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Management Discussion and Analysis
The board of directors (“Board of 95 THemE
Directors"()sand the sgpervison; Report of the Board of Directors
committee (“Supervisory Committee” e s
and each of the directors (“Directors”), 138 Eﬁ%éﬁiﬁéég . o
the supervisors (“Supervisors”) and the Environmental and social responsibility
senior management (collectively, the 151 exzemps
“Senior Officers”) of Shandong Xinhua Report of the Supervisory Committee
Pharmaceutical Company Limited 154 EEEIE

(the “Company”) hereby confirm that

) Important Issues
there are no false representations,

material omissions or misleading 168 mHms

statements contained in this report, Financial Report

and they, severally and jointly, accept 408 B

full responsibility for the truthfulness, Documents Available for Inspection

accuracy and completeness of the
contents of this report.

The chairman (Mr. He Tongqging),
financial controller (Mr. Hou Ning) and
the chief of the finance department (Mr.
He Xiaohong) of the Company hereby
declare that the financial report of the
Company for 2022 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

LFIRXEE

Chinese Name of the Company

NCES S0
English Name of the Company

LFEERERA

Legal Representative

EETuE

Company Secretary

BEEER

Telephone Number

HRRB

Facsimile Number

EWETIEHE

E-mail Address of Company Secretary

AT REM 4k
Registered Address

NGIE TN S
Office Address

BRBRES
Postal Code

ATFIE R E R L
Website of the Company

AERTFER
E-mail Address of the Company

BEAEEHEHRE

PRC newspapers for information disclosure

EAE R EEAL

Listing information

IR ERER D BRAR(AFL)
SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED
BRE

Mr. He Tongaqing

BERK
Mr. Cao Changqiu

86-533-2166666

86-533-2287508

CQCAO@XHZY.COM

hEARFME(HEDILRESER S RMEXMERICTR
Chemical Industry Area of Zibo Hi-tech Industry Development
Zone,Zibo City, Shandong Province, The People’s Republic of China
(the “PRC”)

PRI RESIEmSMEERKE IR
No. 1 Lutai Ave., Hi-tech Industry Development Zone, Zibo City,
Shandong Province, PRC

255086

http://www.xhzy.com

xhzy@xhzy.com

(BHER)

Securities Times

http://www.cninfo.com.cn
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Listing information

HB%
H Shares
s
Stock Short Name
K5
Stock Code

AB%
A Shares
&
Stock Short Name
K5
Stock Code

HREMBICEA

Date of First Registration

EHEEEICAY

Date of Latest Registration
s AT i B

Place of Registration
H—itEERARE

Unified Social Credit Code

RS
Auditors

i

PRC

DEERERE N (F)
COMPANY INFORMATION (continued)

ERMERHMARRNR

The Stock Exchange of Hong Kong Limited (“SEHK”)
IR R

Shandong Xinhua

00719

FINEHFZ ST
Shenzhen Stock Exchange
Rl

Xinhua Pharm

000756

199349 A30H
30 September 1993

2022%10A10H
10 October 2022

IWREEETMISEEEIRER
Zibo Municipal Administration of Market Supervision of Shandong
Province

91370300164103727C

SRR FIGE RN E TSP

EEaliN=Eull

P B b T RO R B S P K185k B 5 AEARESE
#4R:100027

ShineWing Certified Public Accountants (special general
partnership), 8/F., Block A, Fu Hua Mansion, 8 Chaoyangmen
Beidajie, Dongcheng District, Beijing 100027, PRC

SECCFFR [ URFEREROGERAA



4

DEERBRE N (F)
COMPANY INFORMATION (continued)

HEHARTHEEEREINERRE

Sponsors performing continuous supervision
responsibilities during the reporting period

BB

Legal Advisers
FiE

As to Hong Kong Law

hE

As to PRC Law

FEERBIT

Principal Banker

HEREfRBR L E

Share Registrars of H Shares

LFEHERME

Corporate Information Available at

FRIFRIDERAA]

R PR A FR 865k

REREA - BPE  TH

SEEEHEIR - 2022947130 —2023512A31H

Zhongtai Securities Co., Ltd.

Jingqi Road, Shizhong District, Jinan City

Sponsor representative: Bai Zhongfa  Wang Jing

Continuous supervision period: 13 April 2022-31 December 2023

5 AR T
ERES 2B ABRA3-595 = 01201
Charltons

12/F, Dominion Centre 43-59 Queen’s Road East, Wanchai,
Hong Kong

LR AR ST

bR MeAG R 775 E B R O35 IES4E
#45:100025

Jingtian Gongcheng Associates

34th Floor, 3 Building, Huamao Center, 77 Jianguo Road,
Chaoyang District, Beijing 100025, PRC

PRI TRRITIRD BR A B RIEXZ AT
FELLFRE ST T ORISR AR R E&25%

The Industrial and Commercial Bank of China Co., LTD, Zibo
Zhangdian Branch

2 Renmin Dong Road, Zibo City, Shandong Province, PRC

BEREZELARAR]

EBERRER183FE TR L7IE

Hong Kong Registrars Limited

17th Floor, Hopewell Centre, 183 Queen’s Road East, Hong Kong

WRHERERNERAREFTEWES
Secretariat to the Board of Directors
Shandong Xinhua Pharmaceutical Company Limited
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TR B BIE R E

SUMMARY OF FINANCIAL AND OPERATING RESULT

—. HEHRE 1. Financial Summary
1. RBRPEEHENRREIEMERN (1) Principal Financial Data (prepared in accordance with
BIMEEEGERET)(AR%T) China Accounting Standards for Business Enterprises
(“CASBE”) (audited) (Renminbi (“RMB”))
20226 AWNE FELEEEE 2020F 019F  2018F(ERR)
Chenge as
compared to that 2018

5 Item 2022 2021 of previous year 2020 2019 (after adjustment)

=L ON Operating income 7,502,987,102.09  6,560,077,586.40 1437%  6,005,586,64346  5,606,020863.30  5244,643562.09

MEEE Total profits 471,774,350.61 421,233,319.92 1200% 41163798075 38139262093  332,327,508.82

FEHER Income tax expense 45,459,544.56 59,159,038.49 (23.16%) 64,524,696.58 58.276,863.40 51,900,683.50

B Net profits 426,314,806.05  362,074,08143 17.74%  347,11328417  323115757.53  280,426,820.32

PERRER Minority interest income 15,121,122.52 13,526,785.44 1.79% 22,253,726.62 23,149,491.82 25,112,365.46

GENEHRARES  Net profts attibutable to

il shareholders of listed
company 411,193,683.58  348,548495.99 1797%  324,859557.55  299,966,265.71 255,314,454.86
SERNEMATRES  Net profis attibutable to
MBI EEEEESE  shareholders of sted
fEHE company after deduction
of non-recurring profit or
loss 318,636,297.99  291,335,832.10 2097%  290790,007.23  268,555,19468  233025,701.77
EEEHEEMRER Net cash flow from
EFE operating activities 758,240,601.50  259,116,960.17 19262%  420,186,808.35 34827140617 323907,100.38

EXEFNE T/ 1) Basic eamings per share 062 056 10.71% 052 048 041

RESRNE T/ %) Divted eamings per share 061 056 8.93% 052 048 041

METHFEERGE  Ratio of weighted average

retum on net assets 10.62% 1038%  HAOUEEAS 1050% 1058% 9.90%
N2EF WNER RERELEREH 2000FF MM95K  2018ER(ERE)

Change as As at 31 December

As at 31 December  Asat31December  comparedtothat  Asat31December  Asat 31 December 2018

5 Item 2022 021 of previous year 2020 2019 (after adjustment)

BAE Total assets 8,265,131,332.13  7,332,033,657.98 1273%  7,092,952,190.04  6,436,024,609.48  5952,507,432.90

#5E Total liabilties 3,915,226,160.32  3,680,888,823.85 6.37% 370166244812 332549515466  3,137,459,111.09

PERRER Minority interest 20344477186 183,203,266.68 297% 16749592267 141,501,384,01 119,588,899.77

FERETLARE  Netasseisatiioutable to

MFEE shareholders of listed
company 4,126,460,300.95  3,467,941,567.45 1899% 322379381925  2,969,028,070.81  2,695459,422.04

. Notes:

1. NFEI2019FE AR =4 T 1. The Company has made retroactive adjustments to the data of
LSO WE20184F K LART 2018 and previous years due to the merger of enterprises under
FEHIEEITBPAE the same control in 2019.

2. RI|ERRERNNEWHEAD - 2. From the end of the Reporting Period to the date of this

RFEHR20184E12 A28 HIRAMH
IR ER D AT &% = (1T REER
F—RITRETE - FBARRD
426.03& % - ASMBIRATE
M2022F B 2 HE RIS
AARK0.61027T, B -

announcement, 4.2603 million new A-shares were issued due to
the completion of the first exercise of the third exercise period
of the Share Option Scheme of the Company adopted on 28
December 2018.The fully diluted earnings per share for 2022
using the latest total share capital is RMB0.6102.

SECCFFR [ URFEREROGERAA
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SHEBNERBERE (B)

Summary of Financial and Operating Result (continued)

—. MEBEBREGE Financial Summary (Continued)
2. 2022k EHFEETEMBEIEEA (2) Principal Financial Data of 2022(prepared in accordance
BE%xT) with quarter) (RMB)
B—FE -t ;5 BEFE EMEE
The first The second The third The fourth
HE ltem quarter quarter quarter quarter
EERA Operating income 1,831,254,151.22 1,833,040,842.11 1,789,023,665.87 2,049,668,442.89

BN ETARF  Net profits attributable to
PR3 9% 71 shareholders of listed
company
BN EHRA Net profits attributable
AR EVHIBRIEAE o shareholders of
FIEBEMFEF]  listed company after
b | deduction of non-
recurring profit or loss
e EB)E £/ Net cash flow from
EREFHE operating activities

108,6083,552.76 85,886,003.36 99,053,729.45  117,750,397.96

105,056,286.76 67,989,965.41 95,189,624.32  110,400,521.50

(17,713,946.61)  212,515,439.37 39,018,203.34  524,420,905.40

i RE LB EFESRE MG
RABRBEFERE  LFER
SHAMBRETITFEER

Note: There are no significant variances between the above financial data or its
amount and the relevant disclosures in the quarterly reports and interim
report.

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED / 2022 ANNUAL REPORT
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EHERENNBREEREE
(FrRIR&E)MT - (AE¥T)
HHE

Item

SHEBNERBERE (&)

Summary of Financial and Operating Result (continued)

Extraordinary Items After Income Tax in
Accordance with CASBE (RMB):

2022 & 20215588 20205 2% WA
Amount for 2022  Amount for 2021 Amount for 2020 Explanation

FRBEERER (BHEDHREERELE
HREE )

Profit or loss from disposal of non-current assets
(including written-off of provisions for assets
impairment)

SHAE BB MBUR R B (B 2 2 B2 AR
W RRERG—RETENTEZTNH
FE R BABR SN

Government subsidies recognized in the current
profit and loss, (excluding government grants
which are closely related to the Company’s
business and conform with the amount and
quantities at a national standard)

BRARERCEEBERNERENREE
o HAERSUEREE  RHUESHE
BEENAABEEDES  UREERS
HemEE XHULHABNTHEES
MEERENHRE W&

Except for the normal operations associated with
the Company’s effective hedging business,
gain or loss held- for-trading financial assets,
held-for-trading financial liabilities, as well as
income gains from the disposal of held-for-
trading financial assets and financial liabilities
and financial assets available for sale

B LRI 2 SN B R IMEA TS
Non-operating income and expenditure other
than the above items

W FTEHE RS
Less: Income tax effect

LR R ERTLEFIE)
Minority interests (after tax)

At
Total

2,930,808.12 188,685.23 (1,945,640.88) KREETEEER

Disposal of fixed
assets

29,389,673.85 60,547,621.67 39,320,407.32 W E| REBEAE AR

BT B

Received and
amortized as
government
subsidies
recognized into the
current period

7,917,816.00 9,105,486.40 8,589,048.00 HitiEmTEKESD

AmESE

Investment bonus
and revenue
from other
equity interests
instruments

(2,818,250.34) (3,278,394.10) (7,095,764.50)

4,723,622.40 8,628,434.97 4,773,111.78

139,039.69 722,300.34 34,477.84

32,557,385.54 57,212,663.89 34,069,550.32

i ARBEPTFESRB(RAETE
FHRRESRBEREEAEE IR -
FFEEMER)ER  JIBROELEY
BmA R RERKEREEREMNAL NG
T o

Note: During the reporting period, the Company did not list the above items as

ordinary items as defined or listed in “Company information disclosure of
securities for public issuance explanatory announcement No. 1 — non-
recurring profit and loss”.

SECCFFR [ URFEREROGERAA



SR BBENEBBERE (B)

Summary of Financial and Operating Result (continued)

= RAAARBEHENHEA (R 3. Items by Fair Value (Prepared in Accordance

EE s ENEE) (AR%T) with CASBE) (RMB)
N SRR T
HeE 2HER ZALAEERD FHRRAE HxeE
Amount as at Change  Total change of Provision ~ Amount as at 31
HH ltem 1 January 2022 of fair value fair value impairment  December 2022
CREE: Financial assets:
EthiEnTARE Other equity instruments Investment ~ 203,490,512.00 - 111,183,262.32 - 182,029,156.02
FEYFERIA Receivables financing 170,428,238.83 - - - 189,752,210.65
ait Total 873,918,750.83 - 111,183262.32 - 371,781,366.67

8 SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED / 2022 ANNUAL REPORT



RAEAZERRRBR

CHANGES IN SHARE CAPITAL STRUCTURE AND INFORMATION ON SHAREHOLDERS

i EEERE 1. Changes in Share Capital Structure
HEEN ] Count unit: share
2022%12A31H 2021127318
31 December 2022 31 December 2022
BRIPHE (SR LE BingiE (R
Number of % of the total Number of % of the total
BRI Class of shares shares  share capital shares share capital
(share) % (share) %
—. BREEHMABIRAS 1. Total number of conditional
tradable shares 38,294,533 5.719 615,952 0.098
FHR State-owned shares - - - -
BREANFER Domestic legal person shares 37,091,988 5.539 - -
ARBRERERER Conditional tradable senior
management A shares 1,202,545 0.180 615,952 0.098
Hit Others - - - -
Z. EREEFLORERAR 2. Total number of unconditional
tradable shares 631,332,702 94.281 626,751,495 99.902
AR LB (AR) Renminbi-denominated ordinary
shares (A shares) 436,332,702 65.161 431,751,495 68.820
B5h EANE R (HER) Non-RMB-denominated foreign listed
shares (H shares) 195,000,000 29.121 195,000,000 31.082
=. Bhha 3. Total number of shares 669,627,235 100.000 627,367,447 100.00
PR & B {7 S E1E R 2. Change in Shares with Selling Restrictions

202251 H13H - AAI2018FARKRE
BB EE —ETERTITEN
516.78 B M IE MREEFERLIL LR
B EPEABBERNESR  S&E
EEITRRSREEE N -

20224 A13A AR A EAFEITARK
f%223,709.1988 B R ERIFEHFZ Z AT
T RMRFERAHABITREEERRER
BN BE L ERE=TNERARAT
SHEE -

M

On 13 January 2022, 5,167,800 share options of the
Company’s 2018 A-share option plan during the second
exercise period were registered and listed in circulation, among
which, the number of shares held by directors and senior
executives as eligible participants increased after exercise.

On 13 April 2022, the Company listed 370,991,988 A-shares
in the Shenzhen Stock Exchange. The shares subscribed
by Hualu Investment Development Co., Ltd. shall not be
transferred within 36 months from the first day of listing.

SECCFFR [ URFEREROGERAA
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RAZB R RRER (&)

Changes in Share Capital Structure and Information on Shareholders (continued)

=. BRERNR

1. HR2022F12831H » KRR
H4AEA107,300F » BIEHRAL
H38F ¢ ABARE107,262F ° A
20232 A28 A AR TR EEH
150,1425 » BIEHARARERI6S -
ABZRRE 150,106 °

2. FA2022F12 A31 BEA AR R

3.

Shareholders Information

(1) As at 31 December 2022, the Company had a total of 107,300
shareholders, including 38 holders of H shares and 107,262
holders of A shares. As at 28 February 2023, the Company
had a total of 150,142 shareholders, including 36 holders of H
shares and 150,106 holders of A shares.

(2)  As at 31 December 2022, the top ten shareholders of the

DA+ ZREBERAT Company were as follows:
7 o R Count unit: share
HENA HEERE FEERE
BR&H BRHEE BREA% HEORERYE HAEDER RENERRE REDRHHE
Number of shares Number of
held at the end conditional Number of
Nature of % of the total  of the Reporting Change over the tradable shares unconditional
Name of shareholders shareholders share capital Period Reporting Period held tradable shares
ZRAREBERAT EREA 30.59 204,864,092 - - 204,864,092
(Hualu Holdings Group Co., Ltd.) )~ State-owned
(*HHC?)
BRTABEE(REAERAA Hi& 28.87 193,302,927 244,700 - 193,302,927
(HKSCC (Nominees) Limited) H shares
ERRARRERAT EBEA 5.54 37,091,988 32,948,820 37,091,988 -
(Hualu Investment Development State-owned
Co., Ltd.) ()
BATRLEEBR AT BINEA 1.35 9,051,431 5,592,418 - 9,051,431
(HKSCC Limited) Overseas Legal
Person
HEESRNERAT EREA 0.33 2,205,273 2,205,273 - 2,205,273
(CITIC Securities Co., Ltd.) State-owned
ERHENLEESERAH AR i 0.29 1,932,078 1,932,078 - 1,932,078

(BRAH)-HEEREEQH
REZFREES

(Ningbo Fangda Private Equity Fund ~ Fund
Management Partnership (imited
partnership) - Fangda Longteng
selected Q period private equity
investment fund)

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED / 2022 ANNUAL REPORT



RASE KRB (B)

Changes in Share Capital Structure and Information on Shareholders (continued)

B SR 15 I 48 (4E)

R2022F 12 A31 BEHA AR TR
DR+ RREERAT ¢ (8B)

2.

BREM

Name of shareholders

BREE

Nature of
shareholders

Shareholders Information (Continued)

(2)  As at 31 December 2022, the top ten shareholders of the
Company were as follows: (Continued)

EENR HRARE
BREHER REDRHBE
Number of shares Number of

held at the end conditional
of the Reporting Change over the tradable shares
Period Reporting Period held

FHERE

BREA%N BERRERBE RHNRRBE
Number of
unconditional

tradable shares

% of the total
share capital

ERTENLEESEEAYAE
(BRa%)-nERREE
LEEFREES

(Ningbo Fangda Private Equity Fund
Management Partnership (imited
partnership) - Fangda Longteng
selected | period private equity
investment fund)

ERELEESERANNE
(BRAR)-HiEEREEAT
IEEFREES

(Ningbo Fangda Private Equity Fund
Management Partnership (imited
partnership) - Fangda Longteng
selected A period private equity
investment fund)

ERTENLBESEEAYAE
(BRA%)-HERREEHS
LEEFREES

(Ningbo Fangda Private Equity Fund
Management Partnership (imited
partnership) - Fangda Longteng
selected H period private equity
investment fund)

ERTELEESERANNE
(BRA%)-hiEEkEEBE
IEEFREES

(Ningbo Fangda Private Equity Fund
Management Partnership (imited
partnership) - Fangda Longteng
selected B period private equity
investment fund)

Fund

2

Fund

Fund

2

Fund

0.29 1,931,686 1,931,686 - 1,931,686

0.28 1,888,142 1,888,142 - 1,888,142

0.27 1,827,687 1,827,687 - 1,827,687

0.26 1,761,882 1,761,882 - 1,761,882

i AT RBRERAAFRRO TN EEE R

RREEEIR °

Note: There is no pledge or freeze of the shares held by the top ten
shareholders.

SECCFFR [ URFEREROGERAA
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RAZE R RERBER (F)

Changes in Share Capital Structure and Information on Shareholders (continued)

B R 1S

2.

&8 (18) 3. Shareholders Information (Continued)
R2022F12 31 BEA A A A (2)  As at 31 December 2022, the top ten shareholders of the
DR+ RREERAT ¢ (8B) Company were as follows: (Continued)

BT 1045 PR £ 0 £F B RIS AR 1SR As at 31 December 2022, the ten largest shareholders of
the unconditional tradable shares of the Company were as
follows:

By 7 Count unit: share
RirER
HEHXEE ROER HE

BRER BREEFRIDHE

EREREBBRAF) 204,864,002  ARBEBEK 204,864,002

(HHC) (i) RMB ordinary share

ERRREE(REANERAR 193,302,927 AN EWANERK 193,302,927

HKSCC (Nominees) Limited Overseas listed foreign

share

BEPREEBRAF 9,051,431  ARETBK 9,051,431

(HKSCC Limited) RMB ordinary share

hEESRHERAR 2205273  ARBEER 2,205,273

(CITIC Securities Co., Ltd) RMB ordinary share

ERHELEESERAR R (BRAY)-HEEREEQ 1,932,078  ARKEZER 1,932,078

HASESRERS
(Ningbo Fangda Private Equity Fund Management Partnership RMB ordinary share

(limited partnership) - Fangda Longteng selected Q period

private equity investment fund)

ERHELEESERAROE(BRAN)-HEEREES 1,931,686 AREZAER 1,931,686

LEZEFREES
(Ningbo Fangda Private Equity Fund Management Partnership RMB ordinary share

(limited partnership) - Fangda Longteng selected | period
private equity investment fund)

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED / 2022 ANNUAL REPORT



RASE KRB (B)

Changes in Share Capital Structure and Information on Shareholders (continued)

=. BER1ER N () 3. Shareholders Information (Continued)
2. 2022F12A31BHFEAREK (2)  As at 31 December 2022, the top ten shareholders of the
MEITRRERBERAT : (8 Company were as follows: (Continued)
BI104% PR & (§ R B RIS ER 1SR As at 31 December 2022, the ten largest shareholders of
() the unconditional tradable shares of the Company were as
follows: (Continued)
BRNESR
BEHXEE ROHER BE
BREW ERERHRIBE
ERHENLEESERAROR(BRAN)-TEEREREA 1,888,142  ARKEER 1,888,142
BLERFRERS
(Ningbo Fangda Private Equity Fund Management Partnership RMB ordinary share
(limited partnership) - Fangda Longteng selected A period
private equity investment fund)
ERHENLEESERAROR(BRAY)- 1 EEEREH 1827687  ARKERER 1,827,687
BLERFRERS
(Ningbo Fangda Private Equity Fund Management Partnership RMB ordinary share
(limited partnership) - Fangda Longteng selected H period
private equity investment fund)
ERhENLEESERAROR(BRAK)-TEEEREES 1,761,882 ARBEZBEK 1,761,882
BLERFRERS
(Ningbo Fangda Private Equity Fund Management Partnership RMB ordinary share
(limited partnership) - Fangda Longteng selected B period
private equity investment fund)
ERTELEEGERAM R (BRAE) -7 EERBED 1,694,779 AREZER 1,694,779
PREBFRERS
(Ningbo Fangda Private Equity Fund Management Partnership RMB ordinary share

(limited partnership) - Fangda Longteng selected D period
private equity investment fund)

SECCFFR [ URFEREROGERAA
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RAZB R RRER (&)

Changes in Share Capital Structure and Information on Shareholders (continued)

B SR 15 I 48 (4E)

2.

R2022F 12 A31 BEHA AR TR

DRI RRRERAT - ()

Mt -

(1) HEETBIEHZE2022412A
S1HAEBRTEERREEER
RENERBERDZEHAEBRR

BEEMT ¢ ()

EEREZERERAA(ERER

B NEEEREE2EWE

ARAFEAHARQFSI7,091,988

BEARE (415 317 IR AN 42 &

5.54%) : R(iVEEZKBES

EMBARERARA R (#

Xt ) # A AR E20,827,800%H

f& (KB B 1TARAS.11%) °

BUATE D

(2 HEEANREERERT Ltk
REAB R AR —EITBRORLAA
BREBRAREREERNZAT
RAEYN  ARABERRALME
1 B& 3R 2 Fi = 75 17 72 B 6k B 1R

RHAERL

(E& R CRIIFES
MRAD)HPEESEEE

BgBRMN(EmRRKBER
WEVREN—RITBA - 5K
HINVERRR 2 B R— T LRI
FHR(ETRRRBERRE) B

EM—BITHA -

RARERRM LR ERE G
PR~ bt SR E R RR
B E AR R 2 R T 17 A2 R s B
BT AERFAE(ET AR
WEBE R INE) REN —HITH

A e

3.

Shareholders Information (Continued)

@

As at

31 December 2022, the top ten shareholders of the

Company were as follows: (Continued)

Notes:

Such figure excludes the 37,091,988 A share which directly held
by Hualu Investment Development Co., Ltd. (“Hualu Investment”),
a direct wholly owned subsidiary of HHC. As of 31 December
2022, Hualu Investment and Well Bring Limited (“Well Bring”) are
a direct wholly owned subsidiary and an indirect wholly owned
subsidiary of HHC respectively. Well Bring owns 20,827,800 H
shares of the Company (being overseas listed foreign shares),
representing approximately 3.11% of the issued share capital of
the Company. Hualu Investment owns 37,091,988 A shares of
the Company, representing approximately 5.54% of the issued
share capital of the Company.

The following is a description of any association relationship or
concerted actions of the above shareholders under applicable
PRC laws and regulations: Except for Hualu Investment which
is a wholly owned subsidiary of HHC, to the best of their
knowledge, the Directors are not aware as to whether there is
any Association Relationship (as defined in the Rules Governing
Listing of Stocks On Shenzhen Stock Exchange) amongst the
remaining of the abovementioned shareholders, nor if any of
them is a person acting in concert as defined in the Measures
for the Administration of the Takeover of Listed Companies”
(“Administration Measures for Takeover”) issued by the China
Securities Regulatory Commission (the “CSRC”). In addition, the
Directors are not aware whether there is any association amongst
the shareholders of H Shares of the Company or if any of them
is a person acting in concert as defined in the Administration
Measures for Takeover.

The Directors are not aware whether there is any association
amongst the above-mentioned shareholders without trading limit
condition of the Company, or between the above-mentioned
shareholders without trading limit condition and the other
shareholders of the Company or if any of them is a person
acting in concert as defined in the Administration Measures for
Takeover.
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Changes in Share Capital Structure and Information on Shareholders (continued)
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3. Shareholders Information (Continued)

@

As at 31 December 2022, the top ten shareholders of the
Company were as follows: (Continued)

iii. Save as disclosed above and so far as the Company is aware,
there was no other domestic shareholder who directly hold more
than 5% of the total issued shares of the Company.

iv. Save as disclosed above and so far as the Directors are aware, as
at 31 December 2022, no other person (other than the Directors,
supervisors of the Company (the “Supervisors”), chief executives
or members of senior management (the “Senior Management”) of
the Company) had an interest or short position in the Company’s
shares or underlying shares (as the case may be) which would
fall to be disclosed to the Company and the Stock Exchange of
Hong Kong Limited (the “SEHK”) under the provisions of Divisions
2 and 3 of Part XV of the Securities and Futures Ordinance
(Chapter 571 of the Laws of Hong Kong) (“SFO”) and as recorded
in the register required to be kept under section 336 of the SFO,
or was otherwise a Substantial Shareholder (as defined in the
Rules Governing the Listing of Securities on the SEHK (the “Listing
Rules”) of the Company.

Information of Controlling Shareholder

There was no change in the controlling Shareholder (as defined
under the Listing Rules) of the Company during the reporting
period, which was still HHC.

HHC, a wholly state-owned company, was established on 28
January 2005. The registered capital of HHC is RMB3.103
billion and its legal representative is Mr. Fan Jun. Social Unified
Credit Code of HHC is 913700007710397120. The scope
of business of HHC is self-funding investment in chemical,
pharmaceutical and environmental protection industries
(business); management operations and consultancy. HHC
indirectly holds 32.06% shares of Shandong Hualu Hengsheng
Chemical Co., Ltd. and directly holds 21.03% shares of
Shandong Lukang Pharmaceutical Co., Ltd.
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Changes in Share Capital Structure and Information on Shareholders (continued)

=. BERIFERN B 3. Shareholders Information (Continued)
3. PEBRBRERIER (1) 3. Information of Controlling Shareholder (Continued)
TR T AR B A R The following chart illustrates how HHC, the controlling
£2022F 12 A3 BRI A AR Shareholder, holds interests in shares of the Company as at 31
AIEAR DR - December 2022:

Shandong Provincial State-owned Assets Supervision and Administration Commission

WA A BN A G R B

99.75%

HREMA R T
China Shangdong Goup Ltd.

100%

At A PR A
Well Bring Ltd.

3.11%

59.16%
P
HHC
100%
FEEBERRARAH
Hualu Investment Co., Ltd.
30.59% 5.54%
e gE
The Company
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Changes in Share Capital Structure and Information on Shareholders (continued)

(i)
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4.

DIVIDENDS

The Board proposes the profit distribution plan for year 2022 as
follows: the total number of shares of the Company at the reporting
disclosure date was 673,887,535(of which 478,887,535 shares were
A shares and 195,000,000 shares were H shares). Based on the total
issued shares of the Company of 673,887,535 shares, it is proposed
a dividend of RMBO0.20 (tax inclusive) for every share of the Company
be paid to shareholders. If the total share capital of the Company
changes due to exercise of share options, and listing of new shares
for refinancing before the implementation of the Company’s 2022
profit distribution plan, the distribution plan will be adjusted according
to the principle that the distribution proportion per share remains
unchanged. The above mentioned proposed dividends distribution
for year 2022 is subject to approval by shareholders of the Company.
Shareholders and potential investors are advised to exercise caution
when dealing in the securities of the Company.

An announcement containing further details as to, amongst others,
the payment currency and applicable foreign exchange rate for the
proposed cash dividend, the relevant record date and book closure
period will be disclosed in due course.
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DIRECTORS, SUPERVISORS, SENIOR OFFICERS AND STAFF
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Brief Introduction of Directors, Supervisors and
Senior Officers:

Directors

Mr. He Tongaing, aged 53, is a senior economist. He graduated from the
Shandong Polytechnic University, specialising in materials science and
engineering and obtained a MBA from Shandong University. Mr. He joined
Shandong Xinhua Pharmaceutical Factory in 1991. His previous positions
included, workshop technician, planner, sales officer, regional manager,
manager of the drug department, marketing director and the general
manager of Shandong Zibo XinCat Pharmaceutical Co., Ltd., a deputy
general manager of the Company. Mr. He is currently the chairman of the
Company and Shandong Xinhua Health Technology Co., Ltd, the executive
director of Shandong Xinhua Pharmaceutical Trade Co., Ltd. and Zibo
Xinhua Pharmacy Chain Co., Ltd.

Mr. Xu Wenhui, aged 46, is a senior engineer. He is graduated from Tianjin
University majoring in chemical engineering. He joined the Company in
1999 and has worked as a workshop assistant engineer, deputy secretary
of the Youth League Committee, workshop secretary and deputy director,
deputy manager and manager of the production and operation department
of Xinhua Pharmaceutical (Shouguang) Company Limited (“Shouguang
Company”), assistant to the general manager of the Company and manager
of Shouguang Company. He is currently the director and the general
manager of the Company, the executive director of Shandong Zibo XinCat
Pharmaceutical Co., Ltd. and Xinhua Pharmaceutical (Gaomi) Co., Ltd.,the
chairman of Shouguang Company and Shandong Tongxin Pharmaceutical
Co., Ltd..

Mr. Xu Lie, aged 57, is a senior economist and professor level senior political
engineer, and is a university graduate and is a master of management. 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,a director and the
chairman of the labour union of SXPGC. Mr. Xu is currently a director and
the chairman of the labour union of the Company.

Mr. Hou Ning, aged 49, holds a master’s degree in applied accounting and
finance from the Hong Kong Baptist University. He is a senior accountant
and a senior economist. Mr. Hou had served as deputy head of Auditing
Division of Shandong Hualu Hengsheng Group Co., Ltd., head of Audit
Department, head of Investment Department of Technological Development
Centre, manager of Marketing Department and manager of Finance
Department of Shandong Hualu-Hengsheng Chemical Co., Ltd. Mr. Hou
currently serves as the director and chief financial officer of the Company
and a director of Zibo Xinhua-Perrigo Pharmaceutical Co., Ltd. and
Shandong Tongxin Pharmaceutical Co., Ltd..

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED / 2022 ANNUAL REPORT



EF EFERAEMESREEARG
9 (48)

= ()

B ASAE  B8hR ¢ P E IS BUA K EEMBA
BE - 1084F7 AL MIE - BEILREASE)
EsrEERIE  BIEERIE - EERIE LR
ZREEARAFMNAERNELIE « E5EE
s EEREBREEBRARMBAEESL
EEREERBRATBEKLIEFPAETE
T BRI ALKIE - FELREEERD
FIBNBAEIBFI N T T KR TE - &
EEEREMEARATEER - BAIFEEE
BREBERAFEZSWE - |UREMEERK
MBRAFIESE - AARIES o

BEEREE 73 0 REEE > SR TIE
Bh - BEFLEMBRERRMERE  BR  BX
BEEERAZARE - BIFIK - BOROARA
Al MBEIEESEM T E A RRIEAE : hE
BESERAARESTEWE  PE(LBRET
EMENTER - RETELBRET RS
Brek FLHREROHBRARBIES -
MESERNBERARBIES AREEL
FEMITES -

KEBELAE 675 BRBRE[BUREE
HiR) - ERBTRBLE(TIEELT - HFE
BT R MAEY AT - EMEEE
B+ EEHoodEf THEIREL - BEW
HEZEJosinfEREF LEHHEE  EEH
SAIC-Fredericka &) A ¥ B2 F B B i@ T4R
. LERBARBEZERFE=-FRE 2012
FOARIIELERBREBRBEHIE - |
TR TRRNEEYHE L TRATFHLE
T E2FHEFR W& hAiNELERNE
RARESYIENITES - ERNARBE RN E
RABEMIENITES - ARAIEUIEHNITE
=

B BEE. SHREBABNEIBR (E)
Directors, Supervisors, Senior Officers and Staff (continued)

Brief Introduction of Directors, Supervisors and
Senior Officers: (Continued)

Directors (Continued)

Mr. Cong Kechun, aged 58, graduated from Zhongnan University of
Economics and Law with an EMBA. Mr. Cong started work in July 1984. He
served as staff member, senior staff member and principal staff member of
the planning department of Shandong Labor Department, deputy general
manager of the office and deputy general manager of trade department of
Shandong Hualu Group Co., Ltd., office director, assistant general manager
as well as office director, general manager of investment development
department of Hualu Holdings Co., Ltd. (“HHC”) and assistant general
manager, office director and director of the inspection office of HHC and the
chairman of the board of directors of Hual.u International Financial Leasing
Co., Ltd.. Currently, Mr. Cong is the secretary to the board of directors of
HHC, a director of Shandong Lukang Pharmaceutical Co., Ltd. and the
director of the Company.

Mr. Pan Guangcheng, aged 73, graduated with a university degree and is
a senior engineer. Mr. Pan served as the cadre and director of the Medical
Device Bureau of the Ministry of Health, director and deputy director general
of the Department of Personnel, director general of the Department of
Policies and Regulations of the National Medical Administration, deputy
general manager of China National Medical Equipment Industry Corporation,
secretary to the board of directors of China National Pharmaceutical Group
Co., Ltd., and chief executive officer of China Pharmaceutical Industry
Association (“CPIA”). Currently, Mr. Pan is the senior president of CPIA,
independent director of North China Pharmaceutical Co., Ltd., independent
director of Harbin Pharmaceutical Group Co., Ltd., He is currently an
independent non-executive Director of the Company as well.

Mr. Zhu Jianwei, aged 67, is the “Zhiyuan Chair Professor” of Shanghai Jiao
Tong University. He holds a bachelor’s degree in biochemical engineering
from East China University of Science and Technology, a master’s degree
in microbial pharmacy and a doctoral degree in microbial genetics from
Shanghai Research Institute of Pharmaceutical Industry, and a master’s
degree in Business Administration from Hood College in the United States.
He has served as senior researcher of Joslin Diabetes Center at Harvard
Medical School, technical operation director or biologic drug development
of SAIC Frederick in the USA and the third dean of the School of Pharmacy
of Shanghai Jiao Tong University. He has been employed as Zhiyuan Chair
Professor at Shanghai Jiao Tong University since September 2012. He is
currently the director and chief scientist of the Engineering Research Center
of the Ministry of Education for Cell Engineering, Antibody and Drugs,
independent director of Sichuan Jinshi Asia Pharmaceutical Co., Ltd. and
Beijing Kaiyin Technology Co., Ltd. He is currently an independent non-
executive Director of the Company as well.
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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. Ling Peixue, aged 60, is a professor and a member of the International
Eurasian Academy of Sciences (IEAS). Mr. Ling graduated from Shandong
Medicine College in the PRC with a bachelor’s degree in pharmacology. He
holds a master’s degree in microbial pharmacy from the Shandong Medical
University and Shanghai Research Institute of Pharmaceutical Industry in
the PRC, a master’s degree in business administration from the Peking
University of the PRC / Fordham University in the United States of America,
and a doctorate degree in drug chemistry from the Ocean University
of China. Mr. Ling was the president of Shandong Biopharmaceuticals
Research Institute,the general manager and chairman of Shandong Freda
Pharmaceutical Group , the general manager of Shandong Commercial
Group Co., Ltd, and the vice chairman of National Glycoengineering
Research Center of Shandong University. Mr. Ling is currently the chief
officer of the National Glycoengineering Research Center of Shandong
University, the chief scientist of the Shandong Academy of Pharmaceutical
Sciences, the chief officer of the National and Local United Engineering
Laboratory, the vice chairman of the National Integrated Platform for New
Pharmaceutical Research, Development and Technology, and the chief
technical officer of the National Shandong Innovative Drug Incubation Base.
He is currently an independent nonexecutive Director of the Company as
well.

Mr. Lo Wah Wai, aged 59, graduated with a bachelor’s degree in business
administration from The Chinese University of Hong Kong in 1986 and
a master’s degree in management science from New Jersey Institute of
Technology in the United States in 1992. Mr. Lo is a practicing member of
the Hong Kong Institute of Certified Public Accountants and is a member
of the American Institute of Certified Public Accountants. Mr. Lo has more
than 30 years’ service experience in auditing and business consulting
services, in which he had more than seven years’ experience in auditing
and business consulting services in an international accounting firm (Deloitte
Touche Tohmatsu), two years of which were spent in the United States of
America. Save from serving as an incumbent director of BMI Consultants
Limited, Mr. Lo is also an independent non-executive director of Chongqging
Machinery & Electric Co., Ltd. (stock code:2722), Tenfu (Cayman) Holdings
Company Limited (stock code: 6868) and Hongye Futures Co., Ltd. (stock
code:3678), which are listed on the main board of The Stock Exchange of
Hong Kong Limited. He is currently an independent non-executive Director
of the Company as well.
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B BEE. SHREBABNEIBR (E)
Directors, Supervisors, Senior Officers and Staff (continued)

Brief Introduction of Directors, Supervisors and
Senior Officers: (Continued)

Directors (Continued)

Mr. Zhang Daiming, aged 60, 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,the chairman of
Shandong Xinhua Pharmaceutical Group Co., Ltd. Mr. Zhang resigned from
all positions including Chairman of the Board of Directors of the Company
on 19 September 2022 due to age.

Mr. Du Deping, aged 53, is a researcher. He graduated from the Ocean
University of PRC, specialising in chemistry and obtained a master’s degree
and Doctor of Pharmaceutical Engineering 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 resigned from all positions including the director and
general manager of the Company on 1 July 2022 due to job changes.

Supervisors

Mr. Liu Chengtong, aged 51, graduated from the School of Economics
and Management of Tongji University with a master’s degree in Business
Administration and from the School of Law of Shandong University with a
master’s degree in law. He is a senior economist and qualified as a lawyer
and he is an arbitrator of Jinan Arbitration Commission. He has served as
manager, deputy general manager and senior deputy general manager of
the planning and development department, and deputy director of the office
of legal affairs of HHC. He is currently general counsel, general manager of
investment and development department, and department head of legal
affairs of HHC, vice chairman of the Board of Supervisors of Shandong
Lukang Pharmaceutical Co., Ltd., director of Shandong Hualu Hengsheng
Chemical Co., Ltd., Hualu Hengsheng (Jingzhou) Co., Ltd. and Hualu Group
(Hong Kong) Co., Ltd., supervisor of Shandong Yulong Petrochemical Co.,
Ltd. and the Chairman of the Board of Supervisors of the Company.

Mr. Tao Zhichao, aged 53, graduated from East China University of Politics
and Law with a specialization in law, and obtained a bachelor’s degree
in law. He was also conferred a master’s degree in law from Shandong
University. Mr. Tao was previously a partner of Shandong Zhigong Law
Firm. Mr. Tao is currently a director of management committee and senior
partner of Beijing Yingke (Zibo) Law Firm, and an independent Supervisor 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)

Supervisors (Continued)

Mr. Xiao Fangyu, aged 53, specialized in Mathematics and graduated from
Shandong University. He is an asset appraiser and land appraiser. He
has been a staff member and superintendent in Zichuan District Finance
Bureau of Zibo city, senior manager of Shandong Zhenglu Accounting Firm,
department head of Shandong North Asset Appraisal Firm, deputy director
of Jinan branch of Zhongxingcai Guanhua Certified Public Accountants and
general manager of Shandong Zhongping Hengxin Asset Appraisal Co., Ltd.
Mr. Xiao is currently the general manager of Shandong Branch of Beijing
Tianjian Xingye Assets Appraisal Co., Ltd. and an independent

Supervisor of the Company.

Ms. Hu Yanhua, aged 48, is a professor level senior political engineer,
graduated from Shandong University. She has also received a postgraduate
degree in education. She joined the Company in 1996. Ms. Hu was the
deputy secretary of the Youth League Committee of Xinhua Lukang
Pharmaceutical Group Corporation., and secretary of the Youth League
Committee of SXPGC, and a office director of labor union and the secretary
of the political affairs department. She is an employee supervisor of the
Company and the secretary of the party,vice chairman of labor union,mass
work department and office director of the labor union.

Mr. Wang Jian Ping, aged 55, graduated from the School of Pharmaceutical
Engineering of Shenyang Pharmaceutical University and is a senior
engineer. He joined the Company in July 1989 and has held positions in the
Company including a factory technician, the project leader of the research
department, and head of the fourth synthesis laboratory. He is the Employee
Representative Supervisor and the employee representative of the factory
management committee of the Company.

Senior Management

Mr. Zheng Zhonghui, aged 51, is a senior engineer. Mr. Zheng graduated
and obtained his PhD in Microbiology and Biochemical Pharmacy from
Peking Union Medical College. He joined the Company in 2005. He
previously held the positions of the senior engineer, the deputy director and
the director of the Company’s research institute, and is currently the deputy
general manager of the Company.
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B RIERABERESHEE  EEHE-—]
NEHEERARES  LRMFEREEN)
BERARESER  IIRFERECEBE)ERE
ERAFMITEE IR ERBEELNOERE
ERRMITES -

RAAESE - 4158 ERRTIZA - XN
RILRE(LETRETHEEE - | RAERIZ
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B BEE. SHREBABNEIBR (E)
Directors, Supervisors, Senior Officers and Staff (continued)

Brief Introduction of Directors, Supervisors and
Senior Officers: (Continued)

Senior Management (Continued)

Mr. Wei Changsheng, aged 52, is a senior economist. He graduated
from Jiangxi University of Technology majoring in food machinery and
Tianjin University of Finance and Economics with a master’s degree in
management. He joined the Company in 1992 and has worked as a
workshop trainee, as a clerk and deputy head of the Personnel Division, as
a secretary and deputy director of the workshop branch, the secretary and
vice president of the research institute branch, the assistant to the general
manager of the Company and the head of the management department
of Cadres of Party Committee, the manager of the human resources
department, the director of the office of the Party Committee and the head
of the office of the Company. He is currently the deputy general manager
and the manager of the administrative personnel department of the
Company and head of the management department of the Cadres of Party
Committee.

Mr. Liu Xuesong, 39 years old, engineer, graduated from University of
Science and Technology of China, majoring in biotechnology. He joined the
company in 2008 and has served successively as trainee and supervisor
of Quality Inspection Department, assistant manager and deputy manager
of Preparation Quality Department, manager and branch secretary of
Preparation Quality Assurance Department. Now he is the deputy general
manager and Director of preparation Quality. He also serves as Manager of
International Trade Department of Pharmaceutical Products, director of Zibo
Xinhua-Perrigo Pharmaceutical Co., Ltd., Executive director of Shandong
Xinhua Pharmaceutical (Europe) B.V., Executive director of Shandong
Xinhua Pharmaceutical (USA) Inc., and Executive director of Shandong
Xinhua Pharmaceutical Import and Export Co., Ltd.

Mr. Kou Zuxing, 41 years old, is a senior engineer, graduated from North
University of China in Chemical engineering and technology, Shandong
University in the field of pharmaceutical engineering master of engineering.
Since joining the company in 2003, he has served successively as
workshop assistant engineer, Secretary of Youth League Branch, Standing
Committee member of the Company’s Youth League Committee, deputy
director of workshop equipment, deputy director of technology, and director
of workshop. Now he is the deputy general manager of the company and
executive director of Shandong Xinhua Wanbo Chemical Co., Ltd.

Mr. Cao Changgiu, aged 53, is a senior economist. He graduated from
the Ocean University of China, specialising in economic management and
joined the Shandong Xinhua Pharmaceutical Factory in 1991. Mr. Cao is the
company secretary of the Company.
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. BEE. SHREBABNEIER (E)
Directors, Supervisors, Senior Officers and Staff (continued)

EF EFERAEMESREEARG
9 (48)

HthSREBEARMS © ()

T/BSE - 58k m A TARAD - |ERI
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(RIB . 4 ARTRENIE o 20224F9 A 190 A T {E&
FE T AN T IR o

ARRIRAES - BEE - sNEEAS TR
FREL F20234% 12 220 -

A E AT Z BN FHEEF AR -

Brief Introduction of Directors, Supervisors and
Senior Officers: (Continued)

Senior Officers (Continued)

Mr. Wang Xiaolong, aged 58, is a senior engineer. He graduated from
Shandong University of Technology, specialising in automation. Mr. Wang
joined Shandong Xinhua Pharmaceutical Factory in 1988 and previously
held the positions of deputy director and director of the electricity workshop,
the director of the machinery sub- factory, the deputy general manager
of the Company and the deputy general manager of SXPGC. Mr. Wang
resigned as deputy general manager of the Company due to job changes
on 19 September 2022.

Mr. Du Deging, aged 58, is an engineering technology application
researcher. He graduated from Qingdao Science and Technology University,
specialising in organic chemical engineering and obtained a master’s
degree in business administration from the Wuhan University of Technology
and obtained a master’s degree in chemical engineering from the Qingdao
Science and Technology University and Ph.D. in Chemical Engineering
and Technology from the Beijing Institute of Technology. He joined the
Shandong Xinhua Pharmaceutical Factory in 1986. He was a Workshop
Assistant Engineer, a Dispatch Room Assistant Engineer, 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
resigned as deputy general manager of the Company due to job changes
on 19 September 2022.

The term of the Directors, Supervisors and Senior Officers of the Company is
until 22 December 2023.

There are no association relationships among the above persons.
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B BEE. SHREBABNEIBR (E)
Directors, Supervisors, Senior Officers and Staff (continued)

Brief Introduction of Directors, Supervisors and
Senior Officers: (Continued)

Changes of Directors, Supervisors and senior management and
their respective interests in the securities of the Company were as
follows:

202212A31A14
2022 12A31H AFEHTRGEE 2021F12A31H
Name Position BERE BILEBl(%) HEER RAERE
Percentage of
Number of the total issue
Shares Shares as at Number of Shares
as at 31 December Change in as at
e W% 31 December 2022 2022 (%)  number of Shares 31 December 2021
Ex
Directors
ERE BER 110,550 0.0165 -116,592 gz2) 116,592¢22)
72,600042:4) 74,800041:23)
-36,8504:25)
Mr. He Tongaing Chairman
RxE WTES 80,400 0.0120 -46,636(#:22) 46,636(:22)
(202210 A27HERAT) 52,800¢#:74) 54,4005#:3)
@ISR (2022F9 A 19 BEME) -26,8000#:25)
Mr. Xu Wenhui Executive Director
(Appointed on 27 October 2022),
General Manager
(Appointed on 19 September
2022)
&3 FTES 110,550 0.0165 -81,614wm1:22) 81,614x12)
72,600042:4) 74,800041:23)
-36,8504:25)
Mr. Xu Lie Non-executive Director
&E HITES 147,400 0.0220 -116,592¢#2:2) 116,5920:22)
(202210 A27HERAT) 72,600(3:24) 74,80005#:23)
HBEEA
Mr. Hou Ning Executive Director
(Appointed on 27 October 2022),
Financial Controller
A FHRTES K56 - - AHE
Mr. Cong Kechun Non-executive Director Nil Nil
BEER BUFRTES X585 - - B
Mr. Lo Wah Wai Independent non-executive Director Nil Nil
EEK BUEITES X585 - - FSEze]
Mr. Pan Guangcheng  Independent non-executive Director Nil Nil
Kz BUHNTES F3ET) - - RFE
Mr. Zhu Jianwei Independent non-executive Director Nil Nil
Emea BFNITES K56 - - B
(2022F10 27 R EZ(T)
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Directors, Supervisors, Senior Officers and Staff (continued)

EF EFERAEMESREEARG
9 (48)

FAFEE -EERSEAREBRYHFLT
EFESERMT : ()

Brief Introduction of Directors, Supervisors and
Senior Officers: (Continued)

Changes of Directors, Supervisors and senior management and
their respective interests in the securities of the Company were as

26

follows: (Continued)

2022512A 31014
2022%12A310 AFREETRGER 2021412 A31H
Name Position BERE BILL (%) FEIEN BERY
Percentage of
Number of the total issue
Shares Shares as at Number of Shares
as at 31 December Change in as at
i3] B% 31 December 2022 2022 (%)  number of Shares 31 December 2021
Mr. Ling Peixue Independent non-executive Director Nil Nil
(Appointed on 27 October 2022)
R REER 162,370 0.0242 -174,888:22) 117,4700:20)
(2022679 A 19 R BEE) 99,0000#4) 174,888 :22)
-54,1000#7:25)
Mr. Zhang Daiming ~ Former Chairman
(Resigned on
19 September 2022)
HEY [RETES - B2 180,900 0.0270 -151,568#:22) 151,568 #:22)
(202257 A1 BEEE) 89,1004 91,8003
Mr. Du Deping Former Executive Director,
General Manager
(Resigned on 1 July 2022)
EE
Supervisors
ElES e EZeIR 58 - - B
Mr. Liu Chengtong Chairman of Supervisory Committee Nil Nil
et BUES ES ] - - AEE
Mr. Tao Zhichao Independent Supervisor Nil Nil
BEAE BUESR X585 - - REEE
Mr. Xiao Fangyu Independent Supervisor Nil Nil
E&E BIEE 58 - -34,977 (ir22) 34,977 52)
Ms. Hu Yanhua Employee Supervisor Nil
TaIF BrE=x ESE2] - - B
Mr. Wang Jianping Employee Supervisor Nil Nil
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B BEE. SHREBABNEIBR (E)
Directors, Supervisors, Senior Officers and Staff (continued)

Brief Introduction of Directors, Supervisors and
Senior Officers: (Continued)

Changes of Directors, Supervisors and senior management and
their respective interests in the securities of the Company were as
follows: (Continued)

2022512A31A 14
2022%12A310 AFREETRGER 2021F12A31H
Name Position BERE BILL (%) FEIEN BERY
Percentage of
Number of the total issue
Shares Shares as at Number of Shares
as at 31 December Change in as at
i3] B% 31 December 2022 2022 (%)  number of Shares 31 December 2021
HttSREEAR
Other senior management
e ERGr G 110,550 0.0165 -28,318i#2) 23,318:2)
72,6000#::4) 74,8000#73)
-36,8500#/:25)
Mr. Zheng Zhonghui  Deputy General Manager
BRAE Bl 80,400 0.0120 -34,977 (:22) 34,977 (:22)
52,8004:4) 54,4000#7:3)
-26,8004:25)
Mr. Wei Changsheng  Deputy General Manager
EJESN EREr G *5H - -11,6590:22) 11,6590:22)
(202259 A 19 R BEAE) 23,1000#423)
-23,100
Mr. Liu Xuesong Deputy General Manager Nil
(Appointed on 19 September
2022)
EHE EREr G *5H - -11,6590:22) 11,6590:22)
(202259 A 19 R BEAE) 23,1000#429) 5,000
-28,100
Mr. Kou Zuxing Deputy General Manager Nil
(Appointed on 19 September
2022)
ERK BEEUE 80,400 0.0120 -2,331 (s:22) 2,331 (i32)
52,800#:24) 54,4000#3)
-26,8000#:25)

Mr. Cao Changqiu Secretary to the Board
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Directors, Supervisors, Senior Officers and Staff (continued)

EF EFERAEMESREEARG
9 (48)

FAFEE -EERSEAREBRYHFLT
EFESERMT : ()

Brief Introduction of Directors, Supervisors and

Senior Officers: (Continued)

Changes of Directors, Supervisors and senior management and
their respective interests in the securities of the Company were as

follows: (Continued)

2022512A 31014

20225 12A31H AFREHTRAEH 2021F12A31H

Name Position BERH B H(%) 2EIER BAEREY
Percentage of
Number of the total issue

Shares Shares as at Number of Shares

as at 31 December Change in as at

i3] B% 31 December 2022 2022 (%)  number of Shares 31 December 2021

FNE [REIRLE2 110,550 0.0165 -81,614(#it2) 81,614 (Mzt2)

(202259 A 19 R #EE) 72,600(%1:14) 74,800(41713)
-36,850(7t5)
Mr. Wang Xiaolong ~ Former Deputy General Manager
(Resigned on 19 September
2022)
HEE [REIRLE2 110,550 0.0165 -81,614(H772) 81,614 (H/:12)
(202259 A 19 R EE) 72,600(%1:14) 74,800(41713)
-36,850(7t5)
Mr. Du Deqing Former Deputy General Manager
(Resigned on 19 September
2022)

Eh 1,284,620 0.1918 -511,689 1,796,039

Hiat - Note:

1) ARAES  BEERREMPFEARAAERY 1) All interests in the securities of the Company owned by the Directors,
BARKE ° Supervisors and Senior Management of the Company are long position in A

Shares.

@) HERMBARRE TEREMEE  mA (2)  The relevant shares are held under the Employee Share Ownership Scheme of
BMATABIHRTEZ228E - R2022F5 the Company of which the relevant person is a participant. On 12 May 2022,
128 - BB IHRETERTE - #I55 the reduction of relevant employee stock ownership plan has completed. For
RRABERENGINEETNE - details, please refer to the overseas regulatory announcement disclosed on the

same day.

(3) D AR2018F 12 A28 HIRMA AR ZH (8)  The relevant Shares were issued pursuant to the first exercise of share options
BN ET 8IS —HRTTIEFT ISR © under the share option scheme adopted on 28 December 2018.

(4) G BR2018F 12 A28 HERMA AL Z H (4)  The relevant Shares were issued pursuant to the second exercise of share

REAEDET 858 — MTTHEPRSARD -

options under the share option scheme adopted on 28 December 2018.
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Directors, Supervisors, Senior Officers and Staff (continued)

Brief Introduction of Directors, Supervisors and
Senior Officers: (Continued)

Changes of Directors, Supervisors and senior management and
their respective interests in the securities of the Company were as
follows: (Continued)

(6)

Some directors and senior executives reduced their A-shares as planned. For
details, please refer to overseas regulatory announcements on 28 July 2022
and 29 July 2022.

As at 31 December 2021, Mr. Zhang Daiming personally holds 117,470 A
Shares (among them 102,000 Shares were issued pursuant to first exercise of
options under the stock option incentive plan).

So far as the Directors, the Senior Management and Supervisors are aware, as
at 31 December 2022, no Director, Senior Management or Supervisor 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 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 any interest or short position which any such Director, Senior
Management or Supervisor is taken or deemed to have under such provisions of
the SFO) or 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 the 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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. BEE. SHREBABNEIER (E)
Directors, Supervisors, Senior Officers and Staff (continued)

EX EEMHEMSHREEARM Remuneration of Directors, Supervisors and Senior
& managements

EREEES(FESSEIDEENESR
EENMEMESREEASH S (RN (AR®

Disclosure of the remuneration of Directors, Supervisors and Senior
Management (before tax) (RMB0’000) under the reporting standards

30

B for annual reports of CRSC:

2022 FEEREA
i3] Name Annual remuneration 2022
= Directors
ERE Mr. He Tongaing 127 51
BB (202210 27 BEZRT) Mr. Xu Wenhui (Appointed on 27 October 2022) 12451
#31 Mr. Xu Lie 125.33
FE(2022F 1027 B EZR ) Mr. Hou Ning (Appointed on 27 October 2022) 122.67
ERE Mr. Cong Kechun -
BEK Mr. Pan Guangcheng 10.00
KR Mr. Zhu Jianwe 10.00
BT (2022F 10427 B ER ) Mr. Ling Peixue (Appointed on 27 October 2022) 1.67
EER Mr. Lo Wah Wai 10.00
KA EA(2022F9 A 190 B T) Mr. Zhang Daiming (Resigned on 19 September 2022) 124.11
HEF (2022467 A1 BEEHT) Mr. Du Deping (Resigned on 1 July 2022) 72.54
Ex Supervisors
2EE Mr. Liu Chengtong -
e Mr. Tao Zhichao 4.00
HAE Mr. Xiao Fangyu 4,00
EgE Ms. Hu Yanhua 55.28
FalF Mr. Wang Jianping 28,51
EMEREEAR Other Senior Management
HoE Mr. Zheng Zhonghui 125.53
BRE Mr. Wei Changsheng 125.53
2I1Z 10 (2022F9 A19H () Mr. Liu Xuesong (Appointed on 19 September 2022) 60.17
A2 (2022659 A 19 R EE(T) Mr. Kou Zuxing (Appointed on 19 September 2022) 51.03
ERK Mr. Cao Changgju 50.84
T/ E(022F9A19HET) Mr. Wang Xiaolong (Resigned on 19 September 2022) 95.53
1125 (20229 F19H B (T) Mr. Du Deging (Resigned on 19 September 2022) 92.54

2022FEEE - EENMEAERAENTEE
RENARRE A AR ,421.308 7T -

The total remuneration of Directors, Supervisors and Senior Management in

2022 is RMB14.213 million.
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Directors, Supervisors, Senior Officers and Staff (continued)

Change of Directors, Supervisors and Senior

BN Management
HE EEMRT Ry BEA FH
Name Position Type Date Reason
BRE BlgaaeE BR(E 202249 K 19H TEHHEE
Mr. He Tongging Deputy General Manager Resign 19 September 2022 Job adjust
BRE Bk B 202249 5 19H ITERE
Mr. He Tongging  Chairman Vote 19 September 2022 Job demand
TR bt BE(E 202249 F519H TERE
Mr. Xu Wenhui General Manager Appoint 19 September 2022 Job demand
TR HE WITES B 20224F10A 278 TIFRE
Mr. Xu Wenhui General Manager Vote 27 October 2022 Job demand
"= WITES ER 20224F10A27H IHEFE
Mr. Hou Ning General Manager Vote 27 October 2022 Job demand
B BN TESR pESis 2022 10A27H TERE
Mr. Ling Peixue  Independent non-executive Vote 27 October 2022 Job demand
Director
EiESR/N BliasssE BE(E 202249 A19H TIFRE
Mr. Liu Xuesong  Deputy General Manager Appoint 19 September 2022 Job demand
2 ElEERCS L HE1E 202249 A19H ITHEFZ
Mr. Kou Zuxing ~ Deputy General Manager Appoint 19 September 2022 Job demand
R BER BT 202249 A 19H FikRE
Mr. Zhang Daiming Chairman Resign 19 September 2022 Age
BT HITESE - e B 202247 H1H TiEES
Mr. Du Deping Executive Director, General Resign 1 July 2022 Job change
Manager
SN Bliagig Bt 20224F9 H19H FirRE
Mr. Wang Xiaolong Deputy General Manager Resign 19 September 2022 Age
HiEE Bl AR BHE 202249 A19H FERREA
Mr. Du Deqging Deputy General Manager Resign 19 September 2022 Age

EF EF BEERRERFRMHE

Directors’, Supervisors’ and Senior Managements’

R B SHER S 18 5 positions and remunerations in controlling
shareholder of the Company:
ERREMRT
i1 BRREMRE ERREMREORS EHER AR ERIEA SHERERE 2R
Remuneration
received from
Name Name of the shareholder Position Beginning date  Termination date shareholder
BRE EREREEERAR BERENE 201011178 - R
Cong Kechun HHC Board Secretary 17 November 2010 - Yes
EEsT ERERERERD REFRDOLOE  FESHH 201965817 - =
& BEEER
Liu Chengtong HHC General manager of investment 17 May 2019 - Yes

and development department,
department head of legal affairs
and general counsel
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. BEE. SHREBABNEIER (E)
Directors, Supervisors, Senior Officers and Staff (continued)

RIREG®

AEEKRARMENBRAR) EERIEERK
R RREERRIBN 0 WREBHL S RENK
o MEFEE T - 202212 A31 B AKLE
BT A6,781A @ ZFEAEEE2EETTE
@EE A AR #651,086F 7T ©

Staff and Remuneration

The Group’s staff remuneration was determined in accordance with (i) state
policies, (i) the Company’s financial standing in the corresponding period
and (jii) the remuneration level of general society. As at 31 December 2022,
the number of staff of the Group was 6,781, and the total amount of their
salaries and wages for the year 2022 was approximately RMB651,086,000.*

bidica==t- b (1N The Group’s staff can be categorised by their areas of work as follows:
BEIAE
BIMsE Area of Work Number of Staff
SEANE Production personnel 3,733
HEABR Sales personnel 920
TERMAR Engineering and technology personnel 617
BB AE Finance personnel 91
THEEAB Administration personnel 311
EmAEAR Research and development personnel 474
HIBAB Procurement personnel 56
EEEERAAR Quiality control and inspection personnel 579
CEll Total 6,781

BHREREIIWT

The Group’s staff can be categorised by their education level as follows:

BIA®
BINEEE Education Level by Category Number of Staff
KER A 27 Universities or above 1,635
KEERF Tertiary institutions other than universities 2,095
PERBERER Intermediate institutions and technical schools 2,356
=P R AT 2R High schools or below 695
&t Total 6,781

. BT EHMAMARELEHEBEET - 4
R RESEERAREFBHIRKIE HIBER
RIBEBGEIF5HEIENBIHMITH
5l e

A breakdown of other items including employee welfare, social insurance and
provident funds is set out under item 25 “Payroll payable” in the Notes to Main
Items in Consolidated Financial Statement in this Report.
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S IAAE — R 8 (L AR AN B AN RERE FI - 0
BHEXEE  FREISERE - BEHE
EZRANSHEREN - 28 THERINEAR
MRS EIE - BHIRRT MR -

NRBZETERRE  EFEMNE  BESN
BB EIRR - BRURF T RRIEIHEEN
RE  RET ARIEERB RO B ICET -

B BEE. SHREBABNEIBR (E)
Directors, Supervisors, Senior Officers and Staff (continued)

Staff training

In 2022, the Company formulated and implemented the education training
plan according to its production and operation management focus and
education training needs analysis.

The Company has completed 65 corporate level education training
programs, and has trained 2,378 employees in aggregate. The Company
successively organized training programs for mid-level and senior
management in relation to business strategies, enterprise Party building,
compliance with laws and regulations, and education on anti-corruption
alert for Party members and leading cadres, professional training on safety
quality and environmental protection equipment, young backbone eagle
flying program training, new college students young eagle growth program
training, safety, environmental quality, chemical and pharmaceutical
training,, safety skills upgrading training for youth staff and high-skilled
talents training., etc.

By implementing further efforts in result of job knowledge and fundamental
skill training, strengthening professional training and staff multi-level training,
improving the way of education evaluation and other effective measures, the
Company improved the pertinence and effectiveness of the education and
training and enhanced training efficiency.

The Company has built an education training system characterized by
standardized management, scientific, practical and efficient operation, which
improved the capability and competency of staff members and ensured the
efficient operation of the Company’s management system.
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1. Information Disclosed Under the Requirements

of CSRC

CORPORATE GOVERNANCE AND INTERNAL CONTROL REPORT

1. Corporate Governance

Regulatory self-examination

The corporate governance practice implemented by the
Company is in compliance with the relevant rules and

requirements for listed companies in the PRC.

BUEFEETRERER How independent non-executive directors performed
their duties
ERFEAN  ARAREEFEHE During the year, the Board convened nine Board meetings. The
FOXE R?%i%%ﬁ}% S independent non-executive directors’ attendances at the Board
BRaT meetings are set out below:
sHaHE

BUSERR B2k E@mERR ZREHE RE fas

Attendance in

Number person/written Attendance

Name of meetings resolution by alternate Absent Remarks
EEERL 9 9 0 0
Mr. Lo Wah Wai
R 9 9 0 0
Mr. Pan Guangcheng
Rizfg 9 9 0 0
Mr. Zhu Jianwei
Ehe 3 3 0 0 2022F10R27BEZE

Mr. Ling Peixue

Appointed on 27 October 2022
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Corporate governance and internal control report (continued)

—. BEDEEESERMEE(HE) 1. Information Disclosed Under the Requirements
of CSRC (Continued)
1. QFREERGEE) 1.  Corporate Governance (Continued)
BUEFEITRERE(8) How independent non-executive directors performed
their duties (Continued)
ERFENRN KAREEFEZ During the year, the Audit Committee convened four meetings,
ZEgHAMIRERE  BRAH the dates are 30 March 2022, 19 April 2022, 30 August
D RA2022F3A30H « 202244 2022 and 25 October 2022. The independent non-executive
A198 - 202248 H30H X&2022 directors’ attendances at the four meetings are set out below:
F10H25F  RBEUEBFLFE
BIERAT
HEWHE

BIAEENSE EZmRE EmERR BitHE RE (Wi

Attendance in
Number of person/written Attendance by

Name meetings resolution alternate Absent Remarks
EER 4 4 0 0

Mr. Lo Wah Wai

7 BERK 4 4 0 0

Mr. Pan Guangcheng

Kz 4 4 0 0

Mr. Zhu Jianwei
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1. Information Disclosed Under the Requirements
of CSRC (Continued)

1. Corporate Governance (Continued)

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

During the year, the Remuneration and Examination Committee
of the Company convened one meeting, the date is 30 March
2022. The independent non-executive directors’ attendances at
the four meetings are set out below:

SEHE

BUBEENR BEmRe EERR ZiEHE BE A

Attendance in

Number of person/written Attendance

Name meetings resolution by alternate Absent Remarks
EER 1 0 0
Mr. Lo Wah Wai
BB 1 0 0
Mr. Pan Guangcheng
RER 1 0 0
Mr. Zhu Jianwei
T 0 0 0 2022F10A27THEZF

Mr. Ling Peixue

Appointed on 27 October 2022

EARAFEER  ARBESERE
ZEefBM2ceH% AFHAH
DRI A20229F8 A30H K&20224F
90A19H - BBIUESHFELHIE

During the year, the Nominating committee of the Company
convened two meetings, the dates are 30 August 2022 and 19
September 2022. The independent non-executive directors’
attendances at the four meetings are set out below:

BT
HalE

BUBEKR E2mRe EERA EiEHE BRE A

Attendance in

Number of person/written Attendance by

Name meetings resolution alternate Absent Remarks
B 2 2 0 0
Mr. Lo Wah Wai
BB 2 2 0 0
Mr. Pan Guangcheng
R’ 2 2 0 0

Mr. Zhu Jianwei

ERFERN  BUEFHRERQ
FREWEHERHES -

During the year, the independent non-executive Directors did
not raise any disputes on the relevant matters of the Company.
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Corporate governance and internal control report (continued)

1. Information Disclosed Under the Requirements
of CSRC (Continued)

1. Corporate Governance (Continued)

Auditing of the 2022 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 finance department of the
Company in 2022:

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 for annual auditing.

The Audit Committee reviewed the financial and
accounting statements for year 2022 of the Company
again after the issue of a preliminary audit opinion by
Shine Wing in respect of the financial statements for year
2022 of the Company, and expressed their opinion as
follows:

The Company was in compliance with the accounting
standards for business enterprises published by the
Ministry of Finance and regulations in relation to the
financial system of the Company. The preparation
process of the financial statements was reasonable and
compliant with the relevant standards and fairly reflected
the assets, liabilities, shareholders’ equity and operating
results as at 31 December 2022. The information therein
is truthful, accurate and complete.

The Audit Committee considered that the financial
statements for the year 2022 of the Company which were
preliminarily audited by Shine Wing can be submitted for
consideration and approval by the Board of Directors.
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1. Information Disclosed Under the Requirements
of CSRC (Continued)

1.

Corporate Governance (Continued)

Auditing of the 2022 annual report by the Audit
Committee (Continued)

©)

Conclusive report of Shine Wing in respect of the auditing
of the financial report of the Company for 2022.

On 10 January 2023, the Audit Committee of the Board
of Directors approved the overall auditing plan for the
financial report of 2022 of the Company which was
discussed and confirmed by the Company and Shine
Wing.

Shine Wing issued a standard auditing report in relation
to the Company without reservation. The Company
considered that Shine Wing 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,
and they had attained the corresponding qualification.
The audited financial statements fully reflected the
financial condition of the Company as at 31 December
2022 and the operating results and cash flow of the
Company in 2022. The conclusion upon auditing was in
line with the actual circumstances of the Company.
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Corporate governance and internal control report (continued)

1. Information Disclosed Under the Requirements
of CSRC (Continued)

1.

Corporate Governance (Continued)

Auditing of the 2022 annual report by the Audit
Committee (Continued)

()

On 24 March 2023 the Audit Committee of the board
of directors convened a meeting to review the audited
accounts and results announcement of 2022 and
recommended to re-appoint Shine Wing as the financial
auditing institution for the year 2023 with a term of one
year.

For a summary of the works performed by the
Remuneration and Examination Committee and
Nominations Committee, please refer to “2. Information
disclosed under the requirement of the Rules Governing
the Listing of Securities on the Stock Exchange of Hong
Kong Ltd.”

The Board acknowledges its responsibility for preparing
the financial accounts of the Group. Please refer to
the sections “Responsibilities of the Management and
Those Charged with Governance for the Financial
Statements” and “Auditors’ Responsibilities for the Audit
of the Financial Statements” in the Auditors’ Report
in this report for details of the Board’s responsibilities
for preparing the accounts and the auditors’ reporting
responsibilities thereof respectively.

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.

Q)

The Company is mainly engaged in the business
of development, manufacture and sale of bulk
pharmaceuticals, preparations and chemical products.
The controlling shareholder of the Company undertook
that it would not engage in any business directly
or indirectly in competition with the business of the
Company.
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1. Information Disclosed Under the Requirements
of CSRC (Continued)

1.

Corporate Governance (Continued)
Status of Independence (Continued)

(2)  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 its own 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.

(8 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 manager are paid by the Company. The general
manager and deputy general managers do not hold any
position in the controlling shareholder of the Company.

(4)  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 those of its controlling
shareholder.

(6)  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.

Business Competition

No substantive business competition existed between the
Company and its holding company and its subsidiaries.

Save as disclosed, the non-independent Directors of the
Company are not interested in businesses that compete or are
likely to compete with the Company.
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Corporate governance and internal control report (continued)

1. Information Disclosed Under the Requirements
of CSRC (Continued)

1.

Corporate Governance (Continued)
Corporate Governance

During the reporting period, the Company continued to
enhance its corporate governance and regulate its operation, so
as to consolidate and deepen achievement from earlier special
campaigns for corporate governance. In strict compliance with
the “Company Law”, “Securities Law”, “Corporate Governance
Guidelines for Listed Companies”, “Rules Governing the Listing
of Stocks on the Shenzhen Stock Exchange”, “Guidelines of
the Shenzhen Stock Exchange for the Internal Control of Listed
Companies” and other relevant laws, regulations and regulatory
requirements, the Company constantly improved its internal
operational mechanism and promoted stringent enforcement
of applicable rules and regulations, ensuring the standard
and effective exercise of decision-making, execution and
supervision powers by the shareholders’ general meetings, the
Board of Directors and the Supervisory Committee based on
their clearly-established responsibilities and orderly operation.
The convening procedures of general meetings and meetings
of the Board of Directors and the Supervisory Committee
were in compliance with the relevant requirements of the
Company Law and the Articles of Association. Directors and
Supervisors earnestly performed their duties in accordance with
applicable laws and regulations, accountable to the Company
and its shareholders and fully safeguarding the rights of the
shareholders. The management made business decisions in
strict compliance with standardized operational procedures
and various internal control rules, so as to ensure the Company
operated in accordance with rules and systems. The Company
attached importance to the performance assessment and
incentive and constraint mechanisms and emphasized position
performance appraisal system to stimulate the enthusiasm and
creativity of the managers at various levels.

During the reporting period, the Company earnestly and
timeously fulfilled its information disclosure obligations under the
principle of “being fair, impartial and open (=A)" and in strict
compliance with the “Rules Governing the Listing of Stocks
on the Shenzhen Stock Exchange”, the “Guidelines for Fair
Information Disclosure by Listed Companies” and other relevant
rules and regulatory documents, and ensured the truthfulness,
accuracy and completeness of the information disclosed
and that no false representation, misleading statements or
material omissions were contained therein. In addition, insider
registration management was further improved to prevent
insider dealings and ensure fairness to investors.
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1. Information Disclosed Under the Requirements
of CSRC (Continued)

1.

Corporate Governance (Continued)
Corporate Governance (Continued)

The Company had related transactions with its holding
company and its fellow subsidiaries on continuing basis.
Through the transactions, the Company purchased chemical
raw materials and sold raw materials etc. The transactions were
priced fairly with reference to prevailing market practices, were
not to the detriment of minority shareholders, and in compliance
with the approval procedures and required announcement
procedures for internal related transactions of the Company.

The establishment and implementation of assessment and
appraisal mechanisms as well as incentive mechanisms for
Senior Management.

The Company selects its Senior Management from its staff on
the basis of talent and ability. Prior to selecting and appointing
the Senior Officers, the Board of Directors follows a set of
strict selection criteria, which include the assessment of each
candidate’s character, moral standard, coordination ability,
working ability and sense of responsibility. Once nominated
by the Nomination Committee and eventually appointed by
the Board of Directors, 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.

By analysing the duties of each of the Senior Management,
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.
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Corporate governance and internal control report (continued)

1. Information Disclosed Under the Requirements
of CSRC (Continued)

2.

Internal control
Development of internal control

The internal control leading team, as authorized by the
Board of Directors, is responsible for the organization and
implementation of specific internal control activities, the
development of implementation strategies for internal control,
decision-making on material events and supervision over the
implementation and reports to the Board of Directors in respect
of the development and evaluation of the Company’s internal
control. An internal control evaluation team led by the Audit and
Legal Department of the Company and comprising key officers
with ample professional experience was set up to take charge
of the specific implementation of internal control evaluation. The
Audit and Legal Department of the Company is responsible
for formulating the work plan for evaluating internal control,
which is implemented after being approved by the internal
control leading team. Pursuant to the work plan and focusing
on such key factors as internal environment, risk assessment,
control activities, information and communication and internal
supervision, the internal control evaluation team carries out
a comprehensive evaluation on the design and operation of
the Company’s internal control, including organization and
implementation of risk identification, survey of deficiencies
in internal control, preparation of the evaluation draft,
summarization of the evaluation results, preparation of internal
control evaluation document. During the evaluation process,
the evaluation team reports to the leading team in a timely
manner in respect of the evaluation progress and conduct
communication and discussion on the preliminary evaluation
results. The internal control evaluation report prepared by the
evaluation team, after having been reviewed, will be submitted
to the Board of Directors for consideration and approval. Having
been considered and approved by Board of Directors, the
internal control evaluation report then will be disclosed publicly.
Shine Wing has been engaged by the Company to conduct
an independent audit on the effectiveness of the Company’s
internal control.
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1. Information Disclosed Under the Requirements
of CSRC (Continued)

2.

Internal control (Continued)

Statement of the Board of Directors on responsibilities in
relation to internal control

The Board of Directors and all Directors of the Company
warrant that there are no false representations, misleading
statements contained in or material omissions from this
report, and severally and jointly accept full responsibility
for the truthfulness, accuracy and completeness of the
information herein contained. It is the responsibility of the
Board of Directors to put in place a sound and effective internal
control mechanism, the establishment and implementation of
which shall be overseen by the Supervisory Committee. The
management shall be responsible for the day-to-day operation
of this mechanism. The objectives of the internal control: to
reasonably ensure that the Company’s business operation is
in compliance with laws and regulations and that the financial
report and relevant information are true and accurate; to ensure
safety of assets; to improve efficiency and effectiveness of
operation and management, and to facilitate achievement
of the Company’s development strategies. Given its intrinsic
limitations, internal control can only provide reasonable
assurance to the above objectives. Moreover, the effectiveness
of internal control is subject to changes in internal and external
environment and the Company’s operation conditions. The
Company has set up supervisory system for internal control.
Correction measures will be adopted upon identification of any
defect in internal control.

Basis for establishment of internal control over financial
reporting

This evaluation report aims to assess the effectiveness of the
design and operation of the Company’s internal control as at
31 December 2022 pursuant to the requirements of the Basic
Standards for Corporate Internal Control (“Basic Standards”)
Guidance on Application of Corporate Internal Control
(“Guidance on Application”) and Guidance on Assessment of
Corporate Internal Control (“Guidance on Assessment”) jointly
issued by the Ministry of Finance of the People’s Republic
of China and other four ministries and commissions and the
Company’s internal control system and evaluation methods on
basis of the day-to-day monitoring and special supervision of
the Company’s internal control.
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Corporate governance and internal control report (continued)

1. Information Disclosed Under the Requirements
of CSRC (Continued)

2.

Internal control (Continued)
Self-evaluation report on internal control

During the reporting period, the Company has in place
internal controls in all material aspects according to the Basic
Standards for Corporate Internal Control and relevant rules.
As such internal controls were implemented effectively, the
Company’s internal control objectives were fulfilled and no
significant deficiency was found. The Self-evaluation Report on
Internal Control of the Company has been disclosed on Juchao
Website (http://www.cninfo.com.cn) on 27 March 2023.

Audit report of internal control

Shine Wing is of the opinion that the Company has maintained
effective internal control over financial reporting in all material
aspects pursuant to the Basic Standards for Corporate Internal
Control and relevant rules as at 31 December 2022.

The Audit Report of Internal Control of the Company has been
published on Juchao Website (http://www.cninfo.com.cn) on
27 March 2023.

2. Information Disclosed Under the Requirements
of the Rules Governing the Listing of Securities
on the Stock Exchange of Hong Kong Limited

Corporate Governance Code

The Directors (including the independent non-executive Directors)
are of the opinion that for the year ended 31 December 2022, the
Company has applied the principles and complied with all code
provisions set out in the Corporate Governance Code (the “Code”)
contained in Appendix 14 to the Listing Rules published by SEHK.

The Company has always strived to comply with the best practices of
the Code.
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2.

Information Disclosed Under the Requirements
of the Rules Governing the Listing of Securities
on the Stock Exchange of Hong Kong Limited
(Continued)

Corporate Governance Policies and Related Duties of the
Board

The Company strictly complies with the Listing Rules, and has
incorporated the provisions as set out in the Code as its corporate
governance policies. The Board has the following duties in respect of
corporate governance:

(1)  To formulate and review corporate governance policies and
practices of the Company, and make recommendations to the
Board;

(2)  To review and monitor the training and continuous professional
development of the Directors and Senior Officers;

(8) To review and monitor the policies and practices of the
Company in compliance with legal and regulatory requirements;

(4)  To formulate, review and monitor the code of conduct and
compliance rules of employees and directors;

(5)  To review the Company’s compliance with the Code.

During the reporting period, the Board is responsible for the
preparation and the fair presentation of the financial statements
in accordance with CASBE, and designing, implementing and
maintaining necessary internal control to ensure that the financial
statements are free from material misstatement due to fraud or error.

Independent Non-Executive Directors

The Group has complied with Rules 3.10(1) and 3.10(2) and 3.10A
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 four independent non-executive directors including one
with financial management expertise.

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

2. Information Disclosed Under the Requirements
of the Rules Governing the Listing of Securities
on the Stock Exchange of Hong Kong Limited
(Continued)

Model Code for Securities Transactions by Directors and
Supervisors of Listed Issuers (Model Code)

During the reporting period, 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 and Supervisors,
the Company has confirmed that each Director and Supervisor has
complied with the required standard set out in the Model Code
regarding securities

EEg The Board of Directors
(1) EFEHA (1)  The Board consists of
=
BRE EER(022F9A19HEZF)
Mr. He Tongging Chairman (Appointed on 19 September 2022)
TRE WITEHR (202210 H27 R EERT) ~ 412 (2022F9 H19R B E(E)
Mr. Xu Wenhui Executive director (Appointed on 27 October 2022)
general manager (Appointed on 19 September 2022)
%51 EHITES
Mr. Xu Lie Non-executive director
B WMITE S (C022F10A27AERT) ~ MBAEA
Mr. Hou Ning Executive director (Appointed on 27 October 2022) Financial Controller
=RE JEMMITESR
Mr. Cong Kechun Non-executive director
JEER BYFNITES
Mr. Lo Wah Wai Independent non-executive Director
ERERK B FNTES
Mr. Pan Guangcheng Independent non-executive Director
KiEE BUIEHITES
Mr. Zhu Jianwei Independent non-executive Director
B B IEMITE R (2022F10 427 HEZE )
Mr. Ling Peixue Independent non-executive Director (Appointed on 27 October 2022)
SRAEA REFR(Q022F9A19B B T)
Mr. Zhang Daiming Former Chairman (Resigned on 19 September 2022)
T [REAFTES - B2 (2022F7 A1 BEEE)
Mr. Du Deping Former Executive director,general manager (Resigned on 1 July 2022)

EEgREMNBERAREE
£ EF RAEEABMET
Bl —& - EFHEEGKEH
BAMPE - X755 REHEM
ERSMRAEE

Brief introduction of the Board members are set out in the section
headed “DIRECTORS, SUPERVISORS, SENIOR OFFICERS AND
STAFF”. There is no financial, business, family or other maternal or
relevant relationships among the members of the board.
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Corporate governance and internal control report (continued)

. BRETENASXIFMERALE 2. Information Disclosed Under the Requirements
AEES LR EE (| of the Rules Governing the Listing of Securities
on the Stock Exchange of Hong Kong Limited

(Continued)

EFEEM@) The Board of Directors (Continued)

2 EFEER ZFREEFEHE (2) During the year, the Board convened nine Board
FOREH EEFHEEFES meetings. The details of Directors attendance at the
BRBREXEGEAUT - Board meetings and general meetings are set out below:

HFEFEER HFBRAE
Attendance of
Attendance of Board Meetings General Meetings
fdzm mREAR
i3 Rt ExEEERN  HAHR AR EHLR BE  BRXEAH HE
Number of Attendance  Attendance Number
board  Attendance by written by proxy or of general
Name Position meetings in person resolution alternate Absence meetings Absence
ERE BERRHAES 9 5 4 0 0 2 0
Mr. He Tongaing Chaiman/Executive Director
e #ES 3 1 2 0 0 1 0
Mr. Xu Wenhui Executive Director
3 ke 9 5 4 0 0 2 0
Mr. Xu Lie Non-executive Director
k= I E 3 1 2 0 0 2 0
Mr. Hou Ning Executive Director
EnE FRTES 9 5 4 0 0 1 1
Mr. Cong Kechun Non-executive Director
EZR BUkaEs 9 5 4 0 0 0 Py
Mr. Lo Wah Wai Independent
Non-execuitive Director
AR BukEs 9 5 4 0 0 0 >
Mr. Pan Guangcheng Independent
Non-execuitive Director
RER BUES 9 5 4 0 0 0 >
Mr. Zhu Jianwei Independent
Non-executive Director
Eng BUESl 3 1 2 0 0 0 0
Mr. Ling Peixue Independent Non-executive
Director
FRE RESRR®IES 5 3 2 0 0 1 0
Mr. Zhang Daiming Chaiman/Exectitive Director
T RéTES 3 2 1 0 0 1 0
Mr. Du Deping Executive Director
- AEBRERSE - * Not attending the meeting due to objective reasons.
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Corporate governance and internal control report (continued)

Information Disclosed Under the Requirements
of the Rules Governing the Listing of Securities
on the Stock Exchange of Hong Kong Limited
(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 take leadership in order to ensure
that the set targets can be met. The Board shall manage the
Company diligently and effectively. The members of the Board
work in accordance with the 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 Company and 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 roles of Board have been defined clearly as guiding
and taking leadership of the company affairs, formulating
strategy and setting targets, as well as projects of business
development. The management of the company is responsible
for putting into practice resolutions, targets and projects
made by the Board. The Board has formulated the Rules of
Debate for the Board and the Rules of Debate 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
sufficiently defined and the internal operation procedures of
the Board standardized. Therefore, the Board can sufficiently
perform its function as the decision-maker of the Company.
The procedures for the appointment of the general manager
have been laid down. The powers, scope of work, working
procedures and responsibilities of the general manager have
been specifically defined.

The Group has purchased liability insurance for its Directors,
Supervisors and Senior Officers, and the relevant insurance
covers the potential liability and the costs incurred in connection
with possible legal proceedings. Save as the disclosed, the
Group does not provide any indemnity arrangements for
Directors, Supervisors or Senior Officers.

The Board secretary is responsible for keeping minutes of the
Board meetings and such board minutes should be open for
inspection at any reasonable time on reasonable notice by any
Director.

SECCFFR [ URFEREROGERAA

49



50

RAERKRAZH R E (F)
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2.

Information Disclosed Under the Requirements
of the Rules Governing the Listing of Securities
on the Stock Exchange of Hong Kong Limited
(Continued)

The Board of Directors (Continued)

4

()

Information and professional development

The Board of Directors attaches importance to the following
two points: Directors having a good knowledge of the Company
and its business; and paying sufficient time to the Company to
discharge responsibilities effectively.

The Company will set out clearly the agendas of Board
meetings to ensure that the Directors are briefed on a wide
range of topics. The Directors are also given the opportunity
to visit the Company’s production and business places and
discuss aspects of the business with employees, and regularly
meet the heads of the Company’s main departments. Apart
from internal briefings, the Directors also attend external
seminars. All Directors have access to the advice and services
of the Company Secretary, who is responsible to the Board
for ensuring the Board procedures are complied with, and
have access to independent and professional advice at the
Company’s expense, where it has been considered to be
necessary for the discharge of Directors’ duties.

For the year ended 31 December 2022, Mr. Cao Changqiu, the
Company secretary of the Company has undertaken not less
than 15 hours of relevant professional training in accordance
with Rule 3.29 of the Listing Rules.

Directors’ Training

The Company pays high regard to the continuing training of
directors to ensure they are properly aware of the operation
and business of the Company. During the reporting period,
all the Directors attended compliance training for listed
companies organized by the Company. The Chairman and
general manager attended the training organized by CSRC. The
financial controller and the company secretary attended training
organized by Shenzhen Stock Exchange.
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Corporate governance and internal control report (continued)

Information Disclosed Under the Requirements
of the Rules Governing the Listing of Securities
on the Stock Exchange of Hong Kong Limited
(Continued)

The Board of Directors (Continued)

(6

Diversity policy of the Board

During the year, the Board adopted a diversity policy setting
out the approach to diversity of members of the Board. The
Company recognizes and embraces the benefits of diversity of
Board members. It works hard to ensure that the Board has
a balance of skills, experience and diversity of perspectives
appropriate to the requirements of the Company’s business. All
Board appointments will continue to be made on the basis of
integrity and ability with due regard to the benefits of diversity
of the Board members. Selection of candidates will be based
on a range of diversified selection criterion, including, but not
limited to, (i) business experience; (i) specialized skills and other
experiences; (iii) race, international background, gender and
age; (iv) applicable regulatory requirements; and (v) involving
possible conflicts of interest. The ultimate decision will be made
upon the merits and contribution that the selected candidates
will bring to the Board.

The Company currently does not have any female Directors, but
the Company will aim to appoint one or more female Directors
by 31 December 2024. The Board will also take opportunities
to increase the proportion of female members over time as and
when suitable candidates are identified. The Board is mindful
of the objectives for the factors as set out above for accessing
the candidacy of the Board members, and will ensure that any
successors to the Board shall follow the gender diversity policy.
Similar considerations shall also be in place to access the
candidacy of the Senior Management from time to time. The
Company expects the above is achievable with suitable effort
in promoting the gender diversity culture, which the Group has
been advocating for so.
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2.

Information Disclosed Under the Requirements
of the Rules Governing the Listing of Securities
on the Stock Exchange of Hong Kong Limited
(Continued)

Chairman and chief executive

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 carries out its
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. He Tongaing is the Chairman of the Company; Mr. Xu Wenhui is
the general manager of the Company.

Term of independent non-executive directors
The independent non-executive directors of the Tenth Board were

appointed for a term of 3 years commencing from 22 December
2020.
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Corporate governance and internal control report (continued)

Information Disclosed Under the Requirements
of the Rules Governing the Listing of Securities
on the Stock Exchange of Hong Kong Limited
(Continued)

Term of non-executive directors

The non-executive directors of the Tenth Board were appointed for a
term of 3 years commencing from 22 December 2020.

Remuneration and Examination Committee

The Company has established a Remuneration and Examination
Committee (the “Remuneration Committee”), which is a special
committee accountable to the Board. The Remuneration Committee
comprises of Mr. Zhu Jianwei, Mr. Pan Guangcheng * Mr. Lo Wah
Wai and Mr. Ling Peixue. Mr. Zhu Jianwei is the chairman of the
Remuneration and Examination Committee.

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 were uploaded
and disclosed on the websites of the SEHK and the Company and
are available upon request.

During year 2022, the Remuneration Committee convened
one meeting for the purpose of passing the”Proposal of 2022
Remuneration of Directors and Supervisors and Senior Officers”,
which were submitted to the Board for approval. The meeting was
held on 30 March 2022.

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.

HiE
FMEEZRERAERA Members of the Remuneration Committee Attendance
KREREEGFE) Mr. Zhu Jianwei (Chairman) 1/1 (100%)
EREKEEEE) Mr. Pan Guangcheng (Member) 1/1 (100%)
EERLERE) Mr. Lo Wah Wai (Member) 1/1 (100%)
ML E(HE)" Mr. Ling Peixue (Member)* 0/0 ()

* OETHE A N2022F10 A27 R EE(E -

*

Mr Ling Peixue was appointed on 27 October 2022.
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2.

Information Disclosed Under the Requirements
of the Rules Governing the Listing of Securities
on the Stock Exchange of Hong Kong Limited
(Continued)

Remuneration and Examination Committee (Continued)

During the Reporting Period, there are no material matters relating to
share schemes mentioned in Chapter 17 of the Hong Kong Listing
Rules that were reviewed and/or approved by the Remuneration
Committee and the Company did not have matters relating to any
grants of options or awards to the Directors or Senior Management of
the Company as set out in Rule 17.03(F) and Rules 17.06B(7) and (8)
of the Hong Kong Listing Rules.

Nomination Committee

The Company has established a Nomination Committee, which
is a special committee responsible to the Board. The Nomination
Committee comprises, Mr. Pan Guangcheng, Mr. He Tongging, Mr.
Xu Wenhui, Mr. Zhu Jianwei and Mr. Lo Wah Wai. The Nomination
Committee is chaired by Mr. Pan Guangcheng.

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 Directors and Senior Officers and
submitting the nomination proposals to the Board;

(c)  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;

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

(e)  Making recommendations to the Board on relevant matters
relating to the appointment or re-appointment of Directors or
Senior Officers;

The scope of duties, nomination procedures and the process and
criteria of the Nomination Committee are based on its Terms of
Reference as uploaded to and disclosed on the websites of the SEHK
and the Company and available upon request.
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Corporate governance and internal control report (continued)

Information Disclosed Under the Requirements
of the Rules Governing the Listing of Securities
on the Stock Exchange of Hong Kong Limited
(Continued)

Nomination Committee (Continued)

During year 2022, the Nomination Committee convened two meetings
for the purpose of passing the”Motion on Nominating Candidates for
Independent Non-Executive Director of the Tenth Board of Directors,
Motion on the Proposed Appointment of General Manager, Motion
on the Proposed Appointment of Deputy General Manager and
Motion on the Proposed Appointment of Non-Independent Executive
Director”, which were submitted to the Board for approval. The
meetings was held on 30 August 2022 and 19 September 2022.

HEE
REEEERA Members of the Remuneration Committee Attendance
EEMNK SE(EE) Mr. Pan Guangcheng (Chairman) 2/2(100%)
KEEFTEBE) Mr. Zhu Jianwei (Member) 2/2(100%)
EBERTEBE) Mr. Lo Wah Wai (Member) 2/2(100%)
EREREFE) Mr. He Tongqing (Member)** 0/0()
IRMIBFRAE (LB Mr. Xu Wenhui (Member)** 0/0()
BB (L E) Mr. Ling Peixue (Member)** 0/0()
wREGEERAE) Mr. Zhang Daiming (Former Member)* 2/2(100%)
MEFRE(RKE)" Mr. Du Deping (Former Member)* 0/0(-)

* RARBEAER2022F9 198 BT A F
FTEB - HEFEER2022F7 A1
BEHT AR AR

> BRE R AER2022F9 F19RER T -
BB HE RIBHE L AR2022910
A2o7TBEZT -

*

Mr. Zhang Daiming resigned from all positions of the Company on 19
September 2022, and Mr. Du Deping resigned from all positions of the
Company on 1 July 2022.

> Mr. He Tongqging was appointed on 19 September 2022, Mr. Xu Wenhui
and Mr. Ling Peixue were appointed on 27 October 2022.
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2.

Information Disclosed Under the Requirements
of the Rules Governing the Listing of Securities
on the Stock Exchange of Hong Kong Limited
(Continued)

Auditors’ remuneration

Shine Wing Certified Public Accountants (Special General Partnership)
were re-appointed as the auditors of the Company in the 2021
annual general meeting held on 30 June 2022(include auditing
of internal control).The resolution passed the audit service fee of
RMB613,207.55 (tax exclusive) and internal control audit service fee
of RMB122,641.51 (tax exclusive).

Shine Wing Certified Public Accountants (Special General Partnership)
has been re-appointed as the auditors for 27 consecutive years.*

In 2022, the auditors’ remuneration (tax exclusive) for audit services

WM T ERESRB) T provided was as follows:
2022fF 2021 Z
HE Year 2022 Year 2021
(AR%¥T) (AR¥oT)
(RMB: Yuan) (RMB: Yuan)
E:HAE £ Auditors’ remuneration
—ARAREFRBER — The Company’s audit service fee 613,207.55 613,207.55
—ARARNEE RS ER — The Company’s internal control
audit service fees 122,641.51 122,641.51
—FRARBEIREER — Subsidiary audit service fee 301,886.79 297,169.81
—Efb iR E A — Other service fee 139,622.63 134,905.64
&t Total 1,177,358.48 1,167,924.51

H b RS E B ARE139,622.63 0 (1~
EReRA) P ARECGEEEEESNA
DEMEBESERNBIEHRB)HE
AREE  GFERBRSHNEL RS
) MBARISES - T2
EMEY SN o

Other service fee of RMB139,622.63 (tax exclusive) included the audit
service fees for the “Special Explanation on the Occupation of Non-
operating Fund and the Transfer of Other Fund Related” and the
“Independent Auditor’s Letter on Continuous Related Transactions”,
which did not impact the independence of the auditors.
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Corporate governance and internal control report (continued)

Information Disclosed Under the Requirements
of the Rules Governing the Listing of Securities
on the Stock Exchange of Hong Kong Limited
(Continued)

Auditors’ remuneration

* For the year ended 31 December 2014, SHINEWING (HK) CPA
Limited and Shine Wing Certified Public Accountants (Special General
Partnership) served as the international auditor and the domestic
auditor of the Company, respectively. At the Annual General Meeting
held on 24 June 2015, the appointment of Shine Wing Certified
Public Accountants (Special General Partnership) as the auditor of the
Company was approved by shareholders and there has since been no
separate appointment of international auditor and domestic auditor of
the Company. Shine Wing Certified Public Accountants has since been
the only independent auditor after the appointment, and has audited the
financial statements the Company in accordance with CASBE. Details of
the above were set out in the announcements dated 7 May 2015 and 24
June 2015 and the circular dated 8 May 2015 of the Company.

Audit Committee

Pursuant to Rule 3.21 of the Listing Rules, the Company set up an
Audit Committee (the”Audit Committee”) comprising Mr. Lo Wah
Wai, Mr. Pan Guangcheng, and Mr. Zhu Jianwei. The chairman of the
Audit Committee is Mr. Lo Wah Wai.

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 is responsible for ensuring 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 were
uploaded and disclosed on the websites of the SEHK and the
Company and are 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 financial
reporting of the Company. The Audit Committee has convened four
meetings to review the audited financial statements for 2021, the
unaudited 1st quarterly financial statements for 2022, the unaudited
interim statements for 2022 and the unaudited 3rd quarterly financial
statements for 2022.
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Information Disclosed Under the Requirements
of the Rules Governing the Listing of Securities
on the Stock Exchange of Hong Kong Limited
(Continued)

Audit Committee (Continued)

The Audit Committee convened a meeting on 24 March 2023 to
review the 2022 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.

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 to improve 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.

The Board has reviewed the implementation and effectiveness of
the Shareholder’ Communication Policy including steps taken at
the general meetings, the handing of queries received (if any) and
multiple channels of Communication and engagement in place, and
considered that the shareholder’s communication policy has been
properly implemented during the year under review and is effective.

To promote effective communication, the Company maintains a
website at (http://www.xhzy.com), where information and updates
on the Company’s business developments and operation, financial
information, corporate governance and other information are available
for public access.

The Company approved its revised articles of association on 30 June
2022 to reflect the number of issued shares of the Company following
the completion of the second exercise period of the Share Option
Scheme (adopted by the Company in 2018) on 13 January 2022 and
the listing of the Company’s non-public offering on 13 April 2022.
For details, please refer to the circular of the Company dated 31 May
2022.
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Corporate governance and internal control report (continued)

Information Disclosed Under the Requirements
of the Rules Governing the Listing of Securities
on the Stock Exchange of Hong Kong Limited
(Continued)

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 description of Directors’ and Supervisors’ and Senior
Officers’ interests in shares of the Company under the section
“DIRECTORS, SUPERVISORS, SENIOR OFFICERS AND STAFF”.

Risk Management and Internal Controls

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

During the reporting period, the Company established the risk
management and internal controls system in all material respects
according to Basic Standards of Internal Control and related
provisions. The Company confirms that the effective implementation
of such system reached our risk management and internal control
target, and there are no major defects.

Substantial Shareholders’ Interests in Shares

Save as disclosed above in “Changes in Share Capital and Information
on Shareholders” and so far as the Directors, the Senior Officers and
the Supervisors of the Company are aware, as at 31 December 2022,
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 SEHK 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.
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Information Disclosed Under the Requirements
of the Rules Governing the Listing of Securities
on the Stock Exchange of Hong Kong Limited
(Continued)

Directors’, Supervisors’ and Senior Officers’ Interest and Short
Positions

Save as disclosed 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 2022, 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 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.

Dividend Policy

For details, please see “IV. Dividends” of section 3.
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Corporate governance and internal control report (continued)

Information Disclosed Under the Requirements
of the Rules Governing the Listing of Securities
on the Stock Exchange of Hong Kong Limited
(Continued)

Shareholder’s requests to convene an extraordinary general
meeting

Pursuant to Article 93 of the Articles of Association, if shareholders
require the convening of an extraordinary general meeting or a class
general meeting, the following procedures shall be followed:

(1)  Two or more shareholders, who together hold 10 per cent
or more of the shares carrying voting rights at the proposed
meeting, may sign one or several written requisition(s) of the
same form and contents, requiring the board of directors
to convene an extraordinary general meeting or a class
shareholders’ meeting as requested and state the agenda
of the meeting. The Board should as soon as possible after
receiving the above mentioned request convene such meetings.
The percentage represented by the shareholdings of the
requisitioning shareholders shall be calculated as at the date of
the deposit of the requisition.

(2)  If the Board of Directors fails to give a notice convening a
meeting within 30 days of receiving the aforesaid written
requisition, the requisitioning shareholders may themselves
convene a meeting within 4 months of the receipt of such
requisition by the Board of Directors. In so convening a
meeting, the requisitioning shareholders should adopt a
procedure similar to that of a shareholders’ general meeting
convened by the Board of Directors as possible.

All reasonable expenses incurred in connection with a meeting
convened by any shareholders themselves by reason of the failure of
the Board of Directors to convene a meeting pursuant to a requisition
shall be borne by the Company and shall be deducted from any sums
due from the Company to those Directors in default.

Putting forward enquiries to the Board
For putting forward any enquiries to the Board of the Company,

shareholders may send written enquiries to the Company. (The
Company in general does not answer verbal or anonymous enquiries.)
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Information Disclosed Under the Requirements
of the Rules Governing the Listing of Securities
on the Stock Exchange of Hong Kong Limited
(Continued)

Primary Contact Persons
Shareholders may send their enquiries or requests as mentioned
above to the Company by means of facsimile, email or post. The

details of contact are as follows:

The Company Secretary’s office of Shandong Xinhua Pharmaceutical
Company Limited

Address:  No. 1 Lutai Ave., Hi-tech Industry Development Zone,
Zibo City, Shandong Province, The People’s Republic of
China.

Fax: 86-533-2287508

Email: CQCAO@XHZY.COM

For the avoidance of doubt, shareholders must deposit and send the
original duly signed written requisition, notice, statement, or enquiry
(as the case may be) to the above address, and provide their full
name, contact details and identification in order to give effect thereto.
Shareholders’ information is subject to disclosure pursuant to laws
and regulations.
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SUMMARISED REPORT OF THE GENERAL MEETINGS

On 31 May 2022, the notice of the annual general meeting of 2021
of the Company was published in Securities Times, Juchao website,
HKExnews and the Company’s website and was served on the
shareholders of H Shares by prepaid post. The general meeting was
convened by the Board of Directors and held at the Company’s
registered office on 30 June 2022 voted by poll (on site and via
internet). Seventeen shareholders (including those voted via the
internet) attended the annual general meeting of 2021, representing a
total number of 209,154,736 shares and 31.23% of the Company’s
then total issued shares with voting right. The general meeting was
convened in compliance with the provisions of the Company Law
of the PRC as well as the Articles of Association. The meeting was
chaired by Mr. Zhang Daiming, the former Chairman of the Company.

The following general/special resolutions were passed at the annual
general meeting of 2021:
(1)  to approve the annual report of the Company for the year 2021;

(2)  to approve the report of the Board of Directors for the year
2021;

(8)  to approve the report of the Supervisory Committee of the
Company for the year 2021;

(4)  to approve the audited financial statements for the year 2021;

(5)  to approve the profit distribution plan for the year 2021;

(6)  to approve the resolution on the re-appointment of auditors and

authorizing the board of directors to determine its remuneration;

(7)  to approve the remuneration of the Directors and the
Supervisors for the year 2022;

(8)  to approve the amendment of the Articles of Association.

An announcement of the above resolutions was published on
Securities Times, Juchao Website as well as on HKExnews and the
Company’s website on 1 July 2022.
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On 30 September 2022, the notice of the first extraordinary general
meeting in 2022 of the Company was published on Securities Times,
Juchao Website, HKExnews and the Company’s website and notice
was served on the shareholders of H Shares by prepaid post. The
general meeting was convened by the Board of Directors and held at
the Company’s registered office on 27 October 2022. The meeting
adopted site and network voting. Fifteen shareholders (including those
who voted via the internet) attended the general meeting, representing
a total number of 209,933,134 shares and accounting for 31.35% of
the then total issued shares with voting rights. The general meeting
was convened in compliance with the provisions of the Company Law
of the PRC as well as the Articles of Association of the Company. The
general meeting was chaired by Mr. He Tongqing, the Chairman of
the Company.

The 2022 first extraordinary general meeting approved the following
ordinary/special resolutions:

(1) to approve the proposal on the the election of Mr. Ling Peixue as
an independent Non-executive Director to the tenth term of the
Board.

(2)  to approve the proposal on the election of Mr. Xu Wenhui and
Mr. Hou Ning as non-independent executive directors of the
tenth Board of Directors of the Company by cumulative voting.

An announcement of the above resolutions was published on
Securities Times, Juchao Website as well as on HKExnews and the
Company’s website on 28 October 2022.
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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 2022.

Results and Dividends

For the year ended 31 December 2022, the operating income of the
Company and its subsidiaries (the “Group”) prepared in accordance with
CASBE was RMB7,502,987,000, representing an increase of 14.37%
as compared with 2021. The Group recorded net profits attributable to
the equity holders of the Company of RMB411,194,000, representing an
increase of 17.97% as compared with 2021. Basic earnings per share was
RMBO0.62.

Based on the total issued shares of the Company of 673,887,535 shares,
the Board proposes a dividend of RMBO0.20 (tax inclusive) for every share
of the Company be paid to shareholders. If the total share capital of the
Company changes due to exercise of Share options, and listing of new
shares for refinancing before the implementation of the Company’s 2022
profit distribution plan, the distribution plan will be adjusted according to the
principle that the distribution proportion per share remains unchanged. The
above mentioned proposed dividends distribution for year 2022 is subject to
approval by shareholders of the Company.

Business Review

In 2022, the Group actively responded to the impact of market competition,
economic downturn and other factors, focused on innovation and
breakthrough, scientific and technological progress, project construction,
basic management and other key works, and successfully completed the
objectives and tasks of the whole year, with the main business indicators
hitting a record high for 9 consecutive years.

1. Carefully organize production, stabilize the marketing, and
start to develop new growth points

Since the beginning of the year, the Group has overcome the
influence of multiple factors such as raw material supply and cargo
transportation, and achieved an increase in key products and new
products through scientific organization and precise control. In
particular, after the adjustment of the national prevention and control
policy, the demand for antipyretic and analgesic drugs, cough and
fever drugs increased sharply. The Company responded quickly
to ensure the market supply of ibuprofen to the maximum extent,
demonstrating its responsibility.
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Business Review (Continued)

1.

Carefully organize production, stabilize the marketing, and
start to develop new growth points (Continued)

The Company maintained the stability of the leading bulk drug market,
and achieved double-digit growth in both domestic and overseas
sales of bulk drugs throughout the year. The bulk drugs of fish oil has
realised transformation and upgrading towards high purity, and has
been exported to high-end markets, becoming a new growth point.

The sales volume of 10 strategic varieties of preparations increased by
30% year on year. The sales volume of fish oil soft capsules exceeded
RMB10 million. Pioglitazone Hydrochloride capsules (Dunling 18 %)
won the bid for the 7th batch of centralized procurement with volume
in the country at the first place, and the sales volume of varieties
that passed the consistency evaluation achieved rapid growth. The
sales volume of international preparations and entrusted processing
increased by 88% year on year.

The Company seized the market opportunity, and the sales of
pharmaceutical intermediates increased by 21% year on year. The
Company focused on its core business and achieved multi-track rapid
development, with sales up 28% year on year.

Strengthen scientific and technological innovation and start to
harvest scientific research achievements

In 2022, the Group obtained 7 approval documents for new products
of Irbesartan Hydrochlorothiazide Tablets and other preparations, 5
approval documents for consistency evaluation of Dunling and other
drugs, and 4 approval documents for bulk drugs such as Sviram
Carbonate. Among them, Pioglitazone Hydrochloride capsules were
the first in China, and cefaclor granules and sustained-release tablets
were the second in China to pass the consistency evaluation. The
company has made a major breakthrough in drug innovation. OAB-
14, a national class A new drug for the treatment of senile dementia,
has been declared clinical. The construction of gene and cell
engineering research center was completed. Xinhua Pharmaceutical
Gaomi Co.,Ltd. (Gaomi Company) has obtained the approval
documents for 13 preparations and 16 veterinary drugs.

The Company has successfully passed the re-evaluation of the
national enterprise technology center and the certification of the
national intellectual property management system. 18 patents
were granted throughout the year. Xinhua Pharmaceutical
Shouguang Co.,Ltd. (Shouguang Company) and Shandong Xinhua
Pharmaceutical Design Institute Co.,Ltd. (Pharmaceutical Chemical
Industry Design Company) were recognized as high-tech enterprises.

The Company has completed 30 key technical and quality projects
and 21 energy technology transformation projects, saving raw
material and energy consumption of RMB20.90 million.
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Chairman’s Statement (continued)

Business Review (Continued)

3.

Accelerate the promotion of key projects, consolidate the
advantages of industrial chain, and continuously strengthen
the development potential

The Company invested RMB720 million in fixed assets in the
whole year, increased by 21% year on year. The R&D platform with
an annual output of 1 billion injections and GMP transformation
project have obtained the production license and passed the GMP
certification. The Company’s high-end injection production to a new
level.

The esterification project of the supporting hormone series of Tongxin
Pharmaceutical, with an annual output of 500 tons, will be put into
operation. The Shouguang Company featured bulk drug project has
invited bidding for installation engineering, and the main body of the
DCB project plant has completed civil construction. Gaomi Company
high-end pet feed project has completed the main body of the plant,
purification works and main equipment installation.

Capital operation and enterprise reform advance hand in hand,
and endogenous motivation continues to be stimulated

The Company completed the non-public issuance of A-shares in
2021 and raised approximately RMB250 million; completed the
exercise of the second exercise period of the 2018 share option
scheme, and issued 5.1678 million shares to 178 eligible incentive
participants; completed the grant of the 2021 share option scheme
and granted 24.90 million share options to 231 eligible participants.
Shandong Xinhua Pharmaceutical Chemical Design Co., Ltd. was
approved to implement the equity incentive plan for technology-based
enterprises, and successfully completed the mixed reform. The three
system reform case of the Company was included as typical case by
the provincial SASAC. The Company gives full play to the platform
advantages of listed companies and takes advantage of the reform
policies of state-owned enterprises to further enhance the enthusiasm
of employees and continuously stimulate the internal motivation.
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Chairman’s Statement (continued)
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Business Review (Continued)

5. Basic management has been continuously strengthened, and
the development foundation has become more solid

The Company strictly implemented the prevention and control policy
and measures, and provided a strong guarantee for the Company’s
production and operation. The lifeline project was stable without
any general or above safety and environmental protection quality
accidents in the whole year. It has successfully passed 127 on-
site quality audits, and passed the remote inspection of FDA of
the United States with zero defects. The international cooperation
center for modern medicine has successfully passed the EU audit
and obtained the EU GMP certificate. During the year, 3 products
obtained the EU CEP certificates, and 19 products completed DMF
registration in different countries. The Company increased investment
in environmental measures and completed five key projects including
the addition of RTO in No. 1 factory. The Company became the first
to win the title of “green supply chain management demonstration
enterprise” among the national chemical and pharmaceutical industry,
and was rated as an excellent enterprise of fusing informationization
with industrialization in Shandong Province.

Prospects

Due to the interest rate hike of the Federal Reserve, high inflation in major
economies, insufficient consumption demand from the international market,
and increasing uncertainty in product exports, enterprises are facing a
more severe international situation; due to the accelerated concentration of
various development factors and resources to advantageous regions and
enterprises, the competition in the domestic pharmaceutical market has
become more intense.

Looking forward to the future, enterprises are also facing many positive
factors in accelerating their development. With the continuous cultivation of
regional international market of the Group, especially the strong drive of the
internationalization of preparations, more potential markets will be tapped;
the price of international crude oil and bulk raw materials will remain relatively
stable, which is conducive to enterprise cost control; the internal reform and
breakthrough measures of the enterprise are accelerated, efforts are made
more quickly in new product launch, chain strengthening and complement,
preparations breakthrough and new business development, the new
growth point is accelerated, the comprehensive competitive advantage
represented by the whole industrial chain continues to strengthen, the
endogenous motivation is stimulated, and the atmosphere of innovation and
breakthrough of the whole staff becomes more intense.
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Chairman’s Statement (continued)

Prospects (Continued)

In this regard, the Group will focus on the following key tasks in 2023:

Focus on innovation and breakthrough, project construction,
and accelerate the promotion of new momentum of
development

The Company will implement “one policy for one product” to stabilize
the market, expand sales and increase profits. It will ensure the
leading market competitiveness and control of bulk drug market, and
highlight the development of fish oil, hormone and other featured
bulk drug market, and accelerate the cultivation of new drivers. The
Company will give full play to the advantages of self-produced bulk
drugs, deeply implement the strategy of “quality generic drugs”, and
improve the profit level. The Company will keep the strategic focus,
do a good job in the cultivation of ten strategic varieties, increase
the promotion of new products such as fish oil soft capsules, and
irbesartan tablets, and scale up as soon as possible. The Company
will connect well the production and marketing of international
preparation OEM, accelerate the implementation of new projects, and
accelerate the development of international preparations.

Using the “Internet + Health” platform, the Company will accelerate
the business development of “online consultation + medical insurance
settlement + medicine delivery home”, speed up the establishment
of a new Internet medical ecosystem, accelerate the layout of new
businesses such as medical beauty, speed up the development of
two-way cross-border business, integrate high-quality resources, and
consolidate and expand the health sector.

The Company will further improve the operational road map of
“pbuilding three bases and breaking through four sectors”, further
determine the breakthrough tasks and specific measures, and do
a good job in the construction of five key projects, such as the
chain strengthening and complement project and the international
preparation OEM project, and actively cultivate new growth poles.
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Chairman’s Statement (continued)
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Prospects (Continued)

2.

Focus on urgent needs, take a long-term view, and accelerate
product R&D and technological progress

Throughout the year, the Company will strive to obtain 15 production
approval documents, including 10 production approval documents
for new preparations and 5 approval documents for consistency
evaluation. It will accelerate the R&D of major innovative drugs.

The Company will give full play to the advantages of the Company’s
industrial chain, accelerate the R&D of ibuprofen series drugs,
macromolecular drugs, steroid hormone drugs, fish oil soft capsules
and other series drugs. The Company will establish the projects
to develop medical devices, health food, special cosmetics and
other series products, providing product support for e-commerce
development.

The Company will weigh scientific and technological innovation with
the results of marketization, and evaluate scientific and technological
innovation with the benefits created. For the benefits created after
the launch of new products, the Company will formulate incentive
measures to truly plug the wings of scientific and technological
innovation to the Company for its development, and truly benefit the
contributors of scientific and technological innovation.

The Company will make every effort to improve product technology
innovation, accelerate the promotion of new processes, new
technologies and new materials, implement key projects such as key
product transformation, and further improve the Company’s digital
level. It will further increase the incentives for technological progress
and cost reduction, further improve the enthusiasm of all staff, make
staff become the main body of technological innovation, and let staff
benefit more from technological progress.

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED / 2022 ANNUAL REPORT
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Chairman’s Statement (continued)

Prospects (Continued)

3.

Focus on endogenous power, firmly put people first, and
accelerate enterprise reform

The Company will enhance the vitality of the organization, open up
the vertical and horizontal channels, and accelerate the growth of
employees. It will build a green channel for R&D industrialization and
market-oriented development, integrate the strength of technology
center and engineering technology center, establish a unified
innovation management platform of the Company, integrate the
production resources of preparations, and strengthen the international
market development team of preparations and animal health
marketing team. The Company will establish flexible organizations
such as the brand strategy promotion working group to promote the
Company’s matrix management.

The Company will improve the talent system and smooth the
career path. Through the implementation of competition for posts
and performance assessment of all staff, it will achieve the goal of
“the competent up and the incompetent down (&t > BE T,
accelerate the promotion of young cadres, implement the “four
eagles” talent training plan, and build a complete “four three two”
talent echelon. At the same time, it will accelerate the introduction of
high-end talents.

The Company will improve the salary system and incentive
mechanism. To speed up the construction of the three-three-system
(==Hl)) salary system, the Company will take the salary and reward
as the basis, combine immediate and long-term incentives, pay equal
attention to multiple incentive methods, and establish a multi-path
incentive system including honor awards, career development, job
promotion, achievement dividends etc..

The Company will strengthen labor organization and improve labor
efficiency. It will continue to deepen the “six-specific” management,
further improve the work efficiency of management and auxiliary posts
through organizational adjustment and responsibility optimization,
and further improve the per capita output value and benefits through
scientific assessment of labor costs, converted standard output,
so that employees may share the achievements of enterprise
development.
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Chairman’s Statement (continued)
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Prospects (Continued)

4.

Focus on capacity improvement and strengthen basic management

The Company will ensure the lifeline project safe without a single
mistake. It will focus on the control of key areas, key parts, key
devices and major hazard sources, intensify on-site inspection,
strengthen the rectification of hidden dangers, and emphasize the
safety management during production and maintenance. It will
accelerate the progress of annual key projects of environmental
protection measures, ensure the operation of key environmental
protection facilities, and achieve a significant reduction in the total
emissions of three wastes, fully standard emissions and compliant
disposal. It will speed up the implementation of various quality tackling
projects and ensure all inspections and audits pass smoothly. It will
ensure the lifeline project safe without a single mistake throughout the
year, and no general or above safety and environmental protection
quality accidents will occur.

The Company will organize production scientifically to ensure market
demand. It will scientifically predict the uncertain impact of safety,
environmental protection supervision, supply chain, etc. on the
production organization, in particular, it will make emergency plans
in personnel organization, raw material supply and other aspects,,
coordinate production resources, and achieve high-level stable
production and precision production under the premise of maintaining
reasonable inventory and capital occupation, so as to satisfy market
demand.

The Company will make every effort to reduce costs and control
expenses. From the perspective of strengthening management, and
starting with lean production, project and procurement management,
internal control and other channels, it will cooperate with technical
breakthrough, organize the cost breakthrough of caffeine and other
key products, improve technical and economic indicators, and reduce
material consumption.

Opportunities and challenges coexist in 2023. We believe that under
the leadership of the Board of Directors, we will unite with one mind,
seize opportunities, overcome difficulties, accelerate innovation and
breakthrough, successfully realize the goals in 2023, and generate
better returns for shareholders!

He Tongging
Chairman
Zibo, Shandong Province, PRC 24 March 2023
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MANAGEMENT DISCUSSION AND ANALYSIS

condition in accordance with CASBE

vl

The business scope and operating results of the

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

Analysis of operating results and financial

2022 F (PR E G R 7 ()  The Group’s operating revenue classified by products and by
BMEBEBRADEM - Dith geographical location and so on in accordance with CASBE
BERRARET) (RMB):
20226 2021%
Year 2022 Year 2021
HER he%
& BALE &8 BALE RILLIER
Proportion Proportion  Change as
in operating inoperating  compared to
EH Item Amount revenue Amount revenue last year
EELONCH Operating revenue 7,502,987,102.09 100%  6,560,077,586.40 100% 14.37%
ATE By industry
ERHE Chemical bulk drugs 3,171,564,382.95 42.21%  2,740,737,136.77 41.78% 15.72%
] Preparations 3,193,627,163.89 42.56% 2,611,623,357.62 39.81% 22.29%
BEABRRAML Medical intermediates and
other products 1,137,795,555.25 15.17% 1,207,717,092.01 18.41% (5.79%)
PER By product
FRERESRHE Raw material pharmaceuticals
such as antipyretic and
analgesic 3,171,564,382.95 42.27% 2,740,737,136.77 41.78% 15.72%
RFE 58 BRESZE Preparations such as tablet,
injection, capsule etc. 3,193,627,163.89 42.56% 2,611,623,357.62 39.81% 22.29%
BERREERA Medical intermediates
and others 1,137,795,555.25 15.17% 1,207,717,092.01 18.41% (6.79%)
SHE By geographical location
HE(EEE) China (including Hong Kong) ~~ 4,898,275,231.38 65.28%  4,380,516,750.24 66.78% 11.82%
EM Americas 1,020,706,781.49 13.60% 845,536,583.45 12.89% 20.72%
Bl Europe 1,061,544,229.26 14.15% 960,591,868.84 14.64% 1051%
it Others 522,460,859.96 6.97% 373,432,383.87 5.69% 39.91%
AREER Distribution model
E# Direct selling 3,429,362,408.91 45.71% 3,077,509,046.53 46.91% 11.43%
&3 Distribution selling 4,073,624,693.18 54.29% 3,482,568,539.87 53.09% 16.97%
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Management Discussion and Analysis (continued)

—. REAERATEHEENHEER Il Analysis of operating results and financial

B A ISR 53 ¥ (#E) condition in accordance with CASBE (Continued)
1. 2022F (P ECESFHELDR ()  The Group’s operating revenue classified by products and by
BHFEEBRADER * Dt geographical location and so on in accordance with CASBE
E2EBERARET) @ (RMB): (Continued)
2022 F (AT EERAREEF Industries, products, regions or sales models that
H10%L EMTTH - ER - HME account for more than 10% of the company’s revenue or
HPEEXAERARET) operating profit in 2022 (RMB):
EXBAL  ERASH %L
-1 108 ERAZ EiE LEREER LERBEW LERBER
Change in Change in Change in
operating operating gross profit
income as costs as rate as
comparedto  compared to compared to
the same the same the same
Operating Operating  Gross profit period previous period previous period previous
5B ltem revenue costs rate year year year
AR By industry
e b Chernical bulk drugs RE0EESE
Increase by 0.69
3,171,564,382.95  2,198,020,297.84 30.70% 16.72% 14.58% percentage points
25 Preparations TEITERDY
Decrease by 1.17
3,193,627,16389  2,292,024,592.96 28.23% 22.09% 24.32% percentage points
EEGEERAY Medical intermediates and other TR0gEESE
products Decrease by 0.93
1,137,795,555.25  975,611,216.35 14.25% (5.79%) (4.76%)  percentage points
At Totel RR011EELS
Increase by 0.11
7,502,987,102.09  5,465,696,107.15 21.15% 14.37% 14.19% percentage points
PER By product
BAEEECSENE Phamaceuticals raw materia RE06ERY
such as antipyretic and Increase by 0.69
analgesic 3,171,564,382.95  2,198,020,297.84 30.70% 15.72% 14.58% percentage points
RE - $E - BEESHE  Preparations such as tablet, TR1IITEE %
injection, capsule etc. Decrease by 1.17
3,193,627,163.89  2,292,024,592.96 28.23% 22.09% 24.32% percentage points
BEREEREM Medical intermediates and TEOGBEEY
others Decrease by 0.93
1,137,795,565.25 975,611,216.35 14.25% (6.79%) (4.76%) percentage points
fit Total RE0IERAE
Increase by 0.11
7,502,987,10209  5,465,656,107.15 21.15% 14.37% 14.19% percentage points
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Management Discussion and Analysis (continued)

I Analysis of operating results and financial

B A ISR 53 ¥ (#E) condition in accordance with CASBE (Continued)
1. 2022F (P ECESFHELDR ()  The Group’s operating revenue classified by products and by
BHFEEBRADER * Dt geographical location and so on in accordance with CASBE
& 2155 (AR IT) () (RMB): (Continued)
2022 F (AT EERAREEF Industries, products, regions or sales models that
H10%L EMTTH - ER - HME account for more than 10% of the company’s revenue or
HPERXERAEET) (]) operating profit in 2022 (RMB): (Continued)
ERBAL  ERASM £
ERBA ERAT HE LERMER  LERBEE LERMER
Change in Change in Change in
operating operating gross profit
income as costs as rate as
comparedto  compared to compared to
the same the same the same
Operating Operating ~ Gross profit period previous period previous period previous
5B Item revenue costs rate year year year
HE By geographical location
HE(RER) China (including Hong Kong) T 48EEHE
Decrease by 148
489827523138 3,405,581,256.86 30.47% 11.82% 14.24% percentage points
el Americas R PAEERE
Increase by 1.22
1,020,706,78149  810,637,090.77 20.58% 20.72% 18.88% percentage points
B Europe REeoEENY
Increase by 4.65
1,061,544,229.26 840,244,892.82 20.85% 10.51% 4.38% percentage points
i Others R EERE
Increase by 6.9
520,460,859.96  409,192,866.70 21.68% 39.91% 28.48% percentage points
Ch Totel RR011EELS
Increase by 0.11
7,502,987,102.09  5,465,696,107.15 21.15% 14.37% 14.19% percentage points
SHERR By sales model
B# Direct selling RELTTEENY
Increase by 4.77
3429,362,40891  2,480,742,511.32 21.66% 11.43% 4.54% percentage points
s Distrbution seling TRI7EEAE
Decrease by 3.97
4,073624,693.18  2,984,913,595.83 26.73% 16.97% 23.68% percentage points
At Totel REO1EELS
Increase by 0.11
7,502,987,102.09  5,465,696,107.15 21.15% 14.37% 14.19% percentage points
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Management Discussion and Analysis (continued)

. BEATRBERENEER 1
B BRI 5 1 (48)

1. 2022F (B E G EAD R
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Analysis of operating results and financial
condition in accordance with CASBE (Continued)

(1) The Group’s operating revenue classified by products and by
geographical location and so on in accordance with CASBE

2SR (AR TT) (8 (RMB): (Continued)
2022 EEEREHEFENR Production, sales and inventory of the main products in
2022 (RMB):
T¥SE HH B 2022% 20214 Eilss:=y:1
As compared
Industry category  Item Unit 2022 2021 to last year
(b B2 R} 4 & Sales volume  liEton 32,712 34,439 (5.02%)
Chemical bulk drugs 4 & & Production lEton 36,066 35,869 0.55%
[E1F £ Inventory lEton 4,778 4,092 16.76%
ag.l $Ht ESales volume &} (0°000) 858,243 776,785 10.49%
Tablet A 7 & Production £ F(0°000) 900,404 726,432 23.95%
[E1F £ Inventory & F7(0°000) 174,799 132,638 31.79%
ALl $4 £ 2 Sales volume £ 3(0’000) 39,796 31,029 28.25%
Injection A 7 & Production &37(0°000) 40,824 29,347 39.11%
E=7F £Inventory #37(0°000) 8,651 7,623 13.49%
B $HE BSales volume  E#1(0°000) 52,950 64,655 (18.10%)
Capsule A & & Production EK1(0°000) 51,503 63,226 (18.54%)
E1F ZInventory E1I(0°000) 8,039 9,486 (15.25%)

2022 E B2 668IE{L £ R K %
BARRATIER -

FEEFEEEHI0%A LHE
%%.Eﬁ&ﬁwﬁim%ﬁaﬁz
NEBEEES  HBELEESEH
0% AEMEEREARARIE
MmHks  SMRELEESE
hn e
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In 2022, the Company had 2,668 tons of chemical bulk drugs for own

use.

The main reason for the change of tablet inventory by more than
30% is that the company has properly prepared the stock in order to
meet the market demand in time. The main reason for the change of
injection production more than 30% is that the company seized the
market opportunity and the production of key varieties increased.
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The Group’s operating revenue classified by products and by
geographical location and so on in accordance with CASBE

(RMB): (Continued)

ReEHEMNED T (F)
Management Discussion and Analysis (continued)

Analysis of operating results and financial
condition in accordance with CASBE (Continued)

20225FE P EEEHENRRNE The structure of operating cost in accordance with
EBEHEB(AR%T) CASBE (RMB):
ITHEMEMDLE Industry and Product Category
20226 20215
Year 2022 Year 2021
HER hE%
%98 HE &8 BELE &8 KA E FILCIE
Proportion Proportion ~ Change as
in operating inoperating ~ compared to
Industry category Item Number cost Number cost last year
BEMX AT} 3,962,457,253.97 7250%  3,180,396,153.26 66.45% 24.59%
Pharmaceuticals industry Raw material
BEAE AR 1,503,198,853.18 2750%  1,606,014,199.04 33.55% (8.40%)
Pharmaceuticals industry Other costs
fit Total 5,465,656,107.15 100.00% 4,786,410,352.30 100.00% 14.19%
20208 20215
Year 2022 Year 2021
HEE he%
ERSR HH &8 BELE 28 KALE AL
Proportion Proportion ~ Change as
in operating in operating  compared to
Product category Item Number cost Number cost last year
L 2RHE BRARASRNE 2,198,020,297.84 40.22%  1,918,378,790.56 40.08% 14.58%
Chemical bulk drugs Raw material pharmaceuticals
such as antipyretic and
analgesic
2F FE - $E - BERZHE  2,292,024,592.96 4.93%  1,843,710,724.02 38.50% 24.32%
Preparations Preparations such as tablet,
injection, capsule etc.
EEdhe Rt BEMEERAD 975,611,216.35 17.85%  1,024,325837.72 21.40% (4.76%)
Medical intermediates Medical intermediates and
and other products others
Bt Total 5,465,656,107.15 100.00% 4,786,410,352.30 100.00% 14.19%
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AXFHAEERAXER

AERE A KRB ER M FRIERE
MERBEFRNHEERED FIhAE
BREE2022F12 A31 B IEFE
BIRERE R EEERZLED R
522.60%7F114.69% °

HZE2022F12HA31BIEFE - K
EEREZFANEERRAEAR
AWBEFAEEHNEEE IR
AL R30% °

NEBRKFEEHE ERHOIREE
MBERKBEFMHEEED BhAE
EREE20225F 12 A31 B ILFE
BB BERREEE ZLED R
/58.98%F15.44% ©

Analysis of operating results and financial
condition in accordance with CASBE (Continued)

(1) The Group’s operating revenue classified by products and by
geographical location and so on in accordance with CASBE
(RMB): (Continued)

Top Five Suppliers and Customers

For the year ended 31 December 2022, the percentage of purchases
and sales attributable to the Group’s five largest suppliers and five
largest customers were 22.60% and 14.69% of the Group’s total
purchases and total sales respectively.

The purchases and revenue attributable to the Group’s five largest
suppliers and largest customers combined, respectively was each
less than 30% for the year ended 31 December 2022.

For the year ended 31 December 2022, the percentage of purchases
and sales attributable to the Group’s largest supplier and largest
customer were 8.98% and 5.44% of the Group’s total purchases and
total sales respectively.

AFEEHEZER Major Suppliers of the Company
g 1] LEERBATELA
;3] Proportion to
serial Annual Total
number HEFERE Name of suppliers Purchase Amount Purchase
AEET) (%)
(RMB)
1 IWEREEEACIRMER  Shandong Hualu Hengsheng Chemical Co., Ltd.
NG 183,629,158.40 8.98
2 Vinati Organics Limited Vinati Organics Limited 80,890,914.74 3.95
3 HEBRALTAMAR  Weifang Binhai Petrochemical Co., Ltd. 80,597,561.90 3.94
4 IRETH EEERAR) Shandong Sirui Pharmaceutical Co., Ltd. 60,210,610.00 2.94
5 LB HEEBR AT Zhejiang Guobang Pharmaceutical Co., Ltd. 57,082,763.70 2.79
At Total 462,411,008.74 22,60
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ReEHEMNED T (F)
Management Discussion and Analysis (continued)

I Analysis of operating results and financial
condition in accordance with CASBE (Continued)

(1) The Group’s operating revenue classified by products and by
geographical location and so on in accordance with CASBE
(RMB): (Continued)

AFEEEHEERIER Major Customers of the Company
ok HEEHERELH
serial HEH Proportion to
number EF&H Name of customers Sales Amount  Annual Total Sales
(AR#¥T) (%)

(RMB)
1 EEERETE NG| Perrigo Company 408,442,228.91 5.44
2 EEREBEFRAR Zibo Sentient Medicine Co., Ltd. 229,468,893.38 3.06
3 IERRRLERERR Beiling Jingdong Hongjian Health Co., Ltd.

NG 205,472,690.27 2.74
4 Ecotag Comercial Ltda Ecotag Comercial Ltda 131,621,246.64 1.75
5 F.Hoffmann-La Roche AG F.Hoffmann-La Roche AG 127,838,444.35 1.70
At Total 1,102,843,503.55 14.69

BEEEMA  BRERBMNSE
BRBHEARR ZERT AR
HMEME-FHNRREERET
RE49.9% A - BN AIERK
M TRE  LWREREL
IR BRARRERRRIER
BEREBEREEARARZ
FRE - EARBEKEE T
BN MEBEHEMESR  ZEHE
AT (RE BT LR AR
B R BEARRRANEBE D
ZHAHBERRAFEEREEDN
batE PR T A

As far as the Directors are aware, save as Perrigo Company
holding 49.9% equity interests in Zibo Xinhua-Perrigo
Pharmaceutical Company Limited, a subsidiary of the Company,
which constitutes related party relationships with the Company;
and Shandong Hualu Hengsheng Chemical Company Limited is
a subsidiary of Hualu Holdings Co., Ltd., the ultimate controller
of the Company, which constitutes related party relationships
with the Company, none of the directors and their associates
(as defined in the Listing Rules), or shareholders who 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.
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2. EBRRANERERH

Analysis of operating results and financial
condition in accordance with CASBE (Continued)

(n

Expense and income statement items

By - AR¥T Unit: RMB Yuan
%A Items 20206 20216 RLEE EXEENH
Change as compared
to the same period Description of
2022 2021 previous year  significant changes
HEER Selling expenses 658,307,745.12 584,128,159.21 12.70%
ERER Administration expenses 453,526,541.44 349,660,529.07 29.70%
BiER Financial expenses 32,019,480.38 52,902,639.77 (39.47%) (1)
FLER RAD cost 345,658,511.77 341,367,304.20 1.26%
Etola QOther income 28,804,773.85 59,742,321.67 (51.63%) 2
ERAEERERMETES])  Creolt impaiment loss
(losses to be listed with brackets) (5,075,576.17) 2,683,808.78 (289.12%) 8]
BEREBRBRMEIET))  Assets impaiment loss
(losses to be listed with brackets) (43,526,158.26) (33,266,799.83) 30.84% @]
BEREWGE(BRIEINET])  Gaing from asset disposal
(losses to be listed with brackets) 5,539,641.08 2,072,808.09 167.25% )
=4 N Non-operating income 1,874,585.07 3,800,041.58 (50.96%) )

SIS R LA FH30% A
FRERRA

(1)

BHSE AL TR ER
PR AR B B A
FEERARCE - FIB B A
L ERRBARIE DY

a

RS R TR =B R
A BN BT
b

ERRERXR L EFeE
2 RERANFE A ER
RIBEARZERIE I

BEREBRRFLL EFHE
Z2RERANFEHRNEE
BB

BERBWESRLL EFeE
ERARAFERERBTE
EEWESIZ I

BEIMARLL TR EE
RER L FEHERHER
BRERINEA -

Reasons for the change of more than 30% over the same
period:

(1)

The year-on-year decrease in financial expenses was
mainly due to the reduction of interest expense due to the
optimization of debt structure and reduction of financing
cost in the current year and the increase of exchange
income due to exchange rate fluctuations.

The year-on-year decrease in other income was mainly
due to the decrease in government subsidies received
during the current year.

The credit impairment loss increased year over year
mainly due to the increase in bad debt provisions for
accounts receivables set aside during the current year.

The main reason for the year-on-year increase in
asset impairment losses is the increase in inventory
depreciation reserve during the current year.

The main reason for the increase of gains from asset
disposal is the increase of gains from fixed assets
disposal in this year.

The main reason for the decrease in non-operating
income is that the supplier compensation was converted
into non-operating income last year.
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Management Discussion and Analysis (continued)

BREABRAEHESNEER Il Analysis of operating results and financial

AR 7 #h (18) condition in accordance with CASBE (Continued)
3. B&R 3. Cash flow
By ARET Unit: RMB Yuan
RE Items 20225 215 RLEE EXEENH
Change as compared
tothe same period  Description significant
2022 2021 previous year of changes
REEGRLTA Cashinflows from operating activities 711391081134 5544,462,653.81 28.31%
BeEgRe Cash outflows from operating activities 6,355,670,20084  5,285,345,693.64 20.25%
BETHEANFLREFE  Net cash flow generated from operating activities 758,240,601.50 250,116,960.17 192.62% (1)
REEHRERA Cash inflows from investing activties 15,855,332.48 11,533,534.40 37.47% 0
REERRLAL Cash outflows from investing actiities 244,757,671.36 249,227,103.62 (1.79%)
REFHELNRLREFE  Net cash flow generated from investing actiities (228,902,336.89) (237,693,560.22) (3.70%)
SEERRERA Cash inflows from financing activities 1,165,858,106.43 612,183,982.00 90.44% @
ELEPRLTL Cash outflows from financing activties 1,296,514,566.60 751,913,930.89 72.43% ]
ZEEHELMELTETE  Net cash flow generated from financing activiies (130,656,460.17) (139,729,948.89) (6.49%)
RERREEEMFLNE  Netinorease in cash and cash equivalents 414,372,758.82 (126,171,637.87) (428.42%) ()

HEEER L% EEE30% U £

KR AR -

(1) LEITHEENBRSRNF ()
AR LLIE A = B R E R A
FEHERBERALBERKE
FEZEN

@ HWEEHHELSHFARLLIEMN @)

METERARAFEEERE
EEEFWEEE & FEIE

Pl

Q) EEFFHHRLSFARLIEM @)
NEZRARANFEWEIZE
NEBTARKRESEES
EHEE AR 4418 T

Reasons for the change of more than 30% over the same period:

The net cash flow from operating activities increased year-
on-year mainly because of the expansion of the sales scale in
the current year and the increase of payment in advance by

customers.

The year-on-year decrease in net cash inflow from investing
activities was mainly due to the increase in net cash recovered
from disposal of fixed assets during the year.

The year-on-year increase in cash inflow from financing
activities was mainly due to the receipt of the non-public
offering of A shares of RMB244 million in the year;
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Management Discussion and Analysis (continued)

—. REAERATEHEENHEER Il Analysis of operating results and financial

AR 7 #h (18) condition in accordance with CASBE (Continued)
3. B&wGaE) 3.  Cash flow (Continued)

@) SEFHHRLSFLRLIGM (4)  The year-on-year increase in cash outflow from financing
HEZRARANFEEESD activities was mainly due to the increase in repayment of
BE R R A58 maturing loans and dividend payments during the year;

6) BeXkReZEWFIEINGE (5)  The year-over-year increase in the net increase in cash
ELEMAEERA AN and cash equivalents was mainly due to the increase in
FERATEEEREENER net cash inflows generated by the Company’s operating
SMAFRER LGN o activities during the year.

AFEERREEETHEEN R The major reasons for the large difference between the net cash

m)\x%i%ﬁiﬁ@f']xf’ﬁ?ﬁ?ﬁ%ﬁ inflow and net profit generated by the company’s operating

MNEZRAZHERERERANE activities in this year are the expansion of sales scale and the

WEFEERIEN - increase of payment in advance by customers.

4. HERAHFENR 4.  Analysis of Assets and Liabilities
EERREXEHER Assets and Liabilities constituting changes
By ARET Unit: RMB Yuan
220FF 202254
At the end of 2022 (audited) At the beginning of 2022 (audited)

8 (heEELA 8F  (heEELA HHEER

Percentage

Proportion of Proportion of increase or

% Item Amounts total assets Amounts total assets decrease

ghes Monetary funds 1,158,741,565.90 1402% 74466230234 10.16% 3.86%

IR Accounts receivable 761,259,339.93 921%  658,568,486.25 8.98% 0.23%

AREE Contract assets 1,721,856.82 0.02% 438,975.00 0.01% 0.01%

kg Inventories 1,211,987,048.39 14.66%  1,027,530,968.72 14.01% 0.65%

REKRHE Investment real estate 48,354,011.36 059% 4576565405 062% (0.03%)

RERERE Long-term equity investment 57,154,487.58 069%  56,707,310.33 0.77% (0.08%)

HEEE Fired assets 3,447,888,663.48 MT2%  3,105,12,176.64 43.58% (1.86%)

FETE Projects under construction 545,894,979.10 6.60%  562,958,944.42 7.68% (1.08%)

[FRiEaE Right-of-use assefs 6,681,708.67 008%  7,653,187.24 0.0% (0.02%)

L Short-term borrowing 118,023,275.00 143%  269,455217.71 3.68% (2.25%)

AmAE Contract bty 593,261,005.51 718%  100,398,224.66 137% 581%

REER Long-term borrowings 545,655,801.48 660%  346,196,870.64 472% 188%

HEBE L ease libilties 2,715,480.67 0.03% 4,219,201.67 0.06% (0.03%)
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Management Discussion and Analysis (continued)

I Analysis of operating results and financial

AR 7 #h (18) condition in accordance with CASBE (Continued)
4. HEERAMRIERGEE 4.  Analysis of Assets and Liabilities (Continued)
HEEXEGERZ Analysis of major changes of items
By ARET Unit: RMB Yuan

] Items 2022512A310 21F12B318  AERHLERER ERETHH

Change as compared Description of

Asat31December  As at 31 December fothe End of significant

2022 (audited) 2021 (audited) Previous Year changes

ERES Monetary funds 1,158,741,565.90 744,662,302.34 55.61% (1)

BUEE Notes receivable 17,805,124.18 41,020,264.41 (56.37%) ?

EREE Contract assets 1,721,856.82 438,975.00 292.24% @

AtgReaE Other non-current assets 21,492,373.85 14,26,403.74 51.07% {4

EABTEM Payrol payable 95,171,404.13 69,867,115.71 36.22% ()

ERAR Contract fiabilty 593,261,005.51 100,398,224.66 49091% ()
AtiEaE Other current liabilties 85,809,692.93 45,594,586.86 88.20%

REER Short-term borrowing 118,023,275.00 269,455,217.71 56.20%) i
—FREENEREEE Non-current liabiites due within one year 747,461,300.60 423,824,473.80 69.28%
KR Long-term payables 20,000,000.00 627,201,117.02 96.81%)
REER Long-term borrowings 545,655,801.48 346,196,870.64 57.61%

HERE Lease liabiltes 2,715,480.67 4,219,207.67 36.54%) ]

BADE Capital reserve 998,144,589.65 677,041,287.82 47.23% )

RSB FFE R L
30% LA EHYRARRR ¢

1

EEEEREFREANE
ZRARAFEWRIFELH
BITARBRESSEE 58
AR 44ETT R FBEWE P

BRI

FEREER EFRTRENE
BREARAFEARRKLLHE
RBEIRITAGLESR A

EREERLFREFNE
ERARAFEAREAR
PR mim A EEE &
ERERSE N

Reasons for the change of more than 30% over the same
period:

(1)

The increase of monetary funds from the end of the
previous year was mainly due to the receipt of the non-
public offering of A shares raised by the net amount of
RMB244 million and the increase in the advance payment
received from customers.

The decrease in notes receivable from the end of the
previous year was mainly due to the decrease in bank
acceptances which were not terminated for recognition
at the end of the year.

The increase in contract assets from the end of the
previous year was mainly due to an increase in the
Company'’s right to receive consideration for goods
transferred to customers during the current year.
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Management Discussion and Analysis (continued)
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&
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g TAEMEM -

I Analysis of operating results and financial
condition in accordance with CASBE (Continued)

4. Analysis of Assets and Liabilities (Continued)

Analysis of major changes of items (Continued)

()

The main reason for the increase of other non-current
assets from the end of last year is the increase of the
advance payment of patented technology purchased in
this year.

The main reason for the increase in the payroll payable
is the increase in the payroll withdrawn at the end of the
year.

The increase in contractual liabilities and other current
liabilities from the end of the prior year was mainly due
to an increase in prepayments received from customers
during the current year.

The main reason for the changes of short-term
borrowing, non-current liabilities due within one year,
long-term payables and long-term borrowing compared
with the end of last year is to optimize the debt structure
and reduce the financing cost; The main reason for the
changes of non-current liabilities due within one year and
long-term payables compared with the end of last year
is that the long-term payables of the current year are
transferred to non-current liabilities due within one year.

The decrease in lease liabilities from the end of the
previous year was mainly due to the payment of lease
fees due in the current year.

The increase in capital reserves from the end of last
year is mainly due to the increase in the non-public
offering of A-share stock premium and increases in the
cost of equity instruments during the waiting period in
accordance with the company’s equity incentive plan
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ReEHEMNED T (F)
Management Discussion and Analysis (continued)

Analysis of operating results and financial
condition in accordance with CASBE (Continued)

4. Analysis of Assets and Liabilities (Continued)

CHETERSENR Investment in financial assets
BN BENREE
E5RE ikl MakEed A HRREE HENRER HaEn
Change of
Initial ~ Proportion of Book value shareholder’s
investment  equityinterest  ofendofthis  Profit/loss of  equity of this
Stock Code Stock Short Name amount ininvestee period this period period
601601 REAR
China Pacfic Insurance 7,000,000.00 007%  38959,00800  2917,81600  21,023,636.50
601328 KRG
BankComm 14,225,318.00 0.02% 122,600,00000  5,000,000.00  98,260,000.00
At Total 21,225,318.00 - 16155900800  7,017816.00  119,283,636.50

BEEENSXAMARLFAL
MBS LTHRAAKEHESR
REERMBEEE BEER
L

R2022F12A31H » AEBEREH X
(REEE/REEE)E109.45% -
R ER(REE/ RBERE)A
71.08% * FEUER A R 51,056.89%
(Bl R BAER=EEWA Tk
WERFFEE*100%) * T EEERA
488.11% (T BB R ¥ A T
FEEFEE100%) °

MED L & FOR B £ 3 ) B8 _E 2 RS
B2  AEEESHRKERBRFHIE
M e

AEEBEERBEFTERERRKEE
HFF| o JA2022F12A31H » KNEH
ERmmas ARE1377,116FT T ° B
2022F12A31H ' AEBHXEEEE
& AR#A1,158,742F T - KEBEIEIT
FEAMRRRLY - BRANPBITEERE
AR ERREERESESNFERK -

Liquidity and analysis of financial resources
and capital structure under the Listing Rules
published by the SEHK

As at 31 December 2022, the current ratio (current assets/current
liabilities) was 109.45% and the quick ratio (quick assets/current
liabilities) of the Group was 71.08% while the accounts receivable
turnover rate (accounts receivable turnover rate = operating revenue/
average trade and bill receivables X 100%) was 1,056.89% and the
inventory turnover rate (inventory turnover rate = cost of sales/net
amount of average inventories X 100%) was 488.11%.

The current ratio and quick ratio changed slightly from those at the
end of the previous year. The Group’s demand for working capital did
not show significant seasonal fluctuation.

The Group’s main sources of funds were loans and operating profits.
As at 31 December 2022, the Group’s total amount of outstanding
loans was RMB1,377,116,000. As at 31 December 2022, currency
funds of the Group amounted to RMB1,158,742,000. The Group has
a good credit record with banks and has sufficient credit lines from
banks at its disposal. Therefore, it can meet the liquidity requirements
at any time.
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Management Discussion and Analysis (continued)

EEENSXAMARLFAL
MBS LTHRAAKEHESR
REERMEEE BEER
5 #h (&)

R2022%F12A3818 » KA A TR AIFH
ECEB)BEXBERAANGFEEEERR
FeAREeT6T TRZEEMEKE
ERAREA3,774T T - KRR RFR
AL ERSIEMEREER AR (AT
HIEERE | HRIFEEES AR
99,039F T X A R #33,594 F Jt A 9
BIRITARHIEZRES - NARTAF
ARERTRESTRES ARHESIS
Fio o AEEFRAEEEARKE6,682
TIREETBEBRALE - AEEE
W= AR 12,329 F LA IEFER -
Britt 2 Hh - AREEEEMEIREE -

B B BN - REBERREHREE
MEARE - WBENEERE °

AEEXENDBRBERBRAELZ(R
(REEESFHEN) BT ML LR K
BTSRRI ©

HZE20229F12A31H - KAEEETA
BA6,781 A 2022F 2 FE T T A4
A AR651,086T T °

REENEERBRRLT.37% - (BE
BER=B(EEEEEEFE100%)

AREBEANRITERIEBNEREE
BREAEEREIEED TR

MR2022F12A31H @ AEBMBEE R
BENREVEBRBRIAEHAEER)
B5.29% - FEABRBL R EVFESR
AT EAKR) B33.37% © ALtk BH) -
ERRERE MRS EEY - FAREN
BRTEEBMRIETEHEBINEEENER
KT 4R ER D

Liquidity and analysis of financial resources
and capital structure under the Listing Rules
published by the SEHK (Continued)

As at 31 December 2022, the Company’s subsidiary Xinhua (Zibo)
Real Estate Co., Ltd.., has a housing loan deposit of RMB676,000
and a regulated advanced sales amount of RMB13,774,000. The
Company and its subsidiary Shandong Zibo Xincat Pharmaceutical
Co., Ltd. (hereinafter referred to as “Xincat Pharmaceutical”)
charged their respective currency funds of RMB99,039,000 and
RMB33,594,000 to the bank for the conduction bank acceptance
deposit. The company’s subsidiary will use RMB895,000 for
restricted funds such as deposit for migrant workers. The Group does
not have ownership of the Group’s right-of-use asset in the amount
of RMB6,682,000. The Group’s notes receivable of RMB12,329,000
have not been terminated. Save as disclosed, the Group did not have
other charged assets.

Save as the transactions stated above, the Group did not have any
material investment, acquisitions or any disposal of assets during the
Reporting Period.

The breakdown of the performance results of the Group is listed in the
section headed “Analysis of operating results and financial situation in
accordance with CASBE”.

As at 31 December 2022, the number of staff by the Group was 6,781,
and the total of salaries for 2022 was RMB651,086,000.

The asset-liability ratio of the Group was 47.37% (Asset-liability Ratio
= Total Liabilities/Total Assets X 100%).

The current bank deposits of the Company primarily serve as working
capital for projects implementation, production and operation.

As at 31 December 2022, the Group had a gross gearing ratio (i.e.
gross debt divided by adjusted capital) of 5.29%, and a net gearing
ratio (i.e. net debt divided by adjusted capital) of 33.37%. For this
purpose, gross debt is defined as total borrowings and net debt is
defined as total borrowings less cash and cash equivalents, and
adjusted capital defined as all components of equity attributable to
shareholders other than designated reserves.

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED / 2022 ANNUAL REPORT
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ReEHEMNED T (F)
Management Discussion and Analysis (continued)

Liquidity and analysis of financial resources
and capital structure under the Listing Rules
published by the SEHK (Continued)

The assets and liabilities of the Group is mainly recorded in RMB.
For the year 2022, the revenue from the Group’s exports was
approximately $374,847,000, which was subject to risks associated
with exchange rate fluctuations. Therefore, the Group has taken the
following measures to lower the risks of exchange rates fluctuations:
(1) the Group has increased the price of its export products to reduce
the risks of exchange rates fluctuations; (2) when entering into material
export contracts, the Group has made advanced arrangements
that the risks associated with exchange rates fluctuations shall be
borne by both parties if the fluctuation exceeds the range agreed by
both parties; and (3) the Group will pay close attention to changes
in exchange rates, settle foreign exchange in a timely manner, and
properly control the scale of foreign currency assets and liabilities.

* A breakdown of other items including employee welfare, social insurance
and provident funds is set out under item 25 “Payroll payable” in the

“Notes to Main Items in Consolidated Financial Statement in this Report”.
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Management Discussion and Analysis (continued)
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IV Operations and Results of subsidiaries of the
Company

As at the end of 2022:

(1)

The total registered capital of Zibo Xinhua-Perrigo
Pharmaceutical Company Limited was US$20,949,000, and
the Company holds 50.1% of its equity interest. This subsidiary
is mainly engaged in producing and selling Ibuprofen bulk
pharmaceutical products. As at 31 December 2022, the total
assets of the subsidiary was approximately RMB302,451,000,
and the equity attributable to shareholders of the subsidiary
was approximately RMB250,743,000. In 2022, the operating
income of the subsidiary was approximately RMB294,974,000,
representing an increase of 26.68% as compared with that of
last year. The net profit of the subsidiary was approximately
RMB23,564,000, representing a decrease of 11.55% as
compared with that of last year. The decrease was mainly due
to higher raw material and power prices and higher product
costs during the year.

The total registered capital of Shandong Xinhua Medical
Trade Company Limited was RMB48,499,000, and the
Company holds 100% of its equity interest. This subsidiary is
mainly engaged in the operation of prepared Chinese herbal
medicine decoction, traditional Chinese medicine, chemical
preparations, chemical raw materials, antibiotics, biochemical
medicines, chemical bulk drugs (except vaccines), anesthetics,
anti-psychotic drugs, pharmaceutical precursor chemicals,
protein assimilation preparations, peptide hormones,
medical toxic drugs (except Chinese herbal medicine), etc.
As at 31 December 2022, the total assets of the subsidiary
were approximately RMB812,587,000, equity attributable
to shareholders of the subsidiary was approximately
RMB29,265,000. In 2022, the operating income of the
subsidiary was approximately RMB2,624,613,000, representing
an increase of 18.25% as compared with that of last year. The
net profit was RMB3,433,000, which is decreased significantly
compared with the same period last year. The main reason
for the decrease in net profit was that the company focused
on innovation and breakthrough in the construction of sales
network at prefecture-city and county-level, increased
marketing efforts, and increased sales expenses.

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED / 2022 ANNUAL REPORT
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Management Discussion and Analysis (continued)

IV Operations and Results of subsidiaries of the
Company (Continued)

©)

The registered capital of Shandong Xinhua Pharmaceutical
Import and Export Company Limited was RMB5,000,000, and
the Company holds 100% of its equity interest. This subsidiary
is mainly engaged in raw materials and intermediates, chemical
products sales and the import and export of goods and
technologies. As at 31 December 2022, the total assets of the
subsidiary were approximately RMB30,584,000, and the equity
attributable to shareholders of the subsidiary was approximately
RMB25,747,000. In 2022, the operating income of the
subsidiary was approximately RMB135,052,000, representing
a decrease of 14.03% as compared with that of last year. The
net profit of the subsidiary was RMB10,484,000, representing
an increase of 58.07% as compared with that of last year. The
main reason for the increase in net profit was the increase in
exchange gain due to exchange rate fluctuations.

The registered capital of Xinhua Pharmaceutical (Shouguang)
Company Limited was RMB230,000,000, and the Company
holds 100% of its equity interest. This subsidiary is mainly
engaged in producing and selling chemical products. As at
31 December 2022, the total assets of the subsidiary were
approximately RMB882,182,000, and the equity attributable
to shareholders of the subsidiary was approximately
RMB604,633,000. In 2022, the operating revenue was
RMB1,134,835,000, representing an increase of 20.29%
compared with that of last year. The net profit of the subsidiary
was RMB61,290,000, which is increased significantly compared
with that of last year. The main reason for the increase in net
profit is that the company on the one hand to seize market
opportunities to expand sales, on the other hand to strengthen
cost control, cost reduction and efficiency.

The registered capital of Shandong Xinhua Health Technology
Company Limited is RMB100,000,000 and the Company
holds 57.65% of its equity interest. The main operations
of the subsidiary are internet data services, internet sales
(except sales of goods requiring licenses), internet information
services for pharmaceuticals and internet information services
for medical devices, etc. As at 31 December 2022, the total
assets of the subsidiary were approximately RMB272,634,000,
and the equity attributable to shareholders of the subsidiary
was approximately RMB71,952,000. In 2022, the operating
income of the subsidiary was approximately RMB441,653,000,
representing an increase of 27.64% as compared with that of
last year. The net profit of the subsidiary was approximately
RMB1,171,000. The main reason for the increase in operating
income and net profit was to seize market opportunities to
expand sales.
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Management Discussion and Analysis (continued)
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IV Operations and Results of subsidiaries of the
Company (Continued)

©®)

The registered capital of Shandong Xinhua Pharmaceutical
Design Institute Company Limited was RMB6,667,000 and
the Company holds 90% of its equity interest. This subsidiary
is mainly engaged in the business of the design of medical
projects. As at 31 December 2022, the total assets of the
subsidiary were approximately RMB47,950,000, and the
equity attributable to shareholders of the subsidiary was
approximately RMB30,228,000. In 2022, the operating income
was approximately RMB67,067,000, representing an increase
of 25.05% as compared with that of last year. The net profit of
the subsidiary was approximately RMB7,983,000, representing
an increase of 16.72% as compared with that of last year.
The increase in operating income and net profit was mainly
attributable to the increase in the scale of the design services.

The registered capital of Shandong Xinhua Pharmaceutical
(Europe) B.V. was EUR 769,000 and the Company holds
65% of its equity interest. This subsidiary is mainly engaged
in the business of bulk pharmaceutical and intermediates. As
at 31 December 2022, the total assets of the subsidiary was
RMB46,566,000, and the equity attributable to shareholders
of the subsidiary was RMB37,150,000. In 2022, the operating
income of the subsidiary was RMB231,581,000, representing
an increase of 17.71% as compared with that of last year. The
net profits of the subsidiary was RMB6,691,000, representing
an increase of 7.30% as compared with that of last year. The
main reason for the increase in operating income and net profit
was to seize market opportunities to expand sales.

Total registered capital of Xinhua (Zibo) Real Estate Company
Limited was RMB20,000,000, and the Company holds 100%
of its equity interest. This subsidiary is mainly engaged in
property management, construction materials sales, non-
residential real estate leasing, housing leasing and so on. As
at 31 December 2022, the total assets of the subsidiary were
approximately RMB122,375,000, and the equity attributable
to shareholders of the subsidiary was approximately
RMB102,098,000. In 2022, the operating income of the
subsidiary was approximately RMB3,552,000. The net profit of
the subsidiary was approximately RMB -1,308,000. Operating
income and net profit decreased significantly compared with
that of last year. The main reason for the decrease was the
decrease in operating income and net profit resulting from the
discontinuation of real estate sales during the year.

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED / 2022 ANNUAL REPORT
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Management Discussion and Analysis (continued)

IV Operations and Results of subsidiaries of the
Company (Continued)

©)

(1)

Total registered capital of Xinhua Pharmaceutical (Gaomi)
Company Limited was RMB19,000,000, and the Company
holds 100% of its equity interest. This subsidiary is mainly
engaged in the business of powders for injection and tablets. As
at 31 December 2022, the total assets of the subsidiary were
approximately RMB177,369,000 and the equity attributable
to shareholders of the subsidiary was approximately RMB
-2,857,000. In 2022, the operating income of the subsidiary
was approximately RMB57,133,000, representing an increase
of 33.63% as compared with that of last year. The net profit of
the subsidiary was approximately RMB -7,437,000, which is
decreased significantly as compared with that of last year, the
decrease was due to higher costs such as raw materials.

Total registered capital of Xinhua Pharmaceutical (USA) Inc was
US$1,500,000, and the Company holds 100% of its equity
interest. This subsidiary is mainly engaged in pharmaceuticals,
chemicals, health products research and development,
certification and import and export business etc. As at 31
December 2022, the total assets of the subsidiary were
approximately RMB23,675,000, and the equity attributable
to shareholders of the subsidiary was approximately
RMB22,686,000. In 2022, the operating income of the
subsidiary was approximately RMB36,253,000, representing
a decrease of 15.06% as compared with that of last year. The
net profit of the subsidiary was approximately RMB2,728,000,
representing a decrease of 14.04% as compared with that of
last year.

The Company holds 100% equity interests in Shandong Zibo
Xincat Pharmaceutical Co., Ltd.. The registered capital of Xincat
Pharmaceutical was RMB84,930,000 and its major scope of
business includes tablets (inclusive of cephalosporins, inclusive
of penicillins, inclusive of anti-cancer agents), hard capsules
(inclusive of cephalosporins, inclusive of penicillins), granules
(inclusive of cephalosporins, inclusive of penicillins), dry
suspension (inclusive of cephalosporins). As at 31 December
2022, the total assets of the subsidiary were approximately
RMB202,521,000 and the equity attributable to shareholder of
the subsidiary was approximately RMB162,055,000. In 2022, it
achieved operating revenue of RMB185,498,000, representing
an increase of 14.02% as compared with that of last year. The
net profit of the subsidiary was approximately RMB15,034,000,
representing a slight rise as compared with that of last year.
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IV Operations and Results of subsidiaries of the
Company (Continued)

(12)

(13)

The Company holds 100% equity interests in Shandong
Xinhua Mechanical and Electrical Engineering Co., Ltd. with a
registered capital of RMB8,000,000. It was mainly engaged
in electrical equipment engineering, installation and test of
chemical equipment and manufacture of mechanical and
electrical equipment, non-standard equipment, as well as
sales of mechanical, hardware and electrical equipments. On
31 December 2022, the total assets of the subsidiary were
RMB14,774,000 and the equity attributable to shareholders of
the subsidiary was approximately RMB11,731,000. In 2022, it
achieved operating revenue of RMB16,509,000, representing
a slight rise as compared with that of last year. The net profit of
the subsidiary was approximately RMB639,000, representing a
slight rise as compared with that of last year.

The Company holds 100% equity interests in Shandong
Xinhua Wanbo Chemica Co., Ltd. with a registered capital
of RMB46,624,000. Its principal businesses include the
production and sale of such chemical raw materials as dimethyl
sulfate, isobutylbenzene, 1,8-diazabicyclo (5,4,0) undec-7-
ene and tetramethylguanidine. As at 31 December 2022, the
total assets of the subsidiary was RMB121,985,000, and
the equity attributable to shareholders of the subsidiary was
RMB83,656,000. In 2022, the operating income of Wanbo
Chemical was approximately RMB143,568,000, representing an
increase of 12.47% as compared with that of last year. The net
profit of Wanbo Chemical was approximately RMB19,829,000,
which is increased significantly compared with that of last
year. The main reason for the increase in net profit is that the
company on the one hand to seize market opportunities to
expand sales, on the other hand to strengthen cost control,
cost reduction and efficiency.

The Company holds 60% equity interests in Shandong
Tongxin Pharmaceutical Co., Ltd. with a registered capital of
RMB120,000,000.The main business is the production and
sales of high-end steroid system apis and intermediates. The
total assets of Tongxin Pharmaceutical are RMB185,682,000
and the owner’s equity is RMB120,202,000. The net profit of
the subsidiary in 2022 was approximately RMB23,000.

The “Main financial information of important subsidiaries not wholly
owned” is listed in item1. (3) under endnote VIl to Financial Statement
in this report.

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED / 2022 ANNUAL REPORT
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Management Discussion and Analysis (continued)

Analysis of core competitiveness

The Company has a development history of nearly 80 years. The
Company is a leading production and export base for antipyretic
analgesic drugs in Asia.

M

Complete industry base. First, the scale advantage is
outstanding. It has developed seven major pharmaceutical
product series, namely 5A series, caffeine series, lbuprofen
series, aspirin series, Dopa series, Barbitone series and
pipemidic acid. Second, the supporting advantages are obvious.
The Company has established an industrial chain ranging from
fine chemical raw materials to bulk pharmaceuticals, and the
main pharmaceutical intermediates are self-supporting, which
is beneficial to cost control and supply guarantee. The main
products of the preparations include pipemidic acid tablets,
Antondini, Nimodipine tablets, etc., resulting in the obvious
advantages of the self-produced bulk pharmaceuticals. Third,
the techno-economic indicators have leading edge. Traditional
products such as aspirin, Ibuprofen, caffeine, and analgin are
widely used in new technologies, new processes and new
equipment, breakthroughs in key technologies of new products
such as enzymes meloxicam, tramadol, Phenobarbital,
Glimepiride, rabeprazole, carbidopa, enzyme, etc. were
achieved, the industrialization of new hormonal technology has
begun, further strengthening the market competitiveness of
the products. Xinhua Pharmaceutical is the “Single Champion
in the Manufacturing Industry” in the manufacturing industry in
Shandong Province.

Advantages of internationalization. The Company is one of
the top five pharmaceutical export enterprises in the PRC and
has established long-term strategic cooperation relationship
with over 200 well-known multinational enterprises including
Coke, Mitsubishi, GlaxoSmithKline and Bayer. The Company
is one of the first 15 pioneering enterprises which implement a
global strategy and the top ten enterprises in the PRC in terms
of export of preparations, and has cooperated with Bayer,
Perrigo, Roche, etc. in preparation. The Company has set up
subsidiaries in Europe and the United States and is accelerating
the process of internationalization.
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V  Analysis of core competitiveness

©)

Brand and quality advantages. The “Xinhua” label is a well-
known trademark in the PRC, which is recognized as a major
Chinese brand for export sales (E2i5 5 FMEERENFE L O
#H2) by the Ministry of Commerce of China. The Company
has established a system which is in line with the cGMP
quality assurance and all API, solid preparations and injections
have passed the new GMP certification. 20 bulk drugs were
registered with the FDA of the US, 12 APIs were awarded the
CEP certificate of the European Union. The solid preparation
production line passed the MHRA test and the FDA test of the
UsS.

Increasing innovation capability. The Company has established
a relatively complete scientific research and development
system for new medicines, with National Enterprise Technology
Centre, academician workstation, postdoctoral workstation
and Taishan scholar post. The Company is a national high and
new technology enterprise, a key high and new technology
enterprise under the National Torch Program, Industrial
Model Enterprise (Shandong) of the National Comprehensive
Technology Platform for New Drug R&D, one of the second
batch of pilot enterprises in the innovative sector and Shandong
Technology Innovation Demonstration Enterprise. The Company
focuses on the “Industry-University-Research” integration, and
conducts R & D cooperation with more than 50 domestic and
overseas scientific research institutions.

The Company has established six research and development
platforms, including new drug delivery systems, small molecule
innovation and transformation, antibody and antibody
coupling, precision medical, translational medicine, nutritional
supplements, as well as a number of bases for small scale and
medium scale testing for research and there are more than 100
products of the Company under development.

Fully functional production park. The Company has gradually
developed five functionally defined parks, namely, the
headquarters (preparation), No. 1 factory (bulk drugs), No. 2
factory (bulk drugs), Shouguang Park (chemical) and Gaomi
Park (preparation).

Unless otherwise specified, the figures in the Management Discussion
and Analysis are rounded to the nearest thousandth.
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REPORT OF THE BOARD OF DIRECTORS

The Board of Directors hereby submits to the shareholders the report of the
Board of Directors for 2022 and the audited accounts of the Company and
the Group for the year ended 31 December 2022.

() Sales Analysis and Results Analysis
Sales Analysis

Under the CASBE, the Group had an operating income of
RMB7,502,987,000 for the year ended 31 December 2022. The
operating income of chemical bulk drugs, preparations, and medical
intermediates and other products accounted for 42.27%, 42.56% and
15.17% respectively of the total sales of the Group, representing an
increase of 0.49 percentage points, an increase of 2.75 percentage
points, and a decrease of 3.24 percentage points respectively as
compared with that of last year.

In 2022, the operating income of the Group’s chemical bulk drugs
amounted to RMB3,171,564,000, representing an increase of 15.72%
as compared with that of last year. The main reason for the increase is
to overcome the impact of multiple factors such as the rising cost of
raw materials, stabilize the dominant APl market and actively explore
new markets.

The operating income of preparations was RMB3,193,627,000,
representing an increase of 22.29% as compared with that of last
year. The main reason for the increase is to seize market opportunities
and actively expand product sales during the year.

The operating income of medical intermediates and other products
was RMB1,137,796,000, representing a decrease of 5.79% as
compared with that of last year. The main reason for the decline is
that the company’s subsidiary Xinhua (Zibo) Real Estate Co., Ltd.
is no longer engaged in the sale of housing business resulting in a
substantial reduction in income.

Results Analysis

For the year ending 31 December 2022, the net profits attributable
to equity holders of the Company prepared in accordance with the
CASBE was RMB411,194,000, representing an increase of 17.97%
as compared with that of last year. The main reason for the increase
was that in this year, the Company overcame the influence of multiple
factors such as raw material supply and cargo transportation, seized
market opportunities and actively developed new product markets.
While strengthening basic management, the company continued to
reduce cost and improve efficiency, and the production and operation
of the company continued to maintain a good situation.
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Report of The Board of Directors (continued)
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(I) Working Report of the Board

1.

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

)

On 24 March 2022, the Company convened the first
extraordinary meeting 2022 of the Tenth session of
the Board at the Company’s registered office, and the
relevant information was published in Securities Times
in the PRC, Juchao website, HKExnews and on the
Company’s website on 25 March 2022.

On 30 March 2022, the sixth meeting 2022 of the Tenth
Board was convened at the Company’s registered office,
and the relevant information was published in Securities
Times in the PRC, Juchao website, HKExnews and on
the Company’s website on 31 March 2022.

On 19 April 2022, the seventh meeting 2022 of the Tenth
Board was convened at the Company’s registered office,
and the relevant information was published in Securities
Times in the PRC, Juchao website, HKExnews and on
the Company’s website on 20 April 2022.

On 30 August 2022, the eighth meeting 2022 of the
Tenth Board was convened at the Company’s registered
office, and the relevant information was published in
Securities Times in the PRC, Juchao website, HKExnews
and on the Company’s website on 31 August 2022.

On 19 September 2022, the Company convened the
second extraordinary meeting 2022 of the Tenth session
of the Board by written resolution, and the relevant
information was published in Securities Times in the
PRC, Juchao website, HKExnews and on the Company’s
website on 20 September 2022.

On 25 October 2022, the ninth meeting 2022 of the
Tenth Board was convened at the Company’s registered
office, and the relevant information was published in
Securities Times in the PRC, Juchao website, HKExnews
and on the Company’s website on 26 October 2022.
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Report of The Board of Directors (continued)

(I) Working Report of the Board (continued)

1.

During this year, the Board of Directors passed resolutions on
eleven occasions: (continued)

(7)  On 27 October 2022, the Company convened the third
extraordinary meeting 2022 of the Tenth session of
the Board at the Company’s registered office, and the
relevant information was published in Securities Times
in the PRC, Juchao website, HKExnews and on the
Company’s website on 28 October 2022.

(8) On 23 December 2022, the Company convened the
fourth extraordinary meeting 2022 of the Tenth session
of the Board by written resolution, and the relevant
information was published in Securities Times in the
PRC, Juchao website, HKExnews and on the Company’s
website on 26 December 2022.

(90  On 28 December 2022, the Company convened the fifth
extraordinary meeting 2022 of the Tenth session of the
Board by written resolution, and the relevant information
was published in Securities Times in the PRC, Juchao
website, HKExnews and on the Company’s website on
29 December 2022.

The Board’s of the resolutions passed at general
meetings

The annual general meeting 2021 convened on 30 June 2022
considered and approved the Special Resolution on 2021
Profit Distribution Plan, distributing final dividend for the year
2021 to all shareholders at RMBO0.15 per share (tax inclusive)
on 669,627,235 Shares. No distribution of bonus shares and
no share capital increase concerted from reserves. The above
bonus and dividend distribution and conversion in share capital
were completed in early August 2022.
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Report of The Board of Directors (continued)
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Others

Brief Introduction of Directors, Supervisors and Senior
Management

The biographical details of the Directors, Supervisors and Senior
Management are set out in the section headed “Directors,
Supervisors, Senior Management and Staff” in this report.

Public Float

The Company has complied with the requirement in respect of the
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 item (V) 1. under endnote Xl to the financial
statements in this report.

Highest Paid Individuals

The five highest paid individuals of the Group during the year 2022
were one director, two high-level members of the management and
two middle-level members of the management. For details please see
item (V) 2. under endnote Xl to the Financial Statements of this report.

Benefits acquired by Directors and Supervisors by means of
acquisition of shares in or debentures of Group companies

At no time during the reporting period has the Company, its
holding company or its fellow subsidiaries become a party to an<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>