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CORPORATE GOVERNANC

() BREPESETEXRES 1. Information disclosed under the

BH requirement of CSRC

REgEaE Self-examination for Standardization
HRPEAELTARRENRE The corporate governance practice implemented by the
M ARRIEARAEBBE Company has complied with the rules and requirements of
o corporate governance required to be observed by listed

companies in the PRC.

ASAER Status of Independence

RARERK  BAE - A8 - 1% The Company is independent of its controlling shareholder

B UEEFEEEREERES A - in respect of its business, assets, management, institutions

RAFIABE Y TENEELE L and finance. The Company’s production and operation are

71 also independent.

(1) HEEBIE ARAFER ()  The Company is mainly engaged in the business
ERE - ZENRESEER of development, manufacture and sale of bulk
BEE s "B R T Em - pharmaceuticals, preparations and chemical products.
FERBESEEATZMAR SXPGC undertook that for so long as SXPGC is
AIEGE  ENEBREEER regarded as a controlling shareholder of the Company,
AIEARRRIEEEREZES it will not engage in any business directly or indirectly
EHARE - BT g R EEMA in competition with the business of the Company.
HANBBEEESHERS
BT -

(2 HEEFA AREEES (i)  The Company has its own independent production
UWEERS  BEHEEZR and supplementary production system and vital
SR E R - BR[FE 2] auxiliary equipment. Apart from certain patent
FIEHRERRRES - A2 technologies and the trademark “Xinhua”, which are
AIEEERN KM T¥E owned by the controlling shareholder, the Company
- EFFRMERTLEE owns all of the other intangible assets such as industrial
MARRHEE + NRREAL property rights and know-how technologies used by
HERBENIEE R - the Company. The Company also has an independent

procurement and sales network.
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RNANCE REPORT (continued)

Information disclosed under the
requirement of CSRC (continued)

Status of Independence (continued)

(iii)

The Company is independent of its controlling
shareholder in respect of the management of its
workforce and their salaries. The Senior Officers of
the Company including the general manager and the
deputy general managers are paid by the Company.
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 Company is
also independent of its controlling shareholder in office
and production space.

The Company has an independent financial
department with an independent accounting and
financial management system. The Company also
maintains its own independent accounts with banks.

—TTRETH
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Information disclosed under the
requirement of CSRC (continued)

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
of the candidates’ individual character and ability to work in
coordination with others. Once appointed, the Board of
Directors would evaluate the senior officers periodically,
particularly in respect of achievements and their execution
of resolutions passed by the Board of Directors.

By analysing the duties of each of the Senior Officers, the
Company would establish incentive and control mechanisms
to draw distinctions between the Senior Officers’
responsibilities, rewards and sanctions.
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NANCE REPORT (continued)

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

CODE ON CORPORATE GOVERNANCE
PRACTICES

In the opinion of the Directors, the Company has complied
with all requirements as required under the Code on Corporate
Governance Practices set out in Appendix 14 to Listing
Rules for the year ended 31 December 2005.

INDEPENDENT NON-EXECUTIVE
DIRECTORS

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

The 4 independent non-executive directors of the Company
have submitted the 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
Stock Exchange during the reporting period. The Company
considers each independent non-executive director to be
independent from the Company.

—PEREEH
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(Z)RBEFEBASXHABMR 2. Information disclosed under the
AFLHHESF LHHRA requirement of Rules Governing the
e (2 Listing of Securities on the Stock

Exchange of Hong Kong Ltd. continued)

ITHAFIEERESET MODEL CODE FOR SECURITIES
BEFEXHMFETH (B TRANSACTIONS BY DIRECTORS OF
#FHD) LISTED ISSUERS (“MODEL CODE”)

ABERA - ARREHEMA—ET
1R i A8 BB 8% + P (R 2 <7
ADFrRIRENTTRTR - ERES
EWE  ARAERBREERE
SHEBTERMEFETESRRS
HRZEST RINFTE AR E -

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 enquiry 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.

EFY The Board of Directors
1) E=gHR (1) The Board consists of
EFE Directors
Eime (RESER) Mr. He Duanshi (Predecessor chairman)

21 E GEITER)

F EBEEER)

HIE (2005912 822H
BT PITES)

B ok (2005%F12F22H
BEE - ERITESE)
HER By IERNITES)
B (BUIERITES)

%®BE#E (2005F12H22H
BZT - BUIFERTES)

%M (2005912 822H
BEZAT - BUIFERTES)

=ER (200512 F22H
BT - RIFNITES)

B & (200512 F22H
BEE - BB IERTTES)

% #E (20059 12F22H
BET - BB IERITES)

B4R (2005F8H26H
Wal  RATES)

Mr. Liu Congde (Non-executive director)
Ms. Guo Qin (Chairman)

Mr. Zhao Songguo (Executive director, appointed on

22 December 2005)

Mr. Ma Yong (Executive director, appointed on

22 December 2005)

Mr. Dai Qingjun (Independent non-executive director)
Mr. Mok Chung Kwan, Stephen (Independent non-

executive director)

Mr. Xu Guojun (Independent non-executive director,

appointed on 22 December 2005)

Mr. Sun Minggao (Independent non-executive director,

appointed on 22 December 2005)

Mr. Gao Qinggang (Predecessor non-executive

director, retired on 22 December 2005)

Mr. Xiao Yu (Predecessor independent non-executive

director, retired on 22 December 2005)

Mr. Sun Hua (Predecessor independent non-executive

director, retired on 22 December 2005)

Mr. Lu Shengmin (Predecessor executive director,

removed on 26 August 2005)
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ANCE REPORT (continued)

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

The Board of Directors (continued)

During the year, the Board convened nine Board meetings.
The details of Directors’ attendance at the nine Board

HELEEESHAMT : meetings are set out below:

BUSEM® BENXH HEHE RiEHE ®E i &

Bz 9 9 0 0

He Duanshi

e 9 9 0 0

Liu Congde

BE 9 9 0 0

Guo Qin

IR 1 1 0 0

Zhao Songguo

K 1 1 0 0

Ma Yong

BER 9 8 1 0

Dai Qingjun

Hipp 9 6 2 1 (EXRRERE)

Mok Chung Kwan, (Absent because
Stephen of bad weather)

RELE 1 1 0 0

Xu Guojun

R 1 1 0 0

Sun Minggao

= E Ml 8 8 0 0

Gao Qinggang

H o m 8 8 0 0

Xiao Yu

" oOE 8 7 1 0

Sun Hua

BER 6 4 0 2 (EEA R EBRE)

Lu Shengmin (Absent for personal

reasons)

ZETREER
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Information disclosed under the

LFAHmBEFLETHRA requirement of Rules Governing the

HEE 2 Listing of Securities on the Stock
Exchange of Hong Kong Ltd. continued)

EFEE® @ The Board of Directors (continued)

3) E=FEH (3) Operation of Board

EEenBERRARTMK
REVEBE BEARAR
B - BiRNGETE  RERT
REREBEEER -BEFQ
REAZEREGBRA -
BTER CEM AR
(RRIER)RBERE © &
NGNS G ERiE =N 2
DT - EZEABESH K
HEEET  EESEQF
KEENBED A RAER
E e BRLEMBEIN  EFE
TABEARANEEME
2 RERBERKI - &
EENAEERKBERATE
BERENEERTEY
il € SR B 77 (A & 7] 32 B AR A
EBBREAE - ARAEE
BEREWNTEEERENE
B - BiRMES - EFEC
RRBHBEBBERER R
BEASN E ETRRALD
DRIFIE] TC(E =S TIEIF
Iy - IR THEIEDI) - &
—SPHEEEERENA
- RBEFTSANFTHFE
o R BREEESKER
RAEPOER - #E— AT
REEEE RBE - BKE
TEHRE R TR FrIA K 48
KIERES o

The duties of the Board are to create values for
shareholders of the Company, to confirm the strategies,
targets and planning of the Company, and to supervise
staff to ensure that the planned targets can be met.
The members of the Board work in accordance with
principles of honesty and diligence and comply with
all referred laws, regulations, the Articles of Association
of the Company and relevant requirements to maximize
the shareholders’ interests. With various measures of
internal controls and mechanism for checks and
balance, the duties of the Board and the management
of the Company are clearly prescribed. In addition to
the above duties, the Board is responsible for the
leadership and control of the Company and for
promoting the success of the Company. 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 implementation of the strategies,
objectives and plans determined by the Board. The
Board had formulated the Rule for the Operation of
the Board and the Rule for the Operation of the
Management according to the relative 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 was further made definite and
the internal operation procedures of the Board were
standardized to fully perform its function in decision
making in the operation of the Company, and the
selection of general manager of the Company as well
as the rights, underling institutions, working rules and
duties of the general manager were further reified.
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CE REPORT (continued)

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

Chairman and General Manager

The Chairman is responsible for providing leadership to the
Board and to ensure 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 the other Directors for inclusion in the agenda.

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

Term of independent non-executive
directors

The independent non-executive directors of the fifth Board
were appointed for a term of 3 years commencing from
22 December 2005.

—PEREEH
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requirement of Rules Governing the
Listing of Securities on the Stock
Exchange of Hong Kong Ltd. continued)

Remuneration and Examination
Committee

The Company has established a Remuneration and
Examination Committee (the “Remuneration Committee”),
which is a special working institution responsible to the
Board. The Remuneration Committee comprises of Mr. Dai
Qingjun, Mr. He Duanshi, Mr. Liu Congde, Mr. Xu Guojun and
Mr. Sun Minggao. The Remuneration Committee is chaired
by Mr. Dai Qingjun.

The Company has formulated the “Rules for Operation of the
Remuneration and Examination Committee”. The
Remuneration Committee is responsible for setting the policy
on the remuneration of Directors and senior officers of the
Company, determining the standards 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 of the Remuneration Committee are
available upon request.

During the year ended 31 December 2005, the Remuneration
Committee convened one meeting for the purpose of passing
the “Proposal of 2005 Annual Remuneration and Distribution
Methods of Directors and Supervisors” and the “Proposal of
2005 Annual Remuneration and Distribution Methods of Senior
Officers”, which were submitted to the Board for approval.
The said meeting was attended by all members of the
Remuneration Committee.

The remuneration of Directors, Supervisors and senior officers
of the Company is determined with reference to State policies,
the Company’s profit realized in the corresponding period,
individual achievement and the average income of local
residents determined in accordance with State policies.
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RNANCE REPORT (continued)

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

Nomination Committee

The Company has established a Nomination Committee (the
“Nomination Committee”), which is a special working
institution responsible to the Board. The Nomination
Committee comprises of Mr. Dai Qingjun, Mr. He Duanshi,
Ms. Guo Qin, Mr. Xu Guojun and Mr. Sun Minggao. The
Nomination Committee is chaired by Mr. Dai Qingjun.

The Nomination Committee is responsible for the following:

(a) setting the policy for the nomination of individuals
suitably qualified to become Directors or senior officers
and the selection standards and criteria for selection
of such individuals;

(b) preliminary selection of Director and senior officer
nominees and submission of nomination proposals
and recommendations to the Board;

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

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

(e) making recommendations to the Board on relevant
matters relating to the appointment or re-appointment
of Directors and senior officers, and succession
planning for Directors and senior officers.

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

—TTRETH

Annual Report 2005 37




N F e HR

CORPORATE GOVERNANCI

(D) REERBSXZMAR

AFILHHEEFELETRA
W' 2

REEEE »

REZARIRBAARATEY
Ko LT R 38 A B 2 B BL AT
BEBEFARTMEES N
R -

BE_ZTTRF+_A=1t—HL
FENRZEZESARN - RE=E
BET(ELEESFSHFBLESR
BANBER)MKELEEFSBTL
FHITESREANZR) AR
EXeHEEERAAEEARN
FI RN EFM R - 2K
BEHZNT &% -

1% B 6 BN &
NS AEE S ERAE =
=

TERFRTERBELER B
“EERFTZALREEARR
AEIMZBEI — B ARREEE
RBREEXDMN (FR) g5taE
BARRABRAR BRI E
b EHERR ST RFRITHN
—ETERFERFRRKRGLL -

ARBEETFREFKPNER
B 75 P R P I RTAD

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

Nomination Committee (continued)

The Nomination Committee selects and recommends
candidates for directorship by assessing the balance of skills
and experience appropriate to the Company’s business and
the position concerned.

During the year ended 31 December 2005, the Nomination
Committee convened one meeting for the purpose of passing
the “Proposal of Nominees of Non-Independent Directors for
the Fifth Board of Directors” and the “Proposal of Nominees
of Independent Non-Executive Directors”, which were
submitted to the Board for the drawing up of remuneration
policies and specific remuneration schemes of Directors and
senior officers. The said meeting was attended by all members
of Nomination Committee.

Auditors’ remuneration

PricewaterhouseCoopers has resigned as the international
auditor of the Company with effect from 7 December
2005 because the Company failed to agree with
PricewaterhouseCoopers on the audit fee payable for the
financial year ended 31 December 2005. The Board of the
Company agreed to appoint ShineWing (HK) CPA Limited as
the International Auditor until the 2005 annual general meeting
to be held in 2006.

The Company re-appointed Shine Wing as the Company’s
domestic auditor for the tenth successive year.
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NANCE REPORT (continued)

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

Auditors’ remuneration (continued)

In 2005, the auditors’ remuneration was as follows:

2005 E 20045
SRFM(FE) G EBHAERD USD75,000 —
ShineWing (HK) CPA Limited
Sk G EHRIEH AT USD45,000 USD41,000
Shine Wing

BE-TTRFT-A=+—AL
EEANRRBABREER
BHRY - FAARALHIAE
RIFEET R IR -

ERERE

ARREERE ETRRIB.21FR
YrERZER ([BEREZEE])
HBRKEBRNZEIIFNITE
Z(HEEHR HBEE EMHZ
EFEAR) BERZEBERIRER
REE -

ARREEG2RBLGMAE
HRORILEZZE RS -
ET(ERZECRAEHE) A
BREEGZEENBEMEL -

The fees paid to the Company’s auditors for the year ended
31 December 2005 were primarily for audit services as there
were no significant non-audit services provided to the
Company during the year.

Audit Committee

Pursuant to Rule 3.21 of the Listing Rules, the Company has
set up an Audit Committee (the “Audit Committee”) comprising
of four independent non-executive directors, namely Mr. Dai
Qingjun, Mr. Xu Guojun, Mr. Mok Chung Kwan, Stephen and
Mr. Sun Minggao. The chairman of the Audit Committee is
Mr. Xu Guojun.

By reference to “A Guide for the Formation of An Audit
Committee” published by the Hong Kong Society of
Accountants, written terms of reference which describe the
authority and duties of the Audit Committee were prepared
and adopted by the Board of Directors.
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ERZERE 9 Audit Committee (continued)
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The Board is responsible for having the accounts of the
Company prepared and the Audit Committee is responsible
for monitoring the integrity of financial statements of the
Company. In addition to the review of financial information
and statements of the Company, the terms of reference of
the Audit Committee provides that the primary responsibilities
of the committee includes being responsible for the
relationship with the Company’s external auditor, overseeing
of the Company’s financial reporting system, internal control
and risk management procedures. A copy of the terms of
reference of the Audit Committee is available upon request.

The Audit Committee has reviewed the accounting principles,
practices and methods adopted by the Company, and
discussed the auditing, internal control and financial reporting
in conjunction with management. The Audit Committee has
convened 4 meetings to review the audited financial
statements for 2004, the audited quarterly financial statements
for 2005 and the unaudited interim statements. Except for
Mr. Mok Chung Kwan, Stephen who failed to attend one of
the four meetings due to bad weather, the meetings were
attended by all members of the Audit Committee. On 23
March 2006, a meeting was convened to review the audited
financial statements and results announcement for 2005.
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RNANCE REPORT (continued)

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

Investors Relation

The Company vigorously and earnestly carried out the
activities in respect of the disclosure of information and
investors relation and nominated an individual to deal with
the affairs involved in investors relation. Meanwhile, the
Company strictly complied with the principles of truthfulness,
accuracy, completeness and timeliness in the disclosure of
information. The Company also enhanced the communication
and association with investors and made efforts in
improvement of the transparency of the Company by way of
announcements, company’s website, inviting investors and
analysts to visit the station of the Company and answers to
the inquiry of investors, 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”.

—TTRETH
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requirement of Rules Governing the
Listing of Securities on the Stock
Exchange of Hong Kong Ltd. continued)

Internal Controls

The Board is responsible for the Group’s system of internal
controls and for reviewing its effectiveness. The Board requires
management to establish and maintain sound and effective
internal controls. Evaluation of the Group’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
and that they consider such system to be reasonably effective
and adequate. The review covered all material controls,
including financial, operation and compliancce controls and
risk management functions.

Substantial Shareholders’ Interests in
Shares

Substantial Shareholders’ Interests in Shares Save as
disclosed above in “Changes in Share Capital and
Shareholder” and so far as the Directors, the Senior Officers
and the Supervisors of the Company are aware, as at 31
December 2005, 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 Part XV of the SFO,
or which was recorded in the register required to be kept by
the Company pursuant to Section 336 of the SFO.

SR E R RO B R F
42 Shandong Xinhua Pharmaceutical Company Limited




(D) RBEFEEBRSXAMAR

AFILHEEFELETRA
HE 2

EF EFEREREEA
EMRAEREER

BRIES  BEE - afEEABANE
IR —SET2EE  BEEER
REEBABREARAARMER
@M MRARES S RER
ABRESMMNE RZZTZTRF
+-A=+—8: ' REARFE
- BREBABREEEARA
RE [ SR REEER (E& R (GE
FH R HAE IEH) BXVER) KB - 48
B R/ ES RIGAME) 7
EEMERE EHRBAEED) &
XVEETMESH DR HE AR AR
BAMZHAEENERSAE (B
FERB(EHFRBERI)ZLEE
MATHEFELES  SREE
ABRESFHEBENERIOXE) » 5L
BIE (BHRIERN) F 3521585
EMRER AR TREH S DM
AR - IRE LT AR AIMT 8%
THHETRRESTETESRRS
FOIRZERR Rl | ZB AN E AN A R) R B B
RETRESSAE ©

(bl

m E R E a0

RNANCE REPORT (continued)

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

Directors’, Supervisor’s 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 2005, 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
Companies as contained in Appendix 10 to the Listing Rules.
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