
ARTFT ARE T
RMB’000 RMB’000

RIELEMEE A TR EKAR  Cost of investment in

an unlisted associate 10,179 10,179

FEEW R E T (&) - Share of post-acquisition profits,

HBREWREMEKE net of dividend received 6,441 4,181
16,620 14,360

REFE—_ZZFEAhE+_HF=+—H During the year ended 31 December 2009, two associates of

FEERN NEBRBBLS DT the Group, Shandong Xinhua Longxin Chemical Co., Ltd (LI %7

IWEFEREE(ITBERA A (Dﬁﬁat: #EEE(L T BRAF) (“Xinhua Longxin”) and Shandong Xinhua

Fé T*J) MIUEFERE(IRES Changxing Chemical Equipment Co., Ltd (ILERFHERE(LT

NEl((HEEEDBESEZY REAMR AR (“Xinhua Changxin”), were reclassified to assets

;E'j FHEZBEE (EZH 5 R classified as held for sale (see Note 32 for more details).

32) °
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23. MRBELAFMER(F) 23.
W-E—FFE+-A=+—H &

INTEREST IN AN ASSOCIATE (Continued)

As at 31 December 2010, the Group had interest in the following

SERATHE ARERAER associate:
EREIR FREEE
RELEER RERBEX EERHR FrisRBER gMgsEE HEEAL IEES
Percentage
Form of Place of Nominal value of equity
business incorporation  Class of of registered  attributable
Name of associate structure and operations  shares held capital to the Group  Principal activities
AREFT
RMB’000
RSB ERERRA e HE HARAE 26,929 20% EEENRBERR
(T#E])
Shandong Zibo Xinda Incorporated ~ PRC Contributed Production of
Pharmaceutical Company capital medicine and
Limited (“Xinda") medical products

WRE B EREERAF

BREAEBEBLEARMNREEZY The summarised unaudited financial information in respect of the

FERBENT : Group’s associates is set out below:
—E—Z5F —ETHEF
+=A=+—8 +=A=+—8
31/12/2010 31/12/2009
AR¥TFIT AR For
RMB’000 RMB’000
WEE Total assets 145,628 135,040
B E Total liabilities (62,529) (63,239)
FEE Net assets 83,099 71,801
AEBEMRBENRFERE Group’s share of net assets of
an associate 16,620 14,360
HE-T-TF BE-TINF
+=A=+—8 +-A=+—§
ILEE EFE
Year ended Year ended
31/12/2010 31/12/2009
ABRW¥FIT ARETFoT
RMB’000 RMB’000
WA Revenue 210,203 264,566
F N A Profit for the year 26,299 24,696
ANEEEEBE QN TIERE R Group’s share of profits of
(B1a%) associates for the year (Note) 5,260 4,912
WRHERERGBRAT
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23. REEATNES (&) 23. INTEREST IN AN ASSOCIATE (Continued)

it - Note:

REBEE-_TTNF+_A=+—HIEFE During the year ended 31 December 2009, the Group’s share of profits of

N REEHEONERERNERE 2 R Xinhua Longxin and Xinhua Changxin were recognised up to 30 June 2009 as

MERE-ZTTNFASA=1TH BREW these two associates were reclassified to assets classified as held for sale on

RBERRNZBESEEIRFELEZE that date.

o

24, TNEEHEZRS 24. AVAILABLE-FOR-SALE INVESTMENTS
—g-2% —TTRE
+=-A=+—H +=ZRAR=+—~H
31/12/2010 31/12/2009
AEMFIT ARMBF T
RMB’000 RMB’000

EmziRE: Listed investments:

— PR LT 2 RAEE — Equity securities listed in the PRC,

RRAREYNE (K Fa) at fair value (Note a) 155,446 198,396

REMZE/E : Unlisted securities:

- RPN B (A atb) — At cost (Note b) 33,200 33,200

B DHERMEEE (772b)  Less: Impairment loss

recognised (Note b) (30,000) (30,000)

FRy Total 158,646 201,596

et - Notes:

(a) NRZEBEENFR_ZT—ZTF+_-A (a) At 31 December 2009 and 2010, the fair value of the listed equity
=+—B LTRAFHFRENA securities are determined basing on the quoted market bid prices
RENKEZE LBBFZXSM2H available on the Shanghai Stock Exchange and the changes in fair
LHREMET  AREBEEHEFTA value has been recognised into other comprehensive income.
HEm2mEbamS o

(b) &R IR R H B A S 2 Fl (b) The amount represents investments in unlisted equity securities issued
ERERTZIFLETRAZS 2K by private entities incorporated in the PRC. They are measured at
B-mRABAAELEESER cost less impairment at the end of the reporting period because the
B UBARBESERAELNSE range of reasonable fair value estimates is so wide that the directors
WEHEEARE  WHEZEFRER of the Company are of the opinion that their fair values cannot be
WwEHRIERANBRIRERTZ - measured reliably.

R-Z—ZTF+_A=+—H0 K As at 31 December 2010, the unlisted equity securities included
ABHOER—RFELTEFRS an investment in an unlisted securities trading company, Tian Tong
NEIRABLFBREERAZE Securities Company Limited with a cost of RMB30,000,000. The
& KA R A R30,000,0007T © securities trading company was in financial difficulties and impairment
ZEHR SN A IEHERS B EK - loss of RMBB30,000,000 had been recognised in prior year. The
A Ik B 5 LA Bl 2 T ROR BB 1R A directors of the Company are of the opinion that the impairment
R 30,000,0007T c XA R EER made is based on their best estimation with reference to the market
" ZRETI2RBWISIRN REZE situation and circumstances of the securities trading company.
FREPEIZABBERERELR
EEEmIES -
R—ZE—ZTF+=-_A=+—80" As at 31 December 2010, the unlisted equity securities also included
FLETRABHTBERAEER the Group’s investment in Xinhua Changxing with a carrying amount
MEREZRE KEBERT K of nil. The Group’s investment represents a holding of 35% equity
EENREEINEREBRHBRA interest of Xinhua Changxing. During the year ended 31 December
B REBEE-_ZT—ZTF+=A 2010, the Group reclassified the investment in Xinhua Changxing from
=t+—BEFERN AEEBRH assets classified as held for sale to available-for-sale investments (see
EREZRERNAFLEEZEE Note 32 for more details).
ENREAHBEZRE (ESH
&R K E32) -

IR ERERGERL A
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25. 8 25. INVENTORIES
—Z-Z5F —ETHhF
+=-A=+—H +—-A=+—H
31/12/2010 31/12/2009
AR®TFIT AR For
RMB’000 RMB’000
B E Raw materials 56,675 51,856
ey R Work-in-progress 56,488 67,362
2IRK @ Finished goods 275,656 212,252
A Consumables 12,724 12,750
401,543 344,220
26. BERERRAMEBWKHRER 26. TRADE AND OTHER RECEIVABLES
—E—-ZF ZEENF
+=A=+—8 +ZA=+—H
31/12/2010 31/12/2009
AR®TFiT ARBFor
RMB’000 RMB’000
FEUBR 2 K 2 iE Trade and bills receivables 308,235 280,080
o FEURBR IR BRBHE Less: Allowance for doubtful
debts of trade receivables (1,979) (7,603)
306,256 272,477
HEMERHIE  Ze Rk Other receivables, deposits
B E and prepayments 78,835 49,714
S EAh R R IE RER B A Less: Allowance for doubtful
debts of other receivables (9,128) (7,838)
69,707 41,876
FEUBE = R H b FEUR R IE42%E  Total trade and other receivables 375,963 314,353
N-_E—FEF+-_A=+—H " FE As at 31 December 2010, included in the trade receivables
WER R B & 458 AR80,819,000 approximately RMB80,819,000 (2009: RMB104,468,000) and
7T (ZEZ N : 104,468,0007T) K& approximately RMB15,274,000 (2009: RMB13,490,000) is
2B ANR¥15,274,000 (ZZEZ N denominated in United States Dollars (“USD”) and Euro (“EUR’)
£ 1 18,490,0007T) 7 Al LA ZE 7T ([ 3 respectively.

tl) REOT (TBOT)) &HE -

IWRFERERBGERD A 1 43
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26. B AR = B 3 fth FE U #R IR 26. TRADE AND OTHER RECEIVABLES (Continued)
(%)
AEBZHOBERABUERE The Group’s revenue from export sales is on letter of credit or
SRR EFAET REBAIIR documents against payment. The credit period is agreed upon in
HEARTHE BRELEEPFE the sales contract. Except for some particular customers where
FEEMRIN REBEEAME S payment in advance is normally required, the Group allows an
BEPERTFFEHIOR KRR mA average credit period of 30 days to its local trade customers and
i B& B B P 1 FO0K 2 BRAR A - 90 days for local hospital customers.
LATTR®mER  BREREER The following is an aged analysis of the trade and bills
(EMBR R AR B R HEER receivables net of allowance for doubtful debts of trade and bills
REAZ % Z BREG D AT © receivables presented based on the invoice date at the end of
the reporting period.
—E—-2F —TENF
+=A=+—H T=ZA=1t—8H
31/12/2010 31/12/2009
AR®TT ARETT
RMB’000 RMB’000
—FR Within one year 303,310 270,571
ZR—FBLRME More than one year but
less than two years 2,601 1,503
ZHRMFRILR=F More than two years but
less than three years 319 403
ZR=F Over three years 26 —
306,256 272,477
AREBEWES REEEH0TE Included in the Group’s trade and bills receivable balance
48 BE T B £ 49 B A R #4,764,0007T are debtors with aggregate carrying amount of approximately
(ZZET & AR¥3,951,0007T) RMB4,764,000 (2009: RMB3,951,000) which are past due as
TEHEREEHDBE MAE at the reporting date for which the Group has not provided for
W EEGAERIEEL BE K&E impairment loss. The Group does not hold any collateral over the
B S AR E RS - balances.
MEWESIREERS  AEEY In respect of trade and bill receivables, individual credit
FAEREHHTEREHIESE U evaluations are performed on all customers requiring credit over
By —THEHEE BTG a certain amount. These evaluations focus on the customers’
EEIRLBANIENAEZDSEL past history of making payments when due and current liability to
ENNEHAR WRETEET pay, and take into account information specific to the customer
HEMUR R LR EEIRE o as well as pertaining to the economic environment in which
98% (—ET N4 : 99% ) & FE Uk B the customers operate. 98% (2009: 99%) of the trade and bill
IR EERBIPEARE EAE receivables that are neither past due nor impaired have good
BHEREHEIEET ARFN settlement history under the Group’s individual credit evaluations.
IS o N E B Y E B A A The Group does not hold any collateral over these balances.
B A R R -
WERHERERGBRAF
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26. B AR = B 3 fth FE U #R IR 26. TRADE AND OTHER RECEIVABLES (Continued)

(#&)
B 480 BB AROR (B 7 FE W AR SR 2 RS - Ageing of trade receivables which are past due but not impaired:
—E-ZF —EZNF
+=A=+-8 +=A=+-~
31/12/2010 31/12/2009
AR T ARBFT
RMB’000 RMB’000
—FR Within one year 2,723 2,546
ZR—FRLAME More than one year but
less than two years 1,817 1,136
ZHRMERIR=F More than two years but
less than three years 212 269
EgiN==:2 More than three years 12 —
FaE Total 4,764 3,951

B 78 H3 1B I M R (B 2 8 W0 R 1 R
ZEASERBRETELEZE
FERB REBEZLR EEER
RRERBEEREERTAYHRE
REF BNRB/ZERBAARH
Yeml - I En ZEHBERSE - K

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.

KEY EL X FE R A EAER

The Group does not hold any collateral over these balances.

2
JEUER R R IR & &) Movements in the allowance for doubtful debts of trade
receivables
—E—-Z5F ZEThF
2010 2009
AR%TFT ARETFT
RMB’000 RMB’000
—A—H At 1 January 7,603 11,498
BEZRERE Impairment losses reversed (499) @11)
FREFUWE HFHIE Amounts recovered during the year 120 764
8 AR U B FRIR Amounts written off as uncollectible (5,245) (4,448)
+-A=+—H At 31 December 1,979 7,603

A B TE JE MR BKE A AT R [E B - AR
K EEZ B RN E b8 K
HWEEEZaRRLEREZA
EEEREHRANEFED - AR
BEPEABRRAREE HE B
ERBETRERR -

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.

R ERERDBRA A
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26. EUWESREMEIRIE 26. TRADE AND OTHER RECEIVABLES (Continued)
(4&)
TRBFHRERES S @B Included in the allowance for doubtful debts of trade receivable
RBRECEBREFREZFOAAR are individually impaired trade receivables with an aggregate
#519,000C (ZEZENF: AR balance of approximately RMB519,000 (2009: RMB150,000)
150,00070) * ZERIERM KRR D B which are long outstanding over 3 years. The Group does not
B=F - AEERZEEBBES hold any collateral over these balances.
BEMERM -
HEi W FIEREREE S Movements in the allowance for doubtful debts of other
receivables
—E—-25 ZEENF
2010 2009
AR®TFIT ARETFT
RMB’000 RMB’000
—H—H At 1 January 7,838 7,436
ERERRESE Impairment losses recognised 1,290 534
88 AR U [B] 5RE Amounts written off as uncollectible — (132)
+-A=+—H At 31 December 9,128 7,838
EEMERRENREREST 2 Included in the allowance for doubtful debts of other receivables
& R 51 42 Rk (B 2 H i f& W R 18 48 2R are individually impaired other receivables with an aggregate
#5 ANR¥9,128,000C (ZEZT 1 balance of approximately RMB9,128,000 (2009:RMB7,838,000)
F: AR#¥7,838,0007T) * ZEFHA which are long outstanding over 3 years. The Group does not
MERREBB=F AEEHRZSE hold any collateral over these balances.
EHRESEEMERR -
27. BREEREBRATRER 27. AMOUNT DUE FROM IMMEDIATE HOLDING
COMPANY
JEWERZERARKIEBE HREA The amount due from the immediate holding company was
BEEERARDAELES KUK E trading in nature. The immediate holding company had
WRENRRMBARZHIE R undertaken to settle and receive all amounts due to and due
ZETNFFTA=+—R EK from the fellow subsidiaries. As at 31 December 2009, the
BEEERARREDERRENE amount due from the immediate holding company represented
BEERARMARMB AR Z &8 the net balance due from and to the immediate holding company
FE © and the fellow subsidiaries
LR EWER R AT
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28. B ()ERMELATRIE 28. AMOUNTS DUE FROM (TO) FELLOW

SUBSIDIARIES
—Z—-ZF —ETAF
+=A=+—8 +=A=+—8
31/12/2010 31/12/2009
AR¥FIT ARBFT
RMB’000 RMB’000
JE U [B) R /B A R RIA Amounts due from fellow subsidiaries 12,511 —
i FEWRI KRB AR ZRIEZ  Less : Allowance for doubtful debts
RIR L of amounts due from
fellow subsidiaries (12,474) —
37 —
ANIGES AR S Amounts due to fellow subsidiaries (6,087) —
AENBARRENEHRBE S The balances with fellow subsidiaries are trading in nature.
5 o
29. EfBELTIHRIE 29. AMOUNT DUE TO AN ASSOCIATE
—ZE—-ZF —ZETHhF
+=A=+—-8 +=A=+-H
31/12/2010 31/12/2009
AR#FiT AR FT
RMB’000 RMB’000
JE -F Bt 42 X B FIE Amount due to an associate 2 498
BERNRRENERBEE S ME - The balance with an associate is trading in nature.

30. BEHRITER 30. PLEDGED BANK DEPOSITS
EEARTERAREREZEERRE The amount represents deposits pledged to bank to secure
M FRT UERRTAREE banking facilities granted to the Group in respect of bills. As
ZHRITMEZFER - AR ZFHRT these banking facilities are short-term, the deposits are classified
MEBRBRE  ABEBETR as current assets. The deposits carry fixed interest rate at 1.98%
RRBHEE ZEFERENT (2009: 0.36% to 1.98%) per annum. The pledged bank deposits
F1.98% (ZZETZTNF :0.36%= will be released upon the settlement of relevant facilities.

1.98%) Z BIEFI &8 - SEMIR
THEABREFERBRERRBRE
I o
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31. B/OTFERRBEE&ERK 31. BANK BALANCES AND CASH
RTGEREBECEHRERITES Bank balances and cash comprise bank balances and cash held
AEBEBBEZEES Z@BAHLNUT by the Group, short-term bank deposits with maturity of three
Z R ETE R - AR ¥2,000,0007T (= months or less. The short-term bank deposits of RMB2,000,000
T NF - AR¥4,000,0007T) 25 (2009: RMB4,000,000) carry fixed interest rate at 1.35% (2009:
BRI RIEEF1.35% (ZEET N 1.71%) per annum. The remaining balances of bank deposits are
Fo171%) 2EEFEEGF L BT subject to prevailing market rates.
ZIRITIFRERIZRBITZ TG E
B e
RITFERRBEERBIEATHRIE - Included in bank balances and cash are the following amounts
ZEFRBHAEIINEEBASEE denominated in foreign currencies other than the functional

B2 IEEE B LININEEHE currencies of the relevant group entities to which they relate:
—E—Z5F —EThF
+=-—A=+—H +=-—A=+—8
31/12/2010 31/12/2009
ARBFIT ARETFr
RMB’000 RMB’000
BT EUR 9,538 7,287
ETT USD 6,307 8,480
B (B Hong Kong Dollars (“HKD”) 19 20
Arx(Bx)) Japanese Yen (“JPY”) 5 26
32. NEFHEZEE (AR) 32. ASSETS (LIABILITIES) CLASSIFIED AS HELD
FOR SALE

—Z-Z5F —EThF
+=—RA=+—H +=-A=+—8H
31/12/2010 31/12/2009
ARFIT ARETFT
RMB’000 RMB’000

NEFLEZEE Assets classified as held for sale:
REE SN BRI R Interests in associates 9,646 13,634
g NG B | Amount due from an associate — 1,756
9,646 15,390

I REFHEZ Liabilities associated with
BEMBENEE assets classified as held for sale:

FE(S B N\ B FIA Amount due to an associate (1,166) —

~| 48 LR ERERDERAF
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32. InFHHEZHRE (AR) 32.

e BB RMEE (E)

Notes To The Consolidated Financial Statements (continued)

ASSETS (LIABILITIES) CLASSIFIED AS HELD

(4&) FOR SALE (Continued)
R-ZE—ZFF+-_A=+—HE The details of the associate classified as held for sale as at 31
FHEZBEQRFBOT ¢ December 2010 are as follows:
BEREIR FREEE
RELFER EER#MES  BERE PR R EMESEE HIESL FERH
Percentage
Place of Nominal value of equity
Form of business incorporation  Class of of registered attributable to
Name of associate structure and operations  shares held capital the Group Principal activities
AREFT
RMB’000
WRFEERECIERAR  AE HE BARA 25,000 0% FERBEECIER

(IHEZERE)

Xinhua Longxin Incorporated PRC

Manufacture and sales
of chemical products

Contributed capital

RBE_ZZhF+_A=+—H
FFER ZEFATHERER 2
MEEE AR ERERFERE
E#EHBEANEBEALETH
HMeoRSEE(EHBERTZEAR
HEBIAFLECEE - EMMH
BENAR _EENFAA=1H
HBYGEREESAI RAERD
EITERZAGE DEREHEF
RS HBANEEE CREFE
At - w R ERE (R EEE -

REE-ZFT-—ZFTF+-_A=+—H1
FtFER AEERBSLUEEAR
BRNREEEEBREREZESEH
EAGIEL NGk =2
EEZp L E M EREE Z40%0% AN
¥Fﬁﬁ%%ﬁﬁmixkit
THE e REE —ZTF+_A
=t+-— HtiﬁZ& NN e B
ERENTERRT LS BHYH
A ANR11,613,000 2 K EH &
%%%FZM%&$%§0%%&E
e EFREBEEEEER

—ZTFE+-A=+— Em%ﬁ@@
At - SRR AR EEE -

During the year ended 31 December 2009, the directors resolved
to dispose of two associates of the Group, Xinhua Longxin and
Xinhua Changxing. Negotiations with several interested parties
had subsequently taken place. The assets, which were expected
to be sold within twelve months, had been classified as assets
classified as held for sale. The audit and valuation of these two
associates were carried out on 30 June 2009 by independent
qualified professional accountants and valuers. The net proceeds
of disposal were expected to exceed the net carrying amount
of the relevant assets and accordingly, no impairment loss had
been recognised.

During the year ended 31 December 2010, the Group obtained
the sale approval of these two associates from State-owned
Assets Supervision and Administration Commission of Shandong
Provincial Government (LREARBNEBEEEEEERE
@) (“Shandong SASAC”). After that, the directors actively
negotiated with the major shareholder of Longxin for the
disposal of 40% equity interest of Xinhua Longxin. Subsequent
to year ended 31 December 2010, the Company entered into
an agreement with the major shareholder of Xinhua Longxin to
sell 40% equity interest of Xinhua Longxin at a consideration of
approximately RMB11,613,000. The expected net proceeds of
disposal exceed the net carrying amount of the relevant asset as
at 31 December 2010 and accordingly, no impairment loss has
been recognised.

WERHMERERDERAF
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32. JIBEFHEZSE(ARE) 32. ASSETS (LIABILITIES) CLASSIFIED AS HELD
(#&) FOR SALE (Continued)
FFEHENERER  AEBEZIR Following a plan to dispose of Xinhua Changxing, Mr Luojun,
MEZ(EELE)HEAE A% a director appointed by the Group, was removed as a director
EtEENBZRERTNES At and the Group has no rights to reappoint a new director.
AEBTEBEHTERERNE Therefore, the Group is no longer in a position to exercise
ANEBE REBEE_FT—ZFTF+=A significant influence over Xinhua Changxing. During the year
=+—HAEFER KRR E ended 31 December 2010, the Company actively solicited 35%
REBWRAESEEILREERER equity interest of Xinhua Changxing in Shandong Property Right
SRS B ETAERBE - Exchange Center (IR & ERER S F 1) but did not receive any
RZE—ZT+=-_A=+—H &R offers. As at 31 December 2010, the directors of the Company
AEERALEFERETER consider that the sale of investment in Xinhua Changxing is
Ao HREDLEEFE AL not highly probable due to its cessation of business. Therefore,
AEBHERMEREZRERINA the Group reclassified the investment in Xinhua Changxing
BHECZEEENHEEHLEEZ from assets classified as held for sale to available-for-sale
TWE EBHAS R NFEHZ investments carried at cost and impairment loss of approximately
ARELECZEENIETHOARARK RMB3,987,000 has been recognised in the current year. The
3,987,000 KR BEEE - AR A E directors of the Company are of the opinion that the impairment
ERB ZEAERERZLBREHM made is based on their best estimation with reference to the
BIRARHERENERBERIED market situation and circumstances of Xinhua Changxing.
R EET ©
33. EfRZRRHEMEMSRER 33. TRADE AND OTHER PAYABLES
—E—-ZF —ETNEF
+=—A=+—H +=ZA=+—8H
31/12/2010 31/12/2009
AR¥FIT ARETFT
RMB’000 RMB’000
FERTER SR Trade payables 326,913 280,334
HEib T IE R ETE Other payables and accrued charges 177,001 211,364
503,914 491,698
UTAEZEEZAHERZENER The following is an aged analysis of trade payables presented
RERE IR Z BRI DT based on the invoice date at the end of the reporting period.
—E—-Z5F —TENF
+=A=+—H +=A=+-—~
31/12/2010 31/12/2009
ARFIT ARETFT
RMB’000 RMB’000
—FRr Within one year 311,497 269,164
ZR—FRILAME More than one year but
less than two years 6,048 4,987
ZHRMFERLR=ZF More than two years but
less than three years 3,630 747
ZIRN=%F Over three years 5,738 5,436
326,913 280,334
IR ERERGERL A
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Notes To The Consolidated Financial Statements (continued)

33. FEfTRRSR R H fFE T R IR 33.
(%)

RZZE—ZTF+_A=+—R0 &
RRFBRE 4 A ARE16,351,000
T (ZZZT R :19,981,0007T) KA
BUTEHE ©

TRADE AND OTHER PAYABLES (Continued)

As at 31 December 2010, included in the trade payables,
approximately RMB16,351,000 (2009: RMB19,981,000) is
denominated in EUR.

EmREZFERERIORAEK
AEBRETRABRERZBR - N
BRAARNRBESRBRRANE

The average credit period on purchases of goods is
approximately 45 days. The Group has financial risk management
policies in place to ensure that all payables are settled within the

B e credit timeframe.
34. E® 34. BORROWINGS
—Z-Z5F —ETHhF
+-HA=+—H +=—A=+—8
31/12/2010 31/12/2009
AR&TiT ARETFT
RMB’000 RMB’000
RITER — EEH Bank loans — unsecured 455,528 374,024
B ER — EIEKH Government loan — unsecured 20,000 20,000
475,528 394,024
AR THMEE 2REME :  Carrying amount repayable:
MRERK R —FIUR On demand or within one year 200,000 124,024
ZR—FELRMEF More than one year
but not more than two years 180,000 150,000
ZHRMFRILAREF More than two years
but not more than five years 85,728 103,400
ZRAF More than five years 9,800 16,600
475,528 394,024
B ORBB BRI Less: Amounts due within one year
—F RN HRFIE shown under current liabilities (200,000) (124,024)
275,528 270,000

| EE RSP - AR ¥230,000,000
T (ZZEZTNF : AR¥150,000,000
T0) AR B R R AR IR IR A R IR R
R-BEBPERP RZZTITNF
+=A=+—H%& AR%80,000,000
THMESHEHER REE=
E-EF+-_A=+—-HILEE
N BAFEEERENERARE
80,000,0007T A 45 B FREF R B -

Included in the unsecured borrowings, RMB230,000,000 (2009:
RMB150,000,000) was guaranteed by the ultimate holding
company of the Company. Included in the unsecured borrowings,
RMB80,000,000 was guaranteed by SXPGC as at 31 December
2009. During the year ended 31 December 2010, the guarantee
of RMB80,000,000 provided by SXPGC was released upon the
settlement of borrowings.

R ERERDBRA A
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34. HE®(E) 34. BORROWINGS (Continued)

REBE2-_TEZhF+=-_A=+—AH
tFER AEEKE —SEBRFE
A R®20,000,0007T (ZE—F4:
) AR IEE BT RENREREFE ©
E-ZE—ZF ZEREWHENE
5.575% (ZZEZE N F : 5.346% ) &t
B YERNFREE-

During the year ended 31 December 2009, the Group received
a government loan of RMB20,000,000 (2010: nil) which carried
market interest rate of 5.575% in 2010 (2009: 5.346%) for
improving important technique and energy saving, and would be
repaid within eight years.

AEBEFTETIA XL - The Group’s borrowings are interest-bearing as follows:

—E—-Z5F —ZEThF

+-BA=+—H +=—A=+—H

31/12/2010 31/12/2009

AR%TFT ARBFT

RMB’000 RMB’000

E A & Fixed rate — 80,000
B R Variable rate 475,528 314,024
475,528 394,024

AREZIHHNEERRESRELR
RITAEFB ([FERTRERS D)
HFPBEARRT (FEARRIT)D
P2 BITHEREE - MEE—
ENBEAEHEE -

The Group’s variable rate loans carry interest at a margin over
Hong Kong Inter-bank Offered Rate (“HIBOR”) or prevailing rate
quoted by the People’s Bank of China (“PBOC”). Interest is
repriced every one to six months.

AEBEERZ BERNXEE (FREF
RAERKEFE)MT

The range of effective interest rates (which are also equal to
contracted interest rates) on the Group’s borrowings are as

follows:
BE_ZT—ZF BE-_ZTNGF
+=-A=+—H +=-A=+—H
IEFE LEFE
Year ended Year ended
31/12/2010 31/12/2009
& F F =& Fixed rate — 4.78%%to 7.20%
FENFIR Variable rate 1.63%%Eto 5.76% 1.67%%Eto 7.47%

1 52 IR ERERGERL A
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35.
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Notes To The Consolidated Financial Statements (continued)

BH(E) 34. BORROWINGS (Continued)
AEENEHEEEEEINEEE I The Group’s borrowings that are denominated in currencies
2B EZEREINET other than the functional currencies of the relevant group entities
are set out below:
—E—ZTF —ETNF
+=B=+—H +=—A=+—8H
31/12/2010 31/12/2009
AR¥TIT ARBFIT
RMB’000 RMB’000
B Hong Kong Dollars 25,528 44,024
RBE-ZTE—ZEF+RA=+—H During the year ended 31 December 2010, the Group
IFFEER REEHEERARE obtained new loans in the amount of RMB180,000,000 (2009:
180,000,000 (ZEZT N F : AR RMB350,000,000). These loans bear interest at market rates and
#350,000,0007T) - ZEFERIE™ will be repayable within one to three years. The proceeds were
BMEGFE - WHER—ZE=FRNE used to finance working capital.
BRI HEAREREEES ©
SBiITRSE 35. BANKING FACILITIES

AEBREITHREREARE
230,000,000t (ZZEZTNF: AR
#150,000,0007T) A & R Z & A )
ER-R-_T—ZTFE+_-_A=+—
A AEEEREHRITERSA
AR #¥230,000,0007T (ZZEZNF -
AR #150,000,0007T) °

REBEEZTEEANF+A=1+—H1H
EFER - AR¥135,220,0007T B
MEEBRER R_ZTTZNE+=
A=+—8 AKECREHET
B R E A ARS80,000,0005T © M
HEEREZENEEHBARE
55,220,0007T ° #EB BRI AEE R
HEHERRAFEREEEREH
[sﬁ—;o

The Group’s banking facilities included RMB230,000,000
(2009: RMB150,000,000) which was guaranteed by the ultimate
holding company. As at 31 December 2010, the Group utilised
RMB230,000,000 (2009: RMB150,000,000) in respect of the
long-term bank loans.

During the year ended 31 December 2009, RMB135,220,000
was guaranteed by SXPGX. As at 31 December 2009, the
Group untilised RMB80,000,000 in respect of bank loans and
RMB55,220,000 in respect of bills payables issued to suppliers.
The guarantees provided by SXPGX are released in the current
year upon the settlement of borrowings.

R ERERDBRA A
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Notes To The Consolidated Financial Statements (continued)

36. BB&E 36. SHARE CAPITAL
B E &
Number of shares Share Capital
—Z-Zf -3 —E2-Zf “ZThE
2010 2009 2010 2009
Fi& FR ABBFT ANRETFT
‘000 ‘000 RMB’000 RMB’000
BRTRME: Issued and fully paid:
BREEAR®ITZ State-owned shares of RMB 1 each
BEHEH
®—A—H At 1 January 164,207 163,259 164,207 163,259
BREEARDEA Transfer from PRC legal
person shares 1,865 948 1,865 948
R+-—A=+—H At 31 December 166,072 164,207 166,072 164,207
BREEAR¥ITZ PRC legal person shares of
REEA R RMB 1 each
R—A—H At 1 January 23,579 24,527 23,579 24,527
ERZEERR Transfer to state-owned shares (1,865) (948) (1,865) (948)
BR+-A=+—H At 31 December 21,714 23,579 21,714 23,579
BREEAR®ITZ Restricted senior management
RERERR shares of RMB 1 each
W—A—H At 1 January 23 23 23 23
% % Net decrease as a result of shares
sold from promoter and
senior management () - () -
R+=ZA=1+—H At 31 December 20 23 20 23
EREEAR®ITZ RMB ordinary shares (A Shares)
AR ERAR) of RMB 1 each
R—FA—H At 1 January 119,504 119,504 119,504 119,504
HREEA Transfer from promoter and
senior management 3 - 3 -
R+=-A=+—H At 31 December 119,507 119,504 119,507 119,504
BREEAR®ITZ Overseas listed foreign invested
o Lo FBR(HER) shares (H Shares) of RMB 1 each
R—A—BR At 1 January and 31 December
+=A=+-H” 150,000 150,000 150,000 150,000
457,313 457,313 457,313 457,313
WRFERERGERAT
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37. BEMBR(EIE)AR 37. DEFERRED TAX (ASSETS) LIABILITIES
WTHAFERBEFERRAZE The followings are the major deferred tax liabilities (assets)
TREFSH (BE) BEREES) : recognised and movements thereon during the current and prior

years:
SMIR
EHERE  AREZER A Hh ai

Change in fair
Accounting value of financial

provisions instruments ~ Bonus accrued Others Total
ANEEFT AREFT AREFT AREFT AREFT
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
RZZEENE—A—H At 1 January 2009 (7,511) 9,259 — 215 1,963
sEAUNRR) B2 (H2211)  Charge (credit) to profi
or loss (Note 11) 425 1,107 (8,378) (2,704) (9,550)
sSTARMRENE Credit to other
comprehensive income - 16,140 — - 16,140
RZZTNEF At 31 December 2009
+-A=t+-8 (7,086) 26,506 (8,378) (2,489) 8,653
(40 B) st ABE (Hi11) (Credit) charge to profit
or loss (Note 11) (4,419) - 1,919 (221) [2,727)
REBZEKENR Charge to other
comprehensive income — (6,373) - — (6,373)
RZE-ZF At 31 December 2010
+-A=1+-H (11,505) 20,133 (6,459) (2,716) (547)
RIEGEMBRAKRF RN ZER - For the purpose of presentation in the consolidated statement
RULBELEMSEHEERBELERSH of financial position, certain deferred tax assets and liabilities
BEEKEEERE U THAMB have been offset. The following is the analysis of the deferred tax
WEZ BRETREERIBEHBONT balances for financial reporting purposes:
—E—-ZF —ETNF
+=—A=+—H +=ZA=+—H
31/12/2010 31/12/2009
AR%TFT ARE T
RMB’000 RMB’000

MG AUMBRRRANERZ Deferred tax assets recognised on

RIEFTSTHEE the consolidated statement
of financial position (3,418) (3,044)
PERE W B A R AER Deferred tax liabilities recognised
BEMSHRAE on the consolidated statement
of financial position 2,871 11,597

(547) 8,553

IWRFERERBGERD A 1 55
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Notes To The Consolidated Financial Statements (continued)

37. BEMBRV(VE)AMR(E) 37

RERERR  AEEHES ] K
AREMZABRABEEEEBLHAEA
R#125000T (ZEZENF: AR
#669,0007T) ° MR K 2K m F #8 2
ZAATERNE B A REZER
BEEBRRECHEBHREE BB
ERITASEEELEFERAAT
NEITHES -

R E R NEBES TR
B ZH A ARK14,020,0007T
ZZEZTNF  AR%638,0007T) °
AR — A ERB G LK % A]
ARSI EERE B
AREBANBREREZERERE

REEBEERMN ST REGER

Prepared under Hong Kong Generally Accepted Accounting Principles
BE-Z-ZTF+-A=t-ALEE

For The Year Ended 31 December 2010

DEFERRED TAX (ASSETS) LIABILITIES
(Continued)

At the end of reporting period, the Group has unused tax
losses of approximately RMB 125,000 (2009: RMB669,000)
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 of approximately RMB14,020,000 (2009:
RMB638,000). No deferred tax asset had been recognised in
relation to such deductible temporary difference as it is not
probable that the taxable profit will be available against which the
deductible temporary differences can be utilised.

EFTSTIERE ©
38. ERIEUA 38. DEFERRED INCOME

HRNE. HRLH

HHEE BERRGN GRAEREGE
HmENHFHEY BE#E BRHBHEH 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
ANEETFT AREF AEETFL AEETFT
RMB’000 RMB’000 RMB’000 RMB’000

(Hista) (Hstp) (Hiz#c)

(Note a) (Note b) (Note c)
RZZEZNF—A—H At 1 January 2009 - - - -
RE Additions 37,586 5,900 7,318 50,804
FREE Amortised during the year - (148) - (148)
WZEENEFZA=1+—H At31 December 2009 37,586 5,752 7,318 50,656
RE Additions - 5,672 - 5,672
FREH Amortised during the year - (590) - (590)
RZZE—ZF+-A=+—H At31 December 2010 37,586 10,834 7,318 55,738

LR ERERDERAF

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED

156



RESBEERAZSHRAUGH

Prepared under Hong Kong Generally Accepted Accounting Principles
BE-Z-ZF+-A=t-ALFE

For The Year Ended 31 December 2010

e BB RMEE (E)

Notes To The Consolidated Financial Statements (continued)

38. SREWA (&) 38. DEFERRED INCOME (Continued)

et - Notes:

(@) REZ_ZTTANF+_A=+—H (a) During the year ended 31 December 2009, the Group received
IEFERN NEBERABAR TR government grants of approximately RMB37,586,000 from the PRC
BETMEMKEFEBFHEED government for compensation for relocation of certain premises of
B AR #37,586,0007T - RENE — the Company. During the year ended 31 December 2010, as the
T—ETFF+-_A=+—HLFE conditions attaching the government grants received have not been
A RS B R 2 W AE RS complied with, no relevant deferred income has been recognised as
BT #6 B T B 75 9 A 4+ 0 R income.

(b) REE-_ZT—ZF+=-A=+— (b) During the year ended 31 December 2010, the Group received

AEFER AEEKRIEEES government grants of approximately RMB5,672,000 (2009:
REEENBRTHmBORARE RMB5,900,000) in respect of the acquisition of certain equipments.
5,672,0007C (ZZTTNF : AR During the year ended 31 December 2009, the conditions attaching to
5,900,0007t) - REE =TT NF the government grants of approximately RMB5,900,000 had been met
FTZA=+—RLEFEAR ARL so deferred income has been recognised as income. The amounts are
A A R ¥#5,900,0007T B B AT 1 B released over the estimated useful lives of the relevant equipment of
ISR HBEER R - EEWA 10 years. During the year ended 31 December 2010, it has resulted
R AW - BT & 8 iR HE in a credit to consolidated income statement of approximately
BRENMGGATERAFSHR10F RMB590,000 (2009: RMB148,000). As the conditions attaching to the
ETHE REBEE-_ZT—TF+= government grants received in the year ended 31 December 2010
A=+—BLEFERN HARARYE have not been complied with, no relevant deferred income has been
590,000 (ZZTZENF : AR recognised as income.
148,0007T) #) BUAT 4 B) U % B &
AGAkzER -RZE—Z+=A
=4 — B I FE B 89 BT 6 B AT
B A5 B IR R A RO R - UERR B MR
ANER Bz

(© RAEBLERBAEMHEERER (©) Included in government grants relating to prepaid lease payments on
B+ - 85 ARM7,318,000 land use rights, approximately RMB7,318,000 (2009: RMB7,318,000)
T (ZZEZTNF : ARK7,318,000 represents government subsidies received in advance in relation to
TT) & B b f5F PR A T TR SRR the acquisition of land use rights. During the year ended 31 December
FEBATRE - RBE_T—TF 2010, as the conditions attaching to these acquisitions have not
TZA=T—RIEFEAN BARZ been met, no deferred income has been recognised as income. The
Tl BY P T A5 B AR 1 M R E R A amounts will be released over the lease term of the leasehold land
BEEWAERANZ - —BEAXEE once the Group obtained the ownership.

IS L AE BN S
BRSO EAR 5 o
39. BEXxEBER 39. CAPITAL RISK MANAGEMENT

AEENEARERREARAKE
ETERZBELEE N REE
BECEBREREAR Z2HEBESRK
RRAKZALR - NEEZBER
B ER EF 2 WEEE o

AEBZEARBEERR (BHE
ERHESAE 2 EK)  RITFERK
RBSHEBRRARAMAE AR
o (BREARFERE) -

ARAEEERRIELRRE - F
RZBEH - NRRREEE
BEARAREEERR RIVEE
A BN EE 2 EARRE -

The Group manages its capital to ensure that entities in the
Group will be able to continue as a going concern while
maximising the return to shareholders through the optimisation
of the debt and equity balance. The Group’s overall strategy
remains unchanged from prior year.

The capital structure of the Group consists of debt, which
includes the borrowings disclosed in Note 34, bank balances
and cash and equity attributable to owners of the Company,
comprising share capital and reserves.

The directors of the Company review the capital structure
regularly. As part of this review, the directors of the Company
consider the cost of capital and the associated risks and take
appropriate actions to adjust the Group’s capital structure.

WERHMERERDERAF
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40. &FTH FINANCIAL INSTRUMENTS
emTARZER Categories of financial instruments
—E—ZTF —EThF
+=—BA=+—H +-A=+—H
31/12/2010 31/12/2009
AR ¥TFiT ARBF T
RMB’000 RMB’000
SMEE Financial assets
BRI ER R Loans and receivables
(BIERITERARIRS &%) (including bank balances and cash) 756,529 711,475
A EZRE Available-for-sale investments 158,646 201,596
SMAR Financial liabilities
REBHER AT EZSmAE Financial liabilities measured
at amortised cost 957,494 856,884
EHAKEEARERBE Financial risk management objectives and policies
REENTIESHITASIEAHYE The Group’s major financial instruments include available-for-
EZRE  EUHRERR R E M ERK sale investments, trade and other receivables, amounts due
B RN EEER AT RIE - B from immediate holding company, amounts due from fellow
REMBARZE - o BB THE subsidiaries, pledged bank deposits, bank balances and cash,
Z BT FEIREBELES  ERE trade and other payables, amount due to an associate, amounts
R M R R - FE A B R A due to fellow subsidiaries and borrowings. Details of these
RE ENRREZMBARREARE financial instruments are disclosed in respective notes. The risks
ReoZEZeRmIT ANFBEHENIE associated with these financial instruments include market risk
BN - BZEemT ABEDN (currency risk, interest rate risk and other price risk), credit risk
BEeaiEmisaEk (E¥ER - FIR and liquidity risk. The policies on how to mitigate these risks are
A REMBKEER) EFERB X set out below. The management manages and monitors these
mENE S R o T X H A E A exposures to ensure appropriate measures are implemented on
ZERBHOERX EEEEERE a timely and effective manner.
RZERRE - AR ERERE M
HEUEE KIS
LWRFERERGBERAT
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Notes To The Consolidated Financial Statements (continued)

&€MTH(Z 40. FINANCIAL INSTRUMENTS (Continued)
CHBARETEEARRBEK (Z) Financial risk management objectives and policies
(Continued)
h % & B Market risk
AEENEFRETEZEBINEER The Group’s activities expose it primarily to the financial risks of
FERBREZBHSBER - changes in foreign currency exchange rates, interest rates and
equity prices.
ErE b Currency risk
KRR REAETHEB R HEEING The Company and some of its subsidiaries have foreign currency
HERFEEEYR UHLSAKE@DR sales and purchases, which expose the Group to foreign
SRR - AEBHEBELITRY currency risk. Approximately 37% of the Group’s sales are
AONEMmIERBEERBELEEND denominated in currencies other than the functional currency of
BE B EHE - T 4I64%MI X AR TY LA the group entity making the sale, whilst almost 64% of costs are
SEERENNEEBEE - denominated in the group entity’s functional currency.
AEBETRKRER BITERR Certain trade receivables, bank balances and cash, trade
ReEsh EHERRERIDHUA payables and borrowings of the Group are denominated in
RN E’ERTE - currencies other than RMB.
TRERAEB RN @S HRAEEE The following table shows the Group’s exposure at the end of
DEAEEEB HBESEERE 2 the reporting period to currency risk arising from transactions or
NEEEB U EEFAEZR S K recognised assets or liabilities denominated in currencies other
ERREEXNBEMEEANEYR than the function currencies of the relevant group entities to
B o which they relate.
ZE-Z£+-A=+-H EENFTCAZT-H
31/12/2010 31/12/2009
HE R E B% AE G e B
JPY EUR usD HKD JPY EUR usb HKD
AEBFT ARBTFT ARBTT ABBTT ARETT AREFT ARETT AREFT
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
Assets 5 25,548 87,127 19 26 21,290 113,690 20
B
Liabilities — 16,351 4,246 25,771 — 20,120 2,951 44,024

AEE B A EINEH P EEK - B
BIREEEINEE N BRI E R
EFERE MERINERR -

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.
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40. €@mTI AR (&) FINANCIAL INSTRUMENTS (Continued)
CHBARETEEARRBEK (Z) Financial risk management objectives and policies
(Continued)
miERE (&) Market risk (Continued)
Erm b (&) Currency risk (Continued)
HREE DT Sensitivity analysis
AEBTZEHBREE BT ET The Group is mainly exposed to the currencies of JPY, EUR,
N B EE B = R b o USD and HKD.
TREFVNAEBRARE LB INE The following table details the Group’s sensitivity to a 5% (2009:
E’\J@Z\Eﬁﬂ'ﬁﬁﬁiﬁ5% —ET 5%) increase and decrease in RMB against the relevant foreign
NEF :5%) °5% (ZFETNF : 5%) currencies. 5% (2009: 5%) is the sensitivity rate used when
7% MEEZEERABEAIREINE reporting foreign currency risk internally to key management
BB AR AR B RRE - %a &I fE 5T personnel and represents management’s assessment of the
1E INEERZBNAIRESIBED - reasonably possible change in foreign exchange rates. The
BRRE D T EBE I ?55 FTESR sensitivity analysis includes only outstanding foreign currency
FIEEBIEE WRFRFLINERE denominated monetary items and adjusts their translation at
EHE% (ZETNF :5%) 8 the year end for a 5% (2009: 5%) change in foreign currency
BERE BRESINEBERER rates. The sensitivity analysis includes external loans where the
ADBE B ING B B 5 E 8 I 3D denomination of the loan is in a currency other than the functional
BER-BEARBEHNEMEE A currency of the borrower. A positive number below indicates an
B5% (_§§h$ 15%) K - &R increase in post-tax profit where RMB strengthen 5% (2009: 5%)
B 1E B R R BR B 18 4F 5 0 A3 0 against the relevant currency. For a 5% (2009: 5%) weakening of
EAE%*Q%E’:‘E@%’?ME&@S% (= RMB against the relevant currency, there would be an equal and
TENGF 5%) R FHEH ?§:$ opposite impact on the profit and the balances below would be
Emﬂ?ﬂi*ﬂ*ﬁgi*ﬁﬁﬁ’f“ negative.
AT 48Rt i Rk B 2 o
AE B E s 14
JPY EUR usb HKD
—Z-Tf ZSThEF ZEZ-TF CZTENF ZE-Z2E CZITNF ZZ-Z%F ZETNE
2010 2009 2010 2009 2010 2009 2010 2009
AEBTFE ARETT AREFT AREFT AENFIT AREFT AR ARETFT
RMB‘000 RMB'000 RMB‘000 RMB'000 RMB‘000 RMB'000 R MB ‘000 RMB'000
BREFERFENCHD)
Increase (decrease) in profit
for the year, net of tax effect
—EARBRNGEAE
— if RMB strengthens
against foreign currencies - (1) (345) (45) (3,477) (4,654) 1,094 1,870
—EARBANERE
— if RMB weakens against
foreign currencies — 1 345 45 3,417 4,654 (1,094) (1,870)
IR ERERGERL A
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40.

&MIAE
SMAREFRAMRBE (D)

HBRE ()
FIEmER

AEBRATEDHFRITERARE
HASR 1717 3¢ (9 Bl B BT 530 X% B 531
EHEEBHRITERREHETE
FHEB)ATEEZRMABRAAET
REM (R4 ERFS) -
KEBERNEEFEEFEE - R
m BEEEEMNERAREHRER
EEHBEeRREAFNERAR
SEERREMUENITE -

AEBEREFERITERRERE
3R & m A R (P FE318 B IR
TERRMAMEEZERFE) -
REBRBRRITER T BN EIAE

EBRLAREBEMERE -

AEENERBEERROFN SRR
HFBEERNAHERBESRARER
—Hi - AKE®MBRS RN EERE
BEPRAEENEEERELDN
BERTAXERBNGRTEAR
RITATIMANIRITH L

DA BUBKE 17 75 185 98 4 20 K I
FAETAEBNTEARET - 3
FEERME - D ABRR R
EAAKEEERTEAESEM
G o EHSOEER (ZTENF
SOEZEY) 5 X BEIEEA SN
%5 57 R ELR - BB A
R AR B -

i F =g, R AS0EES (ZEF
NF 50EES) BEMARER
EHRFBIER  AEEHZ2 T —
TF+_A=+—HLEFE/RE S
i w184 A A R #526,000
T(ZZEZENF : AR¥146,000
L) BEERARNAEERFEEFE
RITHERFEEFERERFEEEN
F &R o

e BRI EE (F

Notes To The Consolidated Financial Statements (continued)

FINANCIAL INSTRUMENTS (Continued)

Financial risk management objectives and policies
(Continued)

Market risk (Continued)
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 30 and Note 31 for details of these pledged
bank deposits and short-term bank deposits respectively)
and fixed-rate borrowings (see Note 34 for details of these
borrowings). 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
31 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 to minimise the fair value
interest rate risk.

The Group’s exposure to interest rates on financial liabilities is
detailed in the liquidity risk management section of this note. 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.

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 (2009: 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.

If interest rates had been 50 basis points (2009: 50 basis points)
higher/lower and all other variables were held constant, the
Group’s post-tax profit for the year ended 31 December 2010
would decrease/ increase by approximately RMB526,000 (2009:
RMB146,000). This is mainly attributable to the Group’s exposure
to interest rates on its variable-rate bank balances and variable-
rate borrowings.
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40. €@mTI AR (&) 40. FINANCIAL INSTRUMENTS (Continued)
eRERETEARREE (2) Financial risk management objectives and policies
(Continued)
g (&) Market risk (Continued)
H (B 15 )7 e Other price risk
AEFBZHMEBRREZEEFRR The Group’s other price risk is mainly concentrated on available-
PEEFSFR AR OHEE 2 for-sale investments quoted in the stock exchange of the PRC.
HE - ERESERERARILH The management monitors the price risk exposure and will take
THEENeRIVEE R - appropriate measures should the need arise.
HRE ST Sensitivity analysis
THBBRESMIIBERRESHR The sensitivity analyses below have been determined based on
[ R (B 4% B B i S °E o the exposure to equity price risks at the end of the reporting
period.
MABEITHLEECKRENER L If the prices of the respective available-for-sale investments had
F,/B5E5% been 5% higher/lower:
—Z—-ZF —ETNEF
2010 2009
AR®FIT ARE T
RMB’000 RMB’000
BRREFEAHEEZ Increase (decrease) in
KREREEEMCHD) - available-for-sale investment

reserve for the year,
net of tax effect:

— ARELEH — as a result of increase

in equity price 6,606 8,432
— ERRE T & — as a result of decrease

in equity price (6,606) (8,432)
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40.
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Notes To The Consolidated Financial Statements (continued)

FINANCIAL INSTRUMENTS (Continued)

Financial risk management objectives and policies
(Continued)

Credit risk

As at 31 December 2010, 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.

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 69% (31
December 2009: 57%) of the total trade receivable as at 31
December 2010.

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.
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For The Year Ended 31 December 2010

40. €@mTI AR (&) 40. FINANCIAL INSTRUMENTS (Continued)
eRERETEARREE (2) Financial risk management objectives and policies
(Continued)
REBESERE(E) Liquidity risk (Continued)
TRFMAED| A& E IR EEER The following table details the Group’s remaining contractual
NEETZeRBEZHRTEHNER maturity for its financial liabilities based on the agreed repayment
H-pIEMTELMBEMS  %F terms. For non-derivatives financial liabilities, the table has been
ERIBREEEAAEENREATX drawn up based on the undiscounted cash flows of financial
NezEEREAHzZEmBEIRTR liabilities based on the earliest date on which the Group can be
RERE ° %T%’F]?E MERKNEIHE required to pay. The table includes both interest and principal
EMEMAERLZEEZE K cash flows. To the extent that interest flows are floating rate, the
RSB HRBEHRERNERE X undiscounted amount is derived from interest rate curve at end
/e of the reporting period.
nBESEEE Liquidity risk table
#fRAe WtZA=t-A
{4 PR-F -Ei§ BaLE nERE ZREE
Effective Total undiscounted ~ Carrying amount
interest rate  Less than 1 year 1-5 years Over 5 years cash flows at 31 December
NREFT NEEFT NREFIL NREFT NEEFT
RMB’000 RMB'000 RMB’000 RMB'000 RMB000
8-3% 2010
i RMAR Non-derivative
financial liabilities
ERETR Trade and other payables
HtbEMFE 475,877 - - 475,877 475,877
ERBEAFR Amount due to
an associate 2 - - 2 2
EFEZNBAFZE Anounts due to
fellow subsidiaries 6,087 - - 6,087 6,087
ER Borrowings 1.63% -5.76% 218,310 218,533 10433 507,276 475,508
700,276 278,533 10,433 989,242 957,494
st 1 %2 2009
b E T Non-derivative
financial liabilities
EET Trade and other payables
EERTE 462,362 - - 462,362 462,362
EBERT5 Amount due to
an associate 498 - - 498 498
g5 Borrowings 1.67% -7.47% 136,300 214,721 18,004 429,121 394,024
599,160 214,721 18,004 891,981 856,384

1 64 LR ERERDERAF

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED



RESBEERAZSHRAUGH

Prepared under Hong Kong Generally Accepted Accounting Principles
BE-Z-FF+-A=t-HLFE

For The Year Ended 31 December 2010

e M RR M ()

Notes To The Consolidated Financial Statements (continued)

40.
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40.

FINANCIAL INSTRUMENTS (Continued)

Fair value

The fair value of financial assets and financial liabilities are
determined as follows:

. the fair value of financial assets and financial liabilities with
standard terms and conditions and traded in active liquid
markets are determined with reference to quoted market
bid prices and ask prices respectively; and

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

The directors of the Company consider that the carrying amounts
of financial assets and financial liabilities recorded at amortised
cost in the consolidated financial statements approximate their
fair values.

Fair value measurements recognised in the statement of financial
position

The Group’s financial instruments that are measured subsequent
to initial recognition at fair value are grouped into Level 1 based
on the degree to which the fair value is observable.

. Level 1 fair value measurements are those derived from
quoted prices (unadjusted) in active market for identical
assets or liabilities.

—E—ZTF —ZEThF

+=—A=+—H +—-A=+—H
31/12/2010 31/12/2009

£—# F—4

Level 1 Level 1
AR¥TFT AR For
RMB’000 RMB’000

AIEHEZREE £ Available-for-sale investments

A% 2N 3% 2 Listed equity securities 155,446 198,396
IWRFERERBGERD A
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41.

42,

43.

BERMMAMELRZHER

HE-_ZEZAF+-_A=+—AL
FERN AEERFTEBES K
S ERSEEEHARAR (K
;iEJ)&“T@%ﬁ%@W BT A BR
NE)([RETFE D) 12% K1 0% #E 26
RED R A ARE399,000t X AR
#237,0007T - KUK BESEAK 18 - K 2%
ERBRFAREKAEREEZENEBE A
Al e

AEBRFEERBRE FREER
BAEEHESARNFEEZZR
AR ¥143,0007T5 AT E AL E] o

—BFRERESRRESR

REBEZE-_ZTThE+_-_A=+—H
iiﬁw IR FTE R (BUM) B

2R ([FEBM]) M IEERA R
i"ézs?ooo BT (FEERH AR
2,432,0007T) e IFE TR % » A&
E A NI ERMNEDR R A11.9%
(#76.9%H E65%) °

AN 2 [ FE PR AR B B U B 2 AR (B
HEFERMMNFEEZEZBARYE
983,000 Tt AT E A fEE] -

FEFREXH

HE-_ZTZAE+-_A=+—81t
FE O HEERERANAERERE
B4 5 A R #26,080,0007T 2 & &
ME HEHEHBRNASENEEAR
#26,030,0007T ©

41.

42.

43.

For The Year Ended 31 December 2010

ACQUISITION OF ADDITIONAL INTERESTS IN
TWO SUBSIDIARIES

During the year ended 31 December 2009, the Group acquired
additional interests of 12% in Zibo Xinhua Pharmacy (Chain)
Company Limited (“Pharmacy”) and additional interests of 10%
in Zibo Xinhua Pharmaceutical Design Institute Company Limited
(“Design”) from SXPGC at consideration of RMB399,000 and
RMB237,000 respectively. After the acquisition completed,
Pharmacy and Design became the wholly-owned subsidiaries of
the Group.

The amount of RMB143,000 being the difference between the
consideration paid to a non-controlling interest shareholder and
the net assets of Pharmacy and Design acquired were recorded
in “Other Reserve”.

CAPITAL INJECTED BY A NON-
CONTROLLING INTEREST SHAREHOLDER

During the year ended 31 December 2009, the non-controlling
interest shareholder of Shandong Xinhua Pharmaceutical
(Europe) GmbH (“Xinhua Europe”) injected additional capital of
EUR237,000 (equivalent to approximately RMB2,432,000). After
the capital injection had been completed, the equity interest of
Xinhua Europe held by the Group decreased by 11.9% from
76.9% to 65%.

The amount of RMB983,000 being the difference between the
consideration received from a non-controlling interest shareholder
and the net assets of Xinhua Europe disposed of were recorded
in “Other Reserve”.

MAJOR NON-CASH TRANSACTIONS

During the year ended 31 December 2009, SXPGC settled its
debts due to the Group of RMB26,030,000 by the transfer
of an investment property of carrying value of approximately
RMB26,030,000 to the Group.
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Notes To The Consolidated Financial Statements (continued)

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.

—E-Z5F —EThF
+=B=+—H +=-A=+—8H
31/12/2010 31/12/2009
AR®FIT ARETFT
RMB’000 RMB’000
EENEREE Contracted for but not provided 132,258 119,632
OEREBRELD Authorised but not contracted for 642,000 640,600
774,258 760,232
BEHRRRE Commitments under operating leases
KEEFERAEA The Group as lessee

REHEXHRTAEBERMAES
TZEEMENNES KR
ZEVENAOZFRNF—ER
F-HERBARR —EZRFH
Eha =S

R E IR - A E BRI A #E
REBEHONRTIEHA Z B RKE

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 rental 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

JEN RS AENT ¢ operating leases which fall due as follows:
—E—-ZF —EZNF
+-—RA=+—H +=-—A=+—H
31/12/2010 31/1 2/2009
AR¥TFIT ARETFIT
RMB’000 RMB’000
—F R Within one year 170 302
“ERFERN(BREREMF) In the second to fifth year inclusive 230 —
400 302
REFERLHA The Group as leaser
AEERBEEHNTHLHEES The Group leases certain of its properties under operating lease

THUE - -BHZEDEATFBELTR
3.83% (ZZEZTNF: 6.96%) 2FH&
sk - (CTER  EMENRLOZ
FHAETF -

RMER KEFBDHUTRK
BREREFEEMPRI ALY

arrangements. The properties are expected to generate rental
yields of 3.83% (2009: 6.96%) on an ongoing basis. Lease for
properties are negotiated for a term of ten years.

At the end of the reporting period, the Group had contracted
with tenants for the following future minimum lease payments:

—_E—EF ZETNF

+=A=+—H +=ZA=+—H

31/12/2010 31/1 2/2009

AR¥FT AR For

RMB’000 RMB’000

—FR Within one year 1,549 770
“ERFRN(BEEEME) In the second to fifth year inclusive 4,048 3,113
hF% After five years 3,238 4,050
8,835 7,933
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Notes To The Consolidated Financial Statements (continued)

45. REFXS 45. RELATED PARTY TRANSACTIONS
(@) BRINGRE T IR R T FR O - (@) Except as disclosed elsewhere in the consolidated
AEBAEEPSEBEENRNE financial statements, the other significant related party

TZHBERBEEIR S

transactions, which were carried out in the normal course

™ of the Group’s business are as follows:
BE_ZT—ZTF BEZZTNGF
+=-B=+—H +=-—A=+—H
ILFE IEFE
Year ended Year ended
31/12/2010 31/12/2009
AR¥TFiT AR For
RMB’000 RMB’000
PTEEREE - SXPGC:
— X EETAF &) — Payment of annual
trademark licence fee (7) 1,100 1,100
— e H — Rental expense 500 500
— U EE KB 2 RIS — Consideration for acquisition
=2 R1EQ) of additional interests
in subsidiaries (2) — 636
FARMELT : Fellow subsidiaries :
— $HEK - FE AKREER — Sale of water, electricity,
steam and waste materials 10,824 10,258
— REBRME — Purchase of raw materials 64,408 84,802
— HEBA — Rental income — 134
— REBKRA — Design fee income 5 50
— FEWRE RKTB AT — Impairment losses on
RIBZ REEE amounts due from
fellow subsidiaries 12,474 —
BREAT Associates :
— HEKER — Sale of water, electricity,
steam and waste materials 656 —
— FRERME — Purchase of raw materials 29 6,127
— REFBWA — Design fee income — 11
JERERERBEE - Non-controlling interest
shareholders:
— HEL BRI ER — Sale of bulk pharmaceuticals
{ETIRA and chemical raw materials 130,031 144,926
— KBTI RRH — Purchase of chemical
raw materials 838 514
IR ERERGERL A
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Notes To The Consolidated Financial Statements (continued)

RELATED PARTY TRANSACTIONS (Continued)

Notes :

1.

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. During
the year ended 31 December 2010, the annual fee paid by
the Group amounting RMB1,100,000 (2009: RMB1,100,000).

During the year ended 31 December 2009, the Company
acquired additional interests of subsidiaries from SXPGC at
consideration of RMB636,000 (see Note 41 for more details).

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 2010, 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.
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Notes To The Consolidated Financial Statements (continued) BE-_Z-ZF+_A=+—HLFE
For The Year Ended 31 December 2010

45. BEBRXE (£) 45. RELATED PARTY TRANSACTIONS (Continued)
(b) RZE—ZEF+ZA=+— (b) As at 31 December 2010, the ultimate holding
H AEBZHKERA company provides guarantee to the Group amounted
ARAEBRIEHRARE to RMB230,000,000 (2009: RMB150,000,000) and
230,000,000 (ZEZ N5 SXPGC does not provide guarantee to the Group (2009:

A R #150,000,0007T) &) #= RMB135,220,000)

ReFEBBERMNALEIR
HER(ZZETAF: AR
135,220,0007T) ©

©)] FEEBREzME (© Compensation of key management personnel
BEERHMEBEREENXE The remuneration of directors and other members of key
RERBFHMMAT : management during the year was as follows:

BE-T-2F HE_TINF
+=A=+—-B t=ZA=+-8

LB EFE
Year ended Year ended
31/12/2010 31/12/2009
ARFIT ARETFT
RMB’000 RMB’000
SEHAE A Short-term benefits 5,058 10,369
BB 12 48 A Post-employment benefits 239 234
5,297 10,603
EERTEEBRABZHMW The remuneration of directors and key executives is
THFMEEEREBEMEAR determined by the remuneration committee having regard
WEMIGBEMETE - to the performance of individuals and market trends.
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BE-T-ZTE+_A=1+—-HLFE Notes To The Consolidated Financial Statements (continued)
For The Year Ended 31 December 2010

46. MEAT 46. SUBSIDIARIES

R—ZZE—ZFF+-_A=+—80k= Particulars of Company’s subsidiaries as at 31 December 2010

TENFFTZA=+—HBAEARQAMN and 31 December 2009 are as follows :

BARZFENT

R/ EREER BRTREE
WELREHE EERRER k3 /ifuEs FRERER IERERETRE
Place of incorporation/ Issued and fully
registration and paid share capital / Principal activities and
Name of subsidiary form of legal entity registered capital Effective interest held place of operation
-3-7 Z%%
2010 2009
WRHEHE(EN) ERAA(FEEN]) 2 EREAT 769,00081 7 65% 66% RENELENREERLER
(Wit a)

Shandong Xinhua Pharmaceutical Germany, limited company EURY69,000 66% 65% Trading of medicine and medical
(Europe) GmbH (*Xinhua Europe’) (Note @) products in Europe
R ERE B ARAT

LRMEBEEDERAR(BEES)  ©H AREELA AR 48,498 9007 100% 100% RPESEENREERRES

()

Shandong Xinhua Medical Trading PRC, limited company RMB48,498,900 100% 100% Trading of medicine and medical
Company Limited (‘Medical Trading’) (Note b} products in the PRC
LRFERUBZARAT

HEREREE (BH)ERAR(AEE]) P& EREFAD AR 2,000,000 100% 100% RPEELENRBRERRTER

()

Ziho Xinhua Pharmacy (Chain) PRC, limited company RMB2,000,000 100% 100% Retail sales of medicine and medical
Gompany Limited (‘Pharmacy’) (Note b} products in the PRC
HENEARE (2 ARAT

HENZRERARERAR (k) & ERERARD AR 3,000,000 100% 100% RPESERELETENE:

(ite) (i)

Zibo Xinhua Pharmaceutical Design Institute  PRC, fimited company RMB3,000,000 100% 100% Design of medical production
Company Limited (‘Design’) (Note ¢) (Note b} projects in the PRC
EEREERRHRARAR

HENEHELERREARA(FE]) & EREFAT 1,500,000% T 75% 5% RHELERBERLSR

FERHE

Ziho Xinhua-Eastwest Pharmaceutical PRC, limited company US$1,500,000 78% 78% Production and sale of calcium

Company Limited (‘Eastweast’) polycarbophil materials in the PRC

RERETARERRAMAA
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Notes To The Consolidated Financial Statements (continued)

46. MIEATE () 46. SUBSIDIARIES (Continued)
Rl EREER EETREE
WELEEE EEREREN k& /g FERER TERBRASHE
Place of incorporation/ Issued and fully
registration and paid share capital / Principal activities and
Name of subsidiary form of legal entity registered capital Effective interest held place of operation
-2-% -%%
2010 2009
WRHEREELOEREALA(ELN]) T8 BREALT AR 5,000,000 100% RPEELOERRENEI
(Hita) ; (Hiztv)

Shandong Xinhua Pharmaceutical Import & PRG, limited company RMB5,000,000 100% 100% Import and export of chemical
Export Gompany Limited (‘Import & Export’) (Note d) (Note ¢) (Note b} products and pharmaceutical
WRFEHEELOEREL LA technical know-how in the PRC

HENE - BREE HE - EREELA 6,000,000% 50.10% 5010% ReREEENREERR
EREAAR(EHS))

SINO-USA Zibo Xinhua — Perrigo PRG, limited company 1USD6,000,000 50.10% 50.10%  Production of medicine and medical
Pharmaceutical Company Limited (*Perrigo”) products in the PRC
HENE — BN HEEREALR

HEHE (St BRAD(1EER)) HE - BRAMLT AR 230,000,000 100% 100% RPEEEREECIER

(Wite)

Shandong Xinhua Pharmaceutical (Shouguang)  PRC, limited company RMB230,000,000 100% 100% Production and sales of chemical
Company Limited (*Xinhua Shouguang’) (Note ¢) products in the PRC
HESE(St)ERAA

HE(EB) EXRRAT(EEE]) HE - EREELA AR 20,000,007 100% NA REEEERHERE

(Hitr)
[Shandong (Zibo) Real Estate PRG, limited company RMB20,000,000 100% N/A " Development and sales of properties
CGompany Limited(Xinhua Real Estate)) (Note 1)
HE(ER) E2ARDA
Hta - Notes :
(a) BE-_ZTTAFt+-_A=1+—80 (a) During the year ended 31 December 2009, the non-controlling

IEEE - FERUMN SRR E RS R R
#E237,00080 7T+ A bt A £ B
A BB HE R 40 11.9% (#£76.9% 5 =
65%) (F 15 RMIsE42) -

BHE-_TTZAF+-_A=+—HL
FE - ARQEHFIAAR399,000
JT B A R #237,0007T 2 (B [ 37
R K B E12% 2 BBIME R
KRR ETBT10%.2 8 M E = - WS 5T
Bk KB RSETR B A S E
ZEREMBRR Wk ARFD
B A A R #1,054,0007T & A R ¥
150,0007T 2 X {8 [A] K %2 5 15 B8 B
28 52% M o X H O2%E &% o
REZEWETRE BREHRE
EANRKAREEZ2EWBAR -

interest shareholder of Xinhua Europe injected additional capital of
EUR237,000 so that the equity interest held by the Group decreased
by 11.9% from 76.9% to 65% (see Note 42 for more details).

During the year ended 31 December 2009, the Company acquired
additional interests of 12% in Pharmacy and addition interests of
10% in Design from SXPGC at consideration of RMB399,000 and
RMB237,000 respectively. After the acquisition was completed,
Pharmacy and Design became the wholly-owned subsidiaries of
the Group. After that, the Company acquired additional interests
of 2% in Medical Trading and additional interests of 2% in Import
& Export from Pharmacy at consideration of RMB1,054,000 and
RMB150,000 respectively. Upon the completion of these acquisitions,
Medical Trading and Import & Export also became the wholly-owned
subsidiaries of the Group.
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Prepared under Hong Kong Generally Accepted Accounting Principles
BE-Z-FF+-A=t-HLFE

For The Year Ended 31 December 2010

e M RR M ()

Notes To The Consolidated Financial Statements (continued)

46. MEBLT (&) 46. SUBSIDIARIES (Continued)
Htat - (&) Notes : (Continued)
() HE-_TTNF+-_A=+—H1L (©) During the year ended 31 December 2009, the Company injected

EEARTDBATFES K RH
5T BT i & A R #50,000,0007T & A
R #1,000,000 L&A - R =T E
hE+—A=+—8 #FESHKE
BABROEMEAD BN ABARYE
130,000,0007T & A B #3,000,000
T -REBEE-_ZT—ZF+=A
=+ -—BLEFER ANAARH
EH K EE AR100,000,000
T - RZT—FTFF+=_A=+—
H HESKOIMERABARE
230,000,0007T °

additional capital of RMB50,000,000 in Xinhua Shouguang and
RMB1,000,000 in Design. As at 31 December 2009, the registered
capital of Xinhua Shouguang and Design was RMB130,000,000 and
RMB3,000,000 respectively. During the year ended 31 December
2010, the Company injected additional capital of RMB100,000,000 in
Xinhua Shouguang. As at 31 December 2010, the registered capital
of Xinhua Shouguang is RMB230,000,000.

() HE-_TTZNAF+=-AR=+—8H1L (@) During the year ended 31 December 2009, the Company and
FE - RARREKEEDREE D Pharmacy transferred Import & Export’s retained earnings to
ANRBRBFEZAMERARYE registered capital of RMB1,960,000 and RMB40,000 respectively.
1,960,000t & A & #40,0007T °

(e) HE-_ZT-TF+-_A=+—HL (e) During the year ended 31 December 2010, the Company acquired
FE ARAANEZEWE Q7L interests of 98% in Import & Export from a wholly-owned subsidiary,
BESWBEELDO8% s #x - K& Medical Trading, at a consideration of RMB5,351,000 and the other
A AR ¥5,351,0007T + I # & & Hf 2% from a wholly-own subsidiary, Pharmacy, at a consideration of
BR B KBS IS O02% 2 1 RMB150,000. Upon the completion of these acquisitions, Import &
@ REARARK150,0007T © R 7E Export becomes a wholly-owned subsidiary of the Group.
RZEREE  ELEOKABARRR
ZEEMBRF -

() RZT—TF+_A=+—H & 6] On 21 December 2010, the Company set up a wholly-owned

AARIT-—M2EFAA R
B AR AR 120,000,000 °

BB R B E R FRKEFAER
B R ETERNERES

subsidiary with the registered capital of RMB20,000,000.

None of the subsidiaries had issued any debt securities at the end of
the year or at any time during the year.
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PRC Auditor’s Report

IWRHERFERGARAFREMRE :

BB THRHEMILRFTERER G BR
AR ATEBIFERNEE ) SHFRTAR
B HRK - BE2010612A31HMEEE
BER 2010FEMFBEER REREXR K
HESEHRRMBEHRERMT -

TERHMBERERNRE

RO XS EANRERGIP B REE
MENEEREENEE SERETEE (1)
Rt Bre & RmBEREREHAEOA
BRYR] - LA B R AT A R SRR Sk R
RMEBMEARER: QEEMERBRE
VEEBE  ROQEHABN R

o M & 5+ EMAY R 4E

BMMECREBRES TIENER LY
MBHRERBEREFTER - BARRPEE
MEsrEmRT BB ERNIT T ESH TR
PR A E LR E R BB TR
FERBRE  FTEMERER TIEASTE
BERRETFEERBHRERESELRE °

. g e = LR AT R IR TILKHT 8 45 | MR IK: +86(010)65542288
{«%‘ .. b gﬁ ST FaR Tt ITE F AT 15K E A R '9 E 7| telephone: +86(010)65542288
S‘ Iz e 9th Floor, Block A, Fu Hua Mansion
hi”ez@(;‘i? . . No.8, Chao Yang Men Bei Da Jie, [E= +86(010)6554 7190
ShineWing Dong Cheng District, facsimile: +86(010)6554 7190
certified public accountants Beijing, 100027, P.R.China

ALL SHAREHOLDERS OF
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED:

We have audited the accompanying financial statements (consolidated
and company) of Shandong Xinhua Pharmaceutical Company Limited
(“Xinhua Pharmaceutical”), which comprise the balance sheet as at 31
December 2010, and the income statement, and cash flow statement,
and statement of changes in shareholder’s equity for 2010, and notes to
the financial statements.

Management’s Responsibility for the Financial
Statements

Xinhua Pharmaceutical’s management is responsible for the preparation
of these financial statements in accordance with the Accounting
Standards for Business Enterprises issued by the Ministry of Finance
of the People’s Republic of China. This responsibility includes: (1)
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; (2) selecting and applying
appropriate accounting policies; and (3) making accounting estimates
that are reasonable in the circumstances.

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
China’s Auditing Standards for the Certified Public Accountants. 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.
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PRC Auditor’s Report (continued)

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
auditor 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, but not for the purpose of expressing
an opinion on the effectiveness of the Company’s internal control.
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 of Xinhua Pharmaceutical
comply with the requirements of the Accounting Standards for Business
Enterprises issued by the Ministry of Finance of the People’s Republic
of China and present fairly, in all material respects, the financial position
of Xinhua Pharmaceutical as at 31 December 2010, and the results of
operations and cash flows of Xinhua Pharmaceutical for 2010.

ShineWing Certified Public Accountants
Certified Public Accountant, PRC Lang Zheng

Certified Public Accountant, PRC Zhang Xinwei

Beijing, PRC
18 March 2011
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M & E IZ\\ ﬂ E E E Prepared in Accordance with PRC Accounting Standards

a 5 2010128318
Consolidated and the Company’s Balance Sheet fe e Db 01

27 : AR¥T
Unit: RMB
aft BAA
Consolidated The Company
BE 3 FXeH ENEH FRel ENeE
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
nHEE: Current assets
EWES Cash and Cash equivalent Ut 404,050,284.24 401,804,004.64 281,700,947.52 297,108,985.14
RHUEREE Held-for-trade financial assets - - - —
ERERE Notes receivable N2 149,588,501.92 118,688,908.68 130,697,554.68 94,619,427.13
e Accounts receivable N3 156,803,638.82 155,210,724.53 233,149,344.13 237,065,863.34
BERFE Advances to suppliers N4 33,202,236.89 25,579,444.11 12,611,791.04 14,468,555.39
R 8 Interest receivable — — — —
IR Dividend receivable — — — —
Hit W Other receivables N5 13,022,646.89 15,062,571.54 65,349,999.49 98,706,970.43
RE Inventories J\+6 401,543,072.42 344,219,424.06 273,965,706.99 215,864,663.28
—FREHH Non-current assets due within one year
FRDEE - - — —
EhRHEE Other current assets N7 1,289,000.13 — 76,596.25 -
nBEESH Sub-Total current assets 1,159,499,381.31 1,060,655,367.56 997,551,940.10 957,834,464.71
FRHEE: Non-current assets
TELESREE Avalable-for-sale Financial Assets N8 168,292,466.44 201,595,788.00 168,292,466.44 201,595,788.00
FEENMRE Held-to-maturity investment - - - _
REENE Long-term receivable - - . _
RERERE Long-term equity investment N9 18,301,894.33 29,762,651.63 365,094,425.76 251,116,354.20
REERBE Investment property A 10 35,707,356.91 36,694,420.53 35,707,356.91 36,694,429.53
EEéE Fixed assets IRt 1,005,363,802.93 961,550,060.78 745,077,549.51 792,722,287.08
EEIE Construction in progress U 12 120,260,534.88 134,355,522.37 93,830,918.22 51,607,215.47
IREE Construction materials - - — -
ETEEER Disposal of fixed assets - - . _
EEWEEDEE Biological assets . _ _ _
BRAE Oil and nature gas - — _ _
BYEE Intangible assets JU13 228,721,038.46 198,529,537.76 168,358,277.43 1783,153,688.11
R Research & Development cost - - - -
BE Goodwil — - - -
RAGEER Long-term prepayments - — . _
ELFEREE Deferred tax assets 14 3,418,058.23 3,043,702.75 — -
EHERPEE Other non-current assets . _ . _
kRBREAH Sub-Total non-current assets 1,580,065,152.18 1,565,531,692.82 1,576,360,994.27 1,506,889,762.39
BERH Total Assets 2,739,564,533.49 2,626,187,060.38 2,573,912,934.37 2,464,724,227.10

~| 76 WERHFERERDERAF

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED



REPESHERRR = =
Pre?}are in Accorld;nce with PRC Accounting Standards é {}F & E /L\\ E-I ﬁ E E 'fﬁ '13—'% (llﬁ';

20105128310 Consolidated and the Company’s Balance Sheet (continued)
As at 31 December,2010

27 : AR¥T
Unit: RMB
aft BAA
Consolidated The Company
AENRRER 3 FXeH ENEH FRel FNeRE
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
RBAR: Current liabilities
BEEs Short-term loans JU 16 50,000,000.00 124,024,000.00 50,000,000.00 124,024,000.00
R5ELRER held-for-trade financial liabilties — — — -
ERZE notes payable 17 115,702,700.00 121,835,200.00 117,502,700.00 123,835,200.00
[EfT R Accounts payable L+ 18 218,541,850.35 162,127,184.39 153,502,157.54 106,343,946.93
BUGE Advances for customers 19 20,005,241.38 22,854,924.10 9,868,124.65 7,071,757.24
JERB T #H Employees’ wage payable 120 59,130,449.79 70,744,877.94 57,034,090.51 69,413,599.36
EXHE Tax payable 2 (22,018,476.34) (176,200.49) (16,753,499.31) 7,034,208.47
ERF 2 Interest payable U 22 612,523.04 346,995.00 612,523.04 346,995.00
JE R REF Dividends payable 23 13,612,011.90 5,832,005.43 13,612,011.90 5,832,005.43
EEMAR Other accounts payable U 24 83,457,931.94 114,735,524 51 56,496,229.41 52,377,425.50
—EREIEN non-current liabilities within one year
¥RBEE N\ 25 150,000,000.00 - 150,000,000.00 -
ErEaE other current liabilities J\+26 590,000.00 — 590,000.00 —
RBRESH Sub-Total current liabilities 689,634,232.06 622,324,501.88 592,464,337.74 496,479,227.93
ERDAR: Non-current liabilities
REES Long-term borrowings L 27 275,527,900.00 270,000,000.00 275,527,900.00 270,000,000.00
EffEH Bonds payable . _ - _
REBEMAT Long-term payables - — _ _
EEEMT Specific payables . - . _
B AE Provisions - _ . _
ELREHARE Deferred tax liabiliies J\ 28 1,158,541.05 9,681,132.01 1,158,541.05 9,681,132.01
EhinBaE Other non-current liabilties 29 58,700,887.00 54,217,887.00 58,709,887.00 54,217,887.00
ERDAREH Sub-total of non-current liabilities 335,396,328.05 333,899,019.01 335,396,328.05 333,899,019.01
BEaH Total liabilities 1,025,030,560.11 956,223,520.89 927,860,665.79 830,378,246.94
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Prepared in Accordance with PRC Accounting Standards
Consolidated and the Company’s Balance Sheet (continued) 2010%12831H
As at 31 December,2010

By AR¥TT
Unit: RMB
L BAF
Consolidated The Company
RENREEE it EXeH ENE EREH EN%E
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
BRES: Shareholders’ equity
[ Share capital 130 457,312,830.00 457,312,830.00 457,312,830.00 457,312,830.00
BARE Capital reserve Ik} 678,687,863.62 709,600,600.67 678,207,132.85 709,119,869.90
A ERR Less: Treasury stock — — — —
EVE Special reserve — - — -
BHAE Surplus reserve 32 183,747,267.43 177,198,800.73 183,084,726.12 176,536,259.42
—REREE General Risk Provision - - - -
RHBAE Undistributed profits 133 357,037,601.69 289,195,107.14 327,447,579.61 291,377,020.84
WNERRTEZE Exchange difference arising from
transaction of financial statements
denominated in foreign currencies (262,016.55) 338,507.81 - -
BERBLF Sub-Total shareholders’ equity
BRESLH attributable to the parent company 1,676,523,546.19 1,633,645,846.35 1,646,052,268.58 1,634,345,980.16
PBREES Minority Interest N\~ 34 38,010,427.19 36,317,693.14 -
BR#ERSH Total shareholders’ equity 1,714,533,973.38 1,669,963,539.49 1,646,052,268.58 1,634,345,980.16
ARENERESN Total liabilities & shareholders’ equity 2,739,564,533.49 2,626,187,060.38 2,573,912,934.37 2,464,724,227.10
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§o1o¢g Consolidated and the Company’s Income Statement
or the year of 2010

By - ARKIT
Unit: RMB
&t BAF
Consolidated The Company
RB 3 b 3:3F ] L58E p.¥:33 LE2%
Amount of the Amount of the Amount of the Amount of the
[tem Notes current term previous term current term previous term
- BRERA Total Operating Income 2,614,233,634.62 2,321,927,213.25 1,666,209,845.12 1,559,301,197.63
i BEHA Operating Income ]\ 35 2,614,233,634.62 2,321,927,213.25 1,666,209,845.12 1,669,301,197.63
Z. BR4R% Total Operating Costs 2,490,856,909.69 2,201,519,540.59 1,591,954,358.06 1,450,095,517.18
EdEERA Operating Costs 035 2,133601,060.29  1,877,427,603.27 1,370,885,913.46 1,230,789,642.29
EXHER Business taxes and surcharges
fim N 36 14,693,182.50 13,546,175.14 12,042,077.26 11,427,740.21
HEBA Seling and distribution expenses 129,471,309.20 122.921177.72 26,392,447.32 39,435,284.46
EEBA Administrative expenses 165,142,770.60 169,579,455.09 134,908,546.18 138,230,876.27
BBER Financial expenses N37 21,701,647.06 26,777,330.32 23,458,453.18 26,300,206.79
BERNERX Impairment loss of assets 138 26,156,940.04 1,267,790.05 24,266,920.66 (88,322.84)
m: AREEEH Add:  Gainor Loss from changes
Wi in fair value 39 - 7,591,083.73 - 7,379,442.43
FEWE Investment gain or loss U 40 8,325,225.36 7,910,733.39 11,858,268.38 9,911,920.58
Eh HBE02A Including: Gain or loss from investment in
RELE associates and joint ventures
RANE 5,259,770.20 4,911,64058 5,259,770.20 4,911,640.58
R Exchange gain — - - -
= BRiE Operating profit 131,701,950.29 135,909,489.78 86,113,755.44 126,497,043.46
m: BEMEA  Add: Non-operating income 4 10,041,631.62 6,808,717.69 5,190,633.15 6,178,390.64
B ZENZH Less:  Non-operating expense 42 16,615,140.94 23,344,329.26 15,306,112.32 22,323,342.80
He: JEREEE  Including: Gain or loss on disposal of
REBEX non-current assets 13,424,913.38 19,605,908.29 13,404,692.70 19,413,164.47
M, FEEHE Total profit 125,128,440.97 119,373,878.21 75,998,276.27 110,352,091.30
B FEHER  Lless  Income tax expenses N 43 22,362,744.90 18,436,120.20 10,513,609.30 11,459,004.77
L] Net profit 102,765,696.07 105,937,758.01 65,484,666.97 98,893,086.53
NS Net profit attrioutable to equity holder of
TRE S H8 the company 97,256,602.75 102,244,346.19 - -
SERRER Net profit attributable to minority shareholder 5,509,003.32 3,693,41182 - -
N BREE Earnings per share J\ 44
(=) ERSHRYE Basic eaming per share 0.21 0.22 0.14 0.22
(Z) ®BEBSRUE Diuted eaming per share 0.21 0.22 0.14 0.22
. Epgaks Other comprehensive income \~ 45 (37,036,620.68) 91,210,640.55 (36,112,737.05) 91,033,629.80
N Rakaen Total of comprehensive incomes 65,729,075.39 197,148,398.56 29,371,929.92 189,926,716.33
SENFAFTREH Total of comprehensive incomes attrioutable
GekaeE to the owners of the parent company 60,543,341.34 193403,969.35 - -
SERDEREH  Total comprehensive income attributable to
Felngs the minority shareholders 5,185,734.05 3,744,429.21 - -
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Consolidated and the Company’s Cash Flow Statement B yeaf(?fofoﬁ

By ARKT
Unit: RMB
aft BAF
Consolidated The Company
EA W# 3508 548 5508 LFeE
Amount of the Amount of the Amount of the Amount of the
Item Notes current year previous year current year previous term
—. #UFHELM  CASHFLOWS FROM
RekE: OPERATING ACTIVITIES
EmER B4 Cash receipts from the sale of goods
elf:okka or rendering of services 2,079,127,301.82  1,882,11630135 141487673340  1,412,431,654.00
WEIMBBRE  Reosipts of tax refunds 12,206,108.36 6,348,341.09 6,700,106.58 701,197.24
IRB|H BB 5EE Other cash receipts relating to
BENRE operating actiities N 46 24,779,633.17 73,284,790.46 43,398,168.00 72,673,963.38
#EEDES SUB-TOTAL OF CASH INFLOWS
RADH From Operating 2,116,113,04335 196174943290  1,464075,007.98  1,485,806,814.62
BERM EX%H Cash payments for goods purchased
ZfitRe and services received 137900173007 1,149,762,892.12 954,386,210.84 831,862,046.80
TABBIME  Cashpadtoand on behalf
BBIZANES  of employees 258,802,025.76 220,059,314.04 201,423,565.59 17098351095
THMKERE  Payments of al types of taxes 129,720,848.63 107,050,624.76 90,609,646.49 81,402,605.24
T EMELLEE Other cash payments relating to
FENRe operating activities N\ 48 174,679,190.14 140,080,710.21 140,722,334.74 76,645,030.16
#EEDES SUB-TOTAL OF CASH OUTFLOWS
it it Activities 104311279460 161695354118 1,387,141,75766  1,160,893,193.15
EEEHEEY  NET CASH FLOWS FROM
RekERH OPERATING ACTIVITIES 173,000,248.75 344,795,801.77 77,833,250.32 324,913,621.47
Z. BEEHELM  CASHFLOWS FROM
ARHE: INVESTING ACTIVITIES
WEREWEHE4S Cash receipts fom disposals of investments 463,655.00 568,800.00 463,655.00 -
RERENE Cash recelpts from returns on investments
WEmEe 3,065,455.16 2,999,092 81 6,598,498.18 5,000,280.00

REETEE" Net cash receipts from disposals of

EFEEMEM  fixed assets, intangible assets and

REZERES  other long-term assets

Ra 3 2,053,872.54 1,048,158.33 2,029,786.00 1,040,158.33
REFRNAREM  Net cash receipts form disposals of

ZEBMWEN  subsidiaries and other business units

ReEE — - . _
WEEMEZE  Other cash receipts relating to

EHEENAS  investing activiies — - 80,000,000.00 -
REEnRe SUB-TOTAL OF CASH INFLOWS

WAt From Investment Activities 5,582,982.70 4,616,061.14 89,091,939.18 6,040,438.33

BEETEE & Cash payments to acquire o construct
BEMEMKS  fixed assets, intangible assets and

EESMMAS  other long-term assets 217,865,668.65 244,559,774.77 106,462,884.41 161,971,679.40
REXNMAES  Cash payments to acquire investments — 636,600.00 120,000,000.00 16,840,084.94
BEFRRIREM  Net cash payments for acquisition of

LBEEMTAE  subsidaries and other business units

ReEE - - . _
TREMERZEES Other cash payments relating to

BENRS investing activities - 80,000,000.00
REEDAS SUB-TOTAL OF CASH OUTFLOWS

RO From Investment Activities 217,865,668.65 245,196,374.77 226,462,884.41 288,811,764.34
REEDELN NET CASH FLOWS FROM

ReRERH INVESTING ACTIVITIES (212,082,685.95)  (240,68032363)  (137,370,945.23)  (282,771,326.01)
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For the year of 2010
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Consolidated and the Company’s Cash Flow Statement (continued)

By - ARKIT
Unit: RMB
&t NG
Consolidated The Company
HE Wit FEEH 588 r.¥:33 L5458
Amount of the Amount of the Amount of the Amount of the
Item Notes current year previous year current year previous term
= BEEDEEM  CASHFLOWS FROM
ReRE: FINANCING ACTIVITIES
RURE B3 S Cash receipts from investors - 243181260 . —
Ei FRAMY  Including: Cash receipts from
DERE the shareholders of subsidiaries
REAWEE
ik = 243181260 - -
DEEFZUEHES Cash receipts from borrowings 180,000,000.00 356,288,372.73 180,000,000.00 350,086,500.00
Proceeds from issue of corporate bonds
WEEMELE  Other cash receipts relating to
EHEENES  financing activities — - - -
DB SUB-TOTAL OF CASH
WA INFLOWS FROM
FINANCIAL ACTIVITIES 180,000,000.00 358,720,185.33 180,000,000.00 350,086,500.00
BEEBSFHES Cash repayments of amounts borrowed 97,233,000.00 246,738,872.73 97,233,000.00 240,157,000.00
AERA - FIHs  Cash payments for distribution of
EAFEZAE dvidends or profts, or cash payments
R for interest expenses 36,278,368.75 34,317,082.43 33,994,387.87 32,068,653.86
Eed: FRAFRA  Including: Cash payments to
DURRE the minority shareholders for
A - 78 distribution of dividends or profits 3,493,000.00 1,996,000.00 — —
TREMEEE  Other cash payments relating
EHEENES  tofinancing activities — - - -
EREDES SUB-TOTAL OF CASH OUTFLOWS
it it 133,511,368.75 281,055,955.16 131,227,387.87 272,225,653.86
EZIBELM  NET CASH FLOWS FROM
RenERE FINANCING ACTIVITIES 46,488,631.25 77,664,230.17 48,772,612.13 77,860,846.14
m, EE@HHRLR EFFECT OF FOREIGN EXCHANGE
RESEMMEE  RATE CHANGES ON CASH AND
CASH EQUIVALENTS (3,534,144.45) (1,148,201.29) (3,126,804.84) (1,022,614.04)
I HeRALE NET INCREASE IN CASH AND
R9BEmE CASH EQUIVALENTS 3,672,049.60 180,731,597.02 (13,891,977.62) 118,980,527.56
m:BNE4RES Add: Beginning balance of cash and
SENHE cash equivalents 364,308,234.64 183,666,637.62 259,612,925.14 140,632,397.58
A BXHRLRELE  ENDING BALANCE OF CASH AND
E0iE CASH EQUIVALENTS 368,070,284.24 364,398,234.64 245,720,947.52 259,612,925.14
IR ERERBGERD A
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20106 &
For the year of 2010

B AR¥T

Unit: RMB
RRR2AH
SHRRRR Total
SERBLARAREENG Minority ~ Shareholders
Equity attributable to the company Interests Equity
[ RE0B W EER SERR ERLE  -RERER  #RENR Ef
-1 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  709,600,600.67 - - 177,198,800.73 - 289,195,107.14 338507.81  36,317,693.14 1,669,963,539.49
n: EHBRESE Add: Efiects of the changes
in accounting policies - - - - - - - - - -
HEBEHEL Effects of the connection of prior year
accounting errors - - - - - - - - _ _
. REEDRE Beginning balance of the year 457,312,830.00  709,600,600.67 - - 177,198,800.73 - 289,195,107.14 338507.81  36,317,693.14 1,669,963,539.49
Z FERREHLT Increase/decreased in the year - (30,912,737.0) - - 6548466.70 - 67,842,494.65 (600,624.36)  1,692,734.05  44,570433.89
(=) BB | Net profit - - - - - - 97,266,602.75 - 550909332 102,765,696.07
(2) Efaks Il Other comprehensive income - (36,112,787.09) - - - - - (600,524.36) (323,359.27)  (37,036,620.68)
Fil(=)A(=) st Subtotal of Iand I - (36,112,737.09) - - - - 07,256,602.75 (600,524.36)  5,185,734.05  65,729,075.39
(2) RERAR Il Shareholder's contribution capitel
BOER and decrease in capital - - - . _ _ _ _ _ B
1. BRRAEA a. Shareholder's contribution
capital - - - - - - - - - -
2. BOTHEFA b.  share based payments
REERHN record in reserve
4% - - - - - - - - - -
3 Efh ¢ Others - - - - - - - - - -
(m) FEAR IV Profits distribution - - - - 6548466.70 - (29,414,108.20) - (3493,000.00 (26,358,641.50)
1. REBEBLE a. Transfer to surplus reserves - - - - 654846670 - (6,548466.70) - - -
2. RE-RER b, Transfer to general
g risk provision - - - - - - - - - -
3 HEEHAR ¢. Distribution to shareholders - - - - - - (22,865,641.50) - (3,493,000.00) (26,358,641.50)
4. £t d. Others - - - - - _ _ _ _ _
(R) RREZADEE V  Transfer to intemal
shareholders' equity - - - - - - - - - -
1, BRDRES a. Capital reserve to capital
BR(FRK) (Share capital) - - - . _ _ _ _ _ B
2. BHNEEA b, Surplus reserves to capital
BR(FRK) (Share captal) - - - . _ _ _ _ _ _
3. BHOREER ¢ Making good of loss with
B surplus reserves - - - - - - - - - -
4 £t d. Others - - - - - - - - - -
(N) EBREE VI Special reserves - - - - - - - - - -
1. AERR a. Transfer for the year - - - . _ _ _ _ _ _
2. KEEH b, Utilsation of the year - - - - - - - - - -
(t) £t VIl others - 5,200,000.00 - - - - - - - 5,200,000.00
B XEEFBE Ending balance of the year 457,312,830.00  678,687,863.62 - - 183,747,267.43 - 367,087,601.69 (262,016.55  38,010,427.19 1,714,533,973.38
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20094 E Consolidated Statement of Changes in Shareholder’s Equity (continued)
For the year of 2009

B AR¥T

Unit: RMB
RRER2AH
SHRRRR Total
SERBLARAREENG Minority ~ Shareholders
Equity attributable to the company Interests Equity
[ RE0B W EER SERR ERLE  -RERER  #RENR Ef
-1 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  617,502,733.62 - - 167,309,492.08 - 210,690,983.71 43695195 33,744,855.23 1,486,997,846.59
n: EHBRESE Add: Efiects of the changes
in accounting policies - - - - - - - - - -
HEBEAELE Effects of the connection of prior year
accounting errors - - - - - - - - _ _
. REEDRE Beginning balance of the year 457,312,830.00  617,502,733.62 - 167,309,492.08 - 210,690,983.71 43695195 33,744,855.23 1,486,997,846.59
Z FERREHLT Increase/decreased in the year - 92,097,867.05 - - 9,889,308.65 - 78504,123.43 (98444.14)  2572,837.91  182,965,692.90
(=) BB | Net profit - - - - - - 102,244,346.19 - 30693411.82 105937,758.01
(2) Efaks Il Other comprehensive income - 91,258,067.30 - - - - - (98,444.14) 51,017.39  91210,640.55
Fil(=)A(=) st Subtotal of Iand I - 91258,067.30 - - - 102,244,346.19 (98444.14) 374442921 197,148,398.56
(2) RERAR Il Shareholder's contribution capitel
AOER and decrease in capital - 839,799.75 - - - - - - 95541285 1,795,212.60
1. BRRAER a. Sharsholder's contrioution
capital - - - - - - - - 1,938,222.72 1,938,222.72
2. BOTHFA b, share based payments
REERHN record in reserve
4% - - - - - - - - - -
3 Efy c. Others - 839,799.75 - - - - - - (982,809.87) (143,010.12)
(m) FEAR IV Profits distribution - - - 9,889,308.65 - (28,740,222.76) - (2127,004.15) (15,977,918.26)
1. REBABLE a. Transfer to surplus reserves - - - - 9,88030865 (9,889,308.65) - - -
2. RE-RER b, Transfer to general
g risk provision - - - - - - - - - -
3 HRRNAR ¢. Distoution to shareholders - - - - - - (18719,38490) ~ (1.996,00000) (15,715,384.90)
4 Bty d. Others - - - - - - (131,629.21) - (131,004.1) (262,533.36)
(R) RREZADEE V Transfer to intemal
shareholders' equity - - - - - - - - - -
1, BRDRES a. Capital reserve to capital
BA(FRE) (Share capital - - - - - - - - - -
2. BHNEEA b, Surplus reserves to capitel
BA(FRK) (Share capita) - - - . . _ _ _ _ _
3. BHORER ¢ Making good of loss vith
BE surplus reserves - - - - - - - - - -
4 £t d. Others - - - - - - - - - -
(N) EBEE VI Special reserves - - - - - - - - - -
1. RERE a. Transfer for the year - - - - - - - - - -
2. KEEH b, Utlisation of the year - - - - - - - - - _
(t) £t VIl Others - - - - - - - . - -
B EEFBE Ending balance of the year 457,312,830.00  709,600,600.67 - - 177,198,800.73 - 289,195,107.14 338,507.81  36,317,693.14 1,669,963,539.49
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The Company’s Statement of Changes in Shareholder’s Equity
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(Prepared in Accordance with PRC Accounting)

20105 &
For the year of 2010

B AR¥T

Unit: RMB
REaa
i EER -BRBER AOEHA Total
%A k* RELR Less: treasury L4 ] EBOR General risk Undistributed shareholders’
Item Share capital ~ Capital reserves stock  Special reserves  Surplus reserves provision profits equity
- LEERBH Ending balance of last year 457,312,830.00 709,119,869.90 - - 176,636,269.42 - 29137702084 1,634,345,980.16
n: EHBRES Add:  Effects of the changes
in accounting policies - - - - - - - _
LR Effects of the connection of prior year
accounting error - - - - - - _ _
I FEEDBE Beginning balance of the year 457,312,830.00 709,119,869.90 - - 176,636,259.42 - 291,377,02084  1,634,345,980.16
Z FERREDET Increase/decreased in the year - (30,912,737.09) - - 6,548,466.70 - 36,070558.77 11,706,288.42
(=) #HAE I Netproft - - - - - - 66,484,666.97 65,484,666.97
(2) EfifsA%E I Other comprehensive income - (36,112,737.05) - - - - - (36,112,737.05)
Fi(=)R(Z) st Subtotal of | and Il - (36,112,737.05) - - - - 65,484,666.97 29,371,920.92
(Z) BEEA I Shareholder's contribution capital
BOER and decrease in capitel - - - - - - _ _
1. RREAEK a. Shareholder's contribution
capital - - - - - - - _
2 BBZAHA b, share based payments
Pt et record in reserve
4% - - - - - - _ _
3 Efy ¢ Others - - - - - - - _
(m) FASE IV Profits distribution - - - - 6,048,466.70 - (29,414,108.20) (22,865,641.50)
1. ROBHLNE a. Transfer to suplus reserves - - - - 6,548,466.70 - (6,548,466.70) -
2. RO-RER b, Transfer to general
EE risk provision - - _ _ _ B _ _
3 HREMSE o Distibuon to shaeholders - - - - - - RESBHS) (288564150
4 Efy d. Others - - - - - - - _
(1) RREERHWEE V  Transfer tointemal
shareholders' equity - - - - - - - _
1. EADREHS a. Capital reserve to capial
BR(FRA) (Share capita) - - - - _ . _ _
2 BHLNEES b, Surplus reseves to capitel
BR (k) (Share capital) - - _ _ _ _ _ _
3. BRLRAER ¢. Making good of loss with
54} Surplus reserves - - - - - - _ _
4 Efy d. Others - _ _ _ _ _ _ _
(7) BERE VI Specil reserves - - - - _ . _ _
1. RERR a. Transfer for the year - - - - - - _ _
2 KEER b, Utiisation of the year - - - - - . _ _
(t) &t VI Others - 5,200,000.00 - - - - - 5,200,000.00
B EEFBE Ending balance of the year 457,312,830.00 678,207,132.85 - - 183,084,726.12 - 327 447 579.61 1,646,052,268.58
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20094 & The Company’s Statement of Changes in Shareholder’s Equity (continued)
For the year of 2009

#fy - AR¥T
Unit: RMB
REaa
i EER -BRBER AOEHA Total
%A k* RELR Less: treasury L4 ] EBOR General risk Undistributed shareholders’
Item Share capital ~ Capital reserves stock  Special reserves  Surplus reserves provision profits equity
- LEERBH Ending balance of last year 457,312,830.00 618,086,240.10 - - 166,646,950.77 - 216,092,627.86 1,468,138,648.73
n: EHBRES Add:  Effects of the changes
in accounting policies - - - - - - - _
LR Effects of the connection of prior year
accounting errars - - - - - - _ _
O REEDRE Beginning balance of the year 457,312,830.00 618,086,240.10 - - 166,646,950.77 - 216,092,627.86 1,468,138,648.73
Z kERAEDRE Increase/decreased in the year - 91,033,620.80 - - 9,889,308.65 - 7528439298 176,207,331.43
(=) #lE I Netprof - - - - - - 9880308653 98.893,086.53
(2) Efpirads Il Other comprehensive income - 91,033,629.80 - - - - - 91,033,620.80
ER(=)A() Subtotal of | and Il - 91,033,629.80 - - - - 98,893,086.53 189,926,716.33
(Z) BREZAMELER N Shareholder's contribution capita
and decrease in capltal - - - - - - - _
1. RREAEK a. Shareholder's contribution
capital - - - - - - - _
2 BBZAHA b, share based payments
Pt dat record in reserve
x| - - - - - - _ _
3 Efh ¢. Others - - - - - - - _
(m) AEsE N Profs distrbution - 9889,308.65 — (3685 (1371938490
1. REOBBAE a. Transfer to surplus reserves - - - - 9,889,308.65 - (0,889,308.65) -
2. ROB-RER b, Transfer to general
EE risk provision - - - - - . _ _
3 HRRNAR ¢ Distribution to shareholders - - - - - - (13,719,334.90) (13,719,384.90)
4 Ef d. Others - - - - - - - _
(1) REEERHWEE V  Transfer tointemal
shareholders' equity - - - - - - - _
1. EADRES a. Capital reserve to capital
BR(FRE) (Share capita) - - - - _ . _ _
2 BHLNEES b, Surplus reseves to capitel
BR (k) (Share capital) - - _ _ _ _ _ _
3. BRLRAER ¢. Making good of loss with
54} Surplus reserves - - - - - - _ _
4 Ef d. Others - _ _ _ _ _ _ _
(7) BBREE VI Specil reserves - - - - _ . _ _
1. RERR a. Transfer for the year - - - - - - _ _
2 KEER b.  Utiisation of the year - - - - - . _ _
(1) £t VI Others - - - - - - - _
B EERBE Ending balance of the year 457,312,830.00 709,119,869.90 - - 176,536,269.42 - 291,377,020.84 1,634,345,980.16
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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
reorganisation 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 2010 is
RMB457.313 million, the capital structure is as follow:

BirEE 111:-1:% 3.4
The proportion
of the total
B {5 %5 51 Class of shares Quantity of Shares share capital
(%)
— BREKRENRBIREET | Subtotal of restricted tradable

outstanding shares 20 0.004

ARBREKGRER A share restricted tradable Senior
management-held shares 20 0.004

—. EmREEFNRAIRASET Il Subtotal of no restricted tradable
outstanding shares 457,293 99.996
AR EEE B AR) RMB ordinary shares (A share) 307,293 67.196
AN ETHINE BRHAZ) Overseas foreign shares (H share) 150,000 32.800
=. BBy lll. Total shares 457,313 100.00

AAREENFHE HEMBE
EBRME BB METER -

BEILRERIERME - ILRAE M
BE - LWREBERBEED LERE
75 TR 2 B Bl s F[2009]1 255 31+
LT - AR RWHER AR M
o

5 2% 7 5 30 25 1L A 818 7 5 9
R AR AL T -

The Company is mainly engaged in developing, manufacturing,
selling of bulk pharmaceuticals, preparations and chemicals
products.

According to the Circular “Lu Ke Gao Zi (2009) No. 12” issued
by Shandong Province Science & Technology Bureau, Shandong
Province Financial Bureau, Shandong Province State Tax Bureau,
and Shandong Province Local Tax Bureau, the Company was
accredited as a new and high-tech company .

The Company’s registered address is Chemical Area of Zibo
New and High Technology Industrial Development Zone, Zibo,
Shandong Province.
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Notes to the Financial Statements (continued)

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.

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.

Significant Accounting Policies Accounting,
Estimates and Presentation of consolidated
Financial Statement Consolidation

1. Accounting Year

The fiscal year of the Company is from 1 January to 31
December of each calendar year.

2. Functional currency

The Company’s functional currency is Renminbi (“RMB”).

3. 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.

4. 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.
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Prepared in Accordance with PRC Accounting Standards

Significant Accounting Policies Accounting,
Estimates and Presentation of consolidated
Financial Statement Consolidation (continued)

5.

Foreign Currency Transactions

5.1

5.2

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 capitalisation,
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 capitalised
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.

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.
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RIEFES LR RR Notes to the Financial Statements (continued)
Prepared in Accordance with PRC Accounting Standards

Y, EEYRBE - &M 4. Significant Accounting Policies Accounting,

AHMEBEEDERS X Estimates and Presentation of consolidated

(%) Financial Statement Consolidation (continued)

6. SHMEEMEMAR 6. Financial Assets and Financial Liabilities

6.1 ZHEENSHE - 6.1  Classification of financial assets

AR EHREE B KA Financial assets are classified into the following 4
KEEBHBEEAD categories: financial assets at fair value through
ERMEEDBUAAR profit or loss, available-for-sale financial assets,
BEFEBEEHH receivables and held-to-maturity investments,
AZEHERNE/ME the classification depends on the intention and
E-AHHEsmE economic substance to hold the financial assets.

E-ERFE BE
ERHREMASE -

(1) AR R EBER (1) Financial assets at fair value through

s HHEH profit or loss are with the financial assets
ANEBEZED held for short time, and presented in the
SREERIE balance sheet as held-for-trading financial
BEMNEER assets.
MAESHAEH
EMamE
E EEESB
BERFUXSH
HEMEET
a_’\ °

@) A E & F © Available-for-sale financial assets are non-
BEEBREVR derivative financial assets that are either
T R B B0 4 H designated in this category upon initial
ERAHEE recognition or not classified under other
#)3EDT 4 Bl categories.

BERARWE
D EEMER

) FE W R IE 2R ®3) Receivable refers to non-derivative
EERBR ™S financial assets for which there is no
R B RE - quotation in the active market with fixed or
B Y& 58 EE determinable amount. They include Notes
5 A T E A receivable, Accounts receivable, Interests
ELTE & B receivable, Dividends receivable and other
BE BIEE accounts receivables.

Hﬁl ¥R - FEUR

BR 3K - FE UL A
B JE U F
T E At JE I 5k
&,

(4) BHEEIHK® (4) Held-to-maturity investments refer to the
ERIBHEA non-derivate financial assets with fixed
EE - Bke or determinable recoverable amount and
#8 & iE ok A fixed maturity that the management has
EFHEBRE the positive institution and ability to hold to
£ R EE A maturity.

EAFEESR
HMENTES
BEE -
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Significant Accounting Policies Accounting,
Estimates and Presentation of consolidated
Financial Statement Consolidation (continued)

6. Financial Assets and Financial Liabilities (continued)

6.2

Recognition and measurement of financial assets

The financial assets are initially recognised at
its fair value. 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.

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 recognised as investment income.
On disposal, the difference between fair value
and initial recognised amount are recognised as
investment income and adjust the gain or loss
from changes in fair value accordingly.

Changes in fair value of available-for-sale financial
assets are recognised in shareholders’ equity.
Interests calculated using the effective interest
method during the holding period is recognised
as investment income. Dividends from available-
for-sale equity instruments are recognised as
investment income when these financial assets
are decongested; the differences between the
disposal proceeds and the carrying amount of
assets after deducting the accumulated fair value
adjustments are recognised as investment income.
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Notes to the Financial Statements (continued)

Significant Accounting Policies Accounting,
Estimates and Presentation of consolidated
Financial Statement Consolidation (continued)

6.

Financial Assets and Financial Liabilities (continued)

6.3

6.4

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 available for sale financial
assets at fair value has a significant or prolonged
decline, originally recorded in the shareholders
equity decline in fair value due to the cumulative
loss included in impairment loss.

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 recognised as profit or loss
for the period.

Other financial liabilities are measurement at adopt
method of actually rate, subsequent measured in
using effective interest method amortized cost.
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., EESHHBE - @3 4, Significant Accounting Policies Accounting,
SHMEEREDNER S E Estimates and Presentation of consolidated
(4&) Financial Statement Consolidation (continued)
6. SCMEEMERMAR (E) 6. Financial Assets and Financial Liabilities (continued)

65 ZHEENZHERE 6.5  Determination method about fair value of Financial
BN BIEETE T )E - assets and Financial liabilities
SRMIAFAEERED For the active financial assets or financial liabilities
B ERBRMIS R E in the market, the quotations will be used for
MERERNEEE determination of their fair value. In an active
DRhEBE -EEFRD market, the company has held financial assets
BE AREEHE or financial liabilities to be assumed by the
B % B & B S A current bid price for the corresponding assets
MemBaBENERETH or liabilities at fair value; The Company intends
BIERHEEESA to acquire financial assets or financial liabilities
BENAABE: ARQ have been assumed by the current asking price
ABBEANEHERE for the corresponding assets or liabilities at fair
HEFEENCRAE value. Financial assets or financial liabilities has no
UWIRITEEBEAERE current bid and ask prices, but recent economic
EESABGBENARE conditions after the transaction has not changed
B-omEEHTRM significantly, then the last traded market price
BEREHRITHEMN used to determine the financial assets or financial
ZE - EBRAEXHH liabilities at fair value.

BEEIREREBEE
BREM - AEA
BIERZMMEGRE
BMEBENAAEE-
SR ITAENTFEER For the inactive financial instruments, the company
mEH KAGER will adopt the evaluation technology to determine
MEEEQAREE- their fair value. Evaluation technology reference
HERTERE2ER to the transaction between knowledgeable,
EBERLBBERZH willing parties to recent market prices used in
EARITETH TS transactions and the same current other financial
REFRFEARES - assets at fair value, discounted cash flow analysis
SRBEE FHRRME and option pricing models.
thERMEEMNENA
nEE -BRenREH
WOEMEAHE FE R
&
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Notes to the Financial Statements (continued)

BEESHEK get&stin 4. Significant Accounting Policies Accounting,

SHBBERERNBRAE

(%)

7.

Estimates and Presentation of consolidated

Financial Statement Consolidation (continued)

BRRBERRREEAS & 7.

a)

(1)

RRABHTIERAE
WO IR R AR 1B K
EREE EEEM
Wi WE BETE
B -HRERERET
BoBAEBREBAARAK
EEEYFEMER
B R e A ELE
NEHE  EHEM
BEMAREITEERS:
H i 82 58 4% R AR
B A Y Bl Bk e @
ATREERK -

HAIRE B A R AR
REBEEEZE
HRBEERIZEAE
TR E R 5
FRER G AEHE
SO HNBEEEER
~AMEE AWK E N
& W R IR - AR E)
BN ERR F I ER S
TERARB R HiHERE
R SRAR A

ERgHEAYER
5t 58 B IR B A 4 JE K

K

BIESHEEAMNHBKRERSBIZE
BEESEBEARES00E TH
FEUR FRIBAR B E K WA
BIESHEE AN EHIRIERES
MRS A

REERAKREREBBEEREKREEE
BERE  FTIRIERER

Accounting for provision for bad debts loss

a)

(1)

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.

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 recognised 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.

Accounts receivable for individual significant and
individually provision for bad debts

Determine basis or amounts standards
for individual significant

Individual accounts receivable amount more than
RMBS5 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
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., EESiEE - €5t 4. Significant Accounting Policies Accounting,
SHBEEENRR S X Estimates and Presentation of consolidated
(& Financial Statement Consolidation (continued)
7. BERFAEEREBRAEAE 7. Accounting for provision for bad debts loss

(%) (continued)
@) B IEE IR E @) Accounts receivable provision for bad debts
JEW K E according to combination
BEHSHEE Determine the basis of combination
BRBRZA Combination of aging
DA JE U SR T8 A BR 2 A 1= AR R B Dividing combination on the basis of aging
BERESHS for the credit risk characteristics
HZHHRBEERAS Combination with the relationship
between trading partners
LARAE: X RREIDHEAE Dividing combination on the basis of
related party transaction
BHRFIAEEHEE Combination for special accounts
BEFENFS  EIEOEFHRZE Mainly including taxes to be deductible,
%m& amounts receivable from export tax rebates
and other special
BESRIEFEMROHREE Provision method of provision for
bad debts according to combination
RS Combination of aging
LRI DT AR IBER S Provision bad debts according to the aging analysis
HZ 5 H KRR Combination with the relationship
between trading partners
Hth AR B AR Provision bad debts according to other method
HRRIEEEHEE Combination for special accounts
b AR R R EE Provision bad debts according to other method
1) HKARRDTENE 1) The preparation for provision for bad debts of
R AE R EHEHET IR adopting the aging analysis as following:
LEBIEAT -
H it BE U R
TR Uit R 3% &t 1R L B rHELEH
Withdrawal
percentage Withdrawal
of Accounts percentage of
] Aging receivable Other receivable
(%) (%)
1F LA Within one year 0.5 0.5
1-24F 1-2 years 20 20
2-34F 2-3 years 60 60
3FELE More than 3 years 100 100
IR ERERGERL A
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Notes to the Financial Statements (continued)

Significant Accounting Policies Accounting,
Estimates and Presentation of consolidated
Financial Statement Consolidation (continued)

7. Accounting for provision for bad debts loss
(continued)

2) Accounts receivable provision for bad debts
according to combination (continued)

2) Other method for provision bad debts of accounts
receivable

Relationship with trading partner
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

3) 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

8. 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 of 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.
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., EESHNE - @35 4, Significant Accounting Policies Accounting,
SHMERENERFE Estimates and Presentation of consolidated
(4&) Financial Statement Consolidation (continued)
8. ERNBRAE(E) 8. Inventories (continued)

HRTF R AR A #317F At the end of period, provision for decline in value of
BERERUAE HREE inventories is made if the inventories are damaged,
HAEXHE 2 KBHER become partially or completely obsolete or sold at a price
%iﬂﬁ%iﬁﬁ%%‘i% 1 7 B AR lower than cost. The provisions for finished goods and
ZREA - FEEFE KA AT large-amount raw materials are made on the excess of
BIEE 5 - REVFE B E L their costs over their lower net realisable values on an
B-BEFEEmERNTREME item-by-item basis. Other inventories items are assessed
HNEFEKBEEEREEAFTE on collective basis.
BB B AN S R E ] # T
BERNEZHERER EMHEEE
% - BERIEN R MR
BRIREF BB 2% o
EEEm EEGMARD Net realizable value of goods-in-stock, work-in-progress
ENMHEEERRLEDN or held-for-sale raw materials are determined by their
MmFE A EBRFER estimated sales less the related seling expenses and
ZREENMAEEREMGE taxes. Net realizable value for raw material for held for
REEBRAMEBEHERERY production are determined by the estimated selling price
CHEE:BREEMSS of finished goods less the estimated cost to completion,
MK E - AR #3315 E selling expenses and taxes.
BREENEKRDNGEE
BREETIRMGEEE
EWRA  HEHNHEEER
MBI BENHSEET
9. RUBREREORASE 9. Long-term equity Investments
9.1 REREKESLE 9.1 Classification of Long-term Investments
RERERETER Long-term Investments mainly include the
BEARABFENER investments investee over which the Company’s
H ?xﬁﬁﬁgfﬂﬂ can exercise control, joint control or can exercise
#l - HEEFIHEKR significant influence as well as those do not have
w8 E’JTEﬁﬁ’IE wE quoted prices in an active market and whose fair
LA B2 4 4% 5 B value can not be reliably determined and over
BEHE %'J FH A 2l which the Company can not exercise control, joint
KEAFE I[ BT control or exercise significant influence.
EBRTIS P OR AW
B AnEETER
REITEMNRERERE -
HEAZESZEIZRER The term “Joint control” refers to the control
%’] EH RIBLE /E EJJ over an economic activity in accordance with the
Fra B m sl o contracts and agreements. The determination of
7 5] E’JEEEHW%?E% joint control is based on the fact that there is no
REM—EEEHFH unilateral control over the operating activities of
T BIEHl g n the entity. The decision relating to the operations
ENEEKLETE must be made by all parties’ unanimous
}ﬁ&/\ EREERK agreement.
g. /ﬁ BHRRFESR
EH—HEES -
IR ERERGERL A
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Notes to the Financial Statements (continued)

Significant Accounting Policies Accounting,
Estimates and Presentation of consolidated
Financial Statement Consolidation (continued)

9.

Long-term equity Investments (continued)

9.1

9.2

Classification of Long-term Investments
(continued)

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.
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Significant Accounting Policies Accounting,
Estimates and Presentation of consolidated
Financial Statement Consolidation (continued)

9.

Long-term equity Investments (continued)

9.2

9.3

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 has been
paid, that 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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Notes to the Financial Statements (continued)

Significant Accounting Policies Accounting,
Estimates and Presentation of consolidated
Financial Statement Consolidation (continued)

9.

Long-term equity Investments (continued)

9.3

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 recognises 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, unrealised
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
amortisation of the remaining period of the equity
investment debit balance confirmation Investment
income.
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Significant Accounting Policies Accounting,
Estimates and Presentation of consolidated
Financial Statement Consolidation (continued)

9.

Long-term equity Investments (continued)

9.4

9.5

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.

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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Notes to the Financial Statements (continued)

Significant Accounting Policies Accounting,

SHUBEERRNDERF Estimates and Presentation of consolidated
(%) Financial Statement Consolidation (continued)
10. BEHEHME 10.  Investment properties
ARARBREMEHERER Investment properties for the period including rented land
HAS T AENE A use right and rented buildings.
WEEEEY -
ARREEMNEHEREK Investment properties are initially measured at initial cost.
TERBAKRERB HIERE The cost of Investment properties purchased includes
MEHENKABEEER purchasing price, tax, and other expenses directly
FoHAGENAEERR related to the assets. The cost of Investment properties
RZEEMEMSZTE 817 constructed by the Company itself is cost of construction
BEREEEMENRKAE incurred to bring the assets to its intended usage
HEEZBEEEEINBEEA condition.
ERAMERMAMEENVES
M o
KRAREHEEEEERA Investment properties are subsequently measured by cost
AR ETEERNZ 1 model. Depreciation is provided to investment properties
HEBFAFERASORFREE over their estimated useful lives and after taking into
KR ERAFIETESK account of their estimate residual value, using straight-
B -REMFE M ENTES line basis. The expected usage life of the investment
FASH FEEELFENR properties, the net residual value rate and the annual
EEE ENT depreciation (amortisation) rates of the investment
properties are follows:
xR IEER (F) FErEEE FEINEE
Estimated residual Annual
Types Depreciable life value rate  depreciation rate
(%) (%)
s {F PR A& EmEFER 0 —
Land use right Benefit from the transfer of life
FEREY) 204F 5 4.75

Building & house

20 years

EREMFMENRZNE
REMAE AlBRE B
BZRENEEEERAE
TEESRVEE - AAE
MENBENERRINES
HEANIZER - BB RE

A BEETEEXRETLE
EEBRASREULFME -
AR - PABE MR AT Y AR
EBEFERBRENAKREE-

EREUEFHMERRKE X
EFERARMER BB TR
W H BR F o ERIS A P M 2R B
RILHERZIAR B EFHE -
REMFEHWELSE HE-
HERKIENEE WAR
HIRmEEEMEREREZD
T AEHES -

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 derecognised 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 recognised in profit or loss for the period.
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Y, EEYRBE - &M 4. Significant Accounting Policies Accounting,
SHUBEERRNDERF Estimates and Presentation of consolidated
(&) Financial Statement Consolidation (continued)
11. BEE#EE 11.  Fixed Assets

11.1  BIEEEBRIEM - 11.1  Recognition of Fixed assets
BE&EER Ta B Fixed assets are tangible assets with useful lives
B }E1 B - for more than one accounting year, and held for
ﬁ*ﬁ‘ki‘“ %i@fﬁ% use in the production goods, rending of services,
B - FRBRBHAE— for rental, or for administrative purposes and it is
FMEREE: AR probable that economic benefits associated with
Hi3Z .Eﬁ%ﬁ Eﬁ E’] the assets will flow to the Company; and the cost
LEBEMBRATERA of the asset can be measured reliably.
¥ ZETEED
FRANBESAA] SedthaT 2 o

11.2 BEEESH : 11.2  Classification of Fixed assets
EEREEY HRFL Fixed assets include house & buildings, machinery
H BFER EH & equipment, vehicles, electronic instrument and
BB AR EME office equipment and other equipment.
1 o

11.3 BIEEEFE 11.3  Measurement of Fixed assets
TEEREZDE Fixed assets are initially measured at actual
B EBRKARNEITY cost of acquisition, among which, the cost of a
GET & HAF - HNEE purchased fixed asset comprises the purchase
MEETEENKNAE price VAT, import, related taxes and any directly
EEE - HEH - # attributable expenditure for bringing the assets to
NEANEEERE - working condition for its intended use. The cost
AR = B E & of self-constructed fixed asset comprises those
B 78 5F A {52 A AR BB A expenditures necessarily incurred for bringing
FBEEMAEERRB the asset to working condition for its intended
RZEEMEME L use. The cost of a fixed asset invested by an
BITREEETEEEN investor are determined in accordance with the
KA BREEZEER value stipulated in the investment contract or
B B 78 7E A] {5 A A agreement, except where the value stipulated
RFFABEENNER in the contract or agreement is not fair in this
B REEHRA case fair value issued. The cost of a fixed assets
MEEEE RIEE acquired by finance lease are the lower of the
ERFIBHEOTEHE fair value of the leased asset and the present
TE ERAKREE B value of the minimum lease payments at the
ER%ZMENOEEE commencement of the lease term.

L\ ﬁ WiEAREE
RomMAEMEEHREA
E!’\J E BE RHEE
B HREEEAR
BEAREBEEMNK
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Notes to the Financial Statements (continued)

Significant Accounting Policies Accounting,
Estimates and Presentation of consolidated
Financial Statement Consolidation (continued)

11. Fixed Assets (continued)
11.4  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 recognised in profit or loss for
the current period. The useful life and rate of
depreciation are as follows:

FEEZEY
House & Buildings

HERRE

Machinery & equipment

ETHS
Electronic instrument
MARBRERT A

Office equipment and vehicles

EER(F) FIMEE(%)
Depreciation period  Annual Depreciation rate (%)
20%F
20 Years 4.75
104F
10 Years 9.5
5%
5 Years 19
5%
5 Years 19

11.6 BlE&ERES LA

B -

HEETEEABN
BREXH  BIEER
X B SUE
E NEBETEER
RAGMFE - 5HABE
BERAE  BREE
BeEy - KIEHER
ﬁ%@ﬁﬁ A

EEEEBREMNT
m REERTAE
H

HE s -

116 ARAREBFFER
T OHEETEEMRE
EASS - BiHFE
BREMITE H AT
BRUIEEE AR
mEE D BIE R
QAT EERE -

11.5 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 derecognised. Expenditure not quantified for
recognition as a fixed asset, once happen, it will
be recognised into current gain or loss.

11.6  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.
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., EESHBE  Si4stMm 4. Significant Accounting Policies Accounting,
SHMEREDNER S E Estimates and Presentation of consolidated
(4&) Financial Statement Consolidation (continued)
1. EBEE&REE) 11.  Fixed Assets (continued)

17 ZETEEHKEE - 11.7 When fixed assets are disposed, or through the
HEEHBBAFEAK use or disposal can not be expected to produce
BB TR EELER economic benefits, fixed asset is derecognised.
= BRI ERZE The income of fixed assets sold, transferred,
EEE-BEEEH scrapped or destroyed deducts net book value
B HE WMEBEAR and related taxes reckoning in current profit or
BREERANKRHE loss.
EEEEMBERE
BB AEHE
f\E._?\. o

12. #ERIRE 12.  Construction-in-progress

121 HEZIEHNFE: 12.1  Measurement of construction progress
REBRZEABHKAN Construction-in-progress measured at the
ArE-BEIREE expenditures actually incurred. The cost of
BEMECEBELIAE - construction work undertaken by the Company
BEEBRIBSHE: itself includes direct materials cost, direct labor
HEIRERESANN cost, and direct construction expenses. The cost
ITREXRSFE & of constructing construction work is determined
HBLEREIRERMLE according to amount paid to the contractor.
BEHmER RSB The cost of equipment installation is determined
B IR EEFAH according to the cost of equipment, installation
BEMNTHERTETL charges and test run expenses. Cost of
BRA -FEEZIEK construction-in-progress also includes capitalised
KEDREEEEARE borrowing costs and gain or loss from currency
B {8 KB A FIEE i 18 exchange.
%o

122 HRIEEEETE 12,2 Timing for transfer of construction-in-progress to
ERIFE fixed assets
TRIBEEIESE Construction-in-progress is transferred to
A AR B fixed assets at the date of reaching its usable
BRETIREY - &E conditions at an estimated amount based on the
FTEERKASE - construction budget, construction price, or actual
REFTHNEEEE cost of construction. Depreciated is charged from
EEE - XA®BRMARS the next month after it is put into use. The value
AR E-SHET of the asset will be adjusted when the resolution
BRI AREFERBY procedures are completed
TEERBEEE

IR ERERGERL A

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED



AP MRMEERRAF RIS - HUARY T IR

Unless otherwise indicated, all figures are stated in RMB’000
RIEPEE T ER RE

Prepared in Accordance with PRC Accounting Standards

EEOE K ErtfhstH
EHMEBROERGE

(#)

13.

ERBEANEHERES &

ERERBRERNE I
BaEEMN#E - W E R
VA Be B 9N fiF SR 10 3% A & [
AEBRE -THEERBBRN
BEMNMLGHNEENERZ
FELENERER EE
EXHERHEL ERER
ER#ELE REEBEZETRE
JE AJ 2 AR 3k AT $H5 B IR AR P 0
ENBERLEE R KRN
WE RmEANE: EBE
KEETAREAMMGHNE
EENEEAEALAHEE
BB {2 LB AL - KR
EREREELEMERS
B -

EFEREHERELENT
SER HNBERHARBAOE
REFARTIENFE
T A BE 3 17 8 B 1 48 & RS
MIRERBERNESETIUNE
e —RIEFRERFTE
EXHBBEFBREBIH
BEXHINEFHBERAR
1 3 — AR & SR 9 0 715 A
X HEEAEEE-BEA
L RRTE — REFINEF S

IR H T -

HEEREGHNEE =
EHRELEBAERKE (AR
F1IFUL D MBRRELE
B R EREE A A
ERHEMRENEFEEE -
REMEHENFESZEE -

MRFAERMCGHNEE
ERERELEBEPEL
FEIEHE i - B B &
EHEBIEA  TEEXRER
MEREL BEEEEMNBEE
HAEERSDEHNMALG

4,

g E LR

Notes to the Financial Statements (continued)

Significant Accounting Policies Accounting,
Estimates and Presentation of consolidated
Financial Statement Consolidation (continued)

13.

Borrowing Cost

Borrowing costs include interest, amortisation 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
capitalisation 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 recognised 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 capitalised 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 capitalised 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. Capitalisation
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.

Capitalisation 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. Capitalisation 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)

14.

Intangible Assets

14.1

14.2

14.3

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.

Amortisation of intangible assets

The cost of land use right is amortised evenly over
the whole period of the right. The cost of software
use right and non-patented technology of the
Company is amortised evenly over the shorter
period of the expected useful life, the contractual
beneficial period and the useful life specified in the
law, the rights, software use rights are amortised
over 5 years. The amortisation charge shall be
recognised 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 amortisation
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 amortised accordingly.
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Notes to the Financial Statements (continued)

Significant Accounting Policies Accounting,
Estimates and Presentation of consolidated
Financial Statement Consolidation (continued)

15.

16.

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 recognised in profit or loss
in the period in which it is incurred. Expenditure on the
development phase is recognised 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 does not meet
all above the 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 recognised
as intangible asset in subsequent period. The capitalised
expenditure in the development phase shall be recognised
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)

16.

17.

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 recognised,
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 realised (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.

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, 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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Notes to the Financial Statements (continued)

Significant Accounting Policies Accounting,
Estimates and Presentation of consolidated
Financial Statement Consolidation (continued)

18.

19.

Employee Benefits

In the accounting period in which an employee has
rendered service to the Company, employee benefits
payable are recognised 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.

Provision
19.1  Recognition of provision

A provision is recognised 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.

19.2  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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Y, EEYRBE - @G 4. Significant Accounting Policies Accounting,
SHUBEERRNDERF Estimates and Presentation of consolidated
(%) Financial Statement Consolidation (continued)
20. WAWRAHE 20. Revenue

ARAHNEERAZTZRRE The Company’s revenue is mainly from sale of goods,
HEmMmUBA - RSB rendering of services and alienating the rights to use
AMBEEEFRERA - assets. Revenue is recognised when the amount of
Hi A2 5 A B B9 48 B B 25 Ak %’] revenue can be measured reliably and associated
A RG] - HHEE e WA B economic benefit will flow into the Company the following
WESFEHEAMETIFE conditions are satisfied, for more details as follows:

KE RPN TERABRE

AR - EREAERNEA -

20.1 HHEF KAL) ER 20.1  Revenue from the sale of goods is recognised

BRAY - when all of the following conditions are satisfied:
NARR BB 8 MAT (1)the Company has transferred to the buyer the
EELEMNEZEZERKBMN significant risks and rewards of ownership of the
mMEREEER 2 goods; (2) the Company retains neither continuing
KATIBEBRE managerial involvement to the degree usually
BHLFT B A EN associated with ownership or effective control
BEESEE HLF over the goods sold; (3) the amount of revenue
HEEENADEK can be measured reliably; (4) it is probable that
AT H ) A the associated economic benefits will flow into the
S RERE A SEHATE Company; and (5) the associated costs incurred
AHEENEEN =R or to be incurred can be measured reliably.
A RE R AR ¥ 5 K&5)
iR R O N e S
A B BR 7R B 5 T 5E b
ETE e

202 FEMEFEUABER 20.2  Revenue from rending of services
BRAY -

1) A 85 75 48 U A 0 48 Revenue from the rendering of services is
B AN BE %9 A 5 i R recognised only when all of the following
ECHEXSEBAHL conditions are satisfied: (a) the amount of revenue
B A %5 2)RE H A AR and costs for the transaction involving the
NAE BT KR rendering of services can be measured reliably;
[ B¢ 59 7] % R E (o) the associated economic benefits can flow into
BRBEREBKBRA® the Company; and (c) the stage of completion of
ER -ER—FER the service can be measured reliably. When the
46 I ST Y 45 75 provision of service is commenced and completed
£ 58 B 25 75 I T 32 145( in the same year, revenue is recognised at the
A 3B B H B F completion; where in different accounting year, the
EXASBTIRAMNE 31' revenue is recognised percentage of completion
FE- E}ETﬁ 5 method at the balance sheet date the outcome
SHER %’JT;HE of the transaction can be estimated reliably. The
FretE ER—F CTREE percentage of completion shall be determined by
BEXRARTIASD the cost incurred and the estimated whole cost.
tt }%‘EE & ¥ 8 E’J & i‘x
E%‘“?é‘ié’])ﬁ%zlﬂﬁfﬁ
ST N L ISR o
IR ERERGERL A
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Notes to the Financial Statements (continued)

Significant Accounting Policies Accounting,
Estimates and Presentation of consolidated
Financial Statement Consolidation (continued)

20.

21.

Revenue (continued)

20.3 Revenue from alienating the rights to use assets,
revenue from alienating the rights those assets is
recognised 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 will be confirmed: If the government grant is
the form of a transfer of monetary assets, measured at
the received amounts. 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 given, they will be
calculated at the nominal amounts of RMB1.

Government grant related to assets is recognised as the
deferred income and every amortised 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
related expenses or losses to the incurred in subsequent
periods, the grant is recognized as deferred income and
recognised in profit or loss over the periods. If the grant
is a compensation for related expresses or losses already
incurred, the grant is recognised immediately in profit or
loss for the current period.
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Significant Accounting Policies Accounting,
Estimates and Presentation of consolidated
Financial Statement Consolidation (continued)

22,

23.

Deferred Tax Assets and Deferred Tax Liabilities

A deferred tax asset and deferred tax liability is
recognised based on the difference (temporary difference)
between the carrying amount of an asset or liability and
its tax base. The deferred tax asset is recognised 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 realised or the liability is
settled.

The Company recognises 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 recognised 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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Y, EESERE - HEHEEE 4. Significant Accounting Policies Accounting,

SHMERENERFE Estimates and Presentation of consolidated
(4&) Financial Statement Consolidation (continued)
24. DRESH 24. Business Combination
%5 02 8 45 ™ 8 = /R (B Business combination refers the event or transaction that
N EBEBNEESHEK— the Company combines two or more separate enterprises
EREETEHIFHEHE- as one reporting entity. The Company shall recognise the
AAREAHANIEEQR®E assets and liabilities derived from business combination at
RATEEHMENEE the combination date or acquisition date. A combination
BE AHAXBEERAE date or acquisiton date is the date on which the
BRERESHEHIXEEE R Company effectively obtains control of the company being
THIER B absorbed.
24.1 [FA—FEHTHLESE 24.1  Business combination involving enterprises under
oF - common contract
EHATELESHFF The assets and liabilities acquired through a
MEMEEMAGE business combination involving enterprise under
HBAEFREWRSE G common control is measured by the acquirer
FHEmEMERE according to the carrying amount recorded by the
EHATRSEHFEE acquirer’s at the combination date. The difference
FHEELETNHNE between the consideration of combination and
HEHEREBEENE the carrying amount of the acquired net assets is
BARBREARAQE included in capital reserve; if the capital reserve is
BARARETEHR not sufficient, it is adjusted in retained earnings.
By - BTk -
242 FFE—HEHTLES 24.2  Business Combination not involving enterprises
pF - under common control
EHKARBE TR The cost of business combinations not involving
BEHRIRGH®W enterprise under common control is the aggregate
BEE 7RSI of the fair value, at the acquisition date, of the
= O = e = assets given, liabilities incurred or assumed,
EHNBENRETY and equity securities issued by the acquirer,
BmMBLFENALE in exchange for control of the acquire. When
B-AHKARRE the costs of business combinations exceed the
HHRBREHNEEER acquirer’s identifiable net assets, the difference
ARRFEEARE is recognised as goodwil. When the costs of
EMNENERE BR business combination less than the acquirer’s
BEE B AN identifiable net assets, after reassessment, the
& O R S B 4 B difference is included in the profit or loss in the
BERAISHRFEER current period.

AEEMHEN &F
ZHERR  FTAEH

B o
25. AHMBBRNDEBRSE 25.  Basis of Preparation of Consolidated Financial
Statements
256.1 EUIHERETERA - 25.1  Scope of Consolidation
AATBHEEBERE The consolidated financial statements include
il 7 B F 2 B R subsidiaries and special purpose entities effectively
ERMEBMAL Y controlled by the Company.

BHmKREE -
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., EESHBE  Si4stMm 4. Significant Accounting Policies Accounting,
SHMEREDNER S E Estimates and Presentation of consolidated
(4&) Financial Statement Consolidation (continued)
25. AHHBERERNERSE(E) 25.  Basis of Preparation of Consolidated Financial

Statements (continued)
262 B UL BEBEAATIRA
TEE A 25.2  Preparation of consolidated financial statements

PN RN e Consolidated financial statements have been
ERB(EGHE prepared in accordance with the ASBEs No.
AIZE335% — B 33-"Consolidated Financial Statements” and
BmEx) RIEERE relevant supplementary regulations. All significant
MEXKRR S5HE transactions and balances between the Company
EHEERNNEE and its subsidiaries are eliminated for the purpose
AR ZMERZE of consolidation. The equity of subsidiaries not
BEE e FRARIMRK held by the parent company shall be presented
REZFTIBRER separately as minority shareholders’ equity in
RAIFTEEME » - £ consolidated shareholders’ equity.
BLBRRERERES
MY BmERTRERE
=B NEBYR -
FRAAHEARRAHEA Any difference arising from the inconformity of
EO R e A= accounting year or accounting policies between
Mr—%8 EHE% the subsidiaries and the Company shall be
AHBBRER & adjusted in the consolidated financial statements.
BARRK S BR
HEHEY T QA
HMBmRETVER
HRIER—ZEH T When preparing the consolidated financial
XEMBMENTFA statements, if the Company acquired the
Al EmRHEOHTH subsidiary through business combination not
WMER - LABERT involving enterprise under common control, the
HRFEEARERE separate financial statements shall be adjusted
BEREEER B % based on the fair value of identifiable net asset at
WERETHAE  HR the acquisition date. If the subsidiary is acquired
B —1E6 ThES O through business combination involving enterprise
BEMNFRA KA under common control, the consolidated financial
ZEEREGHE BN statements shall included the carrying amount of
FNELTFE KE assets, liabilities, operating result and cash flow
HEBHNFOREE of the subsidiary at the beginning of the current
BE -BE K£2K period.
RAMBEeRE &R
REEEMNAS G
B -

h. SRR FEHAETEERM 5. Changes in Accounting Policies, Accounting

EERHESRTEIE Estimates and Correction of errors of prior
period’s
ARAR0I0FEELFTHER 85 The company has no change in accounting polices, alteration of
HET S ENEERAEEELE - accounting estimated and rectification for significant errors of last
year during 2010.
LS BB 49 R L
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Notes to the Financial Statements (continued)

Taxes

Major taxes and tax rates applicable to the Company are as
follows:

1. Income tax

The Company is a high-tech enterprise. 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% for three years
from the date of accreditation with a high-tech enterprise.
The applicable income tax is 15%

The applicable tax rate for the Company’s subsidiaries
is 25%, Subsidiaries, Zibo Xinhua - West Pharmaceutical
Co., Ltd., and Zibo Xinhua - Perrigo Pharmaceutical Co.,
Ltd., are in the tax-free period.

2. 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.

3. Business tax

Business tax is based on the design revenue, at a rate of
5%.

4. Urban maintenance & construction tax and
educational surcharges

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 1%
respectively. Since December 2010 the local education
surcharge rate beginning at 2%.

5. 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%.
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Prepared in Accordance with PRC Accounting Standards

. ESHREHMEER 7. Business Combination & Consolidated
Financial Statements

1. FoTFRER 1. Details of Subsidiaries
BLRREE
HEWRFLAR
DHREARE
sHERBAYR
REEBTFAR
RELHAHT JHREAS LbLEES
ARBREY RERAEON  HERHEE
ARER FARRE  HRM RERR ifRs  #¥EE FRERAE  KRAARE fRILAS  RREEAS REGH  VBRRHE BEAGHEE  HERORE
The exceed
amount taken up
by the equity of
the Company's
shareholders for
the loss for the
year attributable
Amounts of to minority
profitorloss  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  Percentage of  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
UFHLBEERER0A 28707 UREMNT  BELIHE (00NBTARE BAEE 4BRETARE - 100 100 £ - - -
Shandong Xinhua wholy-owned  Zibo, Shandong ~ Sale of Medical ~ RMB48.4989 milion  Drug sales. RMB48.58 milion - 100 100 YES - - -
Pharmaceutical Trade subsidiary Chemicals
Company Limited
IESELES Sl RRFRT LRAEET  HERIHE SWETARE HEED K SSOETARE - 100 100 3 - - -
BREELT EENARRY
#85 #0E5
Shandong Xinhua wholly-owned  Zbo, Shandong  Sale of Medical RMBS million ~ Engaged in goods,  RMBS.5 millon - 100 100 YES - - -
Phamaceutical Export & subsidiary Chemicals and technology
Import Company Limited Import and export
and conducting
counter trade,
entrepot trade
AEFERENIRARLE 2HFOR LREEET  BEEIS SWETARE BEIEH IUETARE - 100 100 3 - - -
Zibo Xinhua Pharmaceutical - wholly-owned  Zibo, Shandong  Sale of Medical RMB3 milion ~ Medical Engineering ~ RMB3.04 milion - 100 100 YES - - -
Design Institute Company subsidiary Chemicals design
Limited
REFEAREERERAD 2HTOR  LWREEET  BBEEIHE METARE SRTE A6ETARE - 100 100 3 - - -
Zibo Xinhua Drug Store wholl-owned  Zibo, Shandong  Sale of Medical RMB2 millon  Retaiing of RMB2.16 milion - 100 100 YES - - -
Chain Company Limited subsidiary Chemicals medicines
UFHEHE(EMARAT BYFRA  EEEET HERIEE BOERT HERERR SOEET - 65 65 £ STTER - -
Gl
Shandong Xinhua Control Hamburg, Sale of Medical 769,000 EUR  Pharmaceutical raw 500,000 EUR - 65 65 YES  RMB3.77 millon - -
Phamaceutical (European) subsidiary Germany Chemicals materials and work
GmoH in process.
ERHE - SmsIE BHFRA  LREEWT  EEINE IOEET  EERERRR  1258ET - ] 75 3 0BT - -
BREELA FERHE
Zibo Xinhua-Eastwest Control Zibo, Shandong ~ Turing of 1.5 milion us dollars ~ Production and sales ~1.125 million - 75 75 YES  RMB3.40 milon - -
Pharmaceutical Company subsidiary Medical of non-calcium us dollars.
Limited Chemical poly Kaposi APls
Manufac)
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Notes to the Financial Statements (continued)

7. Business Combination & Consolidated
Financial Statements (continued)

1. FARERE 1. Details of Subsidiaries (continued)
ABLARRAE
HEWRFLAR
PRBRARE
sHERBAYR
REEBTAR
RELHAHT JHREAS LbLEES
AFRERY FERAEIE  HETHER
ARER FARRE  HRM RERR ifRs  #¥EE FRERAE  KRAARE RRIAS  RRELE% REGH  VBRRHE BEAGHEE  HERORE
The exceed
amount taken up
by the equity of
the Company's
shareholders for
the loss for the
year attributable
Amounts of to minority
profitorloss  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  Percentage of  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
HEFE-BARNE  BHTRA LRKEMMT BERINE BOERT LR #E N06EXT 50.1 501 3 3084BT - -
BREALA TASRHE
Tibo Xinhua-Perrigo Control Tibo, Shandong ~ Turing of Gmillon us dollrs  Production and 3,008 million 50.1 50.1 YES RMB30.84 millons - -
Phamaceutical Company subsidiary WMedical sales of bukk drugs us dolars.
Limited Chemical lbuprofen
Manufec
FEHR(BLIARDT  2AFRT  UREBAT  BEBHINE  B0ETARE EERERT  RBMERARE 100 100 £ - - -
EREH
Xinhua (Shouguang | wholy-owned  Shouguang, Turing of 230milions  Production and sales  230.71 milion 100 100 YES - - -
Phamaceutical Company ~ subsidiary ~ Shandong Medical of chemical
Limited Chemical equipment and
Manifac accessores
FEOEREZARAT  2HTOR  LREEET  ERERR 200ETARE  FHERY 200ETARE 100 100 3 - - -
Xinhua Zibo Properties wholl-owned  Zibo, Shandong  Developing of 20milions  Developing of 20 milion 100 100 YES - - -
Company Limited subsidiary real estate real estate
1) R ERBEE S H 1) Shandong Xinhua Pharmaceutical Trade Company

RAF (AT e
2 Al]) B A2004
F£8H30H AR
CIDS RN i S a/NCTb B
FEREEEEHAR
AR R EMEE -
BEaMEERAARE
5008 L HESH
% #E Lt 51 5 Bl 298%
2% o 200553 A #%
AR FEME ARG A
R 4,349,898 7T
HPARQARUNED S
ANEMEHEARE
4,262.898 T © 18
FEREEEHAR
AR & 51
H&E ARKS87.008
T EE RSB
Eb ) o

Limited (hereafter referred to as “Pharm.
Trade”) was established on 30 August 2004
with a registered capital of RMB5 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
RMB43,498,900, among which, RMB42,628,900
was contributed by the Company in tangible
assets, and RMB870,000 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
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LB R B
BAREERAA (AT
M HEERO]
BX 32 FA20064E5 815
B m%EEQFME
B EREEEHE
ERARARHKHEAR
# - I E AR AE3008
TARE HESH
B% % Lt 5] 9 Bl A98%
M2% - TEREFE
¥y - BT O R
REMHES BOE
%o

2009411 A5H » K
) S OR B E &
IR EEESR A
AR#14.0888 T
RSB REEREN
HEHEL O2%8
o
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AIEBENRRAR
HEZEAR AAR
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Business Combination & Consolidated
Financial Statements (continued)

1.

Details of Subsidiaries (continued)

1)

(continued)

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 held by Zibo Xinhua Drug Store
Chain Company Limited was transferred to the
Company at a consideration of RMB1,053,614.
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 RMB3 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 principle operation of
Xinhua Export& Import is exporting & importing of
goods and technology, entrepot & counter trade
business.

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
RMB149,880.

On 4 January, 2010, the Company entered into
an equity transfer contract with Shandong Xinhua
Pharmaceutical Trade Company Limited whereby
the 98% equity interests in Xinhua Export and
Import held by Shandong Xinhua Pharmaceutical
Trade Company Limited was transferred to the
Company at a consideration of RMB5,350,795.58.
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Notes to the Financial Statements (continued)

Business Combination & Consolidated
Financial Statements (continued)

1.

Details of Subsidiaries (continued)

3)

Zibo Xinhua Pharmaceutical Design Institute
Company Limited (hereinafter referred to as the
“Design Institute”) was formed in March 2002
with a registered capital of RMB2,000,000, 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 transactions of property rights
whereby Shandong Xinhua Group transferred
its 10% equity interests to Design Institute at a
consideration of RMB233,700 and paid the related
tax of RMB4,000.

On 7 August, 2009, the Company contributed
additional capital of RMB1 million Yuan to
Design Institute .The increase of capital have
been verified by PricewaterhouseCoopers
Limited, verification report and issued the “Price
Waterhouse inspection Zi [2009] No. 098,”.
Thereafter registered capital of Design Institute
was increased to RMB3 million. Design Institute is
a wholly owned subsidiary of the Company.

Zibo Xinhua Drug Store Chain Company Limited
(originally known as Zibo Xinhua Drug Store
Company Limited to the present name in
December 2003, hereafter referred to as the “Zibo
Drug Store”) was incorporated in July, 1999. lts
registered capital was RMB1,000,000 contributed
as of 88% and 12% by the Company and
Shandong Xinhua Group. The registered capital
was increased to RMB2,000,000 in September
2002.
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Prepared in Accordance with PRC Accounting Standards

Business Combination & Consolidated
Financial Statements (continued)

1.

Details of Subsidiaries (continued)

4)

(continued)

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
RMB394,900 and paid related tax RMB4,000.
Drug Store is the wholly owned subsidiary of the
Company.

Shandong Xinhua Pharmaceutical (European)
GmbH (hereinafter referred to as the “Xinhua
European”) was established on 25 November
2003. It was jointly invested by the Company and
Mr. Lipeng of Germany. The registered capital
was EUR1 million. The Company holds 70% of
equity interests, while Mr. LIPENG owns 30%.
Xinhua European was incorporated in Hamburg,
Germany. Its reporting currency is Euro. In July
2006, the registered capital of the Company
was changed to EURG650,000 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 corporation agreement with Mr. Lipeng,
that 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
76.90% and 23.10% respectively.
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Notes to the Financial Statements (continued)

Business Combination & Consolidated
Financial Statements (continued)

1.

Details of Subsidiaries (continued)

5)

(continued)

On 8 September, 2009, the first general meeting
of Xinhua European passed the resolution that LK
& K Trading Co, Ltd increases its contribution of
Euros119,000 to Xinhua (European). The fund was
received on 20 October, 2009. The verification
report was obtained on 10 November, 2009.
After the increase in the capital the registered
capital of Xinhua European was EUR769,000. The
Company paid EUR 500,000 accounting for 65%;
LK & K Trading Co., Ltd. invested EUR269,000,
accounting for 35%.

Zibo Xinhua-Eastwest Pharmaceutical Company
Limited (hereafter referred to as “Xinhua- West”)
was established on 15 November 2005 with
a registered capital of USD 1.5 million, 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 is US1.5
million. The principle operation of Xinhua-West is
production and sales of Calcium Polycarbophil
materials.
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Business Combination & Consolidated
Financial Statements (continued)

1.

Details of Subsidiaries (continued)

7)

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 as at 31 December 2010.

Shandong Xinhua Pharmaceutical (Shouguang)
Company Limited, originally named as Shandong
Dadi Xinhua Chemical & Industrial Company
Limited (hereinafter referred to as “Dadi Xinhua”),
was established with the registered capital of
RMB26,000,000 by the Company and Shandong
Dadi Salinisation Group Limited on 12 September
2006. The Company contributed RMB12,740,000,
accounting for 49% of the registered capital of
Dadi Xinhua. The Company injected additionally
RMB6,000,000 in Dadi Xinhua and increased its
registered capital to RMB32,000,000 in November
2007. As a result, the Company invested a total
of RMB18.74 million in Dadi Xiuhua and held
58.5625% of Dadi Xinhua's shares. In 2008,
the Company purchased all the shares of Dadi
Xinhua held by Shandong Dadi Salinisation Group
Limited at a consideration of RMB13,972,368
and renamed Dadi Xinhua as Shandong Xinhua
Pharmaceutical (Shouguang) Company Limited
(“Xinhua Shouguang”). The Company then injected
an additional capital of RMB48 million in Xinhua
Shougang. After the injection, the registered
capital of Xinhua Shouguang was RMB80 million
and it became a wholly owned subsidiary of the
Company.
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Notes to the Financial Statements (continued)

Business Combination & Consolidated
Financial Statements (continued)

1.

Details of Subsidiaries (continued)

8)

(continued)

The Company increased the capital of Xinhua
Shouguang by RMB6 million in December 2008
and RMB44 million in April 2009. The capital
increase was verified by Shandong Shencheng
certificated public accountants with verification
report (Shousheng CPA Yan Zi (2009) No.021).

In 2010 the company added capital of RMB100
million to Shouguang company. The capital
increase has been recognised by Shouguang
shengcheng Certified Public Accountants by the
document of “Shousheng CPA Yan Zi (2010) No.
010” vetification report dated 3 March, 2010, and
on 26 August, 2010 Shouguang company get
the Enterprise legal person business license after
the alternative. After the capital increase, Xinhua
Shouguang has registered capital of RMB230
million.

Main business of Xinhua Shouguang is mainly
engaged in production and sales of chemical
products (excluded 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 RMB20 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. Ended 31
December, 2010, Xinhua Properties has not yet
officially open for business.
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£t RESHREHMEBEER 7. Business Combination & Consolidated

(#&) Financial Statements (continued)
2. SHEENSED 2. Changes in the Scope of Consolidation
1) KEEFMANE & () The situation of new company joins in Scope of
B AFIER consolidation.
wmA
kL AHEENREA LG FXPHEE FEBHE
The reason for
joins in scope of Net assets at the Net profit
Name of the company consolidation ratio end of the year of the year
(%)
HECER) EEXBRLA FiE vl
Xinhua (Zibo) Properties New establish 100 20,000.00 -
Company Limited
3. S RERITH 3. Translation of Financial Statements denominated in

Foreign Currencies

HEARE
Balance sheet

AR FIRRRASRER FEXREH FMES
Exchange rate Exchange rate Income Statement

at the end at the beginning and Cash Flow

Name of Company of the year of the year Statement
ISR I 2 (BN B R AR 1BUT= 8.8065 AR 1BUT=0.7971 AR B AMAER
Shandong Xinhua Pharmaceutical (Europe) Ltd. 1 EUR=8.8065 RMB 1 EUR=9.7971 RMB Exchange rate in

occurred date

224 LR ERERDERAF

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED



A MR MEERRAS RIS - HUARY T IR = =3
Unless otherwise indicated, all figures are stated in RMB’000 /E\ZI. 7_],% *ﬁ 43'% M;—I- ;I (/‘z'E)
RIEFES LR RR Notes to the Financial Statements (continued)
Prepared in Accordance with PRC Accounting Standards

I\. S ERRETEHAFE 8. Notes to the Consolidated Financial

Statements
TOIFT R R B R R EIE - R Unless otherwise indicated the terms of, ‘beginning of the
BIFERR 25N - [ #1] £$8§20105F1 A year’ refers to 1 January, 2010, ‘end of the year’ refers to 31
18 [F K] Z$2010F12H318 - December, 2010. ‘This year’ refers to period from 1 January
[ 4F | Z462010%F1H1H =12 A31 to 31 December 2010. ‘Previous year' refers to period from
B [EF] FIiE2009F1HA1HE12 1 January to 31 December 2009. In the following notes the
A318 - EBEMNAARET T - financial statements all figures are stated in RMB’000.
1. AEE: 1. Cash & Cash equivalents
FXEH FUeE
Balance at the end of the year Balance at the beginning of the year
% HEEE HEAES R WEEX HEARE
Original Exchange  Translated Original Exchange Translated
EH ltem Currency Rate into RMB Currency Rate into RMB
EFRE Cash on Hand - - 116 — — 162
Hep i Xp Including: USD 1 6.6227 7 — 6.8282 1
BT EUR 3 8.8065 23 1 9.7971 1
ok HKD 20 0.85093 17 23 0.88048 20
B JPY 66 0.081260 5 351 0.073782 26
BITER Cash in Bank - - 365,914 — — 350,448
Hep i Ep Including: USD 951 6.6227 6,300 1,242 6.8282 8,479
BT EUR 1,080 8.8065 9,515 743 9.7971 7,276
e HKD 2 0.85093 2 — — —
Hipg#%E¢  Other Fund - - 38,020 — — 42,284
A&t Total 404,050 401,894
FRAEMEBESHEEDIR At the end of the year, the balance of other fund
TERHEZREZERFEAARE included bank acceptance security deposit of
#35,980F JT -+ A] BE B X HY RMB35,980,000, freely-drawn notifying deposit of
BB AT RARE2,040F 7T © RMB2,040,000.
2. BlEE 2. Notes Receivable
k2 4] FYEHE
Balance Balance
at the end at the beginning
EEES Nature of notes of the year of the year
RITEFIESE Bank acceptance 149,589 118,689
(1) F R FE Z 5 65 58 1Y (1) In the end of year, the significant increase in the
MmEX - HEFrER balance of notes is mainly because more accounts
B AR KRERS receivable of the Company settled their balance
MERATZEEEEH with notes during the year.
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IN. EHHMBEBEREEHFEAHFE 8. Notes to the Consolidated Financial
(42 ) Statements (continued)
2. Bl RE (£ 2. Notes Receivable (continued)

) FREREHRHRBES @) At the end of the year, the balances of notes
mEA omER & receivable are unsecured, and no collateral, no
mEESE - overdue.

©) #H 1F2010%F 12 A 31 3) In the end of 31 December, 2010, notes which
BARAREEEESR were endorsed to the other party but not yet
fih 7718 1 R B AR A9 B expire is RMB710,989,000, the details of the
BB HTARE largest top five balance are as follows:
710,989F 7T * @R
ABIRT AR T

HREM HEAH BHA 4]

Date of

Drawer Date of issue maturity Amount

ILWRBREEAR AT

Shandong Hengan Pharmaceutical Co., Ltd. 2010-8-30 2011-2-28 4,000

INRIRR R EEBRAA

Shandong Yihzhongnuo Pharmaceutical Co., Ltd. 2010-11-11 2011-5-11 3,034

IR EEREAR AT

Shandong Kang Hui Pharmaceutical Co., Ltd. 2010-10-28 2011-4-28 3,000

IR BB AR AR

Shandong Kang Hui Pharmaceutical Co., Ltd. 2010-11-29 2011-5-29 3,000

WREEREAR AR

Shandong Kang Hui Pharmaceutical Co., Ltd. 2010-12-22 2011-6-22 3,000

&t

Total 16,034

(4) #H 1E2010%F12A31H AR 7] (4) As at 31 December, 2010, there is no discounted

EE AR R B H AR 1T R bank acceptance bills not yet expire.
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IN. S ERRETEEHEE 8. Notes to the Consolidated Financial

(& Statements (continued)
3. B U AR =X 3. Accounts Receivable
(1) FEWRERE B 5 25 (1) Risk Classification of Accounts Receivable
EXReH FNeE
Balance at the end of the year Balance at the beginning of the year
RE &8 Whw  ERER 40 X thle  EREE £t 1%
Proportion  Bad debts  Proportion Proportion ~ Bad debts  Proportion
Item Amount %  Provision % Amount % Provision %

BRSEEAYEEHREREANRLERN
Accounts receivable of individual amount is

significant, individually provision for bad debts - - - - - - - -
RiAa
Combination of aging 153,359 95.89 1,979 63.24 162,715 93.80 2,062 2111
EXSHSHRES
Combination with the relationship

between trading partners 1,216 0.76 - - 3,937 2.42 - -
BHRIALERS
Combination for special accounts 4,208 2.63 - - 620 0.38 - -

B
Subtotal 158,783 99.28 1,979 63.24 157,272 96.60 2,062 27.11
ERSRETEAREEHERRRENELER

Accounts receivable of individual amount is not

significant, but individually provision for bad debts 1,150 0.72 1,150 36.76 5,51 340 5,541 7289
At

Total 150933 100.00 3120 10000 162813 100.00 7603 100,00
BHSEEANER Individually significant accounts receivable referred to
ERABEBEARE as individual accounts receivable with an amount over
5008 JT LA £ &9 fE W RMB5,000,000. The provision for bad debts have been
R KEBESHE made on aging basis as no impairment of individually
BARMERERGETT significant accounts receivable was found after the
RE  REBERFAED assessing.
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IN. S ERRETEEHEE 8. Notes to the Consolidated Financial

(4 Statements (continued)
3. FE AR =X (48) 3. Accounts Receivable (continued)
(1) JE Y BR )AL e o 2E (1) Risk Classification of Accounts Receivable
(#&) (continued)
1) HEF  RERSN 1) Provision for bad debts according to aging
ERTIREREENE analysis
I BR 3K
EXREH FOeE
Balance at the end of the year Balance at the beginning of the year
&# L% WA ¢8 L 41% BRER
Bad debts Bad debts
HE Item Amount Proportion% Provision Amount  Proportion% Provision
1ENA Within one year 150,560 98.18 754 149,354 97.80 737
1-2% 110 2 years 1,632 1.06 320 1,879 1.23 376
2-3%F 2 10 3 years 648 0.42 386 1,332 0.87 799
SFENUE More than 3 years
519 0.34 519 150 0.10 150
At Total
153,359 100.00 1,979 162,715 100.00 2,062
2) HEeEF - EBHEMS 2) Other method for provision bad debts of accounts
EETIREREENE receivable
I BR 3K
IRHEERE RIEEEHE
Amount for
HeaRE Name of combination Book balance bad debts

R Z YR EI{EHEA Combination with the relationship

between trading partners 1,216 —
HHRRIEMEHES  Combination for special accounts 4,208 —
&&F Total 5,424 —
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Notes to the Financial Statements (continued)

SHMERREEFHEE 8. Notes to the Consolidated Financial
(#&) Statements (continued)
3. FEUR AR =X (#8) 3. Accounts Receivable (continued)
(1) JE W BR 30 R B 5 AR (1) Risk Classification of Accounts Receivable
(#) (continued)
3) FREESHETE 3) Accounts receivable of individual amount is not
RNEBFFIRBRAE significant, but individually provision for bad debts
1 89 FE U AR R
BEURE IEEER HESHE EHAI(%) HEREFER
Book  Amount for
Clients balance bad debts Ratio(%) Reason
IWRFETBRNDERA A ZREBENZER
Shandong Xinhua Industry & 1,150 1,150 100.00  Consider the solvency and
Trade Company Limited full provision
=H
Total 1,150 1,150 - —
©) BREBNRAE ©) Please refers to Notes 4.7 for the policy of bad
K2 R HEm - debts. The accounts receivable which has been
7 o AR Z Y IE LA R written off in previous year, recovered during the
[E B 1% 88 B B W AR X year is RMB120,000.
ARBE120F T ©
(3) REEIRBARNAE ®3) RMBS5,245,000 of accounts receivable aged over
BRZBEBURZIE T £ 3 years has been written off in this year according
ZAE=FULENEK to the Company’s accounting policy, detail as
BRRARKS,2457F follows
ﬁ: o
4) FREWERGES (4 At the end of the vyear, accounts receivable

T2/ ARELR (7
5% ) PA b RORBE R A
BB R B R K

balance do not include receivable due from
shareholders holding 5% inclusive or more of the
Company’s voting capital.

R ERERDBRA A
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Notes to the Financial Statements (continued)
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Unless otherwise indicated, all figures are stated in RMB’000

RIS o B & S 2 R AR

Prepared in Accordance with PRC Accounting Standards

IN. EHHMBEBEREEHFEAHFE 8. Notes to the Consolidated Financial
(#&) Statements (continued)
3. FEU AR =X (#8) 3. Accounts Receivable (continued)
(5) FREWRKEGES (5) At the end of the year, the balance of accounts
XA hBEA SR receivable due from the top five debtors is
@it AR #39,139F RMB39,139,000 accounting for 24.47% of the
T 4l FE MR SR ER R total balance of accounts receivable.
bt 19l B24.47% - BA 4
wnr
BEURE BEAFRE eFE B 1%
Name of equity Relationship Amount Aging proportion%
Mitsubishi corporation FE@E E N
Non-related parties 13,123  Less than one year 8.21
EmROER JERARE 1E AR
Zibo central Hospital Non-related parties 11,233  Less than one year 7.02
PEPSI COLA SALES & A 1FE AR
DISTRIBUTION Non-related parties 6,090 Less than one year 3.81
The concentrate manufacturing JERARE 1E AR
company of Ireland Non-related parties 5,696  Less than one year 3.56
FHEEREERAA JERENE TS 1ELRA 1.87
Bayer HealthCare Non-related parties 2,997  Less than one year
B
Total 39,139 24.47
®) FREWRKEGES 6) At the end of the year, the balance of accounts
FEU B T SRIE A R receivables due from the related parties of
AR ®1,288F T ¢ RMB1,288,000, accounting for 0.81% of the total
HEKERSEN balance of accounts receivable, details as follows:
0.81% ' BAMALT :
HEAEE BELFMRE &8 RS H%
Name of equity Relationship Amount Proportion%
LR ETERNDHBRAF H b A e
Shandong Xinhua Industry & other-related parties 1,150 0.72
Trade Co., Ltd.
RS IE T ESI B2 B R A RS
Shandong Zibo Xincat Joint venture 138 0.09
Pharmaceutical Co., Ltd.
A&
Total 1,288 0.81
IWRHFERNERDBERAF
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REFHESTEARFE Notes to the Financial Statements (continued)
Prepared in Accordance with PRC Accounting Standards

IN. S ERRETEEHEE 8. Notes to the Consolidated Financial

(4 Statements (continued)
3. FEUR AR (H]) 3. Accounts Receivable (continued)
@) ERERABENAT @) The ending balance of accounts receivable
SNEEBREE denominated in the foreign currencies is as
follows:
FREH FOEH
At the ending of the year At the beginning of the year
R HEEE HEAR® [R HEEZ HEARK
Name of Original Exchange Translated Original Exchange Translated
¥4\ currency Currency Rate into RMB Currency Rate into RMB
e uUsb 12,203 6.6227 80,819 15,300 6.8282 104,468
BT EUR 1,734 8.8065 15,274 1,377 9.7971 13,490
At Total 96,093 117,958
4. g 4. Advances to Suppliers
() B BE S ER S (1) Aging of advances to suppliers
FREH FHe#
Balance at the end Balance at the beginning
of the year of the year
&8 HB1% ol e 1%
EH Item Amount Proportion% Amount  Proportion%
S Less than 1 year 33,017 99.45 25,248 98.70
1-24F 1 to 2 years 136 0.41 291 1.14
2-3%F 2 to 3 years 18 0.05 40 0.16
3FEME More than 3 years 31 0.09 — —
A&t Total 33,202 100.00 25,579 100.00
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Notes to the Financial Statements (continued)

Notes to the Consolidated Financial

N, EMERREEREHEE 8.

(#&) Statements (continued)
4, REARIE (&) 4, Advances to Suppliers (continued)
@) FREMNERGBEF ©) At the end of year, the top five balances of
Bl A A RREM KK advances to suppliers is RMB19,097,000. details
AR #19,097F T - as follow:
BT :
L Lok BEREME &8 B AEHFRHE
Reason for not
Name of equity Relationship Amount Aging being settled
ISR BREAEE JERAEE S 1R MRRE
(EB)BERAR
Amanoa Amano Enzyme Trading Non-related party 1,140 Less than one year Material not yet
(Shanghai) Co., Ltd reached
B LR FE B 1ELLA T IR
Prepaid land premiums Non-related party 9,652 Less than one year Land citification is
handling
ARERBERRELAA FE B 1ELAR EmAE
Nanjing Huadong Medicine Co., Ltd  Non-related party 5,882 Less than one year Goods not yet
reached
EMELTEEEREEAT R T 1ELAA EmARE
Jilin North Pharmaceutical Co., Ltd.  Non-related party 2,797  Less than one year Goods not yet
reached
AR EEERA A FERAEE 77 1FELLA EmAE
Tibet Shenwei Pharmaceutical Non-related party 3,346  Less than one year Goods not yet
Co., Ltd. reached
At
Total 22,817
@) FERFENZHIESTES (3) At the end of the year, the balances of advance
TEEHARAQANT% (S payments do not include advances to shareholders
5%) BA b X SREE RS 5 holding 5% or more of the Company’s voting
B0 AR BR B8 A FRIE o capital.
IR EREROGERA A
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REFHESTEARFE Notes to the Financial Statements (continued)
Prepared in Accordance with PRC Accounting Standards

IN. S ERRETEEHEE 8. Notes to the Consolidated Financial

(4 Statements (continued)
4, Re&EE) 4, Advances to Suppliers (continued)
(4) TE SRIE AR SNEE B8R (4) The ending balance of advance payments
denominated in the foreign currency is as follows:
FREH MR
Balance at the end of this the year Balance at the beginning of the year
F% HEEE HEARW R FHEX HEARE
Name of Original Exchange Translated Original Exchange Translated
S¥L|  currency Currency Rate into RMB Currency Rate into RMB
e UsD - - - 109 6.8282 743
8T EUR 84 8.8065 787 — — —
5. 3 BE U 3 5. Other Receivables
1) b E U2 5 K8 1) Risk Classification of Other Receivable
Balance at the end of the year Balance at the beginning of the year
E¥3 1] EEE
RE &f LH%  ERER 44 &# ol  EEER £t 51%
Proportion  Bad debts  Proportion Bad debts
Item Amount %  Provision % Amount  Proportion% Provision  Proportion%
BESBEAVERRERERNHAREBYR
Other receivable of individual amount is significant,
and individually provision for bad debts 11,324 33.83 11,324 55.37 — — — —
REAS
Combination of aging 14,887 44.48 8,147 39.83 14,022 61.22 7,838 100.00
SR FHEREAR
Combination for transaction partner 8 0.02 - - 8 0.04 - -
BRAELZAS
Combination for special amounts 6,274 18.74 - - 8,871 38.74 — —
@At
Subtotal 21,169 63.24 8,147 39.83 22,901 100.00 7,838 100.00
BECBRETEARERRER
ERMEBELT
Other receivable of individual amount is not
significant, but individually provision for bad debts 982 293 982 4.80 — - — —
At
Total 33,475 100.00 20,453 100.00 22,901 100.00 7,838 100.00
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IN. S ERRETEEHEE 8. Notes to the Consolidated Financial

(#&) Statements (continued)
5. HMEH(Z) 5. Other Receivables (continued)

() HibEBGR D %R () (1) Risk Classification of Other Receivable (continued)
BIHSBEANEM Individually significant other receivable referred to
ERRBEBARE as individual other receivable with an amount over
5008 JT LA E® E b RMB5,000,000. The provision for bad debts have
ERH KEHEERS been made on aging basis as no impairment of
B B KR H A B YR individually significant other receivable was found
EITRE  RBERM after the assessing.

BT R - SR B KR
SERHIR AR AEM o

1) FREBEESBEEAL 1) Other receivable of individual amount is significant,
BEIRERERN and individually provision for bad debts
H g R
Bfr&E IREEHE WIESE sHRLLAI(%) RERRE

Amounts of
Clients Book amount bad debts Ratio (%) Reason
WRHMEE B IERAR ZREBENZER
Shandong Xinhua Wanbo 11,324 11,324 100.00  Consider of solvency and
Chemical & Industrial full provision for bad debts

Company Limited

2) HEP  REBRDN 2) Provision for bad debts according to aging
EETIREREENE analysis
b, FE U K
FXeE FUeHE
Balance at the end of the year Balance at the beginning of the year
&# LE % 1R R 2 s ] £ 1% EIRER
Bad debts Bad debts
HH ltem Amount Proportion% Provision Amount  Proportion% Provision
1A Less than 1 year 6,089 40.91 47 5,932 42.30 44
1-2F 1 10 2 years 832 5.59 165 141 1.00 23
2-3F 2 to 3 years 78 0.52 47 444 317 266
3EBE  More than
3 years 7,888 52.98 7,888 7,505 53.53 7,505
it Total 14,887 100.00 8,147 14,022 100.00 7,838
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EHMBEEREEREEE 8.

(%)

5.

PSRN ()

Notes to the Financial Statements (continued)

Notes to the Consolidated Financial
Statements (continued)

HMERH(Z) 5. Other Receivables (continued)
() Hh fE R 5 88 (48) () Risk Classification of Other Receivable (continued)
3) HEPR - EBRHEMS 3) Other method for provision bad debts of accounts
EETIREREENE receivable
I BR 3K
IEHEERE HE®®H
Amounts of
HeaRE Name of combination Book balance bad debts
BT HHWRBIEMAS Combination with the 8 —
relationship between
trading partners
B RIEMEHEAEF  Combination for 6,274 —
special accounts
&&t Total 6,282 —
4) FERBEESLBEHITEH 4) Other receivable of individual amount is not
KB EIFTIZEAR®E significant, but individually provision for bad debts
15 B L A JE U5 3R
BEwE IEEERE HESE RSN HEFEE
Book Amount of
Clients balance bad debts Ratio (%) Reason
SNEELCTIARAR HRKREURE - B RERTIR

Linyi Mingyao Chemical Co., Ltd.

B InE E AR A A

Linyi Zhongrui Pharmaceutical
Co., Ltd.

BREEBEXERAR

Hainan Hai Ling Pharmaceutical
Co., Ltd.

RREVERREZSERAT

Haerbin Zhenbaodao

Pharmaceutical Co., Ltd.

TR

Zhangye zhongxing Co., Ltd.

&t
Total

926 926 100.00  Judgment can not recover,
full provision
THEEEYR  2ER
7 7 100.00  No transaction,
full provision
THELER  2HERE
20 20 100.00  No transaction,
full provision
THEEEY 2R
28 28 100.00  No transaction,
full provision
THEREEY  2EAR
1 1 100.00  No transaction,
full provision
982 982 - —

IWRFERERBGERD A 235

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED



Bt 35 SR 2R Y o (AR

Notes to the Financial Statements (continued)

AI MR MEERRAF RIS - WUARY T IR

Unless otherwise indicated, all figures are stated in RMB’000
RIFFHEE T ERRR
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I\. EHMEERRTERBHEE 8. Notes to the Consolidated Financial
(#&) Statements (continued)
5. HMEH(Z) 5. Other Receivables (continued)
@) FRHEMERK BT ©) At the ending of the year, other receivables do
FAERARRAAS% not include receivable shareholders holding 5% or
(85%) LA ERAER more of the Company’s voting capital.
17 Y AR SR B AL R K e
) FRHEAM BRI AR ) At the end of the year, the top five balances of
Al 7L & HY H b fE IR other receivables are RMB24,394,000, accounting
HEHEETFARE for 72.88% of the total balance of other
24,394F 7T~ L & receivable, details as follows:
72.88% ' FRARLAT ¢
{ERENLLE
Efi&i BELTRME &8 EBR % HEHEAE
Proportion
Name of equity Relationships Amount  Aging %  Nature or Content
LR EZSECIERRA Hit B A TEBLA ERH
Shandong Xinhua Wanbo Chemical ~ Other related party 11,324 Within 33.83  Current amounts
& Industrial Company Limited one year
EREMER JEEARE T SEMUE [EREMER
Rebate of income tax Non-related party 6,196  More than 18.51  Rebate of income tax
three year
FEMEIRT JEEAEE S 1ELAA FEMEER
Pending deduction of Non-related party 4166  Less than 12.45  Pending deduction of
VAT on purchase one year VAT on purchase
RIS DR E 30l 1E LA RO R
Rebate of tax Non-related party 1,782 Less than 5.32  Rebate of tax
one year
BrSECIERAR FEER A 1-26 FIRR N BB
Linyi Mingyao medicine Co.,ltd. Non-related party 926 1102 years 2.77  Judgement
can not recover
At
Total 24,394 72.88
IR EREROGERA A
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IN. S ERRETEEHEE 8. Notes to the Consolidated Financial

(& Statements (continued)
5. HMERH(Z) 5. Other Receivables (continued)
(4) FRHEMERK BT (4) At the end of the year, the balance of other

W OE U A B 5 R IE receivable due from the related parties is
At AR ®11,332F RMB11,332,000 accounting for 33.85% of the
7T~ B 533.85% - total balance of other receivable, details as
AT - follows:
HEEE HEAFIRE &8 LB %
Name of Company Relationships Amount Proportion%

IWERFETERGBER AT Hih A

Shandong Xinhua Industry & other-related parties 8 0.02
Trade Co., Ltd.

IWRFEEFCIHARAR EhEEH

Shandong Xinhua Wanbo other-related parties 11,324 33.83
Chemical & Industrial
Company Limited

A3t
Total 11,332 33.85
(5) H b fE U 3R AR B FE A (5) The ending balance of other receivables
TAONEE ph g - denominated in foreign currency is as follows:
FXREH FMef
Balance at the end of the year Balance at the beginning of the year
% mAEE HEARW [R% HEX HEARE
Name of Original Exchange Translated Original Exchange Translated
¥4I currency Currency Rate into RMB Currency Rate into RMB
BT EUR 35 8.8065 312 52 9.7971 513
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IN. S ERRETEEHEE 8. Notes to the Consolidated Financial

(& Statements (continued)
6. FREBEER 6. Inventories and Provision for decline in value of
inventories
(1) FESH (1) Classification of Inventories
FXe# FUe8
Balance at the end of the year Balance at the beginning of the year
REEHE B (B REEE RE®E HEERE FHEER
Provision Provision
for decline Carrying for decline Carrying
HH ltem Book value in value value  Book value in value value
BiE Raw material 58,000 1,324 56,676 52,104 248 51,856
EER Work-in-progress 56,488 - 56,488 67,362 — 67,362
EEFED Goods-in-stock 288,147 14,331 273,816 219,254 8,842 210,412
KESFER Low-value
consumables 12,724 - 12,724 12,750 — 12,750
BEREE  Special materials
mE for Government 1,840 - 1,840 1,840 — 1,840
A Total 417,199 15,655 401,544 353,310 9,090 344,220
@) FEHEEE 2) Provision for decline in value of inventories
FHRD
Reduction
ENEHE FWHES #E (TR 3 Y
Balance
at the Balance
beginning Provision Written at the end
FRER ltems of the year made back  Written off  of the year
Rr#t Raw material 248 1,076 — — 1,324
&7 7 Goods-in-stock 8,842 7,829 — 2,340 14,331
G Total 9,090 8,905 — 2,340 15,655
GFEBREEHENIE Please refer to Notes 4.8, for the policies for provision for
FEZ2 R ARWEN.S - decline in value of inventories.
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I\. EHMEERRTERBHEE 8. Notes to the Consolidated Financial

(4&) Statements (continued)
6. EERBEERZE) 6. Inventories and Provision for decline in value of
inventories (continued)
3) FEHEEEE 3) Making of provision for decline in value of
inventories
XHBOER FHEOLBEGZER
HH MEFEREEFOEE BREEL£FHEORE FRERBHEOLA
reasons for reversal Provision of
Basis for making of of provision for reversal to the
provision for decline in decline in value ending balance
Items value of inventories of inventories of inventories
R REEERNIZRFE
Raw material Book value is less than net — —
realizable value
TEM EEEERNIZEFE
Work-in-progress Book value is less than net — —
realizable value
JER e REEERNI#ERFEE
Goods-in-stock Book value is less than net — —

realizable value

7. HttgEEE 7. Other current assets
HH FX&® FeHE HH
Balance

Balance at the at the beginning
Items end of the year of the year  Nature
BRREHL LG BEEXMEHR
Prepayment income tax of 1,289 —  Prepayment

parent company income tax
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Notes to the Financial Statements (continued)

Notes to the Consolidated Financial

N, EMERREEREHEE 8.

(#&) Statements (continued)
8. AHHESRNEE 8. Available-for-sale Financial Assets
EXEE ENeEd
Balance Balance
at the end at the beginning
HE Item of the year of the year
BB ENKIRE Shares of Ruiheng Pharmaceutical 3,200 3,200
NGILE & Technology Investment
Company Limited
RBIBITEANK Legal-person share of Bank of 40,947 69,863
Communications
KNEEREE AR Shares of Pacific insurance 114,500 128,100
Company Limited
KABEAEIRE Shares of Tiantong Securities 30,000 30,000

Company Limited
Shares of ShanXi media - 433
communication Company Limited

PR EEREEERD
AR RAIBE

240

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED

IWERFERE{LITHER AT Shandong Xinhua Longxin Chemical & 9,646 —
Industrial Company Limited
WRHEREZ(THRE Shandong Xinhua Changxing Chemical 3,986 —
BRAE EquipmentCompany Limited
&t Total 202,279 231,596
AHHESREEME Impairment of available-for-sale 33,986 30,000
financial assets
Hih: XRIFEHKRERME  Including: Impairment on shares 30,000 30,000
of Tiantong Securities
Company Limited
IEFHERE( T  Shandong Xinhua Changxing Chemical 3,986 —
HEBRATEME Equipment Company Limited
HHE ST ERE Net value of available-for-sale 168,293 201,596
financial assets
9. RRkRERS 9. Long-term Equity Investment
(1) RERIERE (1) Long-term Equity Investment
FEXREH FYewE
Balance Balance
at the end at the beginning
HAE Iltem of the year of the year
BREREZE Using the equity method
RERERE 18,302 29,763
RAEIRERE S Total long-term
equity investment 18,302 29,763
o REARERE Less: Impairment loss
B of Long-term
equity investment - —
REIREREFE Net amount of Long-term
equity investment 18,302 29,763
WRFERERGERAT
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IN. S ERRETEEHEE 8. Notes to the Consolidated Financial

(#%& Statements (continued)
9. RUBERSE (]) 9. Long-term Equity Investment (continued)
@) R % %) Using in Equity Method
HRERLAR BRWLA% FRELA% o=t ] ENeE FEAM Kt FXeE FERSMN
Cash
Balance at Balance Dividends
Proportion of  Proportion of the beginning attheend  receivedin
Name of investee shareholding  voting rights ~ Original Cost of the year Additions  Deductions of the year the year
REEEE
Using in equity method
1 IRHEEE L TERAR
Shandong Xinhua Longxin Chemical
& Industrial Company Limited 40 40 10,000 9,646 - 9,646 - -
2 URHFERENIRBERLA
Shandong Xinhua Changxing Chemical
Equipment Company Limited 35 35 7,700 3,987 — 3,987 - -
3 LREEMEHEERAT
Shandong Zibo XinCat Pharmaceutical
Company Limited 20 20 10,179 16,130 5172 3,000 18,302 3,000
£
Total 29,763 5172 16,633 18,302 3,000
B  He&ix HED 3 Investment in Joint Ventures and Associates
BRILA  RRELA X EX EX XEER
BRREQRR (%) (%) REAE AfkRE IWERE BA#E SERE
Total
Total Total net operating
Total assets liabilities at assets at the income
Proportion of Proportion of  attheend  the end of endof  during this Net profit of
Name of investee shareholding voting rights  of the year the year the year year this year
HELR
Joint Ventures
RSB EHEERAR
Shandong Zibo XinCat
Pharmaceutical Company Limited 20 20 130,345 62,529 67,816 210,223 26,299
3) K F] = B R 1 18 & d) No provision for impairment has been made and
TFEREIEE  *k no evidence indicates any impairment of long-term
18 K A 15 &t 18 2E equity investment of the Company.
1 o
) KRG REEIRERE e) There is no significant restriction on the
B ERTRNEARE - Company of the disposal of the long-term equity
investments.

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED

IWRFERERBGERD A 241



= 4= AI MR MEERRAF RIS - WUARY T IR

'E\ZI- %%iﬁ %‘% Bﬂ. ;I (/"E) Unless otherwise indicated, all figures are stated in RMB’000
Notes to the Financial Statements (continued) RIEPEIE B RR
Prepared in Accordance with PRC Accounting Standards

I\. EHMEERRTERBHEE 8. Notes to the Consolidated Financial

(42 ) Statements (continued)
10. KBEHEHE 10.  Investment properties
(1) K ARG E R 1R E I (1) Measured investment properties by cost model
Y E
e FERM FERD ¥ 3% ]
Balance
at the Balance
beginning Additions Reductions at the end
EH ltems of the year of the year of the year of the year
FE Original price 42,618 1,701 - 44,319
EEREY Buildings 42,618 1,701 - 44,319
REtmEm Accumulated
RN depreciation &
amortization 5,924 2,688 - 8,612
EEREEY Buildings 5,924 2,688 — 8,612
RERE Book value 36,694 — — 35,707
EEZEY Buildings 36,694 - - 35,707
i E Provision for
Impairment - - — —
FEEEEY Buildings - - - -
RERE Book value 36,694 — — 35,707
EEZEY Buildings 36,694 - - 35,707
N EHR BT E T The depreciation and amortisation charge for the year
AR2,688F T ° was RMB2,688,000.
@) APREEREEFZNR %) Investment properties has not been issued with
EMEHE title documents
FrtmeER
HH FE BE EBERHE
The time
excepted to
complete the
Items Original value Net value title document
SBIHAEE i 201142 A4
Wanbo Hotel 4,231 4,231 February 2011
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IN. S EERRTEHEHEE 8. Notes to the Consolidated Financial

(#& Statements (continued)
1. BEE#EE 11.  Fixed Assets
(1) BElE EEHAZ (1) Details of fixed assets
FneR FEAM FERD 331 ]
Balance at the beginning Balance at the
1] Items of the year Additions Reductions end of the term
RER Original book value
EEREY Including: ~ Buildings 579,931 110,873 2,250 688,054
LB Machinery & Equipment 1,274,831 61,563 69,401 1,266,993
EHRE Vehicles 21484 3,397 5,347 19,634
BOREMRE Office equipment and others 33,482 5,420 1,734 37,168
At Subtotal 1,909,728 181,253 78,732 2,012,249
FEHE FEHE
New  Withdrawal
addition  in this year
RAHE Accumulated depreciation
EEREY Including: ~ Buildings 237,863 - 23,980 1,802 260,041
BERE Machinery &Equipment 674,185 — 87,652 49,915 711,922
EER Vehicles 13,191 - 2,21 5,061 10,401
BOREMZE (Office equipment and others 22,939 - 3,206 1624 24,501
ait Sublotel %8178 -7 58,402 1,006,885
FESE Net value of fixed assets
REEEY Including: ~ Buildings 342,068 - - 428,513
BERE Machinery &Equipment 600,646 - - 555,071
BEEME Vehicles 8,293 - - 9,133
HAREMZE Office equipment and others 10,543 — — 12,647
A Subtota 91,550 - - 1,006,364
WEER Provision for impairment
REEEN Including: ~ Buildings - - - -
LB Machinery &Equipment — — - —
EHTME Vehicles - — — —
HAREMRE Office equipment and others - — - -
Ch Subtotal - - - -
FERE Net currency value of fixed assets
REEZY Including:  Buildings 342,068 — — 428,513
EEET Machinery &Equipment 600,646 - - 55,071
EER Vehicles 8,293 - - 9,133
BAREMRE Office equipment and others 10,543 — — 12,647
At Sutotal 91,50 - - 1,005,364
RNEEMNH EEE During this vyear, fixed assets transferred from
EfR O HRmEZRIRE®E construction in progress was RMB125,841,000.
AHNETEAEARE The depreciation charge for the year was
125,841F JT ° AN F 1% RMB117,109,000.

M ERFITES K
FrriR AR®A117,100
Fot e
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(&) Statements (continued)
11. EEE (&) 11.  Fixed Assets (continued)
@) BB ST E LA 2) Fixed assets leased through operating lease
BlEEE
R{E BE
HE ltems Original Cost Net value
FEEEEY House & Building 13,560 9,397
3) KPR E R E A E] 3) Fixed assets has not been issued with title
EEE documents as follows:
RE®E R{E BE FAHBREERMN
The time expected
to complete the
Name of properties Original Cost Net value title documents
EERARE 2011EK
Warehouse of Xinhua Pharmaceutical Trade Itd 1,802 1,545 At the end of 2011
EERARE 2011EK
Warehouse of Xinhua Pharmaceutical Trade Itd 10,696 7,743 At the end of 2011
EERAMRE 2011EK
Office block of Xinhua Pharmaceutical Trade Itd 834 594 At the end of 2011
EERNARE 2011EFK
Warehouse of Xinhua Pharmaceutical Trade Itd 1,500 1,200 At the end of 2011
MEES 2011EK
Xinhua commercial centre 9,500 8,485 At the end of 2011
3,000 71 /& 5 B B 2011FRE
Warehouse of 3000 ton Bunuofen 26,046 23,826 At the end of 2011
HEERBAHEES 20115 K
Western Gongaingtuan road Tiandu operating centre 2,189 2,189 At the end of 2011
AEEERE 20115 K
Warehouse of western park 1,230 1,230 At the end of 2011
RBRIEDREEE 2011 K
Relocation house of theophylline 2,400 2,400 At the end of 2011
GMPHER B 20115 K
Transformation warehouse of GMP 2,220 2,220 At the end of 2011
ARFBERE 2011F K
House of Chloro-propionyl chloride 1,600 1,418 At the end of 2011
BIES 20115 K
Staff quarter 10,010 9,674 At the end of 2011
=HEBRE 2011F K
Warehouse of Formaldehyde 1,617 1,356 At the end of 2011
ZREBRE 2011F &
Warehouse of Dibromo aldehyde 1,500 1,233 At the end of 2011
ES 2011F &
Warehouse of Violuric acid 6,610 6,086 At the end of 2011
BERE 20115 K
Warehouse of storage 3,563 3,417 At the end of 2011
DKE 5 2011F &
Warehouse of Dk 8,759 8,513 At the end of 2011
RE 20115 &
Dining hall 1,500 1,476 At the end of 2011
AIMERE 2011F &
Analysis Laboratory 1,149 1,135 At the end of 2011
BRRESBE 2011F &
Workshop of calcium polycarbophil 1,784 1,529 At the end of 2011
At
Total 96,509 87,269
IR EREROGERA A
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I\. S ERRETEHAFE 8. Notes to the Consolidated Financial

(& Statements (continued)
12. #ERIE 12.  Construction-in-progress
(1) FFETFREHAZE (1) Detailed list of construction in progress
FXeH 28
Balance at the end of the year Balance at the beginning of the year
BERE REER BERE SESE HEEE SEE
Book Provision for Provision for

| Projects balance Impairment Book value Book balance Impairment Book value

HHE—HEAE Innovation Park — Xinhua Bulding 40,09 - 40,090 18,387 — 18,387

BIFE — Innovation Park — Annex Bulding 6,786 - 6,786 3707 - 3707

BIFE — BRL*  Innovation Park — R & D centre '# 6,844 - 6,844 5358 - 5358

BIFE — BB L#  Innovation Park — R & D centre 7,331 - 7,331 5,555 - 5,666

HESR=H Xinhua Shouguang Il East

REIZEIR Industrial Park Project 24,360 - 24,360 76,047 - 76,047

HEERTE Project of Hutian 2,288 - 2,288 - - -

£ Others 32,562 - 32,562 24,402 - 24,402

Af Total 120,261 - 120,261 134,356 - 134,356

@) BAERZIFERE @) Major changes in construction projects
FERYD
Deduction

ENeH FEAM BAEERE RttE D EXeH

Balance at Balance

the beginning Transfer to Other at the end

IEER Projects of the year Addition  fixed assets  deductions  of the year

BJ#E —#EAE  Innovation Park — Xinhua Building 18,387 21,703 - - 40,090

BIFE — 2 Innovation Park — Annex Buiding 3,707 3,079 - - 6,786

EI3TE — BEFR L™ Innovation Park —R &D 5,358 1,486 - — 6,844

EI3TE — B0 Innovation Park — R & D % 5,555 1,776 - - 7,331
MESK=H Xinhua Shouguang Il

RRIZRTR East Industrial Park Project 76,947 57,172 109,759 — 24,360

WHEELR Project of Hutian — 2,288 — — 2,288

Efh Others 24,402 24,242 16,082 — 32,562

Ch Total 134,356 111,746 125,841 - 120,261
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I\. S ERRETEHAFE 8. Notes to the Consolidated Financial

(#&) Statements (continued)
12. #ERBIE (&) 12.  Construction-in-progress (continued)
@) BAEZTREEAE @) Major changes in construction projects (continued)
Bgx ()
Proportion of Acumination Including:
construction amounts of ~ Capitalization ~ Capitalization
investmentto ~ Progress  Capitalization interest interest ratio  Source of
Projects Budget budget  of project interest  of this year (%)  funds
IBRAKR HRESL A ¥EH  FEHEER
IR%H RER  ERAC) IEEE AiteH BEXLLE LE%) ReKE
EE — FEAR 12i3:351 ER
Innovation Park — Xinhua Building 79,700 5030 Ongoing - - —  Funds-own
EIE — Wi 23351 =R}
Innovation Park — Annex Building 16,160 4199 Ongoing - - —  Funds-own
EE — B L LR ER
Innovation Park — R & D* 16,850 4062 Ongoing - - —  Funds-own
E3TE — ML 2351 B%
Innovation Park — R & D% 12,900 56.83  Ongoing - - —  Funds-own
MEBR-HREISEIR 12i3:351 ER
Xinhua Shouguang I 182,450 7351 Ongoing Funds-own
East Industrial Park Project - - -
HEREIR M a4
Project of Hutian 473,000 —  Ongoing - - —  Funds-own
- i3 51 a4
Others - —  Ongoing - - —  Funds-own
it
Total -
(3) KRB HEZETIEFR 3) No provision for impairment has been made
THEEREEE K and no evidence indicates any impairment of
FT R T 72 6 18 & construction-in-progress of the Company in the
1 o end of the year.
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Notes to the Financial Statements (continued)

Notes to the Consolidated Financial
Statements (continued)

N, EHiMBEREIEHREAEE 8.
(&)

13. EREE 13.

Intangible Assets

(1) BEEE (1) Details of Intangible Assets
Ened FHEm FHHED EXEH
Balance Balance
at the beginning at the ending
EH Items of the year Additions Reductions of the year
- BEREA: Total original value 234,096 36,451 - 270,547
Hep: £MEMHE Including: Land use rights 224,245 36,200 - 260,445
HEERE Software use rights 3,293 251 - 3,544
FEF Non-patented
technology 6,558 - - 6,568
—. ZifE#A:  Total accumulated amortization 35,566 6,260 - 41,826
Hep: $HFHE Including: Land use rights 26,545 5,738 - 32,283
BUHFERE Software use rights 2,580 405 - 2,985
FEFHI Non-patented
technology 6,441 17 - 6,568
= EREERE Total net book value of
FEAH intangible assets 198,530 30,191 - 228,721
Hep: $HFEE Including: Land use rights 197,700 30,462 - 228,162
HHEEE Software use rights 713 (154) - 559
FEF Non-patented
technology 17 (117) - -
W, REEESE Total provision for impairment
Ed: HfEHE Including: Land use rights - - - -
AREHE Software use rights - . - _
FEF AT Non-patented
technology - - - -
f. EVEERE Total intangible
BEA net carrying value 198,530 30,191 - 228,721
Hep: $HFHE Including: Land use rights 197,700 30,462 - 228,162
B AR Software use rights 713 (154) - 559
FEFIFI Non-patented
technology 17 (117) - -
IREIGINEY B EH 8 The amortisation charge for the year was
hoRFHEIHEARE RMBS6,260,000.
6,260F 7T °
@) FREEEEEEIE @) In the end of year, the increase in the ending
MEBEX  AREE - balance of intangible assets is mainly due to: the
KAFFIBFEFH = acquisition of the land use rights of Hutian District
B Aty (E A o and land use rights for Xinhua Shouguang phrase

Il project.
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I\. S ERRETEHAFE 8. Notes to the Consolidated Financial

(4B Statements (continued)
13. H|EEE(E) 13.  Intangible Assets (continued)
3) K2 7] T3 1 € 3) Land use right not with title documents were out
HEZFUEREZ P - of acquirement as follows:
TR E
TifrE Address Net value
MESHRE T Land of Xinhua Shouguang (East) 10,464
ESHAE T Land of Xinhua Shouguang (West) 1,849
AEEFETER(EE) Land use rights of Xinhua Industrial Park,
TP R AE Development Zone (East Park) 2,852
A&t Total 15,165
(4) AR A EEEEF R () No provision for impairment has been made and
TFEEREEE K no evidence indicates any impairment of intangible
IR B E 6 (B 2B assets of the Company in the end of the year.
@ o
14. BERBREE 14.  Deferred Tax Assets
(1) B ERELFTEHE (1) Recognized deferred tax assets
E
EXEH FYewE
Balance Balance
at the ending at the beginning
HAE ltems of the year of the year
FRAIZIERER Bad debts of subsidiaries 649 381
FRRZTFEMREEM Provision for decline in value 53 174
of inventories of
subsidiaries
HFAREEN Unrealised internal profits 2,716 2,489
AEHRAIFE on sales and purchase
with subsidiaries
CE Total 3,418 3,044
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I\. EHMBERRTERBAEE 8. Notes to the Consolidated Financial

(#&) Statements (continued)
14. RBEMRBREE(2) 14.  Deferred Tax Assets (continued)
@) S| E Rt EELE %) Deductible temporary difference of deferred tax
EIH B ¥ e BT assets at the ending balance
EHE
FEXEH FYeHE
Balance Balance
Items of deductible at the ending at the beginning
AEMNEFMYEERITA temporary difference of the year of the year
FAT 2R Bad debts of subsidiary 2,598 1,623
FRBIZIFEKEXRME  Provision for decline in value
of inventories of subsidiaries 210 695
HT N AIEHER Unrealised internal profits
REIR A on sales and purchase
with subsidiaries 15,347 16,595
At Total 18,1565 18,813
15. HEREXHEHMAE 15.  Statement of provision for impairment loss of Assets
A 3T
Addition Reduced
e 1 2L A
FEEHS
HH Items FOeE FHHRE WRER BE B FXe8
Recovery
of years
Balance bad debts
at the written off Balance at
beginning  Provision in previous written the end
of the year for the year years back written off of the year
ZEREEEE  Provision for bad debts 15,441 13,265 120 - 5,245 23,581
FEREERE  Provision for decline
in value of inventories 9,090 8,906 — — 2,340 15,655

AHtHESR  Provision for imparment
BERBEEE  loss of available-for-sale
financial assets 30,000 3,986 — — — 33,986

X Total 54,531 26,156 120 - 7,685 783,222
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I\. S ERRETEHAFE 8. Notes to the Consolidated Financial

(4B Statements (continued)
16. XRER 16.  Short-term Loans
FXREH FYEHE
Balance Balance
at the end at the beginning
BRERN Types of loans of the year of the year
ERER Credit loan 50,000 44,024
REBEK Guarantee loan - 80,000
A5t Total 50,000 124,024
F R HAE TREREE R The large decreased in the balance of short-term loans
PBAKC-HEETER over the last year is because the company adjust the loan
2 AREBEARARNRE structure, increase the overall size of the loan by reducing
BERNEE AAQ short-term loan, adding more long-term loans in order to
AABRTERERE meet the needs of the Company’s expansion.

T 5 8 OR A 58 BB R
# [R] B - 738 R HIME

17. ERRE 17.  Notes Payable
FXEH FUeHE
Balance Balance
at the end at the beginning
EEER Item of the year of the year
HRAITHH IE R Bank acceptance 115,703 121,835
FERENEZER2011FE5A The ending balance of notes payable will all get matured
18A 2 & HIHE] - on 18 May, 2011.
18. PR 18. Accounts Payable
(1) FETEEX (1) Accounts payable
FXEH FHeHE
Balance Balance
at the end at the beginning
IHH Item of the year of the year
FERTRRAR Accounts payable 218,542 162,127
Heh c1Ep F Including: More than one year 15,416 11,170
RIS BB Y FE B Accounts payable aged over one year were
REHMREENM R unsettled because of purchase of raw materials.
e
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I\. S ERRETEHEAFE 8. Notes to the Consolidated Financial

(& Statements (continued)
18. EfIER () 18.  Accounts Payable (continued)
2) FRENT R @) The ending balance of accounts payable does
TERFAREN (5 not include any amount due to the shareholders
5% ) UL FKAEER G holding 5% inclusive or more of the Company’s
A8 B (7 51 0F o voting capital.
8)  EMMEXFEELT 3) The ending balance of accounts payable
SNEEEREE - denominated in foreign currencies is as follows:
EReH FULE
Balance at the end of the year Balance at the beginning of the year
R mAEE HAAR% [R EEX HEARE
Original Exchange Translated Original Exchange Translated
HERIE ltem Currency Rate into RMB Currency Rate into RMB
BT EUR 1,857 8.8065 16,351 2,039 9.7971 19,981
19. FERE 19.  Advances from Customers
(1) TEW 0 H (1) Advances from Customers
FEXREH FYeE
Balance Balance
at the end at the beginning
RHE Iltem of the year of the year
TR UK BR X Advances from customers 20,005 22,855
EHep o {FLE Including: More than one Year 790 1,352
@) IF K FE U R B Ep BB A @) The ending balance of advances from customers
TERARA% (& does not include any amount due to the
5% ) L _FZKRIER shareholders holding 5% inclusive or more of the
H 8 R EE (i 51 IF o Company’s voting capital.
3) TEWARAF EIZUAT 3) The ending balance of accounts payable
SNHEERER - denominated in foreign currencies is as follows:
EREH FOLE
Balance at the end of the year Balance at the beginning of the year
e wa
R mAES AE% [R HEX ARE
Original Exchange  Translated Original Exchange Translated
SERE  ltem Currency Rate into RMB Currency Rate into RMB
e UsD 641 6.6227 4,246 432 6.8282 2,951
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Notes to the Financial Statements (continued)

. EHEBHREREIEFEEEE 8. Notes to the Consolidated Financial
(48 ) Statements (continued)
20. MEMAWIFM 20. Employees’ wage Payable
ENed FHAMEA 3 k30| EReH
Balance Balance
at the beginning at the end of
EH Item of the year Additions Payment the year
T4 (584 28070 8)  Salaries (including bonuses,
allowance and subsidies) - 175,169 175,169 -
BIRHE Staff welfare — 10,622 10,622 —
terkE Social securities - 42,793 42,793 -
Hh o BERRE Including: 1. Medical insurance - 9,09 9,096 -
2. BAEZRRE 2. Basic pension insurance - 29,564 29,564 -
3 KERRE 3. Unemployment insurance - 1,967 1,967 -
4, TERBEE 4. Work injury insurance - 1,212 1,212 -
5. AERKE 5. Maternity insurance - 954 954 -
EERES Housing funds 310 14,999 14,968 34
T&LEMBIHELE  Union running costs and
employee education costs 13,137 3,137 4,143 12,131
EEEERZEAEMS  Directors' and Supervisors'
remuneration 8,982 3,779 3,408 9,353
Rk S8 RE THHE  Compensation to employee for
termination of employment
relationship - 1 1 -
Hit Other 48,316 4,861 15,872 37,305
At Total 70,745 255,361 266,976 59,130
EMEZERBEAFENL The others mainly consist of provision for staff bonus
&R AR E =K AT IR in accordance with the operating result and operating
WETITRBES BHERS incomes up to the date of the report, in 2011 the
B ARQRE2011FD K5 Company has paid staff bonus totally of RMB12,856,000.
EWREEE S AR12,856
Fite
21. EXRE 21. Tax Payables
FEXEH FYEHE
Balance Balance
at the end at the beginning
hE Categories of tax of the year of the year
HEH Value added tax (33,171) (13,584)
EER Business tax 61 68
T A R AR AR Urban maintenance &
construction tax 1,054 520
EMEH Income tax 3,061 6,927
PN Corporation individual income tax 815 177
BEM Property tax 1,135 1,174
T (E R Land use tax 4,199 4,032
ENIERR Stamp tax 162 210
HEEKM Educational surcharges 666 300
a5t Total (22,018) (176)
IWRHFEHNERDERA T
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Notes to the Financial Statements (continued)

N, EHMBEREIEHREEE 8.

Notes to the Consolidated Financial

(#& Statements (continued)
22, EMRFIR 22, Interest payable
2 4] FYEHE
Balance Balance
at the end at the beginning
HH ltems of the year of the year
2 EIf BB HE AR Interest on long term loan
REME TS repayable by instalments 613 347
23. MBftERF 23.  Dividends Payable
Fke® FYeHE
Balance Balance
at the end at the beginning
HE Item of the year of the year
BB 7= AT Dividends for State owned
legal person shares — —
HAth B 35 B A% F Dividends for other demotic shares - —
Hi Others 13,612 5,832
A&t Total 13,612 5,832
24, H fth B & 24, Other Payables
(1) Hpt fE17 50 (1) Other payables
2 5 F ] FYeHE
Balance Balance
at the end at the beginning
HH Item of the year of the year
HAb TR Other payable 83,458 114,736
Hep c1FEpE More than one year 9,181 6,078

FREMEN KGR
IT2REMNMIREE
R R o BRI
B — 5 ) H A FE A 3R
TERRABENT

RN

@ ARG
BPRA HETER
REZ N2 m] B K
HRETEARLE
Ex

At the end of the year, the balance of other
payables mainly consists of the payment of
constructions. Other payable aged over one
year in the ending balance was mainly unsettled
payment of constructions

@) The increase in the ending balance of other
payable over the last year is mainly due to:
unsettled payment of the company reduces so
much in the end of the year.
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I\. S ERRETEHAFE 8. Notes to the Consolidated Financial

(#&) Statements (continued)
24, HMEfMHE) 24.  Other Payables (continued)

3) FREMENT R BT 3) At the end of year, the balance of other
BT ERFARRASY% payables does not have any amount due to the
(56%) A _FZRABEK shareholders holding 5% inclusive or more of the
17 198 R E 7 5 IE ° Company’s voting capital.

“) FRABEH M ET (4) Individually significant other payable balances are

as follows:
- &# B HEEAR
ltem Amount  Ageing Content
HERERNHERRA 1F AR REEREB
Zibo Thermoelectric Co., Ltd. 7,001 Less than one year Unsettled thermoelectric cost
IWHERBAMAEFRDA 1F LA REBRE
Shandong Zhonghe Thermoelectric Co., Ltd. 3,648  Less than one year Unsettled thermoelectric cost
WREMEIARAR 1F LA REETIRR
Shandong Wanhe Construction Co., Ltd. 1,657  Less than one year Unsettled construction cost
HEMELBRRELERAR 1FLAR REBEIRX
Zibo Huantai Construction Co., Ltd. 935  Less than one year Unsettled construction cost
MEZHRMERRA 1R REETIRHK
Zibo Duofang building material Co., Ltd 855  Less than one year Unsettled construction cost
CEl
Total 14,096

) H il JE1T 505 635 U (5) The ending balance of other payables

T oM BREE denominated in foreign currencies is as follows:

FXe# ER I
Balance at the end of the year Balance at the beginning of the year
il fra
R mAES AR R rEE® AR®
Original Exchange Translated Original Exchange Translated
SEEE  Item Currency Rate into RMB Currency Rate into RMB
BT EUR 52 8.8065 458 14 9.7971 139
25, —HAIPHERDAR 25.  Non-current liabilities within one year
(1) — N F B8 FE B (1) Non-current liabilities within one year
EfE
FEXREH FHoE
Balance Balance
at the end at the beginning
HE Iltems of the year of the year
—F AR Long-term loan within one year
REBER 150,000 —
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I\. S ERRETEHAFE 8. Notes to the Consolidated Financial

(#&) Statements (continued)
25, —SREBHFERBARZ) 25.  Non-current liabilities within one year (continued)
@) —FERNF KB E @) Classification of non-current liabilities within one
b o] year
FEXREH FYe R
Balance Balance
at the end at the beginning
SR EB Types of loan of the year of the year
IREBAE R Credit loans 150,000 —
3) REENHE L FZ 3) The guaranteed loans were guaranteed by
7R R E TR Shandong Hualu Holding Group Company
EEHER I G M E Limited, the ultimate shareholder of the Company.
R FEIA (=) The details are in notes 9(2)4.”Acceptance of
4IEZEMR) - guarantee”
“) —F AP BB R B & () Details of long-term loan within one year
SR
HREM ERERA HRB/IED %E flE EXEH ENET
Balance  Balance at
Date of Date of at the end the beginning
Lender inception  maturity Currency Interest rate of the year  of the year
REELORITESST ARE HAEFEERX
Export-Import Bank of China, 2009-10-14  2011-10-13 RMB Export seller’s credit 150,000 —
Qingdao Branch interest rate
26. HMFEBHER 26.  Other current liabilities
FXEH FYe R
Balance Balance
at the end at the beginning
HH Items of the year of the year
—ERNEENELNKZ  Deferred income carried
over in one year 590 —
—FREBENERZE B Deferred income carried over in one year refers to 3,000
R—FERNEER=THEME ton Bunuofen project grants will be carried over within
FIBE B - one year.
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I\. St ERRETEHAFE 8. Notes to the Consolidated Financial

(#&) Statements (continued)
27. RHEER 27.  Long -term borrowings
(1) RAEN S (1) Classification of long- term borrowings
¥ 4 ] FUeH
Balance Balance
at the end at the beginning
ERER Types of loan of the year of the year
IRBER Guarantee loans 80,000 150,000
ERER Credit loans 195,528 120,000
A&t Total 275,528 270,000
2) REEXHE R FZ @) The guaranteed loans were guaranteed by
7R R R E B AR Shandong Hualu Holding Group Company
EEER N AIEHIE Limited, the ultimate shareholder of the Company.
R-FEZIM (=) The details are in notes 9(2)4.”Acceptance of
4BEZIER] o guarantee”
3) RAENFAE R 3) Details of the long-term loans
HREf ERERA HERBLE %E flE EX 3] Bk ]
Balance Balance at
Date of Date of at the end the beginning
Lender inception maturity Currency Interest rate of the year of the year
mEEERTEENT ARE EREENX
T776%
Agricultural Bank of China, 2009-6-8 2012-6-7 RMB Benchmark lending 30,000 30,000
Zibo Branch rate to float
downward 5%
MEEERTEENT ARE BEREENE
T)#5%
Agricultural Bank of China, 2009-6-17  2012-6-16  RMB Benchmark lending 30,000 30,000
Zibo Branch rate to float
downward 5%
RERTEENT ARE BRAERN X
T10%
China CITIC Bank, Zibo Branch ~ 2009-9-3 2012-9-2 RMB Benchmark lending 40,000 40,000
rate to float
downward 10%
mEEHARTESENT ARE HAESEEHE
Export-Import Bank of China, 2010-2-26  2012-2-26  RMB Export seller's 80,000 150,000
Qingdao Branch credit interest rate
BYEERRELER AR% EREENE
T$10%
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I\. St ERRETEHAFE 8. Notes to the Consolidated Financial

(& Statements (continued)
27. RHE®®RE) 27.  Long -term borrowings (continued)
3) REIENFAE L 3) Details of the long-term loans (continued)
(&
HREf ERERD fRELEA %E flE EF 3] Nl
Balance Balance at
Date of Date of at the end the beginning
Lender inception maturity Currency Interest rate of the year of the year
Key project constructions loans ~ 2009-6-30  2017-6-29  RMB Benchmark lending 20,000 20,000
rate to float
downward 10%
HAE R (hE) A% HBOR(=fEA)+1.5
BERAAEEAT
Nanyang Commercial Bank (China) 2010-6-11  2013-5-10  HKD HIBOR(3Months)+1.5 25,628 -
Co., Ltd. Qingdao Branch
RERTERDT AEH BRAERE
T%10%
Bank of China, Zibo Branch 2010-9-27  2013-9-26  RMB Benchmark lending 50,000 -
rate to float
downward 10%
At
Total 275,528 270,000
28. EBEFBRAR 28. Deferred Tax Liabilities
(1) G W 1E BB FT 2 (1) Components of deferred tax liabilities after netting
B &R E A off
FREH FENEH
Balance at the end Balance at the beginning
of the year of the year
E#®R EBERSR AT REMER
ERHER Bff ERUEER B1E
Taxable Deferred Taxable Deferred
temporary  income tax temporary income tax
HH Items differences liabilities differences liabilities
At HE S R & E Changes in fair value
RABEEZS Held-for-sale
financial assets 7,722 1,159 64,541 9,681
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. EHUBEERTEREEE 8. Notes to the Consolidated Financial
(4&) Statements (continued)
28. REFBRARGE) 28. Deferred Tax Liabilities (continued)
@) B JE T 13 7 & B TR @) Deferred tax assets and deferred income tax
EHEHE BT KA liabilities netting Details
F
5 R RE
ERHER FrisRad
Deferred income
Temporary tax amount
I5H Items differences for the year
BEEFRBMEE Deferred income tax assets
IS/NICTB=c: =P Bad debts provision
of the Company 20,692 3,104
BAGIFEEKEER Provision for decline
in value of inventories
of the Company 15,402 2,310
NEA & Provision for impairment loss
D REEREEE of the Company’s
held-for-sale financial assets 33,987 5,098
[S/NEI) ST Loses on the Company’s
wEEX investment in associates 4,068 610
FRRIKRERTEHE Unpaid wages and salaries
of the parent company 43,062 6,459
B ATAZE The change in fair value
EiIRE A of the Company’s
held-for-sale financial assets 9,288 1,393
/Nt Subtotal 126,499 18,974
BIEFFBRAR Deferred income
tax liabilities
ISTNEIEIE du k== The change in fair value of
SBMEEAABMEZE the Company’s held-for-sale
financial assets 134,221 20,133
NEt Subtotal 134,221 20,133
& BEHE Net amount 7,722 1,159
29. HMERHAR 29.  Other non-current liabilities
(1) EmIETE A (A (1) Details of other non-current liabilities
k¥ 4] FYewE
Balance Balance
at the end at the beginning
HH Items of the year of the year
B EIBBTMEB) Asset-related government
subsidies 55,148 50,656
HEREES Authorized reserve fund 3,562 3,562
A&t Total 58,710 54,218
IR ERERGERL A
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Notes to the Financial Statements (continued)

Notes to the Consolidated Financial

N, EHMBEREIEHREEE 8.

(4&) Statements (continued)
29, HMtFERBHARE) 29.  Other non-current liabilities (continued)
@) BT B @) Government subsidies
FXBEBE
Balance in the end
of the year
LIPS FIA
EfERE Bt E HAEE 3F
AfReH AfESH RESH EEeH EERE
Amount Amounts Credited
to other to other to the profit
Types of government non-current current and loss Reversal for  Reason for
BFRBHESR subsidiaries liabilities liabilities for the year the year reversal
FERBER Compensation for relocation 50,576 — — — -
“TWAKAIBE 3,000 tons Ibuprofen Project 4572 590 590 — —
ait Total 55,148 590 590 — —

1B #2008 9 A 3
MILEEBSETR
M TERBREE
KRB D EDBET
AF—HRBRE S o
AULSTET M R BEK
IS BT (5 [2009]295%
8 BT 12[2009]335% 1
8 BT 12[2009]555% X
HEERIFBMER-
KA 7120104 U B
EH BB RS
1B[2010]7 15k 3¢ {4 3
E PR B H (2 505,672
Fite

In accorded with “Shandong Province Zibo City Eastern
Chemical Area Relocation Plan” issued in September
2008, parts of production of the Company were listed
in this relocation plan. In this respect, pursuant to
Zibo Financial Bureau grants relocation Zi-Cai Qi(2009)
No.29, Zi-Cai-Qi(2009) No.33 & Zi-Cai-Qi (2009) No.55
issued by Finance Bureau of Zibo City, the Company
was granted with relocation compensation. In 2010 the
company received totally of RMB5,672,000 according to
the document Zi-Cai-Qi(2010) No.71 issued by Finance
Bureau of Zibo City.
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I\. S ERRETEHAFE 8. Notes to the Consolidated Financial

(& Statements (continued)
30. H&&F 30. Share Capital
£ 1)
Change
% Fned BfTHR iR 2R Hk it FReH 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 (%)
- FREREER
Conditional tradable shares
AFHAR
State-owned shares 164,208 - - - (164,208) (164,208) - -
BEEARR
State-owned legal-person shares - - - - - - - -
EtnERR
Domestic shares 23,602 - - - (23,682) (23,582) 20 0.004

e BREARR
Including: Domestic legal-person
held shares 23578 - - - (23,578) (23,578) - -
BRERARR
Domestic natural
person shares 24 - - - @] 4 20 0.004
HERR
Foreign-funded shares - - - - - - - -
o BNEARR
Including: Foreign legal-person shares - - - - - - - -
EHERARR
Foreign natural person shares - - - - - - - -
ARERERRAH
Sub-total 187,810 - - - (187,790) (187,790) 20 0.004
Z ERERERR
Unconditional tradable shares
AREBLER
Domestically listed RMB A shares 119,508 - - - 187,790 187,790 307,293 67.196
BEREBAER
Domestically listed foreign invested shares - - - - - - - -
EALAER(HR)
Overseas listed foreign invested H shares 150,000 - - - - - 150,000 32.800
At
QOthers - - - - - - - -
ERERERRAH
Subtotal 269,503 - - - 187,790 187,790 457,293 99.996
LU ]
Total share 457,313 - - - - - 457,313 100.00

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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Notes to the Financial Statements (continued)

Notes to the Consolidated Financial

N, EHMBERFEHREEE 8.

(4&) Statements (continued)
31. #BEFLE 31.  Capital reserve

FMeH FEEm FERD FXREH
Balance at Balance
the beginning at the end
EH Item of the year Additions  Deductions of the year
BEEHIEE Revaluation of assets surplus 60,910 — — 60,910
& A (B Premium share 496,492 — — 496,492
BXBE Receipt of donation 1,158 — — 1,158
B EARRATE Other capital reserve 151,041 5,200 36,113 120,128
A&t Total 709,601 5,200 36,113 678,688

BEARPDNFEARFIEINAELRRF
WEIMES S TERHEE
B Bf Bt %€ Ep5,200F Jr ° 1R
1 Bt 72[2007]3715% X1 B9 3R
E BV RERTEATER
PEIRE  AERIARE
RIT - KFERBRAFERA
REEE EFERKETERE

The ending balance of capital reserve over last year is
mainly due to: in this year the company received financial
reward of RMB5,200,000 for the project of ibuprofen,
otherwise, according Cai Jian (2007) No.371 document,
this kind of financial reward must accounted in “Capital
reserve”. The deduction in the market price of shares of
Bank of Communications and Pacific Insurance Company
Limited because of both their stocks going public in the

BYRERRBETRERK o end of last year.
32. B LH 32. Surplus Reserves
EpMed FE8/m FERD EXe@
Balance at Balance
the beginning at the end
EH ltem of the year Additions  Deductions  of the year
EEBBRATR Statutory surplus reserves 112,402 6,548 — 118,950
FERBRE Discretionary surplus reserve 64,797 — — 64,797
Bt Total 177,199 6,548 — 183,747
33. XPEFAE 33. Undistributed Profits
(1) FUE 73 BEEE B (1) Appropriation Proportion
HE SEHER EELH LELLH
Basis of Proportion Proportion
Item appropriation in this year in last year
RBBHAES JFFIE 10% 10%
Statutory surplus reserve Net profit

RN ERERDERAF

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED

201



AE MR MRS BRI - HUARY T IR

Unless otherwise indicated, all figures are stated in RMB’000
RIFHEE T ERRR

Prepared in Accordance with PRC Accounting Standards

Bt %5 SRR MY =X (A7)

Notes to the Financial Statements (continued)

Notes to the Consolidated Financial

N, EHMEHERETEREERE 8.

(48 ) Statements (continued)
33. koEFMEE) 33.  Undistributed Profits (continued)
) T8 77 Bl 7 @) Profit Distribution Statement
EESHR tFeE
Balance Balance
at the end at the beginning
I5H Item of the year of the year
HokSEFHRE Undistributed profit at
beginning of the year 289,195 210,691
s BRRIR S BCFDE Add: adjustment to the
SRR E undistributed profit
at beginning
of the year - —
e AREEF Add: Net profit of the year 97,257 102,244

B RIRABBAES Less: Appropriation of
statutory surplus
reserve 6,548 9,889

i LB IR F Dividends payable
on common stock 22,866 13,719
FAR)IZEUE T 2R Accruals for
LEMES employee
bonus and welfare
fund by
subsidiaries - 132
HERFPETE Undistributed profit
at the end of the year 357,038 289,195
He: BESBEBR&KEF  Including: proposal cash
dividend 22,866 22,866

20106 2508 + K~
A B)20094F £ A F %
RAEiEAEAH2009
FEMNBIEAER
EIRBI0%H A E R
BAEESE  LAK
7R457,312,8300% & £
HomEEREIRE
REAFERARE
0.057C (B H)

2011438 18H * &
NBAENEEESH
+hexBBEHE
20104 & | B o B 18
2R ERBI10%H &
FRHBAEE%E N
48 % AN457,312,8300%
BEE MEERRE
RER S AME R A
R #0.057C (%) -
Z2010F EFE oA
EEREBERERRS
e o

On 25 June, 2010, the Company’s 2009 Annual
General Meeting passed the 2009 annual profit
distribution plan, that after deduction of 10%
from the profit to the statutory surplus reserve
fund, the Company with its total share capital of
457,312,830 shares as a base, distributes cash
dividend to all shareholders of RMB0.05 per share
(including tax).

On 18 March, 2011, the Company’s tenth meeting
of the sixth Board of Directors endorsed the 2010
profit distribution plan, after deduction of 10%
from the profit to the statutory surplus reserve
fund, the Company with its total share capital of
457,312,830 shares as a base, distributes cash
dividends to all shareholders, RMB 0.05 per share
(including tax). The 2010 profit distribution plan is
subject to the approval by shareholders at general
meeting for the annual.
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Notes to the Financial Statements (continued)

. EHUBEERTEREEE 8. Notes to the Consolidated Financial
(48 ) Statements (continued)
34. LPBERER 34.  Minority Interests
DB % EXKEWH Fmes
Proportion Balance Balance at
Name of minority of minority at the end the beginning
DHBRERRIE shareholder interests of the year of the year
LKKE S BR AT LI PENG (LK&K Trading
Co., Ltd) 35 3,769 2,515
Eastwest United Group, East west United Group,
Inc. Inc. 25 3,402 3,266
ERIEE) Fd Perrigo Asia Holding
ERAQR Company 49.9 30,839 30,537
A&t Total 38,010 36,318
35. BEKA BERESF 35. Operating Income and Operating Cost
(1) B - BEAK (1) Operating Income and Operating Cost
XESH tFEE®
Amount of Amount of
IHH Item the year last year
FEEBIWA Income from main operation 2,573,017 2,284,309
HMZEBWA Income from other operation 41,217 37,618
EEWAEET Sub-total of operation income 2,614,234 2,321,927
FEEBAR Cost for main operation 2,084,909 1,833,814
E b ZERB AR Cost for other operation 48,782 43,614
EERAER Sub-total of operation cost 2,133,691 1,877,428
2) FEEEMA LR — 2) Income and Costs from Main Operation-Classified
FZE i 2 by Products
EELH TFEE
Amount of this year Amount of last year
A BE LN DN
ERERN Category of products income costs income costs
[} B Bulk Pharmaceuticals 1,297,817 1,011,384 1,208,471 909,042
Hep FEREE O Including: Export sales 914,048 714,508 849,537 681,227
U7 Preparations 510,628 360,412 472,812 336,258
[EEdik! Commerce
circulations 684,311 646,001 599,058 585,608
T REHA Chemical and
others 80,261 67,112 3,968 2,906
A Total 2,573,017 2,084,909 2,284,309 1,833,814
IR ERERBGERD A
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SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED

(#&) Statements (continued)
35. BERA BERFE) 35. Operating Income and Operating Cost (continued)
3) FIAEEFREZEWK 3) Operating Income from top five customers
A1EL
H2HmEE
XESH 1 A B LE B (%)
Amount
EFREB Name of customers of this year Proportion (%)
Perrigo Perrigo 135,238 5.17
IR R ERAEL B8 B2 A IR A A] Shandong Xingkangaii
Pharmaceutical Co., Ltd. 110,390 4.22
Pepsi-cola int I. Pepsi-cola Int I. 88,183 3.37
RGP B AR AT Shandong Ruizhong
Pharmaceutical Co., Ltd. 68,427 2.62
FEHEHREAFMR AR Bayer Healthcare Co., Ltd. 47,855 1.83
&t Total 450,093 17.21
36. EEXEReRMmM 36. Business Taxes and Surcharges
FHELE A XFESH FFESEE
Amount of Amount of
IHH Item Tax rate this year last year
BEM Business tax 5% 535 297
I T A R R Urban maintenance &
construction tax 7% 8,969 8,432
B BN Educational surcharges 4% 5,189 4,817
&t Total 14,693 13,546
RELEER S KW NG I The increase in the business taxes and surcharges for the
K - BEEXZRER: NFH year is mainly because sales income increased making
& W A KE DN 15 FE IS B R the increase in value-added tax payable, and so as the
SR FEM MK SRR other items of taxes and surcharge .
BE 2 3800 o
37. HMEHEA 37.  Financial Expenses
EESH +tEE8
Amount of Amount of
IAH Item this year last year
FEZH Interest expenses 19,155 19,308
B LB Less: interest income 4,780 1,949
e EREK Add: exchange loss 6,403 8,748
me HthZH Add: others 924 670
&5t Total 21,702 26,777
IR ERERGERL A
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(& Statements (continued)
38. HERERX 38. Impairment Loss of Assets
XFEELH FTFEe8
Amount of Amount of
HH Item this year last year
ZARIE 4k Provision bad debts 13,265 323
GFEBRERX Provision for decline
in value of inventories 8,905 944

At ES R EEREERSK  Provision for Impairment
losses of financial assets

available for sale 3,986 —
&5t Total 26,156 1,267
39. LREESEDHKS 39.  Gain or Loss from changes in fair value
XFESHE tFeE
Amount of Amount of
-4 =| Item this year last year
REEEMARE Gain or loss from changes in
DR EEZS RS fair value of held-for-trading
financial liabilities — 7,591
40. RIS 40. Investment Gain
(1)  REUHFR (1) The source of income investment gain
XESH tFeHE
Sources of income Amount of Amount of
EERTBRBHKIE on investment this year last year
EZEZRER Income from long-term equity
REIRAER & W investment accounted for using
equity method 5,260 4,912
HENHEESR Investment income from Available for
& EBBESH sale financial assets during the
wE W= period of ownership 2,994 2,995
REAHHESLREE Investment income from disposal of
MR E W= long-term equity investments 54 —
HAh Others 17 4
&5t Total 8,325 7,911
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(42 ) Statements (continued)
40. BBWKEB(E) 40. Investment Gain (continued)
@) w1 E R RAK 2) Income from Long-term equity investment
R E Wz accounted for using equity method
HE XFELH I¥&8 FFLHIFRESDHEE
Amount of Amount of
Items this year last year The reason for change
IR EEEEIER AR REFEEEEA
AP ESREE
Shandong Xinhua Longxin Chemical — (197) Transferred according to the
Industry Co., Ltd. intention of holding financial
assets available for sale
WEFERELCIREERAQA BEFEEEEA
AP ESREE
Shandong Xinhua Changxing — 451 Transferred according to the
Chemical Equipment Co., Ltd. intention of holding financial
assets available fgr sale
I ERDETH #TE I B2 G R A A WIREBLDFNEE
Shandong Zibo Xincat 5,260 4,658 Net profit changes
Pharmaceutical Co., Ltd. of the investee
&5t 5,260 4,912
AR ERE W B U There is no significant restricion on the returns of
EIRFHEERRH - investment income.
41. EEMEA 41.  Non-operating Income
(1) EEIMA B (1) Details of non-operating income
RAXFEFEER
EELH tEeE HAGHLHE
The amount of
non-recurring
gains and
Amount of Amount of losses reckon
HH Item this year last year into this year
ERBEE Proceeds from
BE NS disposal of
non-current assets 400 2,273 400
Heh :EFEER  Including: Proceeds
BENE from
disposal
of fixed
assets 400 2,273 400
BT B Government Subsidies 7,336 2,568 7,336
Hh Others 2,306 1,968 2,306
ch Total 10,042 6,809 10,042
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Notes to the Financial Statements (continued)

N, EHMBEREIEHREEE 8.

Notes to the Consolidated Financial

(&) Statements (continued)
4. BEIMEAE) 41.  Non-operating Income (continued)
@) BT By B A @) Details of Government subsidies
wEhES XELH LESE RiEMEE
Amount of Amount of
Type of subsidiaries this year last year Approval document
[EE RZEKITEN R B F 8D EEMM BT
“blue sky blue water action plan” 120 —  Zibo Municipal Bureau of
grant Finance issued
BrEEIFESED B A E(2008)1845%
Postdoctoral innovative funding 20 — Lu HR issue No. (2008)184
ZRERITERERR VS = B #£(2010)335%
Industry Standard Award 200 —  Zibo High-tech No.(2010)33
Tribendimidine
£ B I8 BF B S F(2010)475%
Energy saving incentives 30 —  Zizheng Zi No.(2010)47
£ B2 7 B 22 B S B (2010)6455
Energy saving incentives 300 — Zizheng Ban Zi No.(2010)64
HRREREES S BHE5(2010)305%
Provincial Science and Technology 100 —  Zi-Ke-Fa No.(2010)30
Development funding
HEMRRES S EHE(2010)445%
Zibo Science and 500 —  Zi-Ke-Fa No.(2010)44
Technology funding
8 B 2 #8(2010)225%
Zi-Cai-Jiao-Zhi No.(2010)22
WNE BT & 52 ED MEMMEE BRBTE
Financial incentives for 1,300 — Zibo Finance Bureau,
pollution prevention river Environmental Protection
MAgency issued
HENEBHEE VS 1T R R T E B
R BT
Royalty grant 54 — High-tech Industrial
Development Zone, Zibo City
Finance Bureau issued
IMEBERRFEES 100 — HEENEFBBEEE
MBEEE &%
Foreign trade development funds District Finance Bureau of
Zibo High-tech Enterprise
Financial Management
Office issued
EA BRI CEET R BEITREE
B RE
Trade car for new subsidy payments 18 —  Zibo rectify administrative
units issued
BREBRFETAEE KR £ &EIE A [E(2010)35%
Recycling economy and the financial 4,000 — Shouguang town No.(2010)3

support of sewage treatment

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
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I\. S ERRETEHAFE 8. Notes to the Consolidated Financial

(#&) Statements (continued)
4. BEIMEAE) 41.  Non-operating Income (continued)
) BT BIBAE - () @) Details of Government subsidies (continued)
wEhES XELH LESE RiEMEE
Amount of Amount of
Type of subsidiaries this year last year Approval document
MHZERFRES VT = B BT EE 2
MEREREEe T &
Financial support funds for — 1,688 Issued by Zibo High-tech
tapping the potential Industrial Development Zone
Management Committee
EERERUT S E TR BT
BEBEMTE
Subsidiaries for disposal 4 8 Issued by Finance Bureau
of old vehicle of Zibo City
B R EE R ALK S TE T A IR T 8
Subsidiaries for clean production — 22 Issued by Finance Bureau
of Zibo City
2 I R 33 A RE AR (2 CEET AR BT #
Xiao Fu River Basin — 400 Issued by Finance Bureau
ecological compensation of Zibo City
BHx &R B S8 BHE4(2009)355%
S8 B 18(2009)345%
Science and Technology — 250 Zikefa [2009] No. 35, Zi
Development Grants financial enterprises
NO.[2009] 34
= FHEMRSIA B IRIE W EA B BT 22 45(2009)1575%
3,000 tons of Ibuprofen project 590 147  Lu Choi Kin means [2009]
transferred from deferred income
TR AR R & B 3%(2008)285%
Rebate of Land-use tax — 53 Hou Zheng Fa [2008] No. 28
At
Total 7,336 2,568
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I\. S ERRETEHAFE 8. Notes to the Consolidated Financial

(& Statements (continued)
42. BEIZH 42.  Non-operating Expense
AAFEFEE
FEEHE LESEH -3 -F=1:0k % ]
The amount of
non-recurring
gains and
Amount of Amount of losses reckon
HA Iltem this year last year into this year
SEMBEERBEX Loss on disposal of non-
current assets 13,425 19,606 13,425
He BEEE Including: loss on
BEBEX disposal of
fixed assets 13,425 19,606 13,425
Donations
SIS S Overdue fines and
penalties 197 990 197
BN EEREIEKR Loss on disposal of
current assets — 496 —
HAh Others 2,993 2,252 2,993
a5 Total 16,615 23,344 16,615
43. FERER 43. Income Tax Expenses
XELH 528
Amount of Amount of
pr-g=| Item this year last year
EHMEHER Income tax expenses
for current period 24,887 22,557
EEFTETE A Deferred income tax expenses (2,524) 9,121)
A5t Total 22,363 13,436
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Notes to the Financial Statements (continued)

Notes to the Consolidated Financial

N, EHMBEREIEREEE 8.

(42 ) Statements (continued)
4., EBFrsRBSMHBESRW 44.  Basic earnings per share and diluted earnings per
SHHEBE share calculation
5 XERH LESH
Amount of Amount of
A Items No. this year last year
BERAGRERERFHE Net profit attributable to shareholders
of the Company 1 97,257 102,244
BERERAMFLERHER Non-recurring gains and
losses attributable to the Company 2 (5,058) (6,815)
SENBRAMRE  MBELEYE  The net profit after attributable
BaERHFTE shareholders of the Company
excluding non-recurring
gains and losses 3=1-2 102,315 109,059
FORNEBE The total number of shares in the
beginning of the year 4 457,313 457,313
AELEERATRERMAES  The number of shares of capitalisation
B R () of reserve or business () 5 - -
EAFRIEBRSEMBRMHE(N)  The number of shares increase in
Issuing new shares or debt
to equity (Il 6 - —
BB -AREEER The accumulated number of months
MR AE of Increase share (ll) from next
month to the end of the year 7 - —
ARBEZHLROE Reduction due to the
shares repurchased 8 - —
HOBRG T —AHREER The accumulated number of
ZEAH reduction share from next month
to the end of the year 9 - —
BRASROE The number of shares reduced 10 - —
BEBAGEH No. of Month of the reporting period 11 - —
BATTEINN L BAR IAE T 19 8 Weighted average number of ordinary ~ 12=4+5+6X7+11-
shares public outstanding 8x9+11-10 457,313 457,313
EXERES() Basic earnings per share (1) 13=1+12 0.21 0.22
EXEGREEMN) Basic earnings per share (Il) 14=3+12 0.22 0.24
EEZEERNHEMLE Dilution potential ordinary shares interest
LRRAE recognized as an expense 15 - —
BERER Conversion expresses 16 - -
s = Income tax rate 17 15% 15%
AREE - BT WEHRESS  Theincrease in number of shares
EnE L ERmE TR weighted average number of
Warrants and options exercisable,
convertible bonds, etc 18 - —
BRsRER() Diluted earnings per share () 19=[1+(15-16) X
(1-17)+(12+18) 0.21 0.22
BESRER0) Diluted earnings per share (Il) 19=[3+(15-16) X
(1-17)=(12418) 0.22 0.24
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. S ERRETEHAFE 8. Notes to the Consolidated Financial

(#& Statements (continued)
45. HFESkE 45.  Other comprehensive Income
EESLH &8
Amount of Amount of
IHH Items this year last year
1, At ESmEE 1. The profits generated by
EEOTGESRE Available-for-sale
financial assets (42,486) 107,099
B A EemEE less: Income tax impact on
EENEHEE Available-for-sale
financial assets (6,373) 16,065
ATEART AE A Amount recovered in
el E other comprehensive
EAEENFE income in previous
period transfer
for the year - (224)
N Subtotal (36,113) 91,258

2. INBEBAFSERRITEZEZE 2. Translation differences of
financial statements
denominated in foreign

currencies (924) (47)
A&t Total (387,037) 91,211
46. BlEREXR 46. Cash Flow Statement
(1) We g =T 8 E o £ (1) Other receipts/payments relating to cash of
g REEFEEE operating / investing/ financing activities
BB HE %
1) W B ) B fth B 4K 2 1) Other Cash Receipt Relating to Operating
EE BN ESAH Activities
EXESH ko]
Amount of Amount of
- = Item this year last year
B U A Interest income 4,780 1,949
GO Subsidies income 17,618 53,172
RITEHEZRES Bank acceptance
security deposit 1,622 16,962
Hth Other 760 1,202
At Total 24,780 73,285
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Notes to the Financial Statements (continued)
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IN. EHUBHRERIEFEHEE 8. Notes to the Consolidated Financial
(& Statements (continued)
46. HEeREBRE) 46. Cash Flow Statement (continued)
(1) WeF 3T 89 E i 82 (1) Other receipts/payments relating to cash of
pmEREEEE operating/investing/financing activities (continued)
BEmHE 2 (&)
2) ST E fb B AT R 2) Other Cash Payments Relating to Operating
BEBMNIRSHA Activities
XESH tFEE®
Amount of Amount of
HEH Item this year last year
WRE Office expenses 8,464 5,194
EZIRE Travel expenses 4,718 3,161
ETESE - FiHE - Annual listing fee,
EEN—2-y audit fee and Board’s fee 5,009 5,080
T8 Sewage discharge fees 4,705 3,032
EE - mEREE Advertising and
marketing expenses 47,124 36,537
BE Freight charges 48,645 43,785
EHRPEFE Entertainment expenses 7,335 5,308
A& Research and
development expenses 22,368 19,601
Hi, Others 26,311 18,383
&5t Total 174,679 140,081
WRFERHERDERA T
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Notes to the Financial Statements (continued)

Notes to the Consolidated Financial

N, EHMBEREIEREEE 8.

(4&) Statements (continued)
46. HBEeERERE) 46. Cash Flow Statement (continued)
@) EHHEETERHA 2) Additional information for consolidated cash flow
BH statement
331 ] 1ESE
HH Item Amount of this year Amount of last year
1. BB RANE 1. Reconciliation of net income
BEIHRERE: to cash flows from
operating activities
B Net profit 102,766 105,938
m: BEREERE Add: Provisions for impairment
loss of assets 26,156 1,267
ATEERE Depreciation of fixed assets 119,797 117,190
BRAERH Amortization of intangible assets 6,260 5157
REETEE EWEEN Losses on disposal of fixed assets,
HEREEENEX intangible assets and other
(WezsBAT() JEF) long-term assets (or bracket: gains) 13,025 17,333
LhBEEDER Profit or loss from changes
(YDA T() 5 E3) in fair value (or bracket: gains) (7,591)
BB (W) ES) Financial expense (or bracket: gains) 25,558 28,056
REBE Y I() 7)) Investment loss (or bracket: gains) (8,325) 7911
BEEMGREENRY Decrease in deferred tax assets
(AT () JESI) (or bracket: increase) (374) (2,013)
BRAGHARNEMN Increase in deferred tax liabilities
CRAIAT() 1 E51) (or bracket: decrease) (8,522) 9,031
FEED (EIAT())EF) Decrease in inventories
(or bracket: increase) (63,889) (39,212
mERERER RS Decrease in operating receivables
(SEANBAT()JEF) (or bracket; increase) (36,930) 3,932
LM EMIAR MM Increase in operating payables
CRLABAT()JE31) (or bracket: decreass) (2,522) 113,619
TEEDELD Net cash flows from
BeREFE operating activities 173,000 344,796
2 FERAGBIMEARE 2. Significant investing and financing
NEZED: activities not involving cash
receipt or payment:
EBERER Conversion of debts to capital - -
—ERIHANTERAAE Convertble bonds due within one year - -
BEBAETEE Fixed assets acquired on Finance lease - -
3. RERBESENPEHER: 3. Changes in cash and cash equivalents:
BeHsRsE Ending balance of cash 368,070 364,398
A RENBNHRE Less: beginning balance of cash 364,398 183,667
0 BeZENNERHE Add: ending balance of cash equivalents - -
W BEZENNENSE Less: beginning balance of cash equivalents - -
BeRASEEMFENE Net increase in cash and cash equivalents 3,672 180,731
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Notes to the Financial Statements (continued)

. EHBHRREIEFEEEE 8. Notes to the Consolidated Financial
(4B Statements (continued)
46. HEeERERE) 46. Cash Flow Statement (continued)
3) S NRBE & HEXRD 3) Cash and Cash equivalents presented in cash
B MBEFEEYE flow statement
i
FERKeH FY2E
Balance at
Balance at the the beginning of
HE Item end of the year the year
Re Cash 368,070 364,398
Hi: BEFHRS Including: Cash in hand 116 163
AEER AR Bank deposit
HERITIER available for
payments at any
moment 365,914 359,448
AEER AR Other funds
B H 5 available for
= hena payments at
any moment 2,040 4,787
REZEED Cash equivalents — —
HARBLMBEE Ending balance of cash
BYerEa and equivalents 368,070 364,398
HErp: BARAAHEBR Including: Restricted cash and
FRAEA equivalents of the
ZRFIHE S Company or
MREFED subsidiaries in the
Group. — -

h. FABEFTREREXS

9. Related Party Relationships and Transactions

(—) RBARME (1) Related Party Relationships
1. EF 2 B R R ARIE HI 1. Parent company and the ultimate control
(1) NE NGRS (1) Parent company and the ultimate control
RBAER BELTRE LREY B TERE RELERE EEfEA  HRAHRE
Relation ships with Code of
Name of Related Party ~ the Company Nature Registered address Principal activities Legal person  Organization
LRHEEEEE NP BFEE  LRBEETREER-RuR RERBEIRMZ ARAZEAR  ERH
EREALT FHERE ERE
Shandong Xinhua Parent company State-owned  No. 14, East 1st Road, Zhangdian  Investment in the design of Zhang 164132472
Pharmacetical Group of the Gompany Dist., Zibo, Shandong Province.  construction projects, property Daiming
Company Limited development and food and
beverage, efc.
ERNREEERAT  SRAZERRR  EEEE  WREBEGHEHER BiE BEERE BRAZERRER FRE 771030712
REERS
Shandong Hualu Holding ~ The ultimate State-owned  No. 1, Bangpeng Street, Jinan,  Investment and management Li Tongdao
Group Company Limited holding company Shandong Province. in fertiizer and

petrochemicals, etc.
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Notes to the Financial Statements (continued)

h. FABERFTRERHERXSR(Z) 9. Related Party Relationships and Transactions
(continued)
(=) FABRAREE) (1) Related Party Relationships (continued)
1. 2 B8] R R A PE B 7 1. Parent company and the ultimate control
(& (continueq)
2 ] A AR R 2) Registered capital of the Company held by parent
HEk company and its changes
FneR 33| XERD FXeH
Balance at Balance at
the beginning the end
AR5 &R Name of Related Party of the year Additions Deductions of the year
\WEHEREER Shandong Xinhua 298,500 — - 298,500
AREAERT Pharmaceutical Group
Company Limited
(3) NAFHEHED RE 3) Parent company’s shareholding in the Company

Bt and its changes
FREHE t£1::4. 47
Holding amounts Holding proportion
rERE tFEeE EELH LELH
Balance Balance
at the end at the beginning
AT EE Name of related party of the year of the year This year Last year
IRHEREER Shandong Xinhua
EREFLT Pharmaceutical Group
Gompany Limited 166,072 164,208 36.31% 35.91%
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h. BABEFRERERR (&) 9 Related Party Relationships and Transactions
(continued)
(=) FABAREE) (1) Related Party Relationships (continued)
2. Foa] 2. Subsidiaries
(1) /NG (1) Subsidiaries
FoRER LREY 403 E.4:3 1 EAKE fibeq 1 i
Type of Place of Code of
Name of subsidiaries organisation registration Principal activities Legal person  Organization
1 LRFEREEHER AT ARELAR TESy i BELIHE RRH
Shandong Xinhua Pharmaceutical  Limited company ~ Zibo Shandong Sales of Pharmaceutical Zhang Daiming 766662729
Trade Co., Ltd. Chemical
2. IIRFEHEEMLA AREARH RS E BEIHE RAH
EREART
Shandong Xinhua Pharmaceutical  Limited company ~ Zibo Shandon Sales of Pharmaceutical Zhang Daiming 788496661
Import & Export Co., Ltd. Chemical
3 EEHEBERXHRABLT BARRLLA RS E BE TR HEF
Zibo Xinhua Pharmaceutical Limited company ~ Zibo Shandon Engineering Design of Du Deping 737227162
Design Institute Co., Ltd. Pharmaceutical Chemical
4 EEHEREEEEERLT  BHRELLA RS E BRI THE ERE
Ziho Xinhua drug store chain Limited company ~ Zibo Shandon Sales of Pharmaceutical He Tongqing 267196268
Co., Ltd. Chemical
5 IWRMENE (M) ARRA  AREAAR BEIZEM BELIHE R
Shandong Xinhua Pharmaceutical ~ Limited company ~ Germany Sales of Pharmaceutical Zhang Daiming -
(Europe) GmbH. hamburger Chemical
6. EEME-—PAEKNE EREART IR BRLIHE HES -
BREELA
Zibo Xinhua — Eastwest Limited company ~ Zibo Shandon Manufacturing of Guo Qin 779742314
Pharmaceutical Co., Ltd. Pharmaceutical Chemical
7OENE - BNEHE EREART IR EE B2 IhE HES
BREERA
Zibo Xinhua — Perrigo Limited company ~ Zibo Shandong Manufacturing of Guo Qin 746569703
Pharmaceutical Co., Ltd. Pharmaceutical Chemical
8. MEHZE(BE)BERAR EREART WRESHT BRI HET
Xinhua Pharmaceutical Limited company ~ Shouguang Manufacturing of Du Deping 793907875
(Shouguang) Co., Ltd. Shandong Pharmaceutical Chemical
9. ME(EE) EXERAA EREART R B FHERE KR
Xinhua (Zibo) Property Limited company ~ Zibo Shandong Development of real estate Zhang Daiming 567705933

Development Co., Ltd.
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h. RABEAFRERERSH(Z) 9. Related Party Relationships and Transactions
(continued)
(=) FABWAREE) 1) Related Party Relationships (continued)
2. FLAE] (&) 2. Subsidiaries (continued)
@) FRAMEMEERR 2 registered capital of the subsidiaries and their
H#t changes
FARERE wE FNeE . 3:2 ) EEHY FXe@
Balance at Balance
the beginning at the end of
Name of subsidiaries currency of the year Additions  Deductions the year
1 URHFEREESERLA AEE 48,499 - - 48,499
Shandong Xinhua Pharmaceutical RMB
Trade Co., Ltd.
2. IRHENEELNERELLNA AR 5,000 - - 5,000
Shandong Xinhua Pharmaceutical RMB
Import & Export Co., Ltd.
3 MEBMEBERHRARAF N 3,000 - - 3,000

Zibo Xinhua Pharmaceutical Design RMB
Institute Co., Ltd.

4, EEREREEEHERDA AR 2,000 - - 2,000
Zibo Xinhua drug store chain Co., Ltd.  RMB
5. IWRFTERGEBM) BRAF Bt 769 - - 769
Shandong Xinhua Pharmaceutical EUR
(Europe) GmbH.
6. MEHE —FENEEREARE Exn 1,500 - - 1,500
Zibo Xinhua — Eastwest usD
Pharmaceutical Co., Ltd.
7. MEHME - BNRHNEERAERE X 6,000 - - 6,000
Zibo Xinhua — Perrigo Pharmaceutical ~ USD
Co., Ltd.
8. MEHE(SK)BERRA ARE 130,000 100,000 - 230,000
Xinhua Pharmaceutical RMB
(Shouguang) Co., Ltd.
9. ME(LE)EXERAA AR - 20,000 - 20,000
Xinhua (Zibo) Property Development RMB
Co., Ltd.
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h. RABEFRERERSH(Z) 9 Related Party Relationships and Transactions
(continued)
(=) FABWAREE) (1) Related Party Relationships (continued)
2 FRE](E) 2. Subsidiaries (continued)
3) HF AR FAR ) 3) Proportion of shareholding in subsidiaries and the
K= R H changes
FRew 8% L B(%)
Amount of shareholding Proportion of
holding share shareholding(%)
EReH FNeE EXRIA FHLHI
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 IWEHMERZE  Shandong Xinhua
Z58B AR Pharmaceutical Trade

Co., Ltd. 48,499 48,499 100.00 100.00

2. IUEHEH|ZHE  Shandong Xinhua

HOBR Pharmaceutical Import &

NG Export Co., Ltd. 5,000 5,000 100.00 100.00
3 USTEHEE E L5t Zibo Xinhua Pharmaceutical

RERAR Design Institute Co., Ltd. 3,000 3,000 100.00 100.00
4. SBHEAREE  Zbo Xinhua drug store

E#HAERAE  chain Co., Ltd. 2,000 2,000 100.00 100.00

5. IIEHEHZ  Shandong Xinhua
(BvM) BB 227 Pharmaceutical

(Europe) GmbH. 500 500 65.00 65.00

6. B HE Zibo Xinhua

— & — Eastwest

BREMAR  Pharmaceutical Co., Ltd. 1,125 1,125 75.00 75.00
7OEEIE Zibo Xinhua

— BflE%E  — Perrigo Pharmaceutical

BREMFAR  Co, Lid. 3,006 3,006 50.10 50.10
8. ¥1Z 4% (Z%) Xinhua Pharmaceutical

BRRA (Shouguang) Co., Ltd. 230,000 130,000 100.00 100.00
0. ME(KE) Xinhua (Zibo) Property

F¥£EMAF  Development Co., Ltd. 20,000 — 100.00 -

3. AT 3. Associates
HRRELER SRRY 30 ] REHE E & EhEs BRUER  wREHA  AREERE
Type of Place of Principal Registered Proportion of  Proportion ~ Code of

Name organization  registration activities Legal person capital ~ shareholding of voting  organization

(%) ()

LRABHENZERLR EREAMLR LREHED BEX ERE

Shandong Zibo Limited company - Zbo Shandong ~ Manufacturing  Li Tianzhong 26,929 20% 20%  61328152X
Xincat Pharmaceutical

Company Limited

278 IR ERERGERL A

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED



A MR MEERRAS RIS - HUARY T IR

Unless otherwise indicated, all figures are stated in RMB’000
RIEFEHES LR RR

Prepared in Accordance with PRC Accounting Standards

PSRN ()

Notes to the Financial Statements (continued)

h. BRBEFREREXS (Z) 9.

Related Party Relationships and Transactions

(continued)
(=) FABRAREE) (1) Related Party Relationships (continued)
4. gyl v 4. Other related parties
MBS &8 A Bk B BEXATRABRZAINE bt 2 A
Related transactions Code of
Name of related party Relationship with the company organization
IWERFETERNBRDA X R — &) HEBNR=F 164113351
AR

Shandong Xinhua Industry & Under common control of ~ Sale of power and waste

Trade Company Limited parent company materials, and purchase

of raw materials

WERHFEFERCIAREERE  XA-SREE BREE R MR 75543013X
Shandong Xinhua Bobang Under common control of ~ Purchase of materials

Chemical & Industrial parent company

Company Limited
IWERHFEBH I IHROA ZR—& R A BRAE AR 720705295
Shandong Xinhua Wanbo Under common control of ~ Purchase of materials

Chemical & Industrial parent company

Company Limited
WE S B EH AR AT FRA-FATEH WED  HERE 61328152X

YO

Shandong Zibo Xincat Under common control of ~ Sale of power and

Pharmaceutical parent company lease properties

Company Limited
TS EE R ERR AR [SYNSIPE S ¢NC] HE BN RRERME 613291664
Zibo DSM Pharmaceutical Partially held Sale of power and

Company Limited by parent company Purchase of materials

(Z) BARXS 2) Related Party Transactions
1. EBKE 1. Pricing Policy

KRATFHE S B The price of sales of products to and purchases
B 2E o DA Ko 18 R of the materials from related parties is determined
BERMEME®RIZ based on the market price.

MSEIEREEER -
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Notes to the Financial Statements (continued)

h. RBEFREREXS (F) 9.

Related Party Relationships and Transactions

(continued)
(Z) FAmEHE) 2) Related Party Transactions (continued)
2. REYE 2. Purchase of materials
FERE 28
Amount of this year Amount of last year
WHHER XANE &8 L 61% o LE 1%
Nature of Proportion Proportion

Name of Related Party Transaction Amount (%) Amount (%)
LWRHETERNAER AR CIRMRAM
Shandong Xinhua Industry & ~ Chemical materials

Trade Company Limited and others 4,814 0.58 4,518 0.70
LWRAZBECIARAA (IR
Shandong Xinhua Wanbo Chemical materials

Chemical & Industrial

Company Limited 27,311 3.31 35,446 5.50
LERHAEFRCT IR

BREMERA
Shandong Xinhua Bobang Chemical materials

Chemical & Industrial

Company Limited 4,711 0.58 9,590 1.49
FHEREHEERLF  HARH
Zibo DSM Pharmaceutical Preparation

Company Limited materials 27,512 3.34 35,027 5.43
LWERAZERECIBRAR (IR
Shandong Xinhua Longxin Chemical materials

Chemical & Industrial

Company Limited - - 6,127 0.95
LRSI EERAE Em
Shandong Xincat Chemical & Pharmaceutical

Industrial Company Limited 29 - 221 0.03
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h. BABEFRERERR (&) 9 Related Party Relationships and Transactions
(continued)
(Z) FAmEHE) 2) Related Party Transactions (continued)
3. HEEY 3. Sale of goods
FERE FESE
Amount of this year Amount of last year
WHHEE ZAE &8 L f% G EE51%
Transaction Proportion Proportion

Name of Related Party contents Amount (%) Amount (%)
LWRHEIZRNEBERAR HEHN - - 933 3.31
Shandong Xinhua Industry &  Sale of power

Trade Company Limited
LWRHMETERNERRE HEZE 78 - 439 6.49
Shandong Xinhua Industry &  Sale of wastes

Trade Company Limited (water, gas, solid)
LWRFEBBCIERRA HEPD 1,494 0.05 1,914 6.79
Shandong Xinhua Wanbo Sale of power,

Chemical & Industrial waters

Company Limited
LWRFEBBCIERRF HEZE 2,264 0.13 1,191 17.63
Shandong Xinhua Wanbo Sale of wastes

Chemical & Industrial (water, gas, solid)

Company Limited
LWRFEBBCIERRF HERRE 1,468 - 653 —

Shandong Xinhua Wanbo Sale of sulphur
Chemical & Industrial

Company Limited
FHEEBHEERAT  HEDH 5,520 0.18 3,862 13.69
Zibo DSM Pharmaceutical Sale of power

Company Limited
WEEERENEERAA  HEPN 656 0.02 1,266 4.49
Shandong Zibo XinCat Sale of power

Pharmaceutical

Company Limited
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Notes to the Financial Statements (continued)

h. BRBEFREREXS (Z) 9

Related Party Relationships and Transactions

(continued)
(Z) FAmEHE) 2) Related Party Transactions (continued)
4. BEZER 4, Acceptance of guarantee
(1) fERPER (1) Loan guarantee
AN E AR A The Company entered into a loan contract with,
RITEEDITEE Qingdao Branch of Export-Import Bank of China
ERAETRARR with a contracted amount of RMB150,000,000
150,000F 7T 89 B K 17 for a period from 14 October 2009 to 13 October
#* - ERHIAE £2009 2011. The loan was guaranteed by the holding
F108148 2201146 Company of the Company’s parent Company,
10A13H - A& 2 A Shandong Hualu Holding Group Company Limited.
ZIERBRRERZER
SEERARREE
R o
The Company entered into a loan contract with,
R A B A B O Qingdao Branch of Export-Import Bank of China
RITEEDITEE with a contracted amount of RMB80,000,000 for
ERAERARS a period from 26 February 2010 to 26 February
80,000F 7t 89 B 3K 2012. The loan was guaranteed by the holding
&= BERHIME A2010 Company of the Company’s parent Company,
F2A26H £20124F2 Shandong Hualu Holding Group Company Limited.
R26H @B AAZ
ERBRRERIERE
EER QTR HEER -
5. BEHE 5. Lease of Assets
(1) EEHME () Lease-out assets
Name of Related Party THnE R TESHE LE&H
Nature of Transaction Amount of Amount of
RBARIE Transaction period current year last year
RS A ER EER AR FEHME
Shandong Zibo XinCat Lease of house — — 132
Pharmaceutical Company Limited
B EKIEREER AR BELME
Zibo DSM Pharmaceutical Lease of warehouse — — 2
Company Limited
@) BEMBA 2 Lease-in assets
RBS &8 ZTHtHE X 5 FEEH 3% ]
Nature of Transaction Amount of Amount of
Name of Related Party Transaction period current year last year
WRHEBEEERRETAA BARE EF 500 500
Shandong Xinhua Pharmaceutical Rent of house Whole year
Group Company Limited
IR EREROGERA A
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Notes to the Financial Statements (continued)

h. BRBEFREREXS (Z) 9

Related Party Relationships and Transactions

(continued)
(Z) FAmEHE) 2) Related Party Transactions (continued)
6. H x5 6. Other Transactions
1) [EREXERE - (1) Trademark Using Fee
RBSRE ABRZXHENE XESH LESHE
Amount of
Nature of current Amount of
Name of Related Party Transaction the year last year
WRHEREEEFGREE AR EIREAE
Shandong Xinhua Pharmaceutical Trademark 1,100 1,100
Group Company Limited using fee

RAR AN R A 8L R Pursuant to the Trademark License Agreement signed by
ERBEFAREET the Shandong Xinhua Pharmaceutical Group Company

A R1996F 12 A7
A& FEN(ERER

Limited and the Company on 7 December 1996, the
Company was granted the exclusive right to use the

FAIBEIEE LR trademark “Xinhua” (“Trademark”) by the Shandong
NEREEFEGRE Xinhua Pharmaceutical Group Company Limited for its
FATEERDTR existing and future products in and outside the PRC at
WA RERNHE K an initial annual fee of RMB600,000 increasing at the rate

BN E R BIGE
BfEmE BFF
& hB AR08 T
NESFEREARE
0BT BEEFEE
B ERAREI108
JCEF RN BN - 3%
HHRERREEE X
HEBEELER BEE
Wk AR -

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.

2 RREE B @) Service of rendering
MABA B8 ABXRAR xELT LtESE
Nature of Amount of Amount of

Name of Related Party Transaction current the year last year

HHT M BRI AR A A TERARS

Zibo DSM Pharmaceutical Design — 50
Company Limited

LWEREFERE(CIRBEERAA TERRS

Shandong Xinhua Changxing Design — 11
Chemical Equipment
Company Limited

IWEFZEBEF L IERAA TERARS

Shandong Xinhua Wanbo Design 5 —

Chemical & Industrial
Company Limited

WERHMERERDERAF
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Notes to the Financial Statements (continued) RIBFEETERRR
Prepared in Accordance with PRC Accounting Standards

h FABAFREREXSR(Z) 9  Related Party Relationships and Transactions
(continued)
(Z) BBWAEREBEHE (3) Current Account Balances with Related Party
1. HEEE T Kk 1. Related party transactions balance of assets
b5 classes
EREH FHLHE
Balance at the end Balance at the beginning
of the year of the year
REeE RRER REHE ERER
Provision for Provision for
WEE(RA) Name of Related Party Book balance bad debts  Book balance bad debts
FE e AR 3% Accounts receivable - - _ _
LWRMETE Shandong Xinhua Industry &

BRIAERRE Trade Company Limited 1,150 1,150 1,150 1,150
IWESBHES|%  Shandong Zibo XinCat

BRATF Pharmaceutical Company

Limited 138 - 274 -
ax Total 1,288 1,150 1,424 1,150
RftER Advances to Suppliers - - _ _
IWHRFHEEM(T  Shandong Xinhua Wanbo
BRAFE Chemical & Industrial
Company Limited - - 10,585 —
WE#HEEE( T Shandong Xinhua Longxin
BRAT Chemical & Industrial
Company Limited - - 1,757 —
WEHFETERMH  Shandong Xinhua Industry &

BRARAE Trade Company Limited 29 - _ _
A5t Total 29 - 12,342 -
Ht e Other Receivable - - _ _
WEHETERH  Shandong Xinhua Industry &

BRRAE Trade Company Limited 8 - 8 -
IWEHEERLT  Shandong Xinhua Wanbo

BRARFE Chemical & Industrial

Company Limited 11,324 11,324 — -
Ch Total 11,332 11,332 8 -
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h EABAFREREXSR(Z) 9. Related Party Relationships and Transactions
(continued)
(Z) BWAERERHE 3) Current Account Balances with Related Party
2 B EHEB T L KE 2. Related party transactions balance of liabilities
b5 classes
Fke® FYeHRE
Balance Balance
at the end at the beginning
RABAEE Name of Related Party of the year of the year
RS Accounts Payable
1 %%ﬁa‘élﬁﬁﬁfﬁﬁfﬁ General managing branch of
BRE DR Shandong Xinhua industrial
& trading Co., Ltd. - 934
il % HETIEWRMAMR Chemical reagent branch of
NS Frg R Shandong Xinhua industrial
PANG] & trading Co., Ltd. - 229
L %%ﬁ%%T@{tI Shandong Xinhua Wanbo
BRAR Chemical & Industrial
Company Limited 1,918 —
IR FEE BT Shandong Xinhua Bobang
BREERAA Chemical & Industrial
Company Limited - 2,165
B = Tﬁ ) %% Zibo DSM Pharmaceutical
BREA Company Limited 4,109 844
W %%ﬁ%ﬁﬁg{tl Shandong Xinhua Changxing
FEER DA Chemical Equipment
Company Limited - 76
iy ‘“T@%ﬁ i 285 Shandong Zibo XinCat
BRA Pharmaceutical Company
Limited 139 116
A5 Total 6,166 4,364
FU AR Advances to Customers
HHT =S T@ GlE Zibo DSM Pharmaceutical
BRA Company Limited 60 —
Iﬂ!ﬁﬁﬂ Other Payable
L B %EL%IJ & Shandong Zibo XinCat
ERA Pharmaceutical
Company Limited 1 1
IWEFHERE({ THHE Shandong Xinhua Changxing
BRAA Chemical Equipment
Company Limited - 500
A&t Total 1 501
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Prepared in Accordance with PRC Accounting Standards

+. BHEFER 10. Contingencies
E 1E2010%F12A318 * A A Al & H The Company has no significant contingencies as at 31
MERSIBEEIE - December 2010.
+—.&KEER 11. Commitment
1. EEITHEERERBITH 1. Contracted for or Agreed-upon large-sum
XERLEMA arrangement
ER&HE ESNE]
HEEE ltems Contract Amount Amount Unpaid
BlEFTEIEH Innovation Zone 154,048 103,856
1 H E & Hutian park 3,800 1,953
DKIE H DK Project 20,698 3,629
Ak, e iR 2 B Pyrazolone Project 9,102 3,036
SE5IKEEIEIE B Waste Water Treatment Project 11,181 2,520
ELIE B Sulfuric acid project 21,900 5,905
Hib Others 49,413 11,359
&5t Total 270,142 132,258
2 BREELEREER & 2. Other than as disclosed above, the Company has no
1E2010%12A31H ' 47 other capital commitments as at 31 December 2010.
EHMBEBAREEER -
T+ REARFTHEER 12. Post Balance Sheet Date Events
# JJ:2010¢\1 2RA31H - AR A &EF The Company has no significant subsequent events to be
KENEREEARARBKSFR - disclosed at 31 December 2010.
+=. HttEEER 13. Other Important Events
#H IF2010F12A31H "R R EH The Company has no significant other events to be disclosed at
BEANHEMEEZEIE - 31 December 2010.
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REFHESTEARFE Notes to the Financial Statements (continued)
Prepared in Accordance with PRC Accounting Standards

TH.BARMBHREEEREHE 14. Main items’ notes of the Company’s financial
= statements

-1 3

1. & U B 3% 1. Accounts Receivable
(1) JEYS 3R 350 7 45 (1) Classification of Accounts Receivable

EXeH ENeE
Balance at the end of the year Balance at the beginning of the year
L1 4] LLfl% IR LLHl% k] £ 1% BRER L 1%
Bad debts Bad debts
Item Amount  Proportion% Provision  Proportion% Amount  Proportion% Provision  Proportion%

BEGEEANWEEHR

EREENEKERN
Accounts receivable

of individual amount

is significant, individually

provision for bad debts - - - - - - - -
BRAs
Subtotal of aging

combination 89,878 38.21 889 43.60 108,412 44,51 942 14.52
ERFHREEES
Combination with the

relationship between

trading partners 144,161 61.30 - - 129,595 53.21 - -
BRIAMELS
Combination for

special accounts - - - - - - - -
BENG
Subtotal 234,039 99.51 889 43.60 238,007 97.72 942 14.52
ERSEUTENEER

SHRERERR BN
Accounts receivable of

individual amount is not

significant, but individually

provision for bad debts 1,150 0.49 1,150 56.40 5,541 2.28 5,541 85.48

At

Total 235,189 100.00 2,039 100.00 243,548 100.00 6,483 100.00

BHSHEEANER Individually significant accounts receivable referred
8RB B IE5008 T to as individual accounts receivable with an
VA 80 R AR 3R - 4% amount over RMB5,000,000. The provision for
HEHSHEEANE bad debts have been made on aging basis as
WHRRETRE - K no impairment of individually significant accounts
BIRMETR - SR receivable was found after the assessing.
gﬂﬁ‘@%‘ii%’ﬂ%%ﬁ%iﬁ
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TH.BARMBHREEEREHE 14. Main items’ notes of the Company’s financial

B(E) statements (continued)
1. AR (&) 1. Accounts Receivable (continued)

(1) JEW IR 75 48 (48 ) (1) Classification of Accounts Receivable (continued)

1) HEF - RRER DN 1) Provision for bad debts according to aging
ERTIR IR EHBME analysis
I BR 3K

EREH FUeHE
Balance at the end of the year Balance at the beginning of the year
KA &F L B% HIRER 8 £ 1% EIRER
Proportion Bad debts Proportion Bad debts

ltem Amount % Provision Amount % Provision
TELAR
Within one year 88,673 98.66 445 107,026 98.72 526
125
1to 2 years 841 0.94 168 1,047 0.97 209
2-35
2 to 3 years 220 0.24 132 329 0.30 197
SEPAE
More than 3 years 144 0.16 144 10 0.01 10
At
Total 80,878 100.00 889 108,412 100.00 942

2) HER  EAEMA 2) Accounts receivable adopt other method for
EETIREREEHENE provision for bad debts
UG BR 3K
BENEE RESH BERE HEEA(%) HEFRE

Amount for

Clients Book balance bad debts Ratio(%)  Reason

BRZHREEAS
Combination with the relationship

between trading partners 144,161 — - -

2) BRI IE T 0E ) Please refers to Notes 4.7 for the policy of bad
R B K 5 debts. The accounts receivable which has been
70~ 7 o KNG [ZF U [a] X written off in previous year, recovered during the
BT [ B 1% 85 19 FE M year is RMB8,000 details as follows:

BRAN R IESTF T ©

3) K E FIZRE o Al AR (3) RMB4,702,000 of accounts receivable aged over
BB EEE T EE 3 years has been written off in this year according
B=F U FRENR to the Company’s accounting policy, detail as
A R4, 702F T - follows
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Prepared in Accordance with PRC Accounting Standards

TH.BARMBHREEEREHE 14. Main items’ notes of the Company’s financial

B(E) statements (continued)
1. AR (&) 1. Accounts Receivable (continued)

(4) FREW AR () At the end of the year, accounts receivable
TEFARA% (F balance do not include receivable due from
5%) K LK RBRG shareholders holding 5% inclusive or more of the
H R R EE (T R o Company’s voting capital.

5) F R JEY AR A R B BT (5) At the end of the year, the balance of accounts
AERERKIR S %R receivable due from the top five debtors is
BFAR#163,176F RMB163,176,000 accounting for 69.38% of the
JT ~ L #569.38% - total balance of accounts receivable.

Rz T
BERER HELFRE e# K L BiI%
Name of equity Relationship Amount  Aging proportion%
LWRHMERFEEFERAF 2EFLA 1R
Shandong Xinhua Pharmaceutical wholly-owned

Trade Company Limited subsidiary 118,315 Within one year 50.31
ISR I 2 (M) BIR A 7] ERFLE 1EHR
Shandong Xinhua Pharmaceutical Control subsidiary

(European) GmbH 16,750  Within one year 7.12
Mitsubishi Corporation R 1E AR
Mitsubishi Corporation Non-related parties 13,1283 Within one year 5.58
MEHE (Sx)BRAA 2EFLA 1-2F
Shandong Xinhua (Shouguang) wholly-owned
Pharmaceutical Company Limited subsidiary 8,898 1102 years 3.78
PEPSI COLA SALES&DISTRIBUTION JEREH A 1EAA
PEPSI COLA SALES&DISTRIBUTION Non-related parties 6,090  Within one year 2.59
A&t
Total 163,176 69.38
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Prepared in Accordance with PRC Accounting Standards

TN BAFIMBEREEREFE 14. Main items’ notes of the Company’s financial

B(E) statements (continued)
1. AR (&) 1. Accounts Receivable (continued)
(6) FREY IR R R (6) At the end of the year, the balance of accounts

JEWKEGRE 5 A HE receivables due from the related parties of
AR #145,310F T - RMB145,310,000 accounting for 61.79% of the
H B 561.79% » BHAT total balance of accounts receivable, details as
W follows:
H&EB BEAFRE &8 R H%
Name of equity Relationship Amount Proportion%
IWRFEBREEHER A A 2EFRA] 118,315 50.31
Shandong Xinhua Pharmaceutical wholly-owned

Trade Company Limited subsidiary
SETEETE — R ZERF AR

BEREERR 60 0.03
Shandong Xinhua-Eastwest Control subsidiary

Pharmaceutical

Company Limited
L (X)) BRAA 2EFRA 8,898 3.78
Shandong Xinhua (Shouguang) wholly-owned

Pharmaceutical subsidiary

Company Limited
LU BRI 2 ) 2% (BN AR A7) ERF AR 16,750 7.12

Shandong Xinhua Pharmaceutical Control subsidiary
(European) GmbH

IR ETERMHERRA A B Ath B B 1,150 0.49
Shandong Xinhua Industry & Other related
Trade Company Limited parties
WK S B RA R LSS 138 0.06
Shandong Zibo XinCat Associates
Pharmaceutical Company
Limited
&3t
Total 145,311 61.79
(7) JEU BRI AT (7) The ending balance of accounts receivable
SN R ER denominated in the foreign currencies is as
follows:
FReH FeR
At the ending of the year At the beginning of the year
SpERE % wEEX HEARW [R¥ HEX HEARE
Original Exchange Translated Original Exchange Translated into
Name of currency Currency Rate into RMB Currency Rate RMB
e
usb 11,257 6.6227 74,552 14,136 6.8282 96,523
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TH.BARMBHREEEREHE 14. Main items’ notes of the Company’s financial
BE statements (continued)

-1 3

2. 3 fih FE I 2R 2. Other Receivables
(1) H it JEUYC K 53 45 (1) Classification of Other Receivable

EXeH ENeE
Balance at the end of the year Balance at the beginning of the year
o1 &| LLfl% IR LLHl% k] £ 1% BRER L 1%
Proportion Bad debts  Proportion Bad debts Proportion
Item Amount % Provision % Amount  Proportion% Provision %

BEGEEANWEEHR

BREENEMERT 11,324 13.48 11,324 60.71 - - — -
Other receivable of individual

amount is significant,

and individually provision

for bad debts
HRis 8,849 10.53 7,328 39.29 8,084 8.48 7,188 100.00
Combination of aging
AR FURREAR 62,079 73.91 - - 93,505 88.30 - -
Combination for

transaction partner
BHRAELEAS 1,750 2,08 - - 3,406 322 - -
Combination

for special amounts
BANE 72,678 86.52 7,328 39.29 105,895 100.00 7,188 100.00
Subtotal
BEGEETEAEBES

REREBNH bR - - - - - - - -
Accounts receivable of

individual amount is not

significant, but individually

provision for bad debts

AL
aa

Total 84,002 100.00 18,652 100.00 105,896 100.00 7,188 100.00

BIHSEEANEHAMD Individually significant other receivable referred to
ERHRRBEEBEARE as individual other receivable with an amount over
5008 JT LA E A E b RMBS5,000,000. The provision for bad debts have
W EHEES been made on aging basis as no impairment of
DN oY individually significant other receivable was found
EITRTE - RERR after the assessing.

B R WHERBERR

SERTIR B AR AEM o
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TH.BARMBHREEEREHE 14. Main items’ notes of the Company’s financial

B(E) statements (continued)
2. HMEH(Z) 2. Other Receivables (continued)
(1) H At Y 745 (48 ) (1) Classification of Other Receivable (continued)
1) FREBESEEAL 1) Other receivable of individual amount is significant,
BEITIREREED and individually provision for bad debts
H A [ W 5K
ok IRE i BESE HERG(%) HEER
Amounts of
Clients Book amount bad debts Ratio (%)  Reason
LWRHAEERCIBRAA ZREGRENZEAR
Shandong Xinhua Wanbo Chemical & 11,324 11,324 100.00  Consider of solvency
Industrial Company Limited and full provision for
bad debts
2) AT RERER T 2) Provision for bad debts according to aging
ERTRERERNE analysis
1t JRE KK
FReH FUEE
Balance at the end of the year Balance at the beginning of the year
HH &8 e B1% R R g Lt B1% BRER
Proportion Bad debts Proportion Bad debts
ltem Amount % Provision Amount % Provision
1ELAA
Less than 1 year 991 11.20 4 1,760 19.59 8
1-2%
110 2 years 668 7.55 134 10 0.1 2
2-3%
210 3 years - - - 92 1.03 56
SEME
More than 3 years 7,190 81.25 7,190 7,122 79.27 7,122
At
Total 8,849 100.00 7,328 8,984 100.00 7,188
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PSRN ()

Notes to the Financial Statements (continued)

T BAFIMERRERRAE 14.

Main items’ notes of the Company’s financial

B(E) statements (continued)
2. HMERH(Z) 2. Other Receivables (continued)
(1) H b N 745 (48 ) (1) Classification of Other Receivable (continued)
3) e EHAEMA 3) Other method for provision bad debts of accounts
ERTIR IR EHBME receivable
B R
IREER A HIE&
Book Amounts of
HeawiE Name of combination balance bad debts
HRZHRBPEREE Combination with the
relationship between
trading partners 62,079 —
BRRIENEHEE Combination for special
accounts 1,750 —
&5t Total 63,829 —
@) FREMBEY G rEE 2) At the ending of the year, other receivables do
RS R D E5% not include receivable shareholders holding 5% or
(86%) 4 _|FF R more of the Company’s voting capital.
HEIR R BT X5 o
3) FERE M FEW bR 5E 3) At the end of the year, the top five balances of
B 75 9 A i E K other receivables are RMB81,145,000 accounting
A2 L HNANERE K for 96.60% of the total balance of other receivable,
81,145F T * 1k B M E details as follows:
e 7% 48 BE 5996.60%
BRI -
BiaR BELFRE &8 BF EEELA% HERAF
Name of equity Relationships Amount  Aging Proportion%  Nature or Content
MENZ () AR 2EFRHE 1EL R R
Xinhua Pharmaceutical wholly-owned 50,000  Within one year 59.52  Current amounts
(Shouguang) subsidiary
Company Limited
LWRHEREEHERAA 2EFAA 1-3% TR
Shandong Xinhua Pharmaceutical ~ wholly-owned 12,020 1-8 years 14,31 Current amounts
Trade Company Limited subsidiary
WRHEESBILIERAA Hth@sR 1ENUR TR
Shandong Xinhua Wanbo Chemical ~ Other related parties 11,324 Within one year 13.48  Current amounts
& Industrial Company Limited
[EREMER FEHA SENE FEREMEN
Rebate of income tax Non-related party 6,196  More than 3years 7.38  Rebate of income tax
HEMERERARARL A 2EFRH 1-3F ERF
Zibo Xinhua Pharmaceutical wholly-owned 1,606  1-3years 191 Curent amounts
Design Institute Company Limited  subsidiary
A3t
Total 81,145 96.60
IWRFERERBGERD A
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T BAFIMERRERRAE

B(E)

2. Hftn FE U 3% (4F)

4

F KA M EW T EREE
o EUG B 7 3R

Bat A K #73,403TF
TT 15 E Y EU S AE
BE6787.38% + B AL

14.

A ISR M BRAS RIS BA SN - SIUARB T AR

Unless otherwise indicated, all figures are stated in RMB’000

RIS o B & S 2 R AR

Prepared in Accordance with PRC Accounting Standards

Main items’ notes of the Company’s financial

statements (continued)

2. Other Receivables (continued)

(4) At the end of the year, the balance of other
receivable due from the related parties is RMB73,

408,000 accounting for 87.38%

of the total

balance of other receivable, details as follows:

7
L Rk HBENTFIRE &8 GBI %
Name of Company Relationships Amount Proportion%
IIERFTER LT HHRA A 2EFRAA
Shandong Xinhua Pharmaceutical wholly-owned

Trade Company Limited subsidiary 10,220 1217
L3RBT EE B K A 2ETRA
EREMFELDT
Shandong Xinhua wholly-owned
Pharmaceutical Export & subsidiary
Import Company Limited 36 0.04
S E A EBHER AR 2ETRA
Zibo Xinhua Drug Store Chain wholly-owned
Company Limited subsidiary 165 0.18
B ERERARBRAA 2EFRA
Zibo Xinhua Pharmaceutical wholly-owned
Design Institute subsidiary
Company Limited 1,605 1.91
JETERTE — PR s ZERFRF
EREMELDT
Zibo Xinhua Control subsidiary
— Eastwest Pharmaceutical
Company Limited 63 0.08
I (FH) BRAF 2ETRA
Xinhua Pharmaceutical wholly-owned
(Shouguang) Company Limited subsidiary 50,000 59.52
IR ESIHLCTHRAF H A B Bt
Shandong Xinhua Wanbo other-related
Chemical & Industrial parties
Company Limited 11,324 13.48
A&t 73,4083 87.38
3. REKRIERS 3. Long-term equity investment
(1) RAIRIERE (1) Long-term equity investment
FREH FmeHE
Balance Balance
at the end at the beginning
- =] Items of the term of year
B AR E Using cost method
RHRERE 348,475 223,124
RiEmERE Using equity method
RHRAERE 16,620 27,992
RHRERES Total long-term equity
investment 365,095 251,116
B REARAE Less: provision for impairment
BREREER loss of Long-term
equity investment - —
RUBRERERE Net amount of Long-term
equity investment 365,095 251,116

LR ERERDERAF
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TH.BARMBHREEEREHE 14. Main items’ notes of the Company’s financial

B(E) statements (continued)
3. RUIBIERE (&) 3. Long-term equity investment (continued)
@) R E - 1w Ek @) Using cost method and Equity Method
BREELER BRILA  RRELH NaeH Fned FERM XEED FXeE FERSHA
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
BEERE

Using cost method
1. URFEBEES
BRAE
Shandong Xinhua
Pharmaceutical
Trade Co., Ltd. 100 100 48,582 48,582 - - 48,582 -
2. EEMEBEDRHR
BRAR
Zibo Xinhua
Pharmaceutical
Design Institute
Co., Ltd. 100 100 3,088 3,038 - - 3,038 -
3 EEREAEEEH
BRAR
Zibo Xinhua drug
store chain Co., Ltd. 100 100 2,159 2,159 - - 2,159 -
4. IRHESIEEN)
BRAR
Shandong Xinhua
Pharmaceutical
(Europe) GmbH. 65 65 4,597 4,897 - - 4,597 -
5. EENE —ThEHE
BREFAA
Zibo Xinhua -
Eastwest
Pharmaceutical
Co., Ltd. 75 75 9,008 9,008 - - 9,008 -
6. EEME — BFSHE
BREMATF
Zibo Xinhua
— Perrigo
Pharmaceutical
Co. ,Ltd. 50.10 50.10 24877 24,877 - = 24,877 3,607
7. ERIE(ER)
BRAE
Xinhua
Pharmaceutical
(Shouguang)
Co., Ltd. 100 100 230,713 130,713 100,000 - 230,713 -
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TH.BARMBHREEEREHE 14. Main items’ notes of the Company’s financial

B(E) statements (continued)
3. RUIBIERE (&) 3. Long-term equity investment (continued)
@) R E - 1w Ek @) Using cost method and Equity Method (continued)
BREELER BRILA  RRELH NaeH Fned FERM XEED FXeE FERSHA
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

8. WERHMERZEEL D
EREARR
Shandong Xinhua
Pharmaceutical
Import & Export
Co., Ltd. 100 100 5,501 150 5,361 - 5,501 43
9. ME(HH)BZ
ARAT
Xinhua (Zibo) property
development
Co., Ltd 100 100 20,000 - 20,000 - 20,000 -
It
Subtotal - - - 223,124 125,351 - 348,475 3,560
BRERH
Using equity method
1 ILRFERENT
BRAA
Shandong Xinhua
Longxin Chemical
& Industrial
Company Limited 40 40 10,000 9,646 - 9,646 - -
2. IWRHERENIR
BRAR
Shandong Xinhua
Changxing
Chemical
Equipment
Company Limited 35 35 7,700 3,986 - 3,986 - -
3 WEREBHENE
BRAR
Shandong Zibo XinCat
Pharmaceutical
Company Limited 20 20 10,179 14,360 5,260 3,000 16,620 3,000
Pt
Subtotal - - - 27,992 5,260 16,632 16,620 3,000
At

Total - - - 251,116 130,611 16,632 365,095 6,560
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REPEHASHEARR

Prepared in Accordance with PRC Accounting Standards

T BAFIMERRERRAE 14.

PSRN ()

Notes to the Financial Statements (continued)

Main items’ notes of the Company’s financial

L J&=)) statements (continued)
3. RUIBIERE (&) 3. Long-term equity investment (continued)
G  HEEDLE - HEL 3) Investment in Joint Ventures and Associates
FRE
BRLA FARLA X X X FEER
#RERLER (%) (%) RESE RiE#E BREAN 1981 ] SERHE
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
RELR
Joint Ventures
WREEREHEERRA
Shandong Zibo XinCat
Pharmaceutical Company Limited 20 20 130,345 62,529 67,816 210223 26,299
4 ARARHY ﬂi fé{ KE (4)  No provision for impairment has been made and
Tﬁ; = 7%1/5 77// ’ * no evidence indicates any impairment of long-term
f;%ff KA & 16 # equity investment of the company.
4, BERWBA -EBXREF 4. Operating Income and Operating Costs
(1) BRUA - ERAE (1) Operating Income and Operating Costs
XESH TFEH
Amount of Amount of
I5H Item this year last year
FEEBBA Income for main operation 1,619,366 1,518,969
HabEBBA Income for other operation 46,844 40,332
N Total 1,666,210 1,559,301
FTEEER A Cost for main operation 1,313,803 1,192,036
H b FE KA Cost for other operation 57,083 47 754
EERAEET Total 1,370,886 1,239,790
IWRHFERNERDERA T
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Notes to the Financial Statements (continued) REFEST AR
Prepared in Accordance with PRC Accounting Standards

TH.BARMBHREEEREHE 14. Main items’ notes of the Company’s financial

®|(E) statements (continued)
4. BRI BXRF(E) 4. Operating Income and Operating Costs (continued)
@) FERBFRAKLE — %) Income and Costs from Main Operation-Classified
EmIIE by Products
r 33 ] rEeE
Amount of this year Amount of last year
A 2% A B%
ERER Types income cost income cost
R Bulk Pharmaceuticals 1,193,360 955,359 1,104,781 840,044
HevRBRERD Including:  Export sales 809,590 623,100 745,847 589,351
ST Preparations 425,876 358,314 414,111 351,915
LI REM Chemical and
others 130 130 77 7
A Total 1,619,366 1,313,803 1,518,969 1,192,036
B  HhEEFREEK (3 Operating Income from top five customers
AR
H2EE %
XESHE WA K EE 51(9%)
Amount of
EFEB Name of customers this year Proportion (%)
Pepsi-cola int I. 88,183 5.29
BT ES 2% (BUM)  Shandong Xinhua
ARAQF] Pharmaceutical Trade
Co., Ltd. 52,419 3.15
FH2HEREAR AT Bayer Healthcare Co., Ltd. 47,855 2.87
Perrigo 30,787 1.85
Indukern chemie ag Indukern chemie ag 28,044 1.68
CEl Total 247,288 14.84
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Notes to the Financial Statements (continued)

T BAFIMERRERRAE 14.

Main items’ notes of the Company’s financial

®|(E) statements (continued)
5. BrERE 5 Investment Gain
(1) R E Wz K5 (1) The source of investment gain or loss
XESH rE28
Sources of Investment Amount of Amount of
EERBTBRSHKRIE gain or loss this year last year
R EZED Long-term equity investment
R EAIR R4 & W es income accounted for using
equity method 5,260 4,912
BEAAHEESR Investment income from
A EHRERES Available-for-sale financial
B Wz assets during the period of
ownership 2,994 2,996
REAHEESRH Investment income from
BEDNGNRE R = disposal of
Available-for-sale
financial assets 54 —
FRAEDA Dividends from subsidiaries 3,550 2,004
&5t Total 11,858 9,912

2) B FEER R AR ) Income from long-term equity investments
R E Wz accounted for using equity method
HE XFERHE e FEL FFERRBSHNHREE
Amount of Amount of
Items this year last year The reason for change
IR EEECIAERA A BREFAEEEA
AR EeHEE
Shandong Xinhua longxin - (197) Transferred according to the
Chemical Industry Co., Ltd. intention of holding financial
assets available for sale
WRFERE(TIRME BEFAEEBEEA
BRAF] AfHESREE
Shandong Xinhua Changxing - 451 Transferred according to the
Chemical Equipment intention of holding financial
Co., Ltd. assets available for sale
I ERETE #TE I 2GR A A WIREBLOFREE b
Shandong Zibo Xincat 5,260 4,658 Net profit changes
Pharmaceutical Co., Ltd. in the investee
At
Total 5,260 4,912
RR AR E W s H U

B N FEERRE -

There is no significant restriction on the returns of
investment income.
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Notes to the Financial Statements (continued)

T BAFIMERRERRAE

BE)
6. BARNREEBRRWERH
A

Item
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Prepared in Accordance with PRC Accounting Standards

14. Main items’ notes of the Company’s financial

statements (continued)

6. Supplementary information on the Company’s cash

flow statement

FERE

Amount of this year

L58%

Amount of last year

1. BBHEAGEEEIHRLRE 1. Reconciliation of net income to

FHE
e BEREER
EEBENE
EVEERR
REFTEE EVAEAN
A RBAENAR
(WAL () JE51)
DrBEEEDRS
(M bAT() 52 3851)
SBER (RE AL H51)
RERK R IAL()E5)
ELFERAENRSD
(SRACAT()J5EF))
BEAMERABEM
(B BAT() JE51)
FRAED (FHAT()E5)
e B o)
(CEIAT()E5)
BB R R
CRLLAT()J5851)
BeRPELNRERERR
2 RERALKTH
EXRRUNERED:
EBBREAR
—FRIBNTEARAE
BERAEEAE
. ReRASERNIBLBNA
e NHRERE
B BENBRNHBE
e REEENNBRER
B REEENNBNGE
R RAEEEMFRNE

cash flows from operating activities

Net profit 65,485 98,893
Add: Provisions for impairment loss of assets 24,267 (88)
Depreciation of fixed assets 99,078 104,617
Amortization of intangible assets 4,812 4,479
Losses on disposal of fixed assets, intangible 13,010 16,512
assets and other long-term assets
(or bracket: gains)
Profit or loss from changes in fair value — (7,379)
(or bracket: gains)
Financial expense (or bracket: gains) 24,772 27,148
Investment loss (or bracket: gains) (11,858) (9,912
Decrease in deferred tax assets
(or bracket: increase)
Increase in deferred tax liabilities (8,523) 9,031
(or bracket: decrease)
Decrease in inventories (or bracket: increase) (64,926) (14,231)
Decrease in operating receivables (92,348) (17,958)
(or bracket: increase)
Increase in operating payables 24,064 113,802
(or bracket: decrease)
Net cash flows from operating activities 77,833 324,914
2. Significant investing and financing activities
not involving cash receipt or payment:
Conversion of debts to capital - -
Convertible bonds due within one year - -
Fixed assets acquired on finance lease - -
3. Changes in cash and cash equivalents: - -
Ending balance of cash 245,721 259,613
Less: beginning balance of cash 259,613 140,632
Add: ending balance of cash equivalents - -
Less: beginning balance of cash equivalents - -
Net increase in cash and cash equivalents (13,892) 118,981

LR ERERDERAF
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Notes to the Financial Statements (continued)

TH #REH
1. FEERAGE 1.

15 Supplementary information

Statement of Non-recurring profit and loss

ERPEEFFEREEZE
S(AMBITEENRATEE
WEMRBEQNEE1H — 3k
R M 18 28(2008) ) HY AR E
KR E2010%F FFEae & 118

According to China Securities Regulatory Commission,
“public offering of securities of the Company Disclosure
interpretative bulletin No. 1 - Extraordinary (2008)”
requirement, the company in 2010 non-operating gains
and losses as follow:

UK -
P31 ] 528 R
Amount of Amount of
HH Items this year last year ~ Notes
(=) FRPHEERERZ Gains and losses, including the write-off (13,025) (17333 EREETAERL
BEBHRAEREER portion of provision for impairment Loss of disposal of
HR TS loss on assets fixed assets
(Z) FAEHBROBGE Government subsidies in profit and loss 7,336 2,568 WEIMGAEHEBRE
BEAAIELLEBEY of the year, but except for the KB
DR HEBXEK subsidies that are closely related to Received government
BE RB-TEETH the Company's normal operations, in subsidies reckon into
YTEREZTH ling with national policies and current term
BRI : regulations, and subsidies in
accordance with certain standards of
quotas or quantity that the Company
continually enjoys
(Z) BEREEREE%HKIEE  Except for the nomal operations 3,049 10586 RHALELAEEEDR
NEREDREZHN associated with the Company effective A HELBEENL
BERSUHLREE hedging business, gain or loss held- Change in fair value
RoteREBELN for-trading financial assets, held- foreign exchange
MEEZHER for-trading financial liabilities, as well forward contracts &
NREBRER MR as incomes gains from the disposal dividends of held-for
EE QHEEREERN of held-for-trading financial assets and sale financial assets
AHEEECREEREN financial liabilities and available for sale
BE Y of financial assets
() BragBEzOEMEE  Inadditon to the above the non- (868) (1,767)
Y ONIF operating income and expenditure;
Ch Total (3,508) (5,946)
o FGHyE Less: Income tax effect 1,530 897
FEELIRRSH Total non-recurring net gain or loss (5,038) (6,843)
£ SBRELARE Including:  attributable to shareholders (5,058) (6,815)

of the Company
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Notes to the Financial Statements (continued) RIEPEIE B RR
Prepared in Accordance with PRC Accounting Standards

+R#HRESIHE(E) 15 Supplementary information (continued)
2, BAsh e et =R T & et B 2, Accounting data differences due to the accounting
=R standards
R R RRIE SN R E R B 1R The differences in net income and net assets in
H B St 2E BI B R oY B TS 3R accordance with foreign accounting standards and
ERFMEMFEEEZRT Chinese accounting standards are details as follow:
RAT
BHE BEE
Net profit Net assets
TERE L5488 FEQH TESE
Amount of Amount of Amount of Amount of
EH Items this year last year this year last year
RENEHERSBEHAT  According to foreign accounting
standards 101,299 99,687 1,686,222 1,644,503
EERR Adjustments
1. EmEREEEE 1. Revaluation of assets on listing - - (21,300) (21,300)
2 EffAENE 2. Additional depreciation of revalue
assets depreciation 1,432 21,300 21,300
3 HEERS 3. Education provision 1,362 1,421 (11,410) (12,772)
4 ERFBHYE 4. Impact on deferred income tax (204) (428) 1,712 1,915
5 FARIRBENS:T &S 5. Provision for staff bonus made
REME TR by subsidiaries in accordance
with Chinese Accounting
Standards - 132 - -
6. A S EE Y HER 6. Ibuprofen project
financial incentives (5,200) - - -
EERBG Subtotal of adjustments (4,042) 2,557 (9,698) (10,857)
R(EEEE Amount according to ‘Accounting
FERAA Standard for Enterprises’
attributable to the Company 97,257 102,244 1,676,524 1,633,646
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+R#HESEHE 15 Supplementary information (continued)

3. PREKSERBRIKS 3. Return on equity and earnings per share
ERTPBEFLEEEREZE According to China Securities Regulatory Commission,
S(RARBITESFNATER “public offering of securities of the company Information
WREBRAENR — FE Disclosure Rule No. 9 - ROE and earnings per share
ERmENMERIENTE calculation and disclosure (2010 Amendment)”
M T (2010F B 5])) MR requirement, “the year 2010, the weighted average net
TE ¢ AN A R)20106F [ 0 F Company Return on assets, basic earnings per share and
HFEEREE BEXFR diluted earnings per share are as follows:
WamFBmEERKENT

SRk
Earnings per share

miEFy

PEAEWRE EFISREKE HESKKS
weighted

average Basic Diluted

Profits of the Return on earnings earnings

& FE reporting period equity per share per share

SN SN Net profit attributable to of

EopE ] e the Company shareholders 5.81% 0.21 0.21
M IEREHE257%  Net profit after deducting

BRENEARRE non-recurring gains

7% ) and losses, attributable
to shareholders of the
Company 6.11% 0.22 0.22
8. MRS E 16. Approval of Financial Statements
$%ﬁ‘%iﬁ%\7§§3011¢3ﬂ185 BAR The Financial Statements have been approved to report by the
REZEECHERDL - Board of Directors on 18 March 2011.
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Documents Available for Inspection

i) HEEER UKEAEA UBE i) Financial statements for the year ended 31 December 2010
RERUWEENDETRE - signed by the Chairman of the Board, the financial controller of

the Company and appropriate accounting staff.

(ii) HEGMELSTEE HFfes (ii) Financial statements for the year ended 31 December 2010
M2 EEMNETRERME - signed by the Certified Public Accountants both from domestic

and international auditors with their respective company seals.

(iii) WMERANCPEEFESETHRA L (iii) All original copies of the Company’s announcement and
AHABEBNAME AR XHEMNIER Company’s documents made in newspapers designated by the
RAGEMER - CSRC in the reporting period.

(iv) KRB CRBIER) (iv) The Articles of Association of the Company.
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