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SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED

CORPORATE GOVERNANCE

COMPLIANCE WITH THE CODE ON CORPORATE GOVERNANCE PRACTICES

The Directors confirm that the Company has operated in compliance with the Code on Corporate Governance Practices set out in
Appendix 14 to the Listing Rules during the six months ended 30 June 2006.

AUDIT COMMITTEE

The Company has established the Audit Committee in compliance with Rule 3.21 of the Listing Rules.

The Audit Committee along with management have reviewed the accounting standards, principles and methods adopted by the Group,
and considered matters regarding auditing, internal control and financial reporting including the unaudited interim accounts for the
six months ended 30 June 2006.

The Audit Committee agreed to the accounting standards, principles and methods adopted by the Group for the unaudited interim
accounts for the six months ended 30 June 2006.

INDEPENDENT NON-EXECUTIVE DIRECTOR

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 one 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, details of their biographies were set out in the 2005 Annual Report of the Company.

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

During this reporting period, the Company has adopted a code of conduct regarding transactions by Directors on terms no less exacting
than the required standards set out in the Model Code, Appendix 10 to the Listing Rules. After having made specific enquiry in this
reporting period, no Director or Supervisor has infringed upon the requirements set out in the Model Code.


