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Information disclosed under the
requirement of CSRC

Self-examination for Standardization

The corporate governance practice implemented by the
Company has complied with the rules and requirements of
corporate governance required to be observed by listed
companies in the PRC.

Status of Independence

The Company is independent of its controlling shareholder
in respect of its business, assets, management, institutions
and finance. The Company’s production and operation are
also independent.

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

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

(i)  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.
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Information disclosed under the
requirement of CSRC (continued)

Status of Independence (continued)

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

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

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, moral standard,
coordination ability, working ability and sense of responsibility.
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 clearly sets out their job nature, scope of
responsbilities and has established a corresponding incentive
and penalty scheme to reward and sanction the Senior
Officers.
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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 (including the Independent
Non-Executive 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 2006.

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.
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2. Information disclosed under the
requirement of 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”)

The Board of Directors

(1) The Board consists of

Directors
Ms. Guo Qin (Chairman)
Mr. Liu Zhenwen

(Non-executive director, appointed on 9 June 2006)
Mr. Ren Fulong

(Executive director, appointed on 9 June 2006)
Mr. Zhao Songguo (Executive director)
Mr. Ma Yong (Non-executive director)
Mr. Dai Qingjun (Independent non-executive director)
Mr. Mok Chung Kwan, Stephen

(Independent non-executive director)
Mr. Xu Guojun (Independent non-executive director)
Mr. Sun Minggao (Independent non-executive director)
Mr. He Duanshi

(Predecessor director, retired on 9 June 2006)
Mr. Liu Congde

(Predecessor director, retired on 9 June 2006)

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

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.
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() BEBEEERMSTHRER 2. Information disclosed under the

AFAMHEES LR A requirement of Rules Governing the
HE 2 Listing of Securities on the Stock
Exchange of Hong Kong Ltd. continued)

EFg The Board of Directors (continued)

(2 EXFEER FLFEFE (2) During the year, the Board convened nine Board
HEAARRESTER ' & meetings. The details of Directors’ attendance at
EsHF LESEEFERM the six Board meetings are set out below:
T
EREgR EE2mR# sAaHE ZiEHE BE R
Name The number of Personally Commissioned Abesnt Remarks

participants to attend
;= 6 6 0 0
Ms. Guo Qin
B X 4 4 0 0
Mr. Liu Zhenwen
F1EH 4 4 0 0
Mr. Ren Fulong
s E/NEll 6 6 0 0
Mr. Zhao Songguo
RN 6 6 0 0
Mr. Ma Yong
BE® 6 5 1 0
Mr. Dai Qingjun
Ripe 6 5 1 0
Mr. Mok Chung Kwan,
Stephen
REE 6 5 0 1 BEHERE
Mr. Xu Guojun Absent
because of
abroad
L) 6 5 1 0
Mr. Sun Minggao
B iz 2 2 0 0
Mr. He Duanshi
2IntrE 2 1 1 0

Mr. Liu Congde
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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)

3)

Operation of Board

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 relevant 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.

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 the
strategies, and achieving the objectives and carrying
out the plans determined by the Board. The Board had
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
were further defined and the internal operation
procedures of the Board were standardized. Therefore,
the Board can fully perform its function as the decision-
maker of the Company. Further, the procedures for
the appointment of the General Manger were laid
down. The power, the scope of work, the working
procedures and the responsibilities of the General
Manager were specifically defined.
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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 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.

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.

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 of Mr. Dai Qingjun, Ms.
Guo Qin, Mr. Liu Zhenwen, 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 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 of the Remuneration Committee are
available upon request.
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Information disclosed under the
requirement of 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 2006, the Remuneration
Committee convened one meeting for the purpose of passing
the “Proposal of 2006 Annual Remuneration of Directors and
Supervisors” and the “Proposal of 2006 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 realized 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 of Mr. Dai Qingjun, Ms.
Guo Qin, Mr. Ren Fulong, 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) formulating the policy for the nomination of Directors
or Senior Officers and the standard for selection of
such individuals;

(b) preliminary selection of Director and Senior Officer
and submission of nomination proposals to the Board;

(c) reviewing the structure, size and composition (including
the skills, knowledge and experience of the members)
of the Board on a regular basis and make
recommendations to the Board regarding any proposed
changes;
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Information disclosed under the
requirement of Rules Governing the
Listing of Securities on the Stock
Exchange of Hong Kong Ltd. continued)

Nomination Committee (continued)

(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 or Senior Officers.

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

During the year ended 31 December 2006, the Nomination
Committee convened one meeting for the purpose of nominate
Mr. Liu Zhenwen and Mr. Ren Fulong as non-independent
director candidates, nominate Mr. Ren Fulong as the general
manager of the Company, nominate Mr. Fu Henggian as
deputy general manager of the Company, which were
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 2005 annual general meeting was
held on 9 June 2006.

In 2006, the auditors’ remuneration was as follows:

EKRAM (BE) G EHEMERAE

SHINEWING (HK) CPA Limited

Gk
ShineWing

20065 & 2005 &
USD75,000 USD75,000
USD45,000 USD45,000
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Information disclosed under the
requirement of 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 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, the Board has set out terms of reference of the
Audit committee, which define the authority and duties of the
Audit Committee.

The Audit Committee has to make sure that financial report
of the Company 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 of 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 discussed the auditing, internal
controls and financing reporting of the Company. The Audit
Committee has convened 4 meetings to review the audited
financial statements for 2005, the audited quarterly financial
statements for 2006 and the unaudited interim statements.
On 22 March 2007, a meeting was convened to review the
audited financial statements and results announcement for
2006.
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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 actively and earnestly carried out the work in
respect of the disclosure of information and investors relations
and nominated an individual to deal with investors relations
of the Company. 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 with investors and made
efforts in the improvement of the transparency of the Company
by way of performance reporting, publishing announcements,
launching company’s website, meeting investors and analysts
and answering to inquiries 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”.
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Information disclosed under the
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 Company’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 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
and that they consider such system to be reasonably effective
and adequate. The review covered all material controls,
including financial, operational and compliance 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 2006, 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.
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Information disclosed under the
requirement of Rules Governing the
Listing of Securities on the Stock
Exchange of Hong Kong Ltd. continued)

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 2006, 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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