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Important: The board of directors (“Board of Directors”) and the
supervisory committee (“Supervisory Committee”) and each of the directors
(“Directors”), the supervisors (“Supervisors”) and the senior officers (“Senior
Officers”) of Shandong Xinhua Pharmaceutical Company Limited (the
“Company”) hereby confirm that there are no false representations, material
omissions or misleading statements contained in this report, and they,
severally and jointly, accept full responsibility for the truthfulness, accuracy
and completeness of the contents of this report.

The chairman (Mr. Zhang Daiming), financial controller (Mr. Zhao Songguo)
and the chief of the finance department (Mr. Wang Jianxin) of the Company
hereby declare that the financial report of the Company for 2013 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,
except for the Hong Kong Independent Auditor’s Report and those sections
prepared under Hong Kong Generally Accepted Accounting Principles.
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Summary of Financial and Operating Results 85t B BNEEYERE

BbhEEHENER _Z 1.  Key financial data for the year ended 31

—CEEXFESHHIE (& December 2013 prepared in accordance with
=5t) PRC accounting standards (Audited)
"E Iltems —E—=
2013
AR #T
RMB
EENE Operating profit (43,862,377.19)
e Profit before taxation 50,515,857.18
5B R B A B AR % R Profit attributable to the equity 36,745,414.38
holders of the Company
BN LT ARREMNINR Profit attributable to the equity (46,009,462.38)
EEFHIBRENFFE (W) holders of the Company
after extraordinary loss (Note)
KETHELENH S REFE Net cash flow from operating activities 92,636,929.72
Bt - JEREMIEBRINIIGRIER R (BT Note:  Extraordinary items after income tax include:
BRiB) T -
—g-= -F-Z -F-
2013 2012 2011
EH Items ABBT ARET ARET
RMB i Notes RMB RMB
FrBEERERS Profit or loss from disposal of 42,942,256.03 EEETEER  Profitloss of 1294067553 (3,438,803.56)
non-current assets BVEAERS disposal of fixed
assets and
intangible assets
SAEHBENBAREY Government subsidies recognise in current 55,578,481.75 Ui M Received and 43,102,518.23 29,258,563.27
BREATEREEERZNEE profit and loss, (excluding those closely SPAEHEE  amortizationed
HABERBERT related to the Company’s normal operations MBI government
RR-TEETHEITERE and granted on an ongoing basis under subsidies reckon
ZREBTR BB N the State’s policies according to into current term
certain quota of amount or volume)
RANAESALEHIERNEMES  Gains/losses from fair value 389723300 AHMESLE  Dvidendsofheld-  2571,92000  3,866,053.56
REEBIN BERFUEREE changes of trading financial assets and BEM for sale financial
RoteRABEEYN trading financial liabilties, assets
REEEDER and investment income from
UERERSHEREE disposal of trading financial assets,
RoteREBNIHRIESREE trading financial liabilities and
REHRENE avallable-for-sale financial assets,

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

B B IEZ SN E M R Non-operating income or cost (4,142,503.41) (2,339,97359)  (4,525,232.16)
WA except items above
DURRERTEE Minority interests (1,382.17) 24,447.44 (4,509.31)
FERY28 Income tax 15,521,972.78 (12,241,245.12)  (3,956,007.44)
ait Total 82,754,876.76 44058,342.49  21,200,064.36
S—

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED  IUSRZFZERFERR (3 BRE 2 7 “



B EENELYEHE Summary of Financial and Operating Results

1. BYPEEHFEARER_-F 1.
—ZFEEEFEEHBE (&

Key financial data for the year ended 31
December 2013 prepared in accordance

i) (&) with PRC accounting standards (Audited)
(continued)
FHAAREEIMENEE Items by fair value
FHAR HAHSNEH
Hyed FRESHRE OARESRD FIHHROEE iES ]
Amount as at Total Amount as at
1 January Change of change of Provision 31 December
ER ltems 2013 fair value fair value impairment 2013
(AR¥T) (ARET) (ARET) (ARET) (ARET)
(RMB) (RMB) (RVB) (RMB) (RVB)
CREE: Financial assets:
A1 YRR EE Include: 1. Financial assets - - - - -
FrEEH by fair value
BEHALH and its change s
B#EA included into
tREE profit and loss
Ho TESREE Include:  Derivative - - - _ _
financial assets
2. AHE 2. Available-for-sale 156,302,848.00 102,986,410.00 127,411,728.00
TREE financial assets
SREENT Total of financial assets 156,302,848.00 - 102,986,410.00 — 127,411,728.00
At 156,302,848.00 - 102,986,410.00 - 127,411,728.00
2. HEgE 2. Financial Summary
(i) WESLREMN T € EE| (i) In accordance with Hong Kong Generally Accepted
=8 (st Accounting Principles (“HKGAAP”) (Audited)
coawax Consolidated income statement
2013 2012 2011 2010 2009
ARBFT AREFT AREFT AREFTL AREFT
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
1 Revenue 3,118,781 2,932,116 2,917,860 2,589,447 2,295,101
B#AEN Profit before tax 49,322 33,515 91,272 128,967 116,388
FiEHER Income tax expense (12,028) (8,499) (13,302) (22,159) (13,008)
AEERR Profit for the year 37,294 25,016 77,970 106,808 103,380
FERER Non-controlling interests 1,564 2,599 3,595 5,509 3,693
ARRFEAEMERERF Profit for the year attributable 35,730 22,417 74,375 101,299 99,687

to owners of the Company

v ZE— =S 2013 ANNUAL REPORT



Summary of Financial and Operating Results 85t B BNEEYERE

2. MEBEEZ) 2.  Financial Summary (continued)

() BREBLREMN @R A (i) In accordance with Hong Kong Generally Accepted
RE(EHE) (&) Accounting Principles (‘HKGAAP”) (Audited) (continued)
SFAMBEKRAE Consolidated statement of financial position

2013 2012 2011 2010 2009

ARBFT ANEEFT AEEFL ANEEFT AEEFT

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

BEE Total assets 3,858,541 3,639,490 3,017,412 2,772,599 2,636,363

BafE Total liabilties (2,055,934) (1,855,699) (1,259,624) (1,048,367) (955,542)

FERER Non-controlling interests (37,290) (39,701) (39,807) (38,010) (36,318)

ARRFEAEMESR  Equity attributable to owners 1,765,317 1,744,090 1,717,981 1,686,222 1,644,503
of the Company

(ii) RHRBEEERRR (L' (ii) In accordance with PRC accounting standards (Audited)
TEMEHNE Principal financial data

AEL EERR
HH Change as
Item 2013 2012 compared to 2011
(AR%T) (AR#r) the last year (AR #T)
(RMB) (RMB) (%) (RMB)
S U ON 3,169,653,150.69 2,971,519,619.90 6.67 2,937,528,055.33
Total operating income
B E N (43,862,377.19)  (18,705,181.33) — 71,927,673.11
Operating profit
T HEE 50,515,857.18 34,981,068.98 44.41 93,211,526.67
Profit before taxation
BER EMARKENFENE 36,745,414.38 23,663,577.96 55.28 76,023,665.57

Profit attributable to the equity

holders of the Company
FER EMARRROMBRIFLE

BREERNFHE (46,009,462.38) (20,394,764.53) — 54,823,601.21
Profit attributable to the equity

holders of the Company

after extraordinary loss
REFHEENRESRNEFHR 92,636,929.72 37,817,990.39 144.95 97,083,018.85
Net cash flow from operating activities

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED ISR ERFER BB R 2 5 ‘



B EENELYEHE Summary of Financial and Operating Results

2. HMBWEGE)

(i

EPESFERR (KE)
(%)

2 Financial Summary (continued)

(i) In accordance with PRC accounting standards (Audited)
(continued)

FTEBRBEHE (&) Principal financial data (continued)
20134 20124 20114
12A31H 12A31H REXR 12R31H
As at As at b b RIS As at
EHH 31 December 31 December Change as 31 December
Item 2013 2012 compared to the 2011
(AR¥T) (AR¥%T) end of last year (AE#T)
(RMB) (RMB) (%) (RMB)
BERE 3,849,353,234.20 3,628,270,364.03 6.09 3,004,190,190.68
Total assets
BEBRE 2,052,533,235.11 1,851,281,249.01 10.87 1,254,451,169.37
Total liabilities
EBN LT ARREREEREZS 1,759,5629,934.58 1,737,287,914.32 1.28 1,709,932,330.07
Total equity attributable to equity
holders of the Company
FRA (AR) 457,312,830.00 457,312,830.00 — 457,312,830.00
Capital (share)
TEMHER Principal financial summary
AEL B
Item Change as
HAE 2013 2012 compared to 2011
(ARET) (AR¥T) the last year (AE#&T)
(RMB) (RMB) (%) (RMB)
ERERkE 0.08 0.05 60.00 0.17
Basic earnings per share
mEERKE 0.08 0.05 60.00 0.17
Diluted earnings per share
MBRFLERHEZENERTRNE (0.10) (0.04) — 0.12
Basic earnings per share after
extraordinary loss
METFEERZE %) 2.09 138 EAOTIEELH 4.46
Return on equity of weighted Increased 0.71
average (%) percentage points
MBI BEER (2.62) (119  TH14EEDE 3.22
MEFFEERREY)
Return on equity of weighted average Decreased 1.43
after extraordinary loss (%) percentage points
BREEZHEENRENEFH 0.20 0.08 150.00 0.21

Net cash flow from operating
activities per share

v ZE— =S F 2013 ANNUAL REPORT



Summary of Financial and Operating Results 85t B BNEEYERE

2. HMBHBEZ)

(i

(i)

EPESFERR (K&
(%)

2. Financial Summary (continued)

(ii) In accordance with PRC accounting standards (Audited)
(continued)

FTEMRKIEEZE) Principal financial summary (continued)
2013% 20124 20114
12A31H 12A31H AER 12A31H
As at As at b & R As at
Item 31 December 31 December Change as 31 December
HH 2013 2012 compared to the 2011
(AR#T) (AE#r)  endof last year (AR#T)
(RMB) (RMB) (%) (RMB)
GERLTARARRNERFEE 3.85 3.80 1.32 3.74
Net assets per share attributable to
equity holders of the Company
BERABE(%) 53.32 51.02 EA230EESE 41.76
Asset-liability ratio (%) Increased 2.30
percentage points
it HERMAEZTREWZEAN Note:  There has been no change in the share capital of the

REEAREEZ -

12 B & 5 2E B AR BN A

)

Company from the end of the financial year 2013 to the
publication date of the results announcement of 2013.

Appendix to the profit and loss account prepared in

R (EEL) accordance with PRC accounting standards (Audited)
BRER AEET)
Earnings per share (RVB)
MEFYBEIERBE) EXgRE BESRES
Weighted average
|ERTE return on equity (%) Basic earnings per share Diluted earnings per share
Reported Profit 2013 2012 2013 2012 2013 2012
HER EMORREFHE 2.09 1.38 0.08 0.05 0.08 0.05
Profit attributable to the equity
holders of the Company
HFEN LT ARIRES MG (2.62) (1.19) (0.10) (0.04) (0.10) (0.04)

BB R & AT
Profit attributable to the equity

holders of the Company

after extraordinary loss items

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED USRI ERFER B EHR 2 5 “



B BENELBERE Summary of Financial and Operating Results

3. HEPEEFEAMEFEY 3. Reconciliation of accounts prepared in

ERMZzEFERAHERIEER accordance with PRC accounting standards
=R and HKGAAP
0T RBARGERT
Profit attributable to owners BEE
of the Company Net assets
(AR®T) (AR¥®T)
(RMB) (RMB)
FHB % HERE HEE 8
As at As at
31 December 1 January
2013 2012 2013 2013
BREBLERMNZ :RA 35,730,000.00  22,417,000.00 1,765,317,000.00 1,744,090,000.00
Prepared under HKGAAP
R E g e 36,745,414.38  23,663,577.96 1,759,529,934.58 1,737,287,914.32

Prepared under PRC accounting standards
REBRLERMGHRABBNSBERE
HKGAAP adjustments:

EERIE 177,585.62 221,422.04  (1,021,934.58)  (1,199,914.32)
Depreciation charges due to revaluation in previous years
HEEES (1,193,000.00)  (1,468,000.00) 6,809,000.00 8,002,000.00
Surplus from revaluation for listing of H Shares
BREBLEREMZ e RAIZESH (1,015,414.38)  (1,246,577.96) 5,787,065.42 6,802,085.68
HKGAAP adjustments total
et RARINEEFERZEERHA - Note:  Explanation of the difference between the PRC accounting standards
and HKGAAP:
1. KBREBLERMNZ R 1. Education expenses are regarded as actual expenditure without
AR EEBEEY X  EBRT the need of provision under HKGAAP. As at 31 December 2013,
2 B E2013F12A318 L% the balance of education expenses was RMB 6,809,000.00 under
PEEHEGRENBBELE the PRC accounting standards, and the education expenses
# 58 & A R #6,809,000.007T were RMB 1,193,000.00 for 2013;
013 FEHERLEHEERA
R #1,193,000.007T :
2. AREMER  WARANERE 2. The aforesaid difference also led to the difference in the
EREBHOTRTER R Company’s deferred income tax, with the difference in
TR HRERRARYE accumulated deferred income tax being RMB 1,021,934.58
1,021,934.587C * & B IE % B and the deferred income tax of the current period being RMB
?ﬁ»ﬁé%ﬁﬁ)\ﬁﬁ%ﬂ?ﬁ%.ez 117,585.62.
TTe

w ZE— =S F 2013 ANNUAL REPORT



Changes In Share Capital and Shareholders BRAZE R KRR IER

1. BRHpEEHERE 1.  Share capital structure
B R38R 2013%12A31H 2013%1A1H
Class of shares 31 December 2013 1 January 2013
Bh8E HERFLH B B2 HEBRE LG
Number of % of the total Number of % of the total
Shares share capital Shares share capital
(share) (%) (share) (%)

1. BREKHHRBRA

Total number of shares subject to conditions of trading 961 - 961 -
Bl R R
State-owned shares - — - -
BREARR
Domestic legal person shares — - — -
ARBERE KA SER
Senior management A shares subject to

conditions of trading 961 — 961 -
i
Others - — - -

2. ERERMHNREBRAF

Total number of unconditional tradable shares 457,311,869 100.00 457,311,869 100.00
ARBL R (AR)
Renminbi ordinary shares (A shares) 307,311,869 67.20 307,311,869 67.20
BN ETINERR (HR)
Overseas listed foreign shares (H shares) 150,000,000 32.80 150,000,000 32.80
3. ke
Total number of shares 457,312,830 100.00 457,312,830 100.00
Kzt - B ZE2013F12A31BE B X/HIEE Note:  As at 31 December 2013, a total of 9,380,000 shares held by
E AR A 7 A A A 59,380,000 Qingdao Haowei Investment Development Company Limited in the
A% A& 1 4 BSR4 o Company have been pledged and freezed.

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED ISR $fZER TR (7 BRE 2 7 “



BASERKRRER Changes In Share Capital and Shareholders

2. BEEBEAIANE 2. Shareholders information
(i) R-_EE—=%+—_fF=+— (i) As at 31 December 2013, the Company had on record
H:' ARXNal K EEH A a total of 37,115 shareholders, including 57 holders of H
37,115F » B EHR K 57 Shares and 37,058 holders of A Shares.
P ABRRR 3R37,058F ©
FEEREWERRFESET S As at the end of the fifth trading day before the release
B R IR 3R 42 81 534,840F - of the annual report, the Company had on record a total
BIEHRE IR 567 - ARR AR R of 34,840 shareholders, including 56 holders of H Shares
34,784F - and 34,784 holders of A Shares.
(ii) R-E—=F+=-_A=+— (i) As at 31 December 2013, the top ten shareholders of the
HEEARQABKRMDA+ 3K Company were as follows:
RIFBRAT
Kt BEREB BinHE BER®  (SEEELH %)
Number of % of the total
No Name of Shareholders Class of shares shares held share capital
1 IR EREERFRET AT IR - AR 166,115,720 36.32
Shandong Xinhua Pharmaceutical State-owned shareholder,
Group Company Limited A shares
2 BEEPREE(REBA)BERAA i BHR 148,449,998 32.46
HKSCC(Nominees)Limited Listed H shares
3 EERBREERERLA FER—MEA 9,386,851 2.05
Qingdao Haowei Investment Domestic general legal
Development Company Limited person shares
4 A& & BRNBEAA 1,447,400 0.32
Zhou Jichang Domestic individual
5 E Ry FEREARA 616,000 0.13
Liu Shida Domestic individual
6 15 I FERERA 614,515 0.13
Yang Linlin Domestic individual
7 SR T3 BREAA 600,000 0.13
Zhang Linlin Domestic individual
8 BEE BEARBAA 381,900 0.08
Li Tongsheng Domestic individual
9 RE BNEAA 370,000 0.08
Xu Yaping Domestic individual
10 HSIA SIU KUN T iBHAR 362,000 0.08
HSIA SIU KUN Listed H shares

v ZE— =S 2013 ANNUAL REPORT



Changes In Share Capital and Shareholders BRAZE R KRR IER

2. EBERWERNEBE) 2.

(i

() i
R-®-=f+-A=+-

B 2 2 R 1 B+

RE G RN

BEEHR

Name of Shareholders

Shareholders information (continued)
(continued)
As at 31 December 2013, the top ten shareholders

holding unconditional tradable shares of the Company
were as follows:

BEEREGEHBRNME
Number of unconditional
listed shares

EfER

Class of shares

IWRMERHEEBEGRET AT

Shandong Xinhua Pharmaceutical Group Company Limited
BRPREE (REBA)BERAT

HKSCC(Nominees)Limited

EERAREERERLA

Qingdao Haowei Investment Development Company Limited
BE&

Zhou Jichang

166,115,720 A%
A Shares

148,449,998 HA%
H Shares

9,386,851 AR
A Shares

1,447,400 AR

A Shares

616,000 A%

A Shares

614,515 AR

A Shares

600,000 AR

A Shares

381,900 A%

A Shares

370,000 AR

A Shares

362,000 HA&

H Shares

2t K

Liu Shida

15 W3

Yang Linlin

R AR

Zhang Linlin

A&

Li Tongsheng

CThe

Xu Yaping

HSIA SIU KUN

HSIA SIU KUN

Hiat - Note:

1. AAREERA L+ 1.
ABRRPRRZE—REF
R AE SR HES &
EERZEg ([THEES
g EMzETRAR
REREBHELREEE
WEVREN—BITHA -
BARAMPERRZEEE
FEMBEEI(ETR
AERFREDESHE
EEWR) R E N —HIT
BA -
RANREERM L ER
EHRERREZE - Ll
B 16 14 % 3R B+ KRR ER
ZEREBTFEBEEE-
A MEEFECETA
ARRFREHECHE
B MR R E N — KT
BA -

2. FBADBBANE%IA LY 2.

55 70 1% 38 7 1L 38 9 4 8
EEMERETAT -

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED ISR ERFER BB R 2 5 “

The Directors are not aware as to whether there is any
association amongst the ten largest shareholders of the
Company, nor the persons acting in concert as defined in
the “Rules for the information Disclosure of Changes in the
Shareholding of Listed Companies” issued by the China
Securities Regulatory Commission (the “CSRC”). In addition,
the Directors do not know whether there is any association
amongst the shareholders of H Shares of the Company or
persons acting in concert as referred to above.

The Directors do not know whether there is any association
amongst the ten largest shareholders of unconditional
tradable shares of the Company, any association between
the ten largest shareholders of the Company and the ten
largest shareholders of the Company or the persons acting
in concert as defined in the “Rules for the information
Disclosure of Changes in the Shareholding of Listed
Companies”.

The only domestic shareholder with more than 5% of the
total issued shares of the Company is Shandong Xinhua
Pharmaceutical Group Company Limited.



BRASERBRERER Changes In Share Capital and Shareholders

(i)

BERRANRE(E)

ZR AR R BN

ARQRERER AL R
BEREEBFRET A ([F
EEEH])  HMESEBERKILR
—AWAREANATHBE A
BEEBELT dMEARA
AR ¥29 8508 7T ' A AR
RERRSE  EK2EEE:
RERBEIRRT Eit
ERE - ER BEEE.
fE THEM R - &2 ER
MEE - HE L ITER (B
{tEERM) HE  CEED
D% (BEBHENRLEE)
012FEHELETREE
A ANBR#32.65E T 0 FE
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2.

Shareholders information (continued)

(i)

Information about the controlling shareholders

Shandong Xinhua Pharmaceutical Group Company
Limited (the “SXPGC”), being the controlling shareholder
of the Company, was established as a wholly state-
owned company on 15 June 1995. The registered capital
of SXPGC is RMB298,500,000 and its legal representative
is Mr. Zhang Daiming. SXPGC is mainly engaged in
the engineering design, real estate and restaurants;
packaging, and manufacturing of chemical equipment;
production and sale of chemical engineering apparatus
and instruments; sales of chemical products (except for
hazardous chemicals) and import and export business
(within the scope approved). In 2012, the operating
income and the profit of SXPGC were approximately
RMB3,265,000,000 and RMB67,710,000. As at the
end of 2012, the total assets and the total liabilities of
SXPGC were approximately RMB3,956,190,000 and
RMB2,126,540,000, the asset-liability ratio was 53.70%.
In 2012, net cash flow from operating activities was
RMB61,380,000.

As of the date of this report, there is no 2013 annual data
of SXPGC.

Hualu Holdings Group Company Limited (“HHGC”), a
wholly state-owned company, the controlling shareholder
of SXPGC, was established on 28 January 2005. The
registered capital of HHGC is RMB800,000,000 and
its legal representative is Mr. Cheng Guanghui. HHGC
is mainly engaged in the investment of fertilisers,
petrochemical industries and investment in sectors which
are not prohibited by the state (or the local community).
HHGC is also engaged in asset management.
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2.  Shareholders information (continued)
(iii) Information about the controlling shareholders (continued)

In 2012, the operating income and net profit of HHGC were
approximately RMB13,379,010,000 and RMB399,570,000
respectively. As at 31 December 2012, the total
assets and net assets of HHGC were approximately
RMB22,671,844,000 and RMB9,631,633,000 respectively.

As of the date of this report, there is no 2013 annual data
of HHGC.

LWREAREEEEEEEZES
Shandong Provincial State-owned Assets
Supervision and Administration Commission

100%

ERER

| 100%

EEEEFRAA
China Shandong Group Ltd.

| 100%

HXRER R A
Well Bring Ltd

| 2.99%

HHGC

100%
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SXPGC

36.32%

NS

The Company
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Brief Introduction of Directors, Supervisors and
Senior Officers

Directors

Mr. Zhang Daiming, aged 51, is a senior economist. He graduated from
Qingdao Science and Technology University, specialising in organic
chemical engineering and obtained a master’'s degree in economics
from Shanghai Financial and Economic University. Mr. Zhang joined
Shangdong Xinhua Pharmaceutical Factory in 1987 and was previously
a workshop technician, planner of the planning and statistics department
of the Company, the deputy manager and manager of the international
trade department of the Company and the deputy general manager of
the Company. Mr. Zhang is the Chairman of the Company, the chairman
of Shandong Xinhua Pharmaceutical Group Company Limited, and
Shandong Xinhua Pharmaceutical (Europe) GmbH, the executive director
of Shandong Xinhua Import & Export Company Limited, the chairman
of Zibo Xinhua Eastwest Pharmaceutical Company Limited, and Zibo
Xinhua- Perrigo Pharmaceutical Company Limited and Xinhua (Zibo) Real
Estate Company Limited.

Mr. Ren Fulong, aged 51, is a researcher and practising pharmacist. He
graduated from Shandong Changwei Medicine College in 1985. From
1985 to 1988, Mr. Ren was a resident physician. In 1991, Mr. Ren
obtained his master of medicine from Beijing Medical University and
joined Shandong Xinhua Pharmaceutical Factory in the same year. He
previously held the positions of the deputy director and the director of the
Company’s research institute, the assistant to the general manager and
the deputy general manager of the Company, the deputy general manager
of SXPGC and the general manager of the Company. Mr. Ren is the
director of the Company, the director and general manager of SXPGC.

Mr. Du Deping, aged 44, is a senior engineer. He graduated from
the Ocean University of PRC, specialising in chemistry and obtained
a master’s degree in medicinal chemistry from Shandong University.
He joined Shandong Xinhua Pharmaceutical Factory in 1991. He was
previously a deputy head and head of the workshop, assistant to the
general manager of the Company and deputy general manager of the
Company. Mr. Du is currently a director and the general manager of
the Company, and the chairman of the board of Shandong Xinhua
Pharmaceutical Chemical Design Company Limited and Xinhua
Pharmaceutical (Shouguang) Company Limited.

Mr. Zhao Songguo, aged 50, is a senior accountant. He graduated from
Shandong Television and Broadcasting University in 1986 specialising
in enterprise management. He also completed a refresher course in
Qingdao Ocean University in 2004. Mr. Zhao joined the Shandong Xinhua
Pharmaceutical Factory in 1980 and previously held the positions of the
head and the director of the finance department and the assistant to
the general manager of the Company. Mr. Zhao is the director, and the
deputy general manager and the financial controller of the Company, the
director of Zibo Xinhua-Eastwest Pharmaceutical Company Limited, the
director of Shandong Xinhua Medical Trade Company Limited, the director
of Shandong Xinhua Pharmaceutical (Europe) GmbH and the director of
Xinhua Pharmaceutical (Shouguang) Company Limited.
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Brief Introduction of Directors, Supervisors and
Senior Officers (continued)

Directors (continued)

Mr. Xu Lie, aged 48, is a senior economist and is a university graduate.
He joined Shandong Xinhua Pharmaceutical Factory in 1986 and has
been the deputy director and the director of the office, the deputy head
of the office, and the manager of the human resource department.
Mr. Xu is currently a director and the chairman of the labour union of
the Company, and a director and the chairman of the labour union of
SXPGC.

Mr. Zhao Bin, aged 54, graduated from Zhongnan University of
Economics and Law with EMBA. He joined the People’s Liberation Army
in 1976, previously held the positions of soldier, the ex-officio of deputy
company, the ex-officio of company, the ex-officio of deputy battalion,
deputy director and director of the political department of Jinan Military
Region and Shandong Province Military Region. Mr. Zhao has worked
in the enterprise since 1998. He previously held the positions of
investment manager and office general manager of Shandong Hualu
Group Company Limited, deputy general manager of Shandong Hualu
International Business Center Company Limited and general manager
of the development planning department of Hualu Holdings Group
Company Limited. Mr. Zhao is the assistant to the general manager
and general manager of the development planning department of
Hualu Holdings Group Company Limited. Mr. Zhao is a director of the
Company.

Mr. Zhu Baoquan, aged 67, is a researcher and a tutor of students in a
doctorate class. He was the vice president of Shanghai Pharmaceutical
Industry Research Institute from September 1993 to January 2002,
and he was the president of Shanghai Pharmaceutical Industry
Research Institute from February 2002 to June 2008. Since July 2008,
Mr. Zhu has been an adviser and the Academic Committee Dean
of Shanghai Pharmaceutical Industry Research Institute. Mr. Zhu is
currently an independent non-executive director of the Company, and
an independent director of Zhejiang Xianju Pharmaceutical Company
Limited.

Mr. Bai Huiliang, aged 70, graduated from Beijing University of
Technology, specialising in organic synthesis, is a senior engineer and a
visiting professor. He was previously a technician of Shenyang Dongbei
Pharmaceutical Factory, the deputy director of the office of technical
personnel, deputy director of the department of personnel, deputy
director and director of the department of policy and regulations and
director of the general office of State Drug Administration, the director of
department of safety supervision of State Food and Drug Administration.
Mr. Bai is currently the president of the China Nonprescription Medicines
Association and the vice president of the China Pharmaceutical
Enterprises Association. Mr. Bai is also an independent non-executive
director of Shanghai Pharmaceuticals Holding Company Limited and
Sihuan Pharmaceutical Holdings Group Limited. Mr. Bai resigned as an
independent non-executive director of the Company with effect from 18
March 2014.
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Brief Introduction of Directors, Supervisors and
Senior Officers (continued)

Directors (continued)

Mr. Kwong Chi Kit, Victor, aged 46, is a fellow member of the
Association of Chartered Certified Accountants (United Kingdom) and
an associate member of the Hong Kong Institute of Certified Public
Accountants. He has a bachelor’s degree in commerce from Curtin
University of Technology, Australia. He is currently a financial controller
of Anwell Technologies Limited, a company whose shares are listed
on the Singapore Exchange Limited, an independent non-executive
director of the Company, an independent non-executive director of Get
Nice Holdings Limited and an independent non-executive director of
Angang Steel Company Limited. Mr. Kwong has extensive experience
covering auditing, accounting and financial management in commercial,
manufacturing and public accounting sectors. Mr. Kwong resigned as an
independent non-executive director of the Company with effect from 5
March 2014.

Supervisors

Mr. Li Tianzhong, aged 51, is a senior engineer. He graduated from the
Shandong Institute of Technology, specialising in industry automation.
He joined Shandong Xinhua Pharmaceutical Factory in 1983. Mr. Li has
been the engineer and director of the electric motor workshop, manager
of the trade department, supply and marketing department and drug
department of the Company, director of the Company, assistant to
the general manager, director and deputy general manager of Xinhua
Lukang Pharmaceutical Group Corporation, director and deputy general
manager of Shandong Xinhua Pharmaceutical Group Company Limited.
Mr. Li is currently the chairman of the supervisory committee of the
Company and a deputy general manager of SXPGC and the chairman of
Shandong Zibo XinCat Pharmaceutical Company Limited.

Mr. Zhang Yueshun, aged 64, is a senior accountant, a certified public
accountant and a certified public assessor of the PRC. Mr. Zhang was
the controller of an enterprise, the deputy chief of Zibo Office affiliated
to the Enterprise Department of the Ministry of Finance of the PRC, the
vice director of the Zibo Municipal State-owned Assets Administration
and the chief accountant of Shandong Zibo Accountant Firm. Mr. Zhang
is currently a senior consultant of Zibo Puhua Accountant Firm and an
independent supervisor of the Company.

Mr. Tao Zhichao, aged 44, graduated from East China University of
Politics and Laws and obtained a bachelor’s degree in law. Mr. Tao was
also conferred a master’s degree in law from Shandong University. Mr.
Tao is a partner of Shandong Zhigong Associates, the legal consultant
for the People’s Government of Zibo, Shandong and an independent
supervisor of the Company.

Ms. Hu Yanhua, aged 39, graduated from Shandong University. She
has also received a postgraduate education. She joined the Company in
1996. Ms. Hu was the deputy secretary of the Youth League Committee
of Xinhua Lukang Pharmaceutical Group Corporation. Ms. Hu is currently
the secretary of the political affairs department, the secretary of the
Youth League Committee, and employee supervisor of the Company.
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Brief Introduction of Directors, Supervisors and
Senior Officers (continued)

Senior Officers

Mr. Dou Xuejie, aged 54, is a senior engineer. He graduated from
Shandong Medicine College, specialising in pharmacy and obtained a
master’s degree in medicinal chemistry from Shandong University. He
joined the Factory in 1982. He was previously deputy director and the
director of the quality control department, the deputy chief engineer and
quality director of the Company. Mr. Dou is currently deputy general
manager of the Company.

Mr. Du Deqing, aged 49, is a senior engineer. He graduated from
Qingdao Science and Technology University, specialising in organic
chemical engineering and obtained a master’'s degree in business
administration from Wuhan University of Technology and obtained a
master’s degree in chemical engineering from Qingdao Science and
Technology University. He joined the Shandong Xinhua Pharmaceutical
Factory in 1986. He was previously deputy director and director of the
dispatch department, the director of the purchasing department and
assistant to the general manager of the Company. Mr. Du is currently
deputy general manager of the Company.

Mr. He Tongqing, aged 44, 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 Company
Limited. Mr. He is currently a deputy general manager of the Company,
and the chairman of Shandong Xinhua Medical Trade Company Limited,
the executive director of Zibo Xinhua Drug Store Chain Company Limited
and Xinhua Pharmaceutical (Gaomi) Company Limited.

Mr. Cao Changqiu, aged 44, 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 one of the company secretaries of the Company.

Ms. Guo Lei, aged 45, is an economist. She graduated from Guangzhou
Foreign Trade College, specialising in accounting and obtained a
master’s degree in economics from Beijing University. She joined the
Shandong Xinhua Pharmaceutical Factory in 1992. Ms. Guo is one of
the company secretaries and an office supervisor of the Company.

The Director, Supervisors and Senior Officers of the Company were
appointed for a term of 3 years commencing from 22 December 2011.
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Directors’ and Supervisors’ and Senior Officers’

BEBR R R SA ST BN 1S R positions and remunerations in SXPGC
TERRREM
TERRRE X EEHMAR
ERMARMR BREMEE REMKE EHERA MY FHRIERH R BH 8 RY
Remuneration
Name of Termination received from
Name the shareholder Position Beginning date _ date shareholder
R MELE BEER 201007 HA06H — &
Mr. Zhang Daiming SXPGC Chairman 6 July 2010 — No
s MESHE EE KR 2010%F07A06H — S
Mr. Ren Fulong SXPGC Director and 6 July 2010 - No

general manager

G MERE o 201141 A13H — &
Mr. Xu Lie SXPGC Director 18 January 2011 — No
FTRA MESE Bl A 2009%F10A168 — &
Mr. Li Tianzhong SXPGC Deputy 16 October 2009 — No

general manager

EFXF - EEREMEREEREAR

Directors’ and Supervisors’ and Senior Officers’

BFEXAFIRMER Interests in Shares of the Company
7#2013%12A31H #2013%1A1H
As at As at
31 December 2013 1 January 2013
4 R% ;4 B8
Name Positions Number of shares Number of shares
BEE
Directors
SR EA BEER REHB AR
Mr. Zhang Daiming Chairman Nil Nil
F1EH FEHMITESR AR AR
Mr. Ren Fulong Non-executive director Nil Nil
HiEFE WITES - aKe KEFE AEE
Mr. Du Deping Executive director, general manager Nil Nil
iRV BITES  AIEKLE MBAaEA REHB KRFEFE
Mr. Zhao Songguo Executive director, deputy general manager, Nil Nil
financial controller
=5 EMITES REE AR
Mr. Xu Lie Non-executive director Nil Nil
e FHMITES REE AEEE
Mr. Zhao Bin Non-executive director Nil Nil
KER BYENITES AEF AR
Mr. Zhu Baoquan Independent Non-executive director Nil Nil
BE BYIERNITES REE AR
Mr. Bai HuiLiang Independent Non-executive director Nil Nil
P A BYUIFNITES REE AEEE
Mr. Kwong Chi Kit, Victor Independent Non-executive director Nil Nil
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Directors’ and Supervisors’ and Senior Officers’
Interests in Shares of the Company (continued)

72013%12A31H #2013%F1A1H
As at As at
31 December 2013 1 January 2013
£ B% 4 . 4
Name Positions Number of shares Number of shares
EE
Supervisors
FRAE EEEgER REE AEEE
Mr. Li Tianzhong Chairman of the Supervisory Committee Nil Nil
5k A IE BUEE KEE KA
Mr. Zhang Yueshun Independent supervisor Nil Nil
ey BUES AR AR
Mr. Tao Zhichao Independent supervisor Nil Nil
B BTe= KEE AEEE
Ms. Hu Yanhua Employee supervisor Nil Nil
HttmREEAR
Senior Officers
FEMG BlaTE KEE AFHE
Mr. Dou Xuejie Deputy general manager Nil Nil
tEE Blimasie AEE A¥EE
Mr. Du Deging Deputy general manager Nil Nil
BRE Bl 4 38 REE KR
Mr. He Tongaing Deputy general manager Nil Nil
BRK EEENE 961 1,281
Mr. Cao Changaqiu Company secretary
EiFa EEgwE AEE A¥EE
Ms. Guo Lei Company secretary Nil Nil
A&t 961 1,281
Total

RRREF LFERSREBAEMFAEAR
DA D RARK

B EXXPREEESN - B TZi% ER
ANEREEMAMZE E——Equﬂ

=+—H REXR TZé% SREEAN
BREFERDRREREFEEEE (F
ER(BH LB ED)FEXVED) BB - 18
M R HEFERBERME) PR
E’cﬁﬁﬂiﬁ’g( S5 M HIE 15 01) SEXVERFETM
FHMMFBANEGARA RBBH AR
gk R (BHREREGE %&Hﬂ S ERBDZLE
MR EREFELEE SREEAER
EEHANERIRA) "MEF( =K
HI'E 15 01) 55352{5 A 7€ T A0 8% 0 A 2 AR
FOERMHOBERIORE  NIRBEFEH
RS ETRN T EWRRAD K&+ F
M ETARERETESFZZNFERA
BHEARBREBHIMOERIRE -

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

Save as disclosed above, so far as the Directors, the Senior Officers
and the Supervisors of the Company are aware, as at 31 December
2013, none of the Directors, the Senior Officers or the Supervisors of
the Company had any interest or short position in the shares, underlying
shares and/or debentures (as the case may be) of the Company or any
of its associated corporations (as defined in Part XV of the Securities
and Futures Ordinance (“SFO”)) which required notification to the
Company and the SEHK pursuant to Divisions 7 and 8 of Part XV of
the SFO (including interest and short position which any such Director,
Senior Officer or Supervisor is taken or deemed to have under such
provisions of the SFO) of which was required to be entered in the
register required to be kept by the Company pursuant to Section 352 of
the SFO or which was otherwise required notification to the Company
and the SEHK pursuant to the Model Code for Securities Transactions
by Directors of Listed Issuers as contained in Appendix 10 to the Rules
Governing The Listing of Securities on The Stock Exchange of Hong
Kong Limited (“Listing Rules”).
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Remuneration of Directors, Supervisors and Senior
Officers

The remuneration policy of the Directors, the Supervisors and the
Senior Officers is based on (i) State policies, (i) the Company’s profit
realised in the corresponding period, (i) individual achievement and
(iv) the average income of local residents determined in accordance
with State policies. During the year, the remuneration and examination
committee of the Company has passed the Proposal of 2013 Annual
Remuneration of Directors and Supervisors and The Proposal of 2013
Annual Remuneration of Senior Officers, and submitted the above
proposals to the Board of Directors for approval. The Directors’ and the

Supervisors’ remuneration must be approved in a shareholders’ meeting
of the Company, whereas the remuneration of the Senior Officers must
be approved by the Board of Directors.

EX EENMAMEREEARHNES (88

Remuneration of Directors, Supervisors and Senior Officers

BARRES ) RED (including retirement insurance, before tax)
20135 E
2013
AREE T
RMBO’000
EE Directors
R EE Mr. Zhang Daiming 53.4
F1EH Mr. Ren Fulong 51.4
MH1EF Mr. Du Deping 51.4
iR /NES Mr. Zhao Songguo 39.8
= 3 Mr. Xu Lie 39.8
iz DY Mr. Zhao Bin 0.00
RER Mr. Zhu Baoquan 7
BP R 45 Mr. Kwong Chi Kit, Victor 7
BE Mr. Bai Huiliang 7
Ex Supervisors
£ Mr. Li Tianzhong 38.2
Bk Ms. Hu Yanhua 11.7
sk A JIE Mr. Zhang Yueshun 3
b =8 Mr. Tao Zhichao 3
HttmREEAR Senior Officers
FEg Mr. Dou Xuejie 38.8
MEE Mr. Du Deging 39.8
BRE Mr. He Tongaing 38.2
BRK Mr. Cao Changajiu 12.1
L = Ms. Guo Lei 13.0

TE-CEEF ERFEVNREBAENF
ERMEER AREI5468TT

The aggregate remuneration of the Directors, Supervisors and Senior
Officers for 2013 was approximately RMB4,546,000.
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Change of Directors, Supervisors and Senior
Officers

During the year, there has been no change to the Directors, Supervisors
and Senior Officers of the Company.

Staff and Remuneration
The Group’s staff remuneration was determined in accordance with
(i State policies, (i) the Company’s profit in the corresponding period

and (iii) the average income of local residents.

As at 31 December 2013, the number of staff employed by the Group

was 6,093, and the total amount of their salaries and wages for the year
2013 was approximately RMB238,612,000.

The Group’s staff can be categorised by their area of work and

educational level as follows:

BIA®

Number of

RIS Area of Work Employees
£ EAE Staff in production 3,473
TiERMAER Staff in engineering and technology 659
THEREAB Staff in administration 568
BB AB Staff in finance 95
EmAZEAR Staff in research and development 157
KEAE Staff in procurement of raw materials 47
HEAE Staff in sales 878
EEEERAAR Staff in quality control and inspection 216
A&t Total 6,093
RPN

Number of

BINFEE Academic Qualification Attained Employees
REBRI FEBF University or above 884
AEEF Tertiary Institutions 1,646
REER Intermediate Institutions 881
BF EERER Senior high schools and technical schools 2,205
R R ATE2E Junior high schools or below 477
&t Total 6,093

BE-_Z—=F+_-_A=+—HI1LKA&EH
RIKEE T AEA2,678A ©

As at 31 December 2013, the number of retired staff of the Group was

2,678.
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Information disclosed under the requirement
of CSRC

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

for listed companies in the PRC.

How independent non-executive directors performed their
duties

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

HBERAT meetings are set out below:
HEHE
EemRS EEXRR
The number of Personally
BiAEHT meetings attended/ BitHE
EEne requiring written Attendance BE #3
Name participation resolution by proxy Absent Remarks
R 8 8 0 0
Mr. Zhu Baoquan
RE 8 8 0 0
Mr. Bai HuiLiang
Rt 8 8 0 0

Mr. Kwong Chi Kit, Victor

ERFEN ARAEFEERE

BeXAMIRER  SBIULIFNT

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

EEYEeEBEROT meetings are set out below:
EEmRe
The number of
BIFHT meetings HAHE E-Fidi]
EERR requiring Personally Attendance BE fE
Name participation attended by proxy Absent Remarks
KER 4 4 0 0
Mr. Zhu Baoquan
RE 4 4 0 0
Mr. Bai Huiliang
Hh 4 4 0 0

Mr. Kwong Chi Kit, Victor

EAFEN AAREESH AR
ERZEQRBMRER  £EF
MEEZZBEEXENKRER B
BROMFEER -
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During the year, the Remuneration and Examination Committee
of the Company convened one meeting. Mr. Zhu Baoquan and
Mr. Bai Huiliang attended the meeting.
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1. Information disclosed under the requirement
of CSRC (continued)

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

During the year, the independent non-executive directors did not
raise any disputes on the matters of the Company.

Auditing of the 2013 annual report by the Audit Committee

(1) The Audit Committee of the Board of Directors issued a
written opinion in respect of the financial and accounting
statements issued by the financial department of the
Company in 2013:

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.

2) The Audit Committee reviewed the financial and
accounting statements for year 2013 of the Company
again after the issue of a preliminary audit opinion by
ShineWing in respect of the financial statements for year
2013 of the Company, and expressed their opinion as
follows:

The Company was in compliance with the new accounting
standards for business enterprises and regulations in
relation to the financial system of the Company. The
preparation process of the financial statements was
reasonable and standardised and fairly reflected the
assets, liabilities, shareholders’ equity and operating
results as at 31 December 2013. The information therein
is truthful, accurate and complete.

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED ISR ERFEIR BB R 2 5 “
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Information disclosed under the requirement
of CSRC (continued)

Auditing of the 2013 annual report by the Audit Committee
(continued)

The Audit Committee considered that the financial
statements for the year 2013 of the Company which were
preliminarily audited by ShineWing can be submitted for
consideration and approval by the Board of Directors.

Conclusive report of ShineWing in respect of the auditing
of the financial report of the Company for 2013.

On 9 January 2014, the Audit Committee of the Board
of Directors approved the overall auditing plan for
the financial report of 2013 of the Company which
was negotiated and confirmed by the Company and
ShineWing.

ShineWing was of the opinion that the Company issued
a standard auditing report without any reserved opinions
or conclusions. The Company considered that ShineWing
had audited in accordance with the regulations under
“Independent auditing code of certified accountants
of the PRC”. There was ample time for auditing and
reasonable allocation of auditing staff who had attained
the corresponding qualification. The audited financial
statements fully reflected the financial condition of the
Company as at 31 December 2013 and the operating
results and cash flow of the Company in 2013. The
conclusion upon auditing was in line with the actual
circumstances of the Company.

In 27 March 2014, the Audit Committee of the board
of directors convened a meeting to review the audited
accounts and results announcement of 2013 and
recommended to re-appoint ShineWing and SHINEWING
(HK) CPA Limited as the financial auditing institution for
the year 2014 with a term of one year.
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1. Information disclosed under the requirement
of CSRC (continued)

Status of Independence

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

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

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

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

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

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

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED ISR ERFER BB R 2 5 “
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Information disclosed under the requirement
of CSRC (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 emphasised position performance appraisal
system to stimulate the enthusiasm and creativity of the
managers at various levels.

During the reporting period, the Company earnestly and
timely fulfilled its information disclosure obligations under the
principle of “being fair, impartial and open (=7)” 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 no
false representation, misleading statements or material omissions
contained therein. In addition, insider registration management
was further improved to prevent insider dealings and ensure
fairness to investors.
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Information disclosed under the requirement
of CSRC (continued)

Corporate Governance (continued)

The Company had continuing connected transactions with
its holding company and its fellow subsidiaries. Through the
transactions, the Company purchased chemical raw materials and
sold water, electricity, gas and by-products. The transactions were
priced fairly with reference to prevailing market practices, were in
the interests of minority shareholders, and in compliance with the
approval procedures and required announcement procedures for
internal connected transactions of the Company.

Business Competition

No substantial business competition existed between the
Company and its holding company nor its fellow subsidiaries.

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

The Company selects its Senior Officers from its staff on the
basis of talent and ability. Prior to selecting and appointing
the Senior Officers, the Board of Directors follows a 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 Officers, the
Company clearly sets out their job nature and scope of
responsibilities and has established a corresponding incentive
and penalty scheme to reward and sanction Senior Officers.

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED USRI ERFER B EHR 2 5 “
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Information disclosed under the requirement
of CSRC (continued)
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 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
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 timely reports to the
leading team in respect of the evaluation progress and conducts
communication and discussion on the preliminary evaluation results.
The interal 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. ShineWing has been engaged by the
Company to conduct an independent audit on the effectiveness of
the Company’s internal control.

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-
today 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.
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Information disclosed under the requirement
of CSRC (continued)

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 2013 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.

Self-evaluation report on internal control

During the reporting period, the Company established 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 crucial deficiency was
found.

Audit report of internal control

ShineWing 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 2013.

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

CORPORATE GOVERNANCE CODE

The Directors (including the independent non-executive Directors)
are of the opinion that for the year ended 31 December 2013,
the Company complied with all code provisions set out in the
Corporate Governance Code (the “Code”) contained in Appendix
14 to the Listing Rules.

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

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED ISR ERFEIR BB R 2 5 “
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Information disclosed under the requirement
of the Rules Governing the Listing of
Securities on the Stock Exchange of Hong
Kong Ltd. (continued)

Corporate Governance Policies and Related Duties of the
Board

The Company strictly complies with the Listing Rules, and takes
all principles 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;

) To review and monitor the training and continuous
professional development of the Directors and senior
management;

)] 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 manual of employees and directors;

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

INDEPENDENT NON-EXECUTIVE DIRECTORS

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

The three independent non-executive directors of the Company
have submitted confirmation of independence to confirm that
he / she has strictly complied with the independence guidelines
set out in Rule 3.13 of the Listing Rules to the SEHK during the
reporting period. The Company considers each independent
non-executive director to be independent from the Company.
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2, Information disclosed under the requirement
of the Rules Governing the Listing of
Securities on the Stock Exchange of Hong
Kong Ltd. (continued)

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

During the year, the Company has adopted a code of conduct
regarding securities transactions by Directors and Supervisors
on terms no less exacting than the required standard set out
in the Model Code as set out in Appendix 10 to the Listing
Rules. Following specific enquiries made with the Directors and

32 5 W R AE ST Bl A P 68
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VAN

Supervisors, the Company has confirmed that each Director and
Supervisor has complied with the required standard set out in
the Model Code regarding securities transactions by directors.

Y The Board of Directors
(1) EEZEHANK (1) The Board consists of
EF
Directors
SR 88 BEkR
Mr. Zhang Daiming Chairman
FrEse FHMITESE

Mr. Ren Fulong
HiEF

Non-executive director
WITES  BK1

Mr. Du Deping Executive director, general manager
A E BITEE  BlAKE MBEEA

Mr. Zhao Songguo
= 3l

Executive director, deputy general manager, financial controller

FRITES

Mr. Xu Lie Non-executive director

o FEHRITESR

Mr. Zhao Bin Non-executive director

KER BUMITES

Mr. Zhu Baoquan Independent non-executive director
e WY FMITES

Mr. Kwong Chi Kit, Victor Independent non-executive director
BER BUMITES

Mr. Bai Huiliang Independents non-executive director

EEEeREMNIFNARE Brief Introduction of the Board members are set out
FNEEE BEEF- - 2HhE in section four headed “DIRECTORS, SUPERVISORS,
BAEMETER] - SENIOR OFFICERS AND STAFF”.
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(Z) RIEEEBHSTITIMERL 2. Information disclosed under the requirement
FIAMGHESFE LEHHRAESE of the Rules Governing the Listing of
(%) Securities on the Stock Exchange of Hong
Kong Ltd. (continued)

BEE® (&) The Board of Directors (continued)

2 EREERN RNAAEEE® ) During the year, the Board convened eight Board
HAMNESEESSE &= meetings. The details of Directors’ attendance at the eight
ENFELLAEESB/RIOT Board meetings are set out below:

BiEHE
B2nR# EEER
The number of Attendance
meetings REHRE by proxy/
BEERE requiring Personally written BE fHE
Name participation attended resolution Absent Remarks
b 8 8 0 0
Mr. Zhang Daiming
£ 8 8 0 0
Mr. Ren Fulong
HEF 8 8 0 0
Mr. Du Deping
RS 8 8 0 0
Mr. Zhao Songguo
#* 3l 8 8 0 0
Mr. Xu Lie
B O 8 8 0 0
Mr. Zhao Bin
RER 8 8 0 0
Mr. Zhu Baoquan
BER 8 8 0 0
Mr. Bai HuiLiang
BE4g 8 8 0 0

Mr. Kwong Chi Kit, Victor
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(Z) RIEEEBHSTITIMERL 2. Information disclosed under the requirement
FAMGBHESFE LEHHRAESE of the Rules Governing the Listing of
(%) Securities on the Stock Exchange of Hong
Kong Ltd. (continued)

=g (E)

EAFER  AREHARFS
RBERREG EEEFHFEL

The Board of Directors (continued)

During the year, the Company convened three general
meetings. The details of Directors’ attendance at the

MR E AL ERINT ¢ three general meetings are set out below:
BiEHE
B2nR# EEER
The number of Attendance
meetings HEHE by proxy/
BEERE requiring Personally written BE fHE
Name participation attended resolution Absent Remarks
R 3 2 1 0
Mr. Zhang Daiming
TR 3 3 0 0
Mr. Ren Fulong
HET 3 3 0 0
Mr. Du Deping
HILE 3 3 0 0
Mr. Zhao Songguo
3l 3 3 0 0
Mr. Xu Lie
# O 3 1 2 0
Mr. Zhao Bin
R 3 1 2 0
Mr. Zhu Baoguan
BER 3 1 2 0
Mr. Bai HuiLiang
BEG 3 1 2 0
Mr. Kwong Chi Kit, Victor
3) EEoFE 3) Operation of Board
EEeNBEEAANRK The duties of the Board are to create value for

REEEE BEARAR
B BRENRETE EEBRT
BREXBEERER -EFF
AEERARERRE -EZF
ENEAEREHVRA
BFERR R ARFKA
AER)RBERRE /AR
ARBERMEZKEE T
1 o £ & TR A B0 2 ) B2 il
BHT EFRQAKLE
BRBEHEHBHRE -

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED ISR $fZER TR (7 BRE 2 7 “

shareholders of the Company, to confirm the strategies,
targets and planning of the Company, and to supervise
staff in order to ensure that the set targets can be
met. The 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.
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2.

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

The Board of Directors (continued)

&)

(4)

Operation of Board (continued)

The Board is responsible for deciding on the Company’s
business plans and investment plans and the internal
management structure of the Company, establishing the
basic management system of the Company, resolving on
major business and administrative issues of the Company
and supervising the management. The management
of the Company, under the leadership of the General
Manager (also an Executive Director), is responsible for
implementing various resolutions made by the Board
and presiding over the daily operation and management
of the Company. The Board has formulated the Rules
for the Operation of the Board and the Rules for the
General Manager according to the relevant PRC laws and
regulations and the listing rules of stock exchanges both
in the PRC and overseas, in which the duties and powers
of the Board are further defined and the internal operation
procedures of the Board standardised. Therefore, the
Board can fully perform its function as the decision-maker
of the Company. The procedures for the appointment of
the General Manger have been laid down. The power,
scope of work, working procedures and responsibilities of
the General Manager have been specifically defined.

Information and professional development

It is considered of great importance that the Directors (1)
attain a good knowledge of the Company and its business
and (2) allocate sufficient time to the Company to
discharge those 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 appropriate external seminars.
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(Z) RIEEEBHSTITIMERL 2. Information disclosed under the requirement
FAMGBHESFE LEHHRAESE of the Rules Governing the Listing of
(%) Securities on the Stock Exchange of Hong
Kong Ltd. (continued)

BEE® (&) The Board of Directors (continued)

(4) 5B BEREEEEE) 4) Information and professional development (continued)
EEZHA SR A WE All Directors have access to the advice and services of
RESEMRE  RaE the company secretaries, who are responsible to the
EHEEeBAE UERE Board for ensuring the Board procedures are complied
RBREFTeRTFULRHE A with, and have access to independent and professional
BITEESBREMS  BLAB advice at the Company’s expense, where it has been
VEEXER BHALAAT considered to be necessary for the discharge of Directors’
XA e duties.

(6) EFEEZF ®) Directors’ Training
AKATISEERESENEE The Company attaches great importance to continuous
=z ARER P AR A F) training for the Directors to ensure that the Directors have
RIEENEKBEEE IR - adequate knowledge of its operations and businesses.
HEHAN TBEESHE2M During the reporting period, all Directors attended
THARARMEHEN Em QA the compliance training session for listed companies
SHFEI - BUIAS  ESH organized by the Company. Apart from that, a Director,
HEF2MTZE LT AT Du Deping attended the seminar for improving the
REHEWNES  EEHEND management of listing corporation; another Director, Zhao
27 FthArMEEe Songguo attended the training for financial controller of
B o listing corporation.

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED ISR $fZER TR (7 BRE 2 7 “
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Information disclosed under the requirement
of the Rules Governing the Listing of
Securities on the Stock Exchange of Hong
Kong Ltd. (continued)

Chairman and General Manager

The Chairman is responsible for convening Board meetings
and ensuring that the Board acts in the best interests of the
Company. The Chairman ensures that the Board effectively
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. Zhang Daiming has been the Chairman of the Company while
Mr. Du Deping has been the general manager of the Company.

Term of independent non-executive directors

The independent non-executive directors of the seventh Board
were re-appointed for a term of 3 years commencing from 22
December 2011.

Remuneration and Examination Committee

The Company has established a Remuneration and Examination
Committee (the “Remuneration Committee”), which is a special
committee responsible to the Board. The Remuneration
Committee comprises Mr. Zhu Baoguan (an independent non-
executive director), Mr. Bai Huiliang (an independent non-
executive director), Mr. Zhang Daiming (an executive director)
and Mr. Ren Fulong (a non-executive director). The Remuneration
Committee is chaired by Mr. Zhu Baoquan.

The Company has formulated the “Rules for Operation of the
Remuneration and Examination Committee”. The Remuneration
Committee is responsible for formulating the remuneration policy
of Directors and Senior Officers of the Company, determining
the standard of examination of Directors and Senior Officers,
assessing the performance of Directors and Senior Officers
during the year and approving the terms of their service contracts
and remuneration packages and submitting the same to the
Board for approval. The terms of reference for the Remuneration
Committee are available upon request.
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Information disclosed under the requirement
of the Rules Governing the Listing of
Securities on the Stock Exchange of Hong
Kong Ltd. (continued)

Remuneration and Examination Committee (continued)

During the year ended 31 December 2013, the Remuneration
Committee convened one meeting for the purpose of passing the
“Proposal of 2013 Remuneration of Directors and Supervisors”
and the “Proposal of 2013 Remuneration of Senior Officers”,
which were submitted to the Board for approval. All the members
of the Remuneration Committee attended this meeting.

The remuneration of Directors, Supervisors and Senior Officers of
the Company is determined with reference to State policies, the
Company’s profit realised in the corresponding period, individual
achievement and the average income of local residents.

Nomination Committee

The Company has established a Nomination Committee, which
is a special committee responsible to the Board. The Nomination
Committee comprises Mr. Zhu Baoquan (an independent non-
executive director), Mr. Bai Huiliang (an independent non-
executive director), Mr. Zhang Daiming (an executive director)
and Mr. Du Deping (an executive director). The Nomination
Committee is chaired by Mr. Zhu Baogquan.

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;

(@] selecting Directors and Senior Officers on basis of
their education qualifications, industry background and
experience in the relevant field;

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

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED ISR ERFEIR BB R 2 5 “



(Z) REERBRAXHMBRL

PO ES EHRAIME
()

REERE (&)

) IR EERITEENE L
% R

(® REBEEXERZEERS
MEBANEEZHNEEEE
HEe -

REZEENBERETARKRE
SKIBHER -

BE-_FT-=®F+-A=+—-AL
EENELEERTEANEE -

e &

—E-ZFRA-F+MHBBEANZ
T-—_FERAFERRERKE L 5K
hF (BB @tMELHAERA T
WERE AR DNRIEINE A B
EXEMEHAMELT AT RE
Bl o

ERP NG EAMEEISF R
B EXPMN(EL) GTOER
FrER D BEESF RIS -

R CHFEREEM NG
EHMEHOZBRFEEREMOT

ARIERRAEEE Corporate Governance and Internal Control Report

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

Nomination Committee (continued)

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

(f) making recommendations to the Board on relevant
matters relating to the appointment or re-appointment of
Directors or Senior Officers.

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

During the year ended 31 December 2013, no Nomination
Committee meeting was held.

Auditors’ remuneration

SHINEWING (HK) CPA Limited was re-appointed as the
international auditor and ShineWing was re-appointed as the
domestic auditor in the 2012 annual general meeting held on 24
May 2018.

ShineWing was re-appointed for the eighteenth successive year,
SHINEWING (HK) CPA Limited was re-appointed for the eighth
successive year.

In 2013, the auditors’ remuneration for audit services provided
was as follows, no significant non-audit services have been

MR B KIEZERTS - provided during the period.

20135 20124 [
kR (BB G BBER AR RMB420,000 RMB420,000
SHINEWING (HK) CPA Limited
KPR MEETE BT RMB420,000 RMB420,000
ShineWing
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Information disclosed under the requirement
of the Rules Governing the Listing of
Securities on the Stock Exchange of Hong
Kong Ltd. (continued)

Audit Committee

Pursuant to Rule 3.21 of the Listing Rules, the Company set up
an Audit Committee (the “Audit Committee”) comprising three
independent non-executive directors, namely Mr. Zhu Baoquan,
Mr. Bai Huiliang and Mr. Kwong Chi Kit, Victor. The chairman of
the Audit Committee is Mr. Kwong Chi Kit, Victor.

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

The Audit Committee 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 is available upon request.

The Audit Committee has, together with the management,
reviewed the accounting principles, practices and methods
adopted by the Group and has discussed the auditing, internal
controls and financial reporting of the Company. The Audit
Committee has convened four meetings to review the audited
financial statements for 2012, the unaudited 1st quarterly
financial statements for 2013, the unaudited interim statements
for 2013 and the unaudited 3rd quarterly financial statements for
2018.

The Audit Committee convened a meeting on 27 March
2014 to review the 2013 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.

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED ISR ERFEIR BB R 2 5 “
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Information disclosed under the requirement
of the Rules Governing the Listing of
Securities on the Stock Exchange of Hong
Kong Ltd. (continued)

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..

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 subsection
above headed “Directors’ and Supervisors’ and Senior
Officers’ Interests in Shares of the Company” under the section
“DIRECTORS, SUPERVISORS, SENIOR OFFICERS AND STAFF”.

Internal Controls

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

The Board confirms that it has reviewed the effectiveness of the
internal control system of the Company and its subsidiaries.
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Information disclosed under the requirement
of the Rules Governing the Listing of
Securities on the Stock Exchange of Hong
Kong Ltd. (continued)

Responsibility Statement of Directors on Financial Report

The Directors acknowledge that they are responsible for the
preparation of the consolidated financial statements that give
a true and fair view in accordance with Hong Kong Financial
Reporting Standards issued by the Hong Kong Institute of
Certified Public Accountants and the disclosure requirements of
the Hong Kong Companies Ordinance.

The Company has not encountered with any material
uncertainties or situations that might cause material doubt to the
ability of continuous operation of the Company.

Communications with shareholders

The general meeting shall be the supreme authority of the
Company. All shareholders exercise their power through
general meetings. The Company shall hold general meetings
in strict compliance with relevant regulations to ensure that all
shareholders, especially the minority shareholders, enjoy equal
status and can exercise their rights fully. Under the guidance of
the Company’s Articles of Association, the Company maintains
orderly, stable and healthy development in the interest of the
Company and shareholders.

Attaching great importance to opinions and suggestions of its
shareholders, the Company actively carries out various investor
relation activities to keep in contact with shareholders and meet
their reasonable demands in time.

The Company releases its announcements, financial data
and other relevant data on its website www.xhzy.com, which
serves as a channel facilitating effective communication. The
shareholders may send any enquiry in writing to the Company’s
principal place of business in Hong Kong. The Company will
properly handle all enquiries in time.

The Board welcomes suggestions from shareholders, and
encourages shareholders to attend general meetings or directly
express misgivings that they may have to the Board and the
management.

Shareholders may convene an extraordinary general meeting and
make proposals on the meeting in accordance with Articles 58
and 76 of the Articles of Association, which was published on the
websites of the Company and the Hong Kong Stock Exchange.

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED ISR ERFEIR BB R 2 5 “
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Information disclosed under the requirement
of the Rules Governing the Listing of
Securities on the Stock Exchange of Hong
Kong Ltd. (continued)

Substantial Shareholders’ Interests in Shares

Save as disclosed above in “Changes in Share Capital and
Shareholders” and so far as the Directors, the Senior Officers and
the Supervisors of the Company are aware, as at 31 December
2013, no other person (other than a Director, Senior Officer or
Supervisor of the Company) had an interest or short position in
the Company’s shares or underlying shares (as the case may
be), which are required to be disclosed to the Company and the
Hong Kong Stock Exchange under the provisions of Divisions
2 and 3 of Part XV of the SFO, or which were recorded in the
register required to be kept by the Company pursuant to Section
336 of the SFO.

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

Save as disclosed in “Directors’ and Supervisors’ and Senior
Officers’ Interests in Shares of the Company” under the section
headed “DIRECTORS, SUPERVISORS, SENIOR OFFICERS
AND STAFF”, so far as the Directors, the Senior Officers and
the Supervisors of the Company are aware, as at 31 December
2013, 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.
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To protect all shareholders of the Company to exercise their rights effectively,
the Company shall convene an annual general meeting every year and
shall hold an extraordinary general meeting whenever the Board considers
appropriate in accordance with the Articles of Association of the Company.

(1) On 9 April 2013, the notice of the 2012 Annual General Meeting
(“AGM”) was published in newspapers, HKExnews and the
Company’s website and notice was served on the shareholders
of H Shares by prepaid post. The AGM was convened by
the Board of Directors and held at the Company’s registered
office on 24 May 2013. Three shareholders (including those
represented by their proxies) attended the AGM, representing a
total number of 169,759,720 shares and accounting for 37.12%
of the Company’s total share capital. The AGM 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 AGM
was chaired by Mr. Zhang Daiming, the Chairman. The following
ordinary resolutions were passed at the AGM:

1. To approve the report of the Directors for the year 2012;

2. To approve the report of the Supervisory Committee for
the year 2012;

3. To approve the audited financial statements of the
Company for the year 2012;

4. To approve the profit distribution plan and the distribution
of a final cash dividend of the Company for the year 2012;

5. To approve the re-appointment of SHINGWING (HK) CPA
Limited (Certified Public Accountants in Hong Kong) and
ShineWing Certified and Public Accountants (Certified
Public Accountants in the PRC) as the international and
domestic auditors respectively for the year ended 31
December 2013 and authorise the Board to fix their
remuneration;

6. To approve the remuneration of the Directors and the
Supervisors for the year 2013;

7. To approve and confirm the agreement dated 22 March
2013 entered into between the Company and Zibo Land
Reserve and Exchange Centre in relation to the disposal
by the Company of a piece of state-owned land(together
with the buildings and fixtures erected thereon)to Zibo
Land Reserve and Exchange Centre at the Consideration
of RMB56,650,800 and the transactions contemplated
thereunder.

An announcement of the above resolutions was published

in the local newspaper, Securities Times, as well as the
HKExnews and the Company’s website, on 25 May 2013.

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED ISR ERFEIR BB R 2 5 “
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On 29 June 2013, The notice of the first extraordinary general
meeting of 2013 was published in newspapers, HKExnews and
the Company’s website and was served on the shareholders of H
Shares by prepaid post. The extraordinary general meeting was
convened by the Board of Directors and held at the Company’s
registered office on 16 August 2013. Two shareholders (including
those represented by their proxies) attended the meeting,
representing a total number of 167,297,720 shares and 36.58%
of the Company’s total share capital. The 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. Ren Fulong, the director. The following resolutions
were passed at the meeting:

1. To approve and confirm the agreement entered into
between the Company and Shandong Hualu Hengsheng
Chemical Company Limited (“Hualu Hengsheng”) dated
28 June 2013 and the proposed annual caps in relation
to the purchasing chemical products by the Company
and/ or its subsidiaries from Hualu Hengsheng and/
or its subsidiaries in the sum of RMB70,000,000,
RMB150,000,000 and RMB200,000,000 for 2013, 2014
and 2015 respectively under such agreement.

An announcement of the above resolutions was published in the
local newspaper, Securities Times, as well as on HKExnews and
the Company’s website, on 17 August 2013.
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On 8 November 2013, the notice of the Second extraordinary
general meeting of 2013 was published in newspapers,
HKExnews and the Company’s website and was served on the
shareholders of H Shares by prepaid post. The extraordinary
general meeting was convened by the Board of Directors
and held at the Company’s registered office on 27 December
2013. Two shareholders(including those represented by their
proxies)attended the meeting, representing a total number
of 167,297,720 shares and 36.58% of the Company’s total
share capital. The 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 Chairman. The following resolutions were passed at
the meeting:

To approve and confirm the agreement entered into between
the Company and L. Perrigo Company dated 30 October 2013
and the proposed annual caps in relation to the supplying of
pharmaceutical products by the Company and/or its subsidiaries
to L. Perrigo Company and/or its affiliates in the sum of
RMB48,000,000, RMB56,000,000 and RMB65,000,000 for
2014, 2015 and 2016 respectively under such agreement.

An announcement of the above resolutions was published in the
local newspaper, Securities Times, as well as on HKExnews and
the Company’s website, on 28 December 2013.
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Dear shareholders,

| hereby present for your review the annual report of the Company for
the year ended 31 December 2013.

Results and Dividends

In the fiscal year ended 31 December 2013, the operating income of
the Company and its subsidiaries (the “Group”) prepared under PRC
accounting standards was RMB3,169,653,000, representing an increase
of 6.67% as compared with 2012. The Group recorded its profit
attributable to the equity holders of the Company of RMB36,745,000,
representing an increase of 55.28% as compared with that of year 2012.
Earnings per share was RMB0.08.

The Group’s sales prepared under HKGAAP were RMB3,118,781,000,
representing an increase of 6.37% as compared with 2012. A profit
attributable to owners of the Company of RMB35,730,000 was
recorded, representing an increase of 59.39% as compared with 2012.
Earnings per share was RMBO0.078.

The Board of Directors has announced and proposed a final dividend for
the year ended 31 December 2013 of RMB0.02 per share (approximately
HK$0.025 per share, including income tax*). The proposed dividend
is subject to the approval by the shareholders of the Company at the
annual general meeting of the Company for the year 2013.

* Pursuant to the applicable provisions of the Enterprise Income Tax Law of the
People’s Republic of China and the Implementing Regulations of the Enterprise
Income Tax Law of the People’s Republic of China (collectively, the “Enterprise
Income Tax Law”) that came into effect in 2008, any domestic enterprise of the
PRC shall, as of 1 January 2008, withhold the enterprise income tax upon the
distribution of dividend payable to the non-resident enterprise shareholders and
the payer shall serve as the withholding agent.

Pursuant to the Enterprise Income Tax Law, the Company shall be obligated to
withhold 10% enterprise income tax when it distributes the 2013 final dividend
to non-resident enterprise shareholders of H-shares, including Hong Kong
Securities Clearing Company Nominees Limited, as listed on the Company’s
register of holders of H-shares on Monday, 16 June 2014.

Any resident enterprise (as defined in the Enterprise Income Tax Law) listed
on the Company’s register of the holders of H-shares that is duly set up in
the PRC or is set up in accordance with the laws of a foreign country (or a
region) with a PRC-based de facto management body, and does not wish
the Company to withhold the said 10% enterprise income tax, shall submit to
Hong Kong Registrars Limited a legal opinion issued by a PRC qualified lawyer
(and inscribed with the seal of the relevant law firm) confirming its resident
enterprise status no later than 4:30 p.m. on Monday, 9 June 2014.

Pursuant to the rules of exemption of individual foreigners from individual
income tax on dividend distributed by foreign-invested enterprises, which are
set out in the Notice of the Ministry of Finance and the State Administration
of Taxation on Certain Policies Regarding Individual Income Tax (Caishui
[1994] 20) dated 13 May 1994, when the Company distributes the 2013 final
dividend to its individual shareholders of H shares whose names appear on
the Company’s register of holders of H-shares on Monday, 16 June 2014,
the Company will distribute in full the 2013 final dividend to such individual
shareholders of H Shares.
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Business Review

In 2013, the Group overcame the influences of adverse factors such
as relocation of the Park, bidding of basic medicines, low demand and
increasing environment protection pressure, and focused and actively
carried out work on aspects such as marketing, management, innovation
and Park construction, and achieved all established goals. The major
business review is set out below:

1. Carefully organize relocation work and ensure smooth
progress

New production lines in Aspirin Hutian Park were put into full
operation, the old production lines stopped as scheduled, with
production transfer realized smoothly. New products were
put into production in multi-function industrialization center,
with a batch of new products meeting commercial production
conditions. “Wu An” relocation project (“Wu An” refers to the
projects relating to guarantees of agriculture, health, disaster
relief, endowment insurance and education) went on as planned.

2. Place emphasis on marketing, showing new sales
highlights

The product market of dominated pharmaceutical raw material
was further consolidated, with market shares of Metomizole
sodium, Aspirin, Ibuprofen, levodopa etc. further enhanced,
and market control capability obviously strengthened. The sales
amount of Phenobarbital, meloxicam and other pharmaceutical
raw material increased by over 80%.

Greater preparation strategy was further pushed, and five
strategic preparation products including rabeprazole sodium
enteric-coated tablets gained a sales growth of over 30%.

3. Attach importance to innovation and make technological
breakthroughs in scientific research

The Company received clinical approvals for 4 medicines
and production approvals for 2 healthcare products, and 1
commissioning production license, and obtained 11 reception
document numbers.

The topics and projects such as “ Improvement of lbuprofen
Process”, one of the third batch of “11th Five-year Plan” of the
national key technology projects, undertaken by the Company
has passed the acceptance, and Ibuprofen process project
won the third prize of the Shandong Province Science and
Technology Progress Prize.

The Company was granted 22 patents in 2013, including 16

invention patents, and applied for 26 patents, including 20
invention patents.

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED ISR ERFEIR BB R 2 5 “



BER®,E Chairman’s Statement

RO (=)
4. EBRER BRCEBRRANER

E2EHAOREERENERT K
B O AIE RIS 75.6%H) 1 R IE
B ARrBEREZRANEIE
EEY) e

BOM - XEFRRRE T RERE
ERBIE  MREEBBREAERR
HEERFEMT 2 FHERRBIET
HAOEREEHOBRBRETISX
BiER: BEERNARMBEERAZS
1EIR B R IEF) -

5. BRER CXEERBHAR

20134F fE A A 2 7] B F 38 1B BN
EDQMEt A e Z B - i /8% - B &
IR IR 5K & I & 1§ B BGMPE
2 AP BREKFDAY ERERE D
MRS RE  BBEBREEHE(DA
HHBERNBRSERE KAFE
WHO-GMPIZER S B ER » 2F
HiFBEINE 1008808 c R AIEE
gE . REA - EREEYIERR
BREXRFIRCGMPRE

UERAEZ 2R X BB IZ &
tEZ2ERTE BERE2FEEX
ZEEW - BERRESEERAT
REZ -BEHmENGEEEBEISE BT
EEREFER L T4.2% -

KRERE

2014F AR B H RSN RP IR B AR R B IR © 3R
RBEBHEMKNIES  BEMSHRFIEA
AR BRERTEHRABERIR - REX
BE - BeBER ALEBRLRTIE 55
EHEERRAEREK  FEEMEM E
BERALET  SIOARBRFIKFRT -

w ZE— =S 2013 ANNUAL REPORT

Business Review (Continued)

4.

Make new progress in global strategy by looking ahead to
the future

While facing the downturn in exports in China, the Group
witnessed a growth rate of 5.6% in earning foreign exchange
through import. The cooperation between the Company and
internationally known companies was even closer.

European and US subsidiaries kept a healthy and rapid
development trend; the progress of international cooperation
projects were accelerated, and the annual sales amount of
commissioned processing of preparations exceeded RMB100
million; the direct export of preparation products to EU
markets rose dramatically; the cooperation projects between
the Company and transnational companies and international
organizations were advanced smoothly.

Lay solid foundation and achieve new enterprise
management performances

In 2013, the Company successfully passed site examinations of
EDQM(European Directorate for Quality Medicines)to Levodopa,
Ibuprofen and trimethoprim, with EU GMP certificates granted,
passed site examinations of KFDA(Korean Food and Drug
Administration)to meloxicam products, and site examinations of
IDA(International Dispensary Association)to injection workshops,
becoming the approved vendor conforming to WHO-GMP
standards; moreover, the Company has successfully passed over
100 domestic and foreign audits in 2013, and smoothly passed
China’s GMP certifications(new edition)of all sterile preparations,
soft pastes and solid preparations in 2013.

The Company took the building of intrinsic safety enterprise as
the target, intensified basic safety works, with no major safety
accident occurred in 2013, and the target of zero environment
pollution accident was also realized. 33 energy conservation
projects were implemented, with energy consumption for every
RMB10,000 was reduced by 4.2%.

Prospects

In 2014, the Group still faces grave issues due to the external
environment. Environment protection difficulties and cost pressures
increase, medicine market competition remains severe, and the bidding
of basic medicines results in limitations on development. Influenced
by exchange rate change, fund shortage and increasing labor cost,
especially the increased depreciation expenses and overheads after

putting

into operation of Hutian Park, the Company’s growth in

profitability is restrained.
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Prospects (Continued)

World economy continuously and moderately recover, especially in
Europe and North America, and Chinese economy continuously grows,
major pharmaceutical raw material variety markets are stable, with
increasing demand, and the prices of major chemical materials and raw
and auxiliary materials run in low levels, creating a good opportunity for
the healthy development of the Group.

Therefore, major works of the Group in 2014 are as follows:

1. Strengthen marketing and nurture new economic growth
points

Great attention will be paid to the exploration of emerging
markets around the world while consolidating the sale of leading
varieties and efficient varieties of pharmaceutical raw material
in the traditional markets in Europe and North American. The
sale in domestic market will be carefully maintained, and the
market controlling capability will be strengthened. New products
will enter the industrialization center more rapidly, the market
exploration of characteristic pharmaceutical raw material products
will be intensified, and new growth points will be nurtured.

Differential focus strategy will be implemented to preparation
strategy varieties, feasible market exploration measures and
incentive measures will be formulated to realize the target of
sales amount of over RMB100 million for single preparation
product as early as possible; bidding work of basic medicine
products will be strengthened to realize the breakthrough in
winning the bid in basic medicines; brand licensing manner will
be utilized to introduce more varieties, to try to obtain approvals
of new medicines as soon as possible, providing strong support
for the breakthrough in preparations.

2. Strengthen technology advances and enhance development
potential

Approval documents for calcium polycarbophil and for new
preparation medicines will be obtained as quickly as possible,
attentions will be paid to the production transformation of 9 new
products, dynamic audit for 8 projects will be completed, more
than 10 reception document numbers will be obtained, to ensure
over 14 new products to be entered into registration lines.

Technology advances of existing products will be accelerated, to

ensure more than 10 technology breakthroughs to be made in
2014, and endeavour to reduce material consumption.

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED ISR ERFER BB R 2 5 “
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Prospects (Continued)

3.

Further promote global strategy and strengthen variety
deployment

The Company’s production advantages in pharmaceutical
raw material will be employed to speed up the commissioned
processing projects of transnational companies, striving to realize
the breakthrough in export of injection and infusion products
through the opportunity of IDA examination.

The key functions of European and US subsidiaries as gateways
will be fully utilized to actively push on international R&D and
encourage medicines to be ADNA registered in Europe and the
US while strengthening international sales of products, and to
enable the Group’s independently branded preparation products
to enter the European and US market as soon as possible.

Efforts will be made to enable all pharmaceutical raw material
products of the Company to pass the certifications of European
and US markets etc. as soon as possible, to speed up foreign
registration of the Company’s preparations and international
certifications of preparation production lines, and to advance
the development of the Company through internationalization of
preparations.

Facilitate relocation work properly and plan the park
construction scientifically

Efforts will be made to realize the designed production capability
and efficiency of relocating products in Hutian Park and to create
the historically best level.

The construction plan of the second multi-functional
industrialization center will be actively researched, to create
conditions for new products of subsequent pharmaceutical raw
material.

The development work of the innovation park in the headquarters
will be strengthened to fully utilize the functions of Shandong
University Biomedicine Institute in the Park, a national level hi-
tech industry hatcher, and to accelerate the speed of new
product research.
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Prospects (Continued)

5. S BER BREHELEYE 5. Realize innovative development, actively advance

enterprise reform

BEREMECEETHETTY To continue to focus on the feasibility study for merger and

- F BEAHEBEER  MEFE acquisitions of relevant enterprises, actively communicate about

BITER O EKE EREH merger and acquisition resources, to grasp the new round of

FEHIBEAOWNIR E G B ER - B merger and acquisition opportunity of the medicine industry,

SBOEMEITERER and to create new progress in enterprise merger and acquisition
based on participating in the acquisition of 40% equity of Xinda
Pharmaceutical.

HMITOERNLMBLEE IR Internal market operation of enterprises will be implemented

THENRRERER N BREEE to enhance the rapid response ability to the market, reduce

YIRS REKEN o consumption and improve overall economic efficiency.

6. EEAT KEEZRER 6. Consolidate development base by laying good foundation
MREEAT N EIERAETERD The human resource reform with “six-specific” management as
MANBRNE TE28HEE major contents will be sped up, to improve the performance
ZEBE O MREXZNE: ,;%5(%56 BT assessment system of total employees, intensify assessment
SENTEE S - KIGPR{ER AN o forces, stimulate employee initiatives and creativities, and reduce

the costs significantly.
B AR %JEEHSE}:H e 1Z N 7 Expenditures will be strictly controlled to link the indexes with
DEBEEITHEN W FETHER the leaders in charge of the Company, and make assessment
BER o ﬂu%ﬁﬂ sl w{b&E & and report the results regularly. Risk control will be strengthened;
IWEEHEIR - BRAREKEER [ o credit standing, respectability and receivable management will be
intensified to effectively decrease operation risks.
HIRIENBEABRAINZERET R The Company will ensure the smooth passing of all domestic
BENEPEI BBAEAEL S and international examinations, certifications and customer
¥ BREFESKEWHAL - audits, to actively build an intrinsic safety enterprise and ensure
MeRIRIETEE AR REMNEIE no major accident will occur in 2014. The Company will also
TEREE RTLEWELE - INKE strengthen environment protection measures and environment
BEIE A HEE PO T BT - &b Eﬁ protection basis management, to ensure there is no major
REEIE o pollution accident. Moreover, energy conservation investment will
be increased to promote the applications of new technologies,
new materials, new processes and new equipment, to intensify
energy conservation management.
P014FEEARER BIZR[EH K - 7 In 2014, the Group will actively carry out works according to the
AR (EERE  EME  HIEIE 4R overall requirements to “change the way, adjust the structure,
WIN M@ Ik BEiRMARIE:" promote the reform, switch the mechanism, strengthen the
BHHEESPERREE LFHEM - management and lay good foundation”, and work hard to
accelerate enterprise development to a new stage.

RECEs Zhang Daiming

EEL Chairman

] e |15 @ 31 Zibo, Shandong, PRC

—E—pmE=/=-+/\H 28 March 2014
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AEZSEMBRRREARA -_ZT—=F The Board of Directors hereby submits to the shareholders the report
EFEREMNARARAEEHE-FT of the Board of Directors for 2013 and the audited accounts of the

—=F+ - A=1+—HIFELKEZZKRE - Company and the Group for the year ended 31 December 2013.
BEEREHMAHS R Management Discussion and Analysis
1. FTEXEHEREEEZRRA 1. The business scope and operating results of the Company

AEBIENEHE HEMBE
2R E  HAE T REME
Mo AEEMBEERRERF &2

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

¥ o attributable to its principal operations.

gt (ARB®ZET) Outline (RMB’0000)

HH ltem 2013 2012 B R Increase
(%)

ESELON Operating income 316,965 297,152 6.67

AR AR AR Costs in the period 265,629 244,720 8.54

HEER Expense in the period 53,385 51,584 3.49

EHA Research and 7,657 8,090 (5.35)

development investment
KEEBELER Net cash flows from 9,264 3,782 144.95

BWeEREFHE operating activities

REBRHELNRTREFFEE N
TERARAHUIBFHEE £
BEFRPEERA -

HESH

AEBHEE _T—=Z+_-A
T+ —HUEFERFTPRETELNR
B EEWA B ARYS 169,653
Fr - EmBEME. 2E . 5
¥nB bt IERREMHEERERN
B D Rl A48.25% ~ 17.42% ~
25.70% - 8.63% * O Bl & £ F FF
0.75E & 7 2 ~ TF%2.68EH 5 2 -
FA1B1EE D - EFA0.42(FH 5
2o

w ZE— =S F 2013 ANNUAL REPORT

The increase in net cash flows from operation activities was
mainly due to the significant increase in government subsidies for
the period as compared with the same period last year.

Sales Analysis

Under the PRC accounting standards, the Group had an
operating income of approximately RMB3,169,653,000 for the
year ended 31 December 2013. Sales of bulk pharmaceuticals,
preparations, medical logistics, chemical and other products
accounted for 48.25%, 17.42%, 25.70% and 8.63% respectively
of the total sales of the Group, representing an increase of 0.75
percentage points, a decrease of 2.68 percentage points, an
increase of 1.51 percentage points and an increase of 0.42
percentage points respectively as compared with that of last
year.
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IERTREERAEERA (&)

HERW(E)

TEZFAEELCERMEEE
R A R#1,529,383F & » & +
FIER835%  WEMNTERAZA
FRMERBEMSHABNE T8
EmEE8Em -

BT BE S 9H & KB SR A A R 552,011
T W EFETE7.25%  THAE
ZRRARYEANENR BEFE.
BUBIE 2 TN BE -

EERBTHREETRARES14,530
T R EFHERIZ31%  BER
BHEHEERNTIERRAAER
BE AR HEHERTKRINER
NRHERBIBRATE

tIEGRREMTEHREEREARE
273,729F 7T - R EF L K12.22% -
BEMNEBRERABS AR YING
ERBERBIRS -

B

Bt ZF—=%+_-_A=+—81
FE - RYPBESHENESTANEE
RETARBRENFFEAARE
36,7457 5, B_E—_FEEE
55.28% BB EBEMZ TR
BB ARRIME ARG SR A
ARB35730F L B _FE——F
[E1EK59.39% A HERMNFER
AEABHEEFETHEERTE KK
JiT #5 Bh 3 NPT R ©

Management Discussion and Analysis (continued)

1.

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

Sales Analysis (continued)

During the year 2013, the sales revenue of the Group’s bulk
pharmaceuticals amounted to RMB1,529,383,000, representing
an increase of 8.35% as compared with that of last year. The
increase was mainly because of the close attention paid to
developing the bulk pharmaceuticals market, resulting in an
increase in sales of main products this year.

The sales revenue of preparations was RMB552,011,000,
representing a decrease of 7.25% as compared with that of last
year. The decrease was mainly due to a decline in preparation
products sales caused by the effect of domestic medical reform
and tendering.

The sales revenue of medical logistics amounted to
RMB814,530,000, representing an increase of 13.31% as
compared with that of last year. The increase in revenue was
mainly because the sales of Medical Trade Company and Xinhua
USA Company increased.

The sales revenue of chemical and other products amounted
to RMB273,729,000, representing an increase of 12.22%
as compared with that of last year. The growth was mainly
attributable to a substantial increase in external sales by the
Shouguang Park.

Results Analysis

For the year ending 31 December 2013, the profit attributable to
equity holders of the Company prepared in accordance with the
PRC accounting standards was approximately RMB36,745,000,
representing an increase of 55.28% as compared with that of last
year. Profit attributable to owners of the Company for the year
ended 31 December 2013 prepared in accordance with HKGAAP
was approximately RMB35,730,000, representing an increase of
59.39% as compared with that of 2012. The increases in profit
were mainly attributable to the increase in income from disposal
of non-current assets and increase in government subsidies
during this period.

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED ISR ERFEIR BB R 2 5 “
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BEETEMTRY R (Z) Management Discussion and Analysis (continued)
1. FEEFHEEREEESRR(ZE) 1. The business scope and operating results of the Company
(continued)
EEDW(E) Results Analysis (continued)
H-e-=
HHEFTIH (%)
As % of total
FTEER Major Products sales in 2013
A. L2REE A Pharmaceutical raw materials
Z i Analgin 5.96
o0k Caffeine 6.91
FELL A Aminopyrine 3.05
B &) T AR Aspirin 2.36
R AIlEEVN Hydrocortisone 0.99
ik OiK B Pipemidic acid 0.53
mg% Ibuprofen 4.64
L%t Levodopa 6.22
B. E B. Preparations
0 O B Pipemidic acid tablets 2.20
EHEER Co-liquorice tablets 1.21
EEMFER Nimodipine tablets 0.73

HHESERE BRI EBE Analysis of financial situation and operating results in

R 5

R2013F12A31E A EBBEE S
AR #3849,353F 1 BENAR
#3,628,270F o Il A R #221,083
Tt EF6.09%  #BE FFHHE
DRRA RGN -

R2013F12A31B A S B EKE ¢
BANRES380,722F T BEMAR
#6422 1447F JT Rk > AR #41,422F
T TB#9.81% F THRMNEZRARE
AEFEERBEE THEABHEY
B TREEK-

R2013F12A31BE BB R LT A A
f% B 25 B A R #51,759,530F 7T ¢
BE AN RME,737,288T L N A
R#s022242F T © EF41.28% + £ FF
MNEZREAARFEEERF -
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accordance with PRC accounting standards

Total assets of the Group as at 31 December 2013 was
approximately RMB3,849,353,000, increased by approximately
RMB221,083,000 or 6.09%, as compared with the figure of
approximately RMB3,628,270,000 at the beginning of the year.
The increase in total assets was mainly due to the increase of
loans.

Cash of the Group as at 31 December 2013 was approximately
RMB380,722,000, decreased by approximately RMB41,422,000
or 9.81%, as compared with the figure of approximately
RMB422,144,000 at the beginning of the year. The decrease in
cash was mainly due to the continuous expenditure on relocation
projects.

Total equity attributable to the shareholders of the Company as
at 31 December 2013 was approximately RMB1,759,530,000,
increased by approximately RMB22,242,000 or 1.28%, as
compared with the figure of approximately RMB1,737,288,000 at
the beginning of the year. This increase was mainly attributable
to the profits this year.
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BETERARIH (7
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BHEEHER BRI EE
BRI BH (E)

R2013FE12A3IB A E A ERLE
A ANER®2 052 533T T WEY)
AR #1,851,281T T il AR #E
201,252F 7¢ » EF10.87% » £ F#Y
TERARAFEEALEBARRE
ECERTREEMEESHE
RITEFIBINFTER ©

013 F EALEBEEEFBIEBAARYE
43862F o =FERBALEEE
AR#18,705F T #HW AW E
ERAAHEREFRNETEES
BT EERENEESRENRR
BRE)ERETBEERNA LA
TARBEABEZEELBREKX:
EREMERFHEER LA BER
HERNLETRARBRENFEFFEAA
R¥36,745F &t W EF R BB K
55.28%  #EMNTETZREA LA HE
EIERBE E WS R Bh 1 hn
FrER -

013 FEAKERSRACEEY
EE LA AR 7T22F T R
PHEBERRAEAFEMRBERE T
BT AEHEBEESTHREAK -

2013F IRHP B G ERREN D E
mERAT

Management Discussion and Analysis (continued)

1.

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

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

The total liabilities of the Group as at 31 December 2013 were
approximately RMB2,052,533,000, representing an increase of
approximately RMB201,252,000 or 10.87%, as compared with
the figure of approximately RMB1,851,281,000 at the beginning
of the year. The increase in liabilities was mainly attributable to
an increase in loans for ensuring sufficient supply of funds for
production, operation and projects.

Operating loss of the Group amounted to approximately
RMB43,862,000 for the year of 2013 and approximately
RMB18,705,000 last year. The main reasons for the change
include the formation of fixed assets in the new park area which
resulted in an increase in depreciation charges, an increase
in costs caused by the fluctuating raw material and power
consumption during the initial production stage of production
lines, a foreign exchange loss caused by an appreciation of the
RMB and an increase in financial expenses due to increased
borrowings. Net profit attributable to the Company’s shareholders
for 2013 amounted to approximately RMB36,745,000,
representing an increase of 55.28% as compared to that of the
previous year during the same period. The increases were mainly
attributable to the increase in income from disposal of non-
current assets and increase in government subsidies during this
period.

The Group’s net decrease in cash and cash equivalents for the
year of 2013 was approximately RMB92,722,000. The decrease
in currency funds was mainly attributable to the continuous
expenditure on relocation projects.

Segmental information of the main products for 2013 prepared
under PRC accounting standards is as follows:

TEEBRA TEEBRE EfE

%

RITRRPER By product or By section Turnover Cost of goods sold Rate of gross margin
ANREFT AREFT

RMB’000 RMB’000 %

Ha=—1%>3 Pharmaceutical raw materials 1,529,383 1,272,991 16.76

A Preparations 552,011 333,063 39.66

CIERREM Chemical & other products 240,521 238,468 0.85

BB T ¥/ NG Subtotal of pharmaceutical 2,321,915 1,844,522 20.56

industry
EERB Medical commercial logistics 814,530 774,506 4.91
At Total 3,136,445 2,619,028 16.50

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED ISR ERFER BB R 2 5 “
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EE®HKE Report of the Board of Directors

Management Discussion and Analysis (continued)

1.

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

Analysis under HKGAAP

As at 31 December 2013, the current ratio and the quick ratio
of the Group was 135.60% and 91.05% respectively, and the
rate of accounts receivable turnover (rate of accounts receivable
turnover = revenue/average trade and bill receivablesx100%)
and the rate of stock turnover (rate of stock turnover = cost of
sales/average inventoriesx100%) were 857.91% and 554.57%
respectively.

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

The Group’s main source of funds was loans. As at 31 December
2013, the total amount of outstanding loans was approximately
RMB1,364,433,000. As at 31 December 2013, cash on
hand and in bank of the Group amounted to approximately
RMB380,722,000 (including bank acceptance drafts deposits of
approximately RMB97,901,000).

As at 31 December 2013, the Group put the land use rights in
Hutianzhen, Zhangdian on charge with a bank for loans. The total
original value of the land use rights is RMB73,109,000, net value
is RMB66,651,000. The Group pledged accounts receivable
US$10,100,000 to a bank for a loan of US$10,100,000. There
was no other charge on the Group’s assets except the above
charged assets.

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

The Company invested US$1,500,000 in cash to establish
Shandong Xinhua Pharmaceutical (USA) Company Limited in
2013.

In 2013, the local government purchased and put into reserves
parts of the relocated idle land of the Company together with the
fixture thereon in the old factory area, generating an income of
approximately RMB49,188,000.

Apart from the above transactions, the Group did not have
material acquisitions and sales of assets, nor any material
mergers and acquisitions during the reporting period.

As at 31 December 2013, the number of staff employed by the
Group was 6,093, and the total amount of salaries and wages
for 2013 was approximately RMB238,612,000.
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Management Discussion and Analysis (continued)

1.

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

Analysis under HKGAAP (continued)

The debt-to-capital ratio of the Group was 77.29%(debt-to-capital
ratio = total borrowings / equity attributable to owners of the
Company x100%).

The bank balance of the Company will mainly be used as working
capital for project construction and relocation of the Company.

The assets and liabilities of the Group were mainly recorded in
Renminbi. For the year ended 31 December 2013, the revenue
from the Group’s exports was approximately US$185,003,000,
which exposed the Group to certain risks associated with the
fluctuation of exchange rates. Therefore, the Group has taken
the following measures to lower the risks from the fluctuation of
exchange rates:(1)the Group has increased the price of its export
products to decrease the risks from the fluctuation of exchange
rates;(2)the Group has made arrangements with overseas
customers when entering into significant export contracts that
the risks associated with the fluctuation in exchange rates shall
be borne by both parties if the fluctuation exceeds the range
of exchange rate fluctuation agreed by both parties;(3)Foreign
currency accounts receivable pledge loans, reducing the risk of
exchange rate fluctuations.

Operations and Results of subsidiaries of the Company

(1) The total registered capital of Zibo Xinhua-Perrigo
Pharmaceutical Company Limited is US$6,000,000, and
the Company holds 50.1% of its equity interest. This
subsidiary is mainly engaged in producing and selling
Ibuprofen. As at 31 December 2013, the total assets
of the subsidiary was approximately RMB62,632,000,
equity attributable to shareholders of the subsidiary was
approximately RMB60,374,000. In 2013, the operating
income and the net profit of the subsidiary were
approximately RMB108,101,000 and RMB1,773,000
respectively, representing a decrease of 0.41% and a
decrease of 65.04% respectively as compared with that
of last year. The decreases were mainly attributable to the
rise in the cost of procuring raw material and the increase
in exchange rate losses.

) The total registered capital of Zibo Xinhua-Eastwest
Pharmaceutical Company Limited is US$1,500,000,
and the Company holds 75% of its equity interest. This
subsidiary is mainly engaged in producing and selling
calcium polycarbophil bulk pharmaceutical products.
As at 31 December 2013, the total assets of the
subsidiary were approximately RMB14,350,000, and
the equity attributable to shareholders of the subsidiary
was approximately RMB13,683,000. In 2013, the
operating income and the net loss of the subsidiary
were approximately RMB9,033,000 and RMB804,000
respectively.
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Management Discussion and Analysis (continued)

2.

Operations and Results of subsidiaries of the Company
(continued)

3)

The total registered capital Shandong Xinhua Medical
Trade Company Limited is RMB48,499,000, and
the Company holds 100% of its equity interest. This
subsidiary is mainly engaged in the business of biological
products, prepared Chinese herbal medicine for
decoction, traditional Chinese medicine, pharmaceutical
raw materials, preparations, antibiotic preparations
biochemical medicine, health food, medical appliances,
drugs and products for birth control and cosmetics
etc.. As at 31 December 2013, the total assets of
the subsidiary were approximately RMB284,265,000,
equity attributable to shareholders of the subsidiary
was approximately -RMB12,694,000. In 2013, the
operating income of the subsidiary was approximately
RMB1,072,602,000, representing a decrease of 2.92%
as compared with that of last year. The net loss of the
subsidiary was RMB4,413,000.

The registered capital of Shandong Xinhua Pharmaceutical
Import and Export Company Limited is RMB5,000,000,
and the Company holds 100% of its equity interest.
This subsidiary is mainly engaged in the import and
export of goods and technologies, marketing and re-
exports. As at 31 December 2013, the total assets of
the subsidiary were approximately RMB20,945,000, and
the equity attributable to shareholders of the subsidiary
was approximately RMB15,386,000. In 2013, the
operating income and the net profit of the subsidiary
were approximately RMB64,260,000 and RMB2,977,000
respectively, representing a decrease of 0.86% and an
increase of 7.58% respectively as compared with that of
last year.

The total paid-up capital of Xinhua Pharmaceutical
(Shouguang) Company Limited is 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 2013,
the total assets of the subsidiary were approximately
RMB748,074,000, equity attributable to shareholders
of the subsidiary was approximately RMB281,928,000.
In 2013, the operating income was approximately
RMB537,960,000, the net profit of the subsidiary was
approximately RMB5,509,000, representing an increase
of RMB9,540,000 as compared with that of last year.
The increases were mainly attributable to the reduction
in procurement cost of raw materials and energy
consumption.
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Management Discussion and Analysis (continued)

2.

Operations and Results of subsidiaries of the Company
(continued)

6

The registered capital of Zibo Xinhua Drug Store Chain
Company Limited is RMB2,000,000 and the Company
holds 100% of its equity interest. The main operations
of the subsidiary are the sale of traditional Chinese
medicine, prepared Chinese herbal medicine for
decoction, chemical preparations, drugs for diagnosis,
drugs for birth control, medical devices, health foods and
cosmetics. As at 31 December 2013, the total assets
of the subsidiary were approximately RMB18,802,000,
and the equity attributable to shareholders of the
subsidiary was approximately RMB4,748,000. In 2013,
the operating income of the subsidiary was approximately
RMB39,029,000, representing an increase of 11.94%
as compared with that of last year. The net profit of the
subsidiary was approximately RMB444,000.

The registered capital of Zibo Xinhua Pharmaceutical
Design Institute Company Limited is RMB3,000,000
and the Company holds 100% of its equity interest.
This subsidiary is mainly engaged in the business of the
design of medical projects. As at 31 December 2013,
the total assets of the subsidiary were approximately
RMB11,048,000, and the equity attributable to
shareholders of the subsidiary was approximately
RMB8,443,000. In 2013, the operating income was
approximately RMB17,025,000, representing an increase
of 50.92% as compared with that of last year. The net
profit of the subsidiary was approximately RMB1,568,000,
representing a decrease of 27.74% as compared with
that of last year. The increase in income was mainly
attributable to the expanding design scale.

The registered capital of Shandong Xinhua Pharmaceutical
(Europe) GmbH is EUR769,000 and the Company holds
65% of its equity interest. This subsidiary is mainly
engaged in the business of bulk pharmaceutical and
intermediates. As at 31 December 2013, the total assets
of the subsidiary were approximately RMB27,492,000,
and the equity attributable to shareholders of the
subsidiary was approximately RMB11,055,000. In 2013,
the operating income was approximately RMB78,041,000,
representing an increase of 2.79% as compared with
that of last year. The net profit of the subsidiary was
approximately RMB1,365,000.

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED ISR ERFEIR BB R 2 5 “
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Management Discussion and Analysis (continued)

2.

Operations and Results of subsidiaries of the Company
(continued)

©)

Total registered capital of Xinhua (Zibo) Real Estate
Company Limited is RMB20,000,000, and the Company
holds 100% of its equity interest. This subsidiary was
established in December 2010 and is mainly engaged in
the business of real estate development and sales. As
at 31 December 2013, the total assets of the subsidiary
were approximately RMB76,264,000, and the equity
attributable to shareholders of the subsidiary was
approximately RMB19,699,000. In 2013, the net profit of
the subsidiary was approximately RMB242,000.

Total registered capital of Xinhua Pharmaceutical (Gaomi)
Company Limited is RMB19,000,000, and the Company
holds 100% of its equity interest. This subsidiary was
established in April 2012 and is mainly engaged in
the business of powder injection and tablets. As at 31
December 2013, the total assets of the subsidiary were
approximately RMB12,676,000 and the equity attributable
to shareholders of the subsidiary was approximately
RMB11,338,000. In 2013, the net loss of the subsidiary
was approximately RMB5,186,000.

Total registered capital of Xinhua Pharmaceutical (Gaomi)
Company Limited is US$1,500,000, and the Company
holds 100% of its equity interest. This subsidiary was
established on 29 January 2013 and is mainly engaged
in pharmaceuticals, chemicals, health products research
and development, certification and import and export
business. As at 31 December 2013, the total assets of
the subsidiary were approximately RMB16,230,000 and
the equity attributable to shareholders of the subsidiary
was approximately RMB8,203,000. The net loss of the
subsidiary was approximately RMB949,000.
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Management Discussion and Analysis (continued)
3. Use of Proceeds

On 3 September 2001, the Company raised an amount of
RMB370,517,000 from the issue and offer of 33,000,000 A
Shares (including the offer of 3,000,000 state-owned shares). As
at 31 December 2013, a total of approximately RMB370,517,000
from the proceeds of the above issue of A Shares had been
used in the following projects:

E&Re 2013F REHHE
"AHN ER#A RIREA REmLH
BEHORETALR Total Investment Accumulated % of the total fisE
Name of project investment in 2013 investment investment Remark
ANEETT ANEETFT ARHTFT
RMB’000 RMB’000 RMB’000
BR AR 0SERE 74,500 10,447 60,774 81.58% -
State-level technical centre
HEIGMPEIER B 80,000 - 80,226 100.28% %I
Injection workshop GMP renovation Completed
MBER R ER R 160,000 - 188,201 117.63% xI
Caffeine technical renovation Completed
L-360% MEEE A 29,980 - 23,442 78.19% xI
L-350 technical renovation Completed
Z i ERBCMPIEER 39,800 - 46,265 116.24% 7T
Analgin GMP renovation Completed
At 384,280 10,447 398,908 -
Total
Bzt - Note:
1. #HE (GMP) Mt THE S HQMREY 1. The projected profit level of the injection GMP renovation project was
ERIED B FFERIKF not attained due to the drop in the drugs price.
2. BRI AEEE SERREO 2. The projected profit level of the caffeine technical renovation project
R ETRMNEE  REIREFE was not attained due to the drop in price and export tax rebate rate.
B
3. BEREEMPOBEBEDBAGE 3. The project of the renovation of the state-level technical center has
Ao been put into use.

H E2013F 128318 " HE&EE &2
2EHFERTE -

As at 31 December 2013, the proceeds have been used up.
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Management Discussion and Analysis (continued)

4.

Analysis of core competitiveness

The Company enjoys an advantage of large scale operation,
and is the largest production and export base for antipyretic
analgesic drugs. The Company has an advantage in fundamental
management and passed the ISO9001, ISO14001, ISO10012
and 1SO22000 certifications one after another.

The Company has an advantage of international operation. With
seven items of the Company’s products having passed the American
FDA certification and ten items having obtained the European COS
certificate, the Company’s products were sold to more than 50
countries and regions in the world. The Company is one of the first
15 pioneering enterprises which implement a global strategy.

The Company has an advantage in technological innovation.
The Company is a national high and new technology enterprise,
a key high and new technology enterprise under the National
Torch Program, and a key enterprise in the bio-pharmaceutical
industrial base under the National Torch Program. The Company
has a national-level enterprise technology centre, established
enterprise post-doctoral research station, and has extensive
cooperation with more than 50 scientific and research institutions
and universities.

Working Report of the Board

1.

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

(1) On 7 January 2013, the First extraordinary meeting 2013
of the Seventh Board was convened by way of written
resolutions, and the results of the meeting were published
in Securities Times in the PRC, HKExnews and on the
Company’s website on 8 January 2013.

2 On 15 January 2013, the Second extraordinary meeting
2013 of the Seventh Board was convened by way of
written resolutions, and the results of the meeting were
published in Securities Times in the PRC, HKExnews and
on the Company’s website on 16 January 2013.

3) On 22 March 2013, the sixth meeting of the Seventh
Board was convened at the Company’s registered
office, and the results of the meeting were published
in Securities Times in the PRC, HKExnews and on the
Company’s website on 25 March 2013.
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Working Report of the Board (continued)

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

4) On 26 April 2013, the seventh meeting of the Seventh
Board was convened at the Company’s registered
office, and the results of the meeting were published
in Securities Times in the PRC, HKExnews and on the
Company’s website on 27 April 2013.

5) On 28 June 2013, the Third extraordinary meeting 2013
of the Seventh Board was convened by way of written
resolutions, and the results of the meeting were published
in Securities Times in the PRC, HKExnews and on the
Company’s website on 29 June 2013.

(6) On 23 July 2013, the Forth extraordinary meeting 2013
of the Seventh Board was convened by way of written
resolutions, and the results of the meeting were published
in Securities Times in the PRC, HKExnews and on the
Company’s website on 24 July 2013.

(7) On 30 July 2013, the eighth meeting of the Seventh
Board was convened at the Company’s registered
office, and the results of the meeting were published
in Securities Times in the PRC, HKExnews and on the
Company’s website on 31 July 2013.

(8) On 30 October 2013, the Ninth meeting of the Seventh
Board was convened at the Company’s registered
office, and the results of the meeting were published
in Securities Times in the PRC, HKExnews and on the
Company’s website on 31 October 2013.

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

The dividend for 2012 of the Company was distributed by the
end of June 2013.

SHANDONG XINHUA PHARMACEUTICAL COMPANY LIMITED ISR ERFEIR BB R 2 5 “
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Brief Introduction of Directors, Supervisors and
Senior Officers

Brief introduction of Directors, Supervisors and Senior Officers are listed
in the above section headed “BRIEF INTRODUCTION OF DIRECTORS,
SUPERVISORS AND SENIOR OFFICERS” under the section
“DIRECTORS, SUPERVISORS, SENIOR OFFICERS AND STAFF”.

Public Float

The Company has complied with the requirement in respect of the
minimum public float during this reporting period and up to the latest
practicable date prior to the issue of this report.

Remuneration of Directors and Supervisors

Details of the remuneration of the Company’s Directors and Supervisors
are set out in note 16 to the Accounts prepared in accordance with
HKGAAP.

Individuals with the Highest Remuneration

The five individuals with the highest salaries paid by the Group during
the year 2012 were directors. For details, please refer to note 17 to the
Accounts prepared in accordance with the HKGAAP.

Directors’ and Supervisors’ Rights to Acquire
Shares

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

Service Contracts of Directors and Supervisors

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

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

Management Contracts

No contracts concerning the management and administrat